1.

PRINCIPAL ACCOUNTING POLICIES

(a)

(b)

(©)

Basis of preparation

The duccounts have been prepared in uccordunhce with generdally
accepted uccounting principles in Hong Konhy and comply with
accounhting stundards issued by the Hohng Konhyg Society of Accountants.
The duccounts dure prepured under the historical cost convention das
modified by the revaluuation of certdin properties.

Consolidation

The consolidauted uccounts include the uccounts of the Compuny und
its subsidiaries mude up to 31 December. The results of subsidiaries
acyuired or disposed of during the year are included in the consoliduted
profit and loss uccount from the effective date of ucquisition or up to
the effective dute of disposul, us uppropriute.

All sighificant infercompuny fransactions and balances within the Group
are eliminated on consolidation.

The guin or loss on the disposul of u subsidiury represents the difference
between the proceeds of the sule und the Group’s share of its het assets
together with any goodwill or capital reserve which was not previously
charged or recoyhised ih the consoliduted profit und loss account.

In the Compuany’s balunce sheet the investments in subsidiaries ure stated
at cost less provision, if necessary, for any permunent diminution in value.
The results of subsidiaries are uccounted for by the Compuny on the
busis of dividends received und receivuble.

Joint ventures

A joint venture is u contructuul urrunyement whereby the Group und
other purties undertake un econhomic uctivity which is subject to joint
control und nhonhe of the puarticiputing parties has unilateral control over
the economic uctivity.

The consoliduted profit and loss account includes the Group’s share of
the results of jointly controlled entities for the yeur, und the cohsolidated
badlance sheet includes the Group’s share of the net assets of the jointly
controlled entities.
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1.

PRINCIPAL ACCOUNTING POLICIES (continued)

(©)

(d)

(e)

Joint ventures (continued)

In the Compuny’s balunce sheet, the investments in jointly controlled
entities ure stuted ut cost less provision, if hecessury, for uny diminution
in value other than temporary in nature. The results of jointly controlled
entities are accounted for by the Company on the busis of dividends
received und receivuble.

Revenue recognition

Revenue from the sule of yoods is recoghised, onh the fransfer of risks and
rewuards of ownership, which generdlly coincides with the fime when the
yoods ure delivered to customers und fitle has pussed.

Revenhue from the sule of services is recoyhised when the services are
rendered.

Intferest income is recoynised on u time proportion busis, tuking into
account the principul amounts outstunding und the inferest rutes
dpplicuble.

Fixed assets

Leasehold land, including lund use rights in the People’s Republic of
China (the “"PRC"), und buildings are stated at valuation. It is the Group
policy to review regularly the carrying value of leusehold lund and
buildings on un individuul busis and adjustment is mude where there hus
been u materiul change. If it is considered uppropriate, independent
professional valuations are obtuined. Incredses in valudation dare credited
to the revualudtion reserve. Decreuses in valuution are first offset aguinst
increases on edarlier valuations in respect of the sume property and are
thereufter debited to the profit and loss uccount. Any subseqguent
increuses ure credited to the profit und loss uccount up to the uamount
previously debited. Upon the disposul of u property, the relevant portion
of the reudlised revuludtion reserve in respect of previous valuations is
tfransferred from the revuluution reserve to retuined earnings.

Other tunygible fixed ussets are stated ut cost less uccumulated
depreciation.
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1.

PRINCIPAL ACCOUNTING POLICIES (continued)

(e)

()

Fixed assets (continued)

Amortisation of leusehold land, including land use rights in the PRC, is
cudlculuted to write off ifs valuation over the unexpired period of the
lease on u struight line busis. The principul annual rates used for this
purpose are 2% to 2.5%.

Depreciation of leusehold buildings is culculated to write off their
valuation on ud straight line busis over the unexpired period of the leuse
or their expected useful lives to the Group, whichever is shorter. The
principal annual rates used for this purpose are 2.5% to 4%.

Other tanyible fixed ussets ure depreciuted ut rates sufficient to write off
their cost over their estimated useful lives on a straight line busis. The
principal annual rates ure us follows:—

Leusehold improvements 20%
Plant and machinery 20%
Furniture, fixtures und equipment 20% - 30%
Motor vehicles 30%

Mujor costs incurred in restoring fixed ussets tfo their hormal working
condition ure churged to the profit und loss uccount. Improvements ure
cupitdlised und depreciated over their expected useful lives to the Group.

The cuarrying amounts of fixed ussets dre reviewed regularly to ussess
whether their recoveruble amounts have declined below their carrying
amounts. Expected future cush flows have hot been discounted in
determininy the recoveruble amount.

The gudin or loss on disposul of u fixed asset is the difference between the
net sules proceeds und the currying umount of the relevunt usset, and is
recoyghised in the profit and loss account.

Construction in progress

Construction in progress is stated at cost which mainly comprises direct
costs of construction und is transferred to fixed dussets when it is capuble
of producinyg suleuble output on u commercial basis. The umount of uny
reduction to recoveruble umount is charged to the profit and loss
account.
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1. PRINCIPAL ACCOUNTING POLICIES (continued)

(g) Assets under leases
) Finance leuses

Leuses that substantially fransfer to the Group dll the rewards and
risks of ownership of ussets, other thun legdl title, ure uccounted
for us finunce leuses. At the inception of a finunce leuse, the fair
vulue of the usset is recorded together with the obligution,
excluding the interest element, to puy future rentuls.

Payments tfo the lessor are freated as consisting of cupital and
interest elements. Finance charges are debited to the profit and
loss account in proportion to the capital balance outstanding.

Assets held under finunce leuses ure depreciuted over the shorter
of their estimuted useful lives or leuse periods.

@i Operdting leases

Leuses where substuntially all the rewards and risks of ownership of
ussets remuin with the leausing company dre uccounted for us
operating leuses. Rentals applicuble to such operating leuses are
charged to the profit and loss account on a straight line basis over
the leuse term.

(h) Inventories

Inventories comprise stocks and work in progress and are stated at the
lower of cost und net reulisuble vulue. Cost, culculuted on the first-in,
first-out basis, comprises materials, direct lubour and ah appropriate
proportion of dll production overheud expenditure. Net reulisuble vulue
is determined oh the busis of unticiputed sules proceeds less estimuted
selling expenses.

(i) Trade receivables
Provision is made uguinst trude receivubles to the extent that they are

considered to be doubtful. Trade receivubles in the bulance sheet are
stated het of such provision.
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1.

PRINCIPAL ACCOUNTING POLICIES (continued)

)

(k)

()]

Deferred taxation

Deferred tuxution is uccounted for ut the current tux rute in respect of
timiny differences between profit us computed for tuxation purposes
and profit as stated in the accounts to the extent that a liability or an
usset is expected to be puyuble or recoveruble in the foreseeuble future.

Translation of foreign currencies

Transactions in foreigh currencies ure translated at exchunge rates ruling
at the transuctions dates. Mohetary ussets and liubilities expressed in
foreigh currencies ut the balunce sheet dute ure transluted ut rates of
exchunge ruling ut the balunce sheet date. Exchanyge differences arising
in these cuses dre dedlt with in the profit und loss account.

The auccounts of overseus subsidiuries are transluted at the rates of
exchunge ruling ut the bulunce sheet dute. Exchanye differences are
deult with aus a movement in reserves.

Borrowing costs

Borrowing costs that are directly attributable to the dacquisition,
construction or production of an asset that necessarily takes a substantial
period of time to yet reudy for its infended use or sule ure capitalised us
part of the cost of that usset. All other borrowing costs are churged to
the profit and loss uccount in the yedar in which they are incurred.
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2. REVENUE AND TURNOVER

The Group is principully engaged in the manufacturing and trading of watches
and watch compohents, the provision of electroplating services, investment
and property holding. Revenue recoyghised during the year are us follows:

2000 1999
HK$’000 HKS 000
Turnover

Sule of wutches 78,287 122,654
Sule of watch components 20,939 22,161
Provision of electroplating services 1,374 2,264
100,600 147,079

Other revenhue
Intferest income 198 11
Rental income 70 -
Guin on disposul of fixed ussets 117 -
Other income 311 -
696 11
Totul revenue 101,296 147,090
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OPERATING PROFIT/(LOSS)

The operuting profit/(loss) is stuted ufter charging/(crediting) the followiny:

Cost of inventories sold
Reversal of provision for obsolete and slow
moviny inventories
Auditors’ remuneration
— Churge for the year
— Underprovision for previous year
Depreciation
- Ownhed fixed ussets
- Leused fixed ussets
Stuff costs (hote)
Operating lease rentdals:
Hire of office equipment
Land and buildinys
Ofther operating expenses
Loss on disposul of fixed ussets
Loss on disposal of subsidiaries
Revdaluation deficit in respect of leasehold
lund und buildings
Financial restructuring costs
Provision for construction in proygress
Other guins
Reversdl of provision for udvunces to
g supplier
Reversdl of provision for bud und doubtful
debts
Wuiver of finance leuse charyges

2000
HK$’000

118,815

(21,803)

570
50

5,496
1,718
14,619
16
2,291
685
2,281
5,063
169

(19,250)

(2,381)
(445)

1999
HKS$ 000

163,266

(24,924)

570

6,244

1,719

11,865

129

200

3,403

1,089

720

(2,080)

(7.521)

Note: Staff costs here exclude directors’ emoluments which dare disclosed in hote 9
below und direct lubour cost of upproximutely HK$15,615,000 (1999 : HKS$18,198,000)

which is included in cost of inventories sold.
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4. FINANCE COSTS

Interest expehses on bunk louns und overdrufts
Finunce leuse churges

5. TAXATION

Hony Kony profits tax
Overprovision in previous yedars

2000 1999
HK$’000 HK$ 000
896 10,601

- 245

896 10,846
2000 1999
HK$’000 HKS$ 000

2,877 =

(a)  No provision for Hong Kony profits fax has been mude in the uccounts
us the Group hus ho ussessuble profit for the year.

(b) Tuxution in the consoliduted bulunce sheet represents the umount of
Hony Kony profits tax provided for previous yeuars.

(c) No provision for deferred tuxution hus been made in the accounts us

the effect of timihy differences is hot materiul to the Group.

6. PROFIT/(LOSS) ATTRIBUTABLE TO SHAREHOLDERS

The profit/(loss) attributable to shareholders is dedlt with in the accounts of the
Compuny to the extent of u loss of upproximately HK$154,377,000 (1999: loss of

HK$3,275,000).

7. DIVIDEND

The directors do not recommend the puyment of uny dividend for the year

ended 31 December 2000 (1999: Nib).
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8. EARNINGS/(LOSS) PER SHARE

()

(b)

The culculation of busic earninys/(loss) per share is based onh the profit
auttributable to shareholders of upproximutely HK$28,464,000 (1999: loss
of HK$24,887,000) und the weighted uveruge number of 2,657,828,474
(1999 : 1,076,486,414) ordinary shares in issue dafter adjustment of the
humber of shares in issue prior to the rights issue on 16 Februury 2000. The
loss per share for 1999 has been adjusted uccordingly.

The diluted eurninys per share is bused on 3,062,395,003 ordinary shares
which is the weighted average number of ordinury shares in issue during
the yedr plus the weighted average number of 346,254,836 ordinury shures
deemed to be issued ut ho considerution if dll outstunding warrants had
been exercised. The diluted loss per share for the yeur ended 31
December 1999 had hot beeh presented us the effect of any dilution is
anti-dilutive.

9. DIRECTORS’ AND SENIOR MANAGEMENT’S EMOLUMENTS

C))

The uygyregute uamounts of emoluments payuble to directors of the
Compuny during the year are us follows:—

2000 1999
HK$’000 HKS 000
Fees:

Executive directors - -
Independent hon-executive directors 140 -
140 -

Other emoluments of executive directors:
Busic suluries und ullowunces 8,036 6,381
Benefit from share options exercised 19,829 -
27,865 6,381
28,005 6,381
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9.

DIRECTORS’ AND SENIOR MANAGEMENT’S EMOLUMENTS (continued)

(b)

()

In addition to the directors” emoluments disclosed ubove, during the
yedar, 160,000,000 options were gruanted fo the directors under the share
option scheme upproved by the shareholders on 4 July 1996. Each of
the options entitled the holder to subscribe for one ordinary share of
HKS0.01 euch in the Compuny at un exercise price of HKS0.18 per share
at auny time during the period from 2 September 2000 to 1 September
2003.

The number of directors whose emoluments fell within the following bands
is as follows:—

Number of directors

HKS$ 2000 1999
0 - 1,000,000 9 10
1,000,001 - 1,500,000 2 1
1,500,001 - 2,000,000 1 -
5,500,001 - 6,000,000 1 -
6,500,001 - 7,000,000 1 -
8,500,001 - 9,000,000 1 -

15 11

No director hus wuaived or augreed to wuive any emoluments in respect
of the yeudrs ended 31 December 1999 uand 2000.

The five highest paid individuuls during the year included five (1999 :
four) directors, detuils of whose emoluments ure set out in hotes 9(u)
und 9(b) ubove. The remuininyg individuul whose emolument fell within
the bund of Nil o HK$1,000,000 in lust year is us follows:

2000 1999
HK$°000 HKS 000
Salaries und other benefits in kind - 986
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10.

FIXED ASSETS

Group
Leasehold land and buildings
In Outside
Hong Kong  Hong Kong Fumiture,
held under  held under fixtures
medium medium  Construction  Leasehold ~ Plant and and Motor
eases leases inprogress improvements  machinery  equipment vehicles Tofal
HKS 000 HKS 000 HKS 000 HKS 000 HKS 000 HKS 000 HKS 000 HKS 000
(nofe (e))
Cost or valyution
Brought forward 20730 25,000 8674 6473 38,499 8120 3,008 110,644
Additions, ut cost - - 169 i 110 754 - 1,760
Adjustment on revaluation - (3,100) - - - - = (3,100)
Provision - - (9,043) - - - - (9,043)
Disosul of subsiolaries (7,700) - - - - - = (7,700)
Diswosuls (13,080) - - - ) (57) - (13,001)
Curried forward - 21900 - 7,100 38,605 8817 3,048 19410
Currigd forward us follows.-
At cost - - - 7,100 38,605 8817 3,048 57570
At valuation - 21900 - - - - - 21900
- 21900 - 7,100 38,605 8817 3,048 19470
Aygregute depreciution
Brought forward - - - 5454 28420 6,863 2,768 43,506
Churge for the yeur 400 819 - 1060 4038 620 7 1214
Adjustment on revaluation - (819) - - - - = (819)
Disosul of subsidiaries (186) - - - - - = (186)
Diswosuls (214) - - - - (67) - n)
Curried forward - - - 6,514 32,458 142 3,046 49,443
Net book value
At 31 December 2000 - 21900 - 586 0,147 1,391 J 30027
At 31 December 1999 20730 25,000 - 919 10079 1,267 20 58,205
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10.  FIXED ASSETS (continued)

()

(b)

(©

(o))

(e)

The Group’s leasehold lund and buildihgs including lund use rights and
buildings in the PRC, were revalued by AA Property Services Limited, aun
independent professionul valuer, on uh opeh murket value busis us ut 31
December 2000.

The deficit arising onh revuluation of leusehold land aund buildinys
umounting to HK$2,281,000 is uccounted for in the consoliduted profit
and loss uccount (hote 3). The revuluation does hot constitute a timiny
difference for fuxution purpose.

The cuarrying umount of leusehold land und buildings that would have
been included in the uccounts had these ussets been carried at cost
less uccumulated depreciation is HKS24,379,000 (1999: HK$64,823,000) for
the Group.

As at 31 December 2000, the het book value of fixed assets held by the
Group under finunce leuses umounted to HK$2,916,000 (1999 :
HK$4,634,000).

Construction inh proyress represents the cost of construction in respect of
the Group’s hew production facility in the PRC where construction has
yet to be completed. As at 31 December 2000, the Group incurred dan
uyyreyute construction cost of HK$9,043,000. The directors are of the
view that, as a result of the Group’s current limited cash flows, the Group
muy hot have the hecessary cash resources uvdiluble to complete the
cohstruction of this new production facility. In view of these circumstunces,
the directors have mude full provision in respect of the aygreyaute
construction costs of HK$9,043,000 in the uccounts of which HKS7,967,000,
HK$187,000 und HK$720,000 were dlreudy provided in the uccounts for
the yedrs ended 31 December 1997, 1998 und 1999 respectively.
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10.

11.

FIXED ASSETS (continued)

() All of the Group’s fixed assets have beenh charged ds a continuing security
for the amount due to Bunk Group. Such amount was fully settled in

March 2001, the Group is how in the process of dupplying for the full

releuse of these charyes.

Company
Furniture Computer
and fixtures equipment Total
HKS ‘000 HKS 000 HKS 000
Cost
Brought forwurd = = =
Additions 858 241 594
Cuarried forward 858 241 594
Accumuluted depreciation
Brought forwurd = = =
Charge for the year 59 58 117
Curried forward 59 58 117
Net book value
At 31 December 2000 294 183 477
At 31 December 1999 - - -
INVESTMENT IN JOINT VENTURE
2000 1999
HK$’000 HKS ‘000
Conftribution to the investment in a co-operutive
sino-foreign joint venture in the PRC, at cost - 15,486
Less : provision - (15,486)
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11.

12,

INVESTMENT IN JOINT VENTURE (continued)

On 3 Auygust 1997, u wholly-owned subsidiary of the Compuny, Eternal Summit
Investments Limited (“Eternual Summit”) enftered into d joint venture agreement
(the “JV ugreement”) with Beijing Huu Zheny Kuhy Commuhnicution und
Technology Compuany Limited and Target Wise Development Limited to establish
Beijing Future Telecommunicution Limited, u co-operutive sino-foreignh joint
venture in the PRC, fo develop and operute u personal two-way mobile
informution system in Beijinyg, the PRC.

In accordance with the JV agreement, Eternal Summit was required by 3
Junuary 1998 to muke u totul cush contribution of US$4,500,000 to the joint
venture, representing 90% of the totul reyistered cupitul.

As ut 31 December 1999, the Group hud contributed US$2,000,000
(HKS$15,486,000) to the joint venture und hus not met the remuining cush
contribution commitments. In view of its uncertain future prospect, full provision
for this investment hus been made in the auccounts.

Subseqyuent to the Compuny’s disposul of its interest in Efernul Summit to
independent third parties on 29 December 2000, the Group hus ho further
commitment to the JV.

SUBSIDIARIES
Company

2000 1999
HK$°000 HKS 000
Unlisted shures, ut cost (hote u) 69,532 69,532
Amount due from subsidiaries (hote b) 242,731 96,410
Less : provision (305,820) (165,942)
6,443 -
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12. SUBSIDIARIES (continued)

()

The table below lists the principal subsidiaries of the Company which, in
the opinion of the directors, principully uffected the results of the year
und formed u substuntial portion of the net ussets of the Group. To yive
detdils of other subsidiuries would, in the opinion of the directors, result in
particulars of excessive lenyth.

Particulars of the principal subsidiaries us ut 31 December 2000 ure as
follows: -

Place of Paid up
incorporation/ registered/ Percentage of
registration issued share equity held by Principal
Company and operations capital the Company activities
2000 1999
Shares held directly:-
Million-Well British Virgin US$130,000 100%  100% Investment
Enferprises Corp.  Islunds holdiny
Lifecycle British Virgin US$1 100% - Investment
Investments [slands holdiny
Limited
Shares held indirectly:-
Medtech (H.K.) Hony Kony HK$2 100% - Provision of
Compuny management
Limited services fo
the Group
Mighty British Virgin USS1 100% - Investment
Combination Islands holdiny
Limited
Millennium British Virgin USS1 100% - Investment
|deus Limited [slands holdiny
Reul Return Limited  British Virgin US$1 100% - Investment
[slands holdiny
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12,

Company

City Check Limited

Dohgguun Queshi
Watch Co. Ltd.

Edsy Rich Watch
Diul Fuctory
Limited

Funwell Industrial
Compuny Limited

Hangfer Compuny
Limited

Silver Crystal
Munufucturing
Compuny Limited

Stime Wutch
Manufacturing
Limited

07 Annual Report 2000

SUBSIDIARIES (continued)

Place of
incorporation/
registration
and operations

British Virgin
[slands

The People’s
Republic of
Chinu

Hony Konhy

Hony Kohy

Hony Konhy

Hony Konhy

British Virgin
[slands

Paid up
registered/
issued share
capital

US$10,000

HK$16,400,000

HK$10,000

HK$10,000

HK$10,000

HK$10,000

US$50,000

Percentage of

equity held by Principal
the Company activities
2000 1999

100%  100% Manufucturing

100%

100%

100%

100%

100%

100%

of wafches und
wufch components

100% Manufacturing
of watch
components

100% Trading of
wutch dials

100% Truding of leuther
wuatch straps

100% Trading of
wutch cuses

100% Trading of
wutch ylusses

100% Trading of
wutches und wutch
components;

property holding



12,

13.

SUBSIDIARIES (continued)

Place of Paid up
incorporation/ registered/ Percentage of
registration issued share equity held by
Company and operations capital the Company
2000 1999
Stime Wutch Hony Kony HK$10,000 100%  100%
Munufucturing
Compuny Limited
\lunfer Hony Kony HK$10,000 100%  100%
Electroplating
Factory Limited
Wing Fut Watch Hong Kony HK$10,000 100%  100%
Bund Fuctory
Limited

Principal
activities

Truding of
wutches

Electroplating
of wutch
components

Trading of metal
wutch bunds

(b) The umounts due from subsidiuries, except HK$6,000,000 due from Stime
Watch Manufacturing Compuny Limited which bears interest at 8.5
percent per ahnum and is repuyuble on 17 February 2001, ure unsecured,

interest-free and huve ho fixed term of repuyment.

INVENTORIES
2000 1999
HK$’000 HKS 000
Ruw muteriuls 7,003 8,283
Work in proyress 17,743 8,218
Finished gyoods 2,259 2,076
27,005 18,577

The amount of ihventories thut dure carried at het reulisuble value is

upproximutely HK$27,005,000 (1999 : HK$18,577,000).

Annual Report 2000 4@



14.

15.

TRADE RECEIVABLES

The followiny is un uged unulysis of trude receivubles ut the bulunce sheet
dute:

2000 1999

HK$’000 HKS$ 000

0 - 3 months 8,422 15,261
4 - 6 months 959 403
7 = 12 months 3 =
9,384 15,664

It is the Group policy to muke full provision on those trude receivubles
outstanding for more than six months at year end dute and remained unsettled
at the date of upprovul of these accounts.

ADVANCES TO A SUPPLIER

2000 1999

HK$°000 HKS 000

Advunces to u supplier 35,339 54,589
Less: provision (35,339) (54,589)

During the years 1997 und 1998, the Group had udvanced totally HK$56,669,000
to u supplier of the Group, Cheuny Tat Metul Products Factory, for supply of
goods. The umounts dre uhsecured, interest-free und huve no fixed term of
repuyment,

In 1998, the goods were luter found to be defective unhd the Compuny exercised
the right to reject the goods und returhed the sume to the supplier, and further
demunded the supplier to refund the suid consideration of HK$56,669,000 to
the Company. Full provision for defective goods returns had beenh made ugdainst
such advances in the aforesdid umounts.
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15.

16.

17.

18.

19.

ADVANCES TO A SUPPLIER (continued)

On 20 October 1999, the Compuny and the supplier entered into u deed of
settlement under which the supplier will deliver 100,000 yuurtz watch movements
to the Compuny every month between November 1999 and May 2004. The
guurtz watch movements in euch delivery shall be of ucceptuble quulity and
fit for the purpose of the Group. Up to 31 December 2000, the Group hus
received 14 installments of such goods with estimated value of HK$21,330,000.

CASH AND BANK BALANCES

Included in cush and bank balances of the Group dure Renminbi cush and
bunk deposits in the People’s Republic of Chinu of upproximutely HKS$175,000
(1999 : HK$159,000).

AMOUNTS DUE TO DIRECTORS

The amounts due to directors represent certuin emoluments for 1997, 1999 and
2000 which were unpuid by the Group us ut 31 December 2000. The umounts
are uhsecured, interest-free und repuyuble on demund.

TRADE PAYABLES

The followinhyg is un aged unalysis of trude payables at the bulunce sheet date:

2000 1999

HK$’000 HKS 000

0 - 3 months 4,786 12,185
4 — 6 months 3,631 7,736
7 = 12 months 4,894 407
Over 12 months 430 544
13,741 20,872

AMOUNT DUE TO A SUBSTANTIAL SHAREHOLDER

Other thun the advance of HK$1,000,000 which beurs interest ut Best Lending
Rate per annum aus disclosed in hote 31, the umount due to u substantial
shareholder, is unsecured, interest-free und hus ho fixed term of repuyment.
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20. OBLIGATIONS UNDER FINANCE LEASES

2000 1999
HK$°000 HKS 000
Repuyuble:

Within ohe yeur 2,619 4,598
In the second to fifth year inclusive 384 1,019
3,003 5,617

Amount due within ohe yedar, included under
current liabilities (2,619) (4,598)
384 1,019

21. BANK LOANS AND OVERDRAFTS - SECURED

2000 1999
HK$°000 HKS 000
Bank overdrufts - 41,039
Bank loans - 38,695
Discounted bill - 2,140
Accrued bunk loun interest - 848
- 82,722

22. AMOUNT DUE TO BANK GROUP

This represents the unsettled portion of deferred puyment agreed with Stundurd
Chartered Bank us agent of the creditor baunk ("Bank Group”) of the Company
upon finuncial restructuring which wus completed in early of this year. The
deferred puyment wus fully settled in March 2001.
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23.

SHARE CAPITAL

2000 1999
HK$’000 HK$°000
Authorised:
Ordinury shares of HK$0.01 (1999 : HK$S0.10) euch 100,000 100,000
Issued and fully pdid:
Ordinury shares of HK$0.01 (1999 : HK$S0.10) euch 29,175 56,356

On 6 Junuary 2000, Mr. TSANG King Huny, anh Executive Director, who resighed
oh 18 Februury 2000, exercised 3,500,000 share options under the Compuny’s
share option scheme und subscribed for 3,500,000 shares ut HKS0.43 per share,
The proceeds of HK$1,505,000 were used us working cupitul of the Compuny.

On 25 Junuary 2000, the nominal value of the issued and fully puid shares of
567,058,275, wus reduced from HKS0.10 to HK$S0.01 euch. On the sume duate,
every authorised, unissued und unhpuaid share of 432,941,725 was sub-divided
into 10 new shures of HK$0.01 euch. The credit due to cupitul reduction of
dpproximately HK$51,035,000 wus used to reduce the Compauny’s und the
Group’s uccumuluted loss as at 31 December 1999,

On 25 Juhuary 2000, Huge Chinu Developments Limited ("Huye China”)
subscribed for 400,000,000 subscription shares of HKS0.01 euch ut u price of
HK$0.02 per shures und becume the controlling shareholder of the Compuny
ufter the subscription. The Compuny received proceeds of HK$8,000,000 und
then applied the saume fowdards partial settlement of the unsecured portion of
the bank indebtedness. The subscription shares were entitled to the Rights Issue
mentioned below and the Bonus Warrant Issue in hote 25 on 16 February 2000.

On 25 January 2000, 225,000,000 shures (“Settlement Shares”) were issued at a
price of HKS0.40 per shure to the Bunk Group. The Settlement Shures were
entitled to the Bonhus Warrant Issue but hot the Rights Issue.

On 3 February 2000, u total of 89,000,000 options were exercised at udjusted
price of HKS0.184 euch und 312,500 optiohs lapsed on 6 February 2000. The
proceeds of HK16,376,000 were used as working capital of the Group.
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24,

SHARE CAPITAL (continued)

On 16 Februury 2000, the Compuny raised approximutely HK$29,012,000 before
expenses by way of rights issue of 1,450,587,412 right shares on the busis of
every three right shares for every two new shares at u price of HKS0.02 per right
share ("Rights Issue”). The Settlement Shares were not entitled to the Rights
Issue. The purpose of the Rights Issue was to dllow the then existing shareholders
to purticipate in the immediute recupitulisution of the Compuny us well us to
raise hecessary funding for the Group.

On 15 November 2000, 150,000,000 hew ordinury shares ut an issued price of
HKS$0.041 euch were pluced to independent plucees by TingKony — Rexcupitul
Securities Internutional Limited ("TRS”) us the placing ugent pursuunt to o
placing agreement entered between the Compuany and TRS. The het proceeds
of the plucing were used us working cupital of the Group.

During the yeur, 35,874,418 shares of HKS0.01 euch of the Compuny were issued
ut a subscription price of HKS0.02 per shure to the warrant holders on the
exercise of their subscription rights at u totul consideration of upproximately
HK$717,000.

SHARE OPTIONS

Unhder u share option scheme aupproved by the shureholders of the compuny
onh 4 July 1996 (the “Scheme”), the directors muy, ut uny time during the ten
yeurs from 4 July 1996, invite at their discretion, uny employees or executive
directors of the Group to tfake up options to subscribe for shures of the
Compuny.

On 6 Juhuary 2000, Mr. TSANG Kihg Huny, unh Executive Director, who has
resiyned on 18 Februury 2000, exercised 3,500,000 shure options under the
Compuny’s share option scheme und subscribed for 3,500,000 shures ut HKS0.43
per share. The proceeds of HKS$1,505,000 were used us working cupitul of the
compuny.

On 3 February 2000, u total of 89,000,000 options were exercised at udjusted
price of HKS0.184 euch und 312,500 options lapsed on 6 February 2000. The
proceed of HK$16,376,000 wus used us working cupitul of the Group.

On 3 March 2000, shure options entitling the holders to subscribe for 170,000,000

shares ut u price of HKS0.18 per share ut any time between 2 September 2000
tfo 1 September 2003 were yranted under the Scheme.

Save us disclosed ubove, ho share option wus exercised during the year.
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26.

WARRANTS

2002 Warrants

On 16 February 2000, the Compuny issued 440,440,947 hew bonus warrants on
the busis of one hew bohus warrant for every six hew shares held by gudlifying
shareholders. The exercise price for the new bonus warrant is HKS0.02, in
exchunge for ohe new shuare ut HK$0.01 each, und vualid until 15 February
2002. If the warrants are fully exercised the Company will be required to issue
440,440,947 shures. During the year, 35,874,418 warrants were exercised und
404,566,529 wurrunts were outstunding ut yeur end.

RESERVES
Share Contributed Exchange
premium surplus Capital Revaluation  fluctuation Accumulated
account (note) reserve reserve reserve losses Total
HK$°000 HK$°000 HK$°000 HK$°000 HK$°000 HK$°000 HK$°000
Group
At 1 Junuary 1999 38,990 - 814 - 140 (223,347)  (183,403)
Loss uttributuble fo
shareholders - - - - - (24,887) (24,887)
At 31 December 1999 38,990 - 814 - 140 (248,234)  (208,290)
At 1 Junuury 2000 38,990 - 814 - 140 (248,234)  (208,290)
Cupital reduction - - - - - 51,035 51,035
Issue of shares 127,906 - - - - - 127,906
Share issue expenses (326) - - - = = (326)
Profit attributable to
shareholders - - - - - 28,464 28,464
At 31 December 2000 166,570 - 814 - 140 (168,735) (1211)
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26. RESERVES (continued)

Share Contributed Exchange

premium surplus Capital Revaluation  fluctuation Accumulated

account (note) reserve reserve reserve losses Total

HK$ 000 HK$ 000 HK$ 000 HK$ 000 HK$ 000 HK$ 000 HK$ 000
Company
At 1 Junuary 1999 38,990 69,332 - - - (161,833) (83.511)
Loss for the year - - - - - (3.275) (3.275)
At 31 December 1999 38,990 69,332 = = - (165,108) (56,786)
At 1 Junuury 2000 38,990 69,332 - - - (165,108) (56,786)
Cupitdl reduction - - - - - 51,035 51,035
Issue of shures 127,906 - - - - = 127,906
Share issue expenses (326) - - - = = (326)
Loss for the yeur - - - - - (154377)  (154.377)
At 31 December 2000 166,570 69,332 = = - (268,450) (32,548)

Note:

The contributed surplus of the Compuny represents the difference between
the nominul value of the Compuny’s shares issued und the value of net ussets
of the unhderlying subsididaries acquired. Under the Companies Act 1981 of
Bermuda (as amended), g compuny may hot declare or pay u dividend, or
muke a distribution out of confributed surplus, if there are reasonuble grounds
for believing that (i) the company is, or would after the payment be, uhable to
puy its liabilities us they become due; (ii) the redlisuble vulue of the company’s
ussets would thereby be less thun the uyyreyaute of its liubilities und its issued
share cupital and share premium uccouhnt. At Group level, the contributed
surplus is reclussified into its componhents of reserves of the underlyihy

subsidiuries.
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NOTES TO CONSOLIDATED CASH FLOW STATEMENT

Reconciliation of operating profit/(loss) to net cash inflow/(outflow) from

operating activities

Operuting profit/(loss)

Reversal of provision for bud und doubtful
debts

Reversal of provision for obsolete and
slow-moviny inventories

Provision for construction in progress

Revaludtion deficit in respect of leasehold
lund und buildings

Depreciation of fixed ussets

(Guin)/loss on disposal of fixed ussets

Loss on disposal of subsidiaries

Decreuse in inventories

Decreuse in trude receivubles,
prepuyments and deposits, including
advances to u supplier

Decreuse in trude puyubles, uccrued
charges and provisions, includinyg
umounts due to directors

Decreuse in trust receipt loans

Interest income

Net cush inflow/(outflow) from operating
activities

2000 1999
HK$’000 HKS$ 000
26,483 (14,041)
(2,381) (7.,521)
(21,803) (24,924)
169 720
2,281 3,403
7,214 7,963
117) 200
685 =
13,375 29,897
6,294 9,218
(4,616) (8,093)
(23,994) 8)
(198) an
3,392 (3.197)
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27.

NOTES TO CONSOLIDATED CASH FLOW STATEMENT (continued)

(b)

Analysis of changes in financing activities

Brouyght forwurd

Cupital reduction

Issue of shares for cash
(hote 27(d))

Issue of Settlement Shares
(hote 27(d))

Share issue expenses
written off directly to
share premium

Addition of bunk louns

Repayment of bank louns

Payment of cupitadl
element of finuhce
leuses

Cuarried forwurd

Qﬁ Annual Report 2000

Obligation

Share capital under
including finance
share premium Bank loans leases
HKS 000 HKS 000 HKS ‘000
95,346 38,695 5,617
(51,035) - -
61,760 - -

90,000 - -

(326) - -

- 21,125 -

- (58.,595) -

- - 2.614)

195,745 1,225 3,003




27.

NOTES TO CONSOLIDATED CASH FLOW STATEMENT (continued)

(©)

(d)

Sales of subsidiaries

2000 1999
HK$’000 HKS 000

Net ussets disposul of :
Fixed ussets 7,514 -
Cush aund bunk balances - -
Other het current ussets 1 -
7,515 -
Loss on disposul (685) =
Consideration 6,830 -

The analysis of net inflow of cash and cash equivalents in respect of the
disposul is us follows:

2000 1999

HK$’000 HKS 000

Cush consideration received 6,830 -
Cush und bunk bulunces disposed - =
Net inflow of cush und cush equivalents 6,830 -

Major non-cash transactions

0) On 25 January 2000, the hominal value of the issued and fully puid
shares of 567,058,275, wus reduced from HKS0.10 to HK$0.01 euch.
On the sume dute, every uuthorised, unissued und uhpaid share
of 432,941,725 waus sub-divided into 10 hew shares of HKS0.01 each.
The credit due to cupital reduction of upproximately HK$51,035,000
wdus used to reduce the Compuny’s und the Group’s accumulated
loss us ut 31 December 1999.

(ii) During the year, the Compuny hus dllotted 225,000,000 shures ut u
price of HKS$0.40 per shure to the Bunk Group us partiul settlement

of the amount due to the Bunk Group.
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28. CONTINGENT LIABILITIES

As at 31 December 2000, 35 (1999 : 38) employees have completed the reyuired
humber of yeurs of service under the Hohy Kony Employment Ordinance (the
*Ordinance”) to be eligible for lony service puyments on termination of their
employment. The Compuny is ohly liuble to make such payments where the
tfermination meets the circumstances specified in the Ordinunce.

If the termination of dll such employees met the circumstances set out in the
Ordinunce, the Compuny’s liubility aus at 31 December 2000 would be
upproximately HK$3,691,000 (1999: HK$3,988,000). No provision hus been mude
in this respect.

29. PLEDGE OF ASSETS

As at 31 December 2000, the umount due to Bunk Group were secured by
charges on all the Group’s uhdertakings, properties, assets, goodwill, rights
and revehues, both present und future. Since the umount due to Bank Group
wus fully settled in Murch 2001, the Group is how in the process of upplyiny for
the full releuse of these charges.

30. COMMITMENTS
(a) Capital commitments

On 21 December 2000, Lifecycle Investments Limited, a wholly owhed
subsidiary of the Compuhny, entered intfo a conditionul agreement to
acyuire the entire issued share cupital of Enet.com Limited at
HK$14,300,000, to be sutisfied by the issue of 300,000,000 hew ordinury
shares in the Compuny ut u price of HK$S0.041 euch und cush
considerution of HK$2,000,000. The ucquisition wus completed on 10
January 2001 in accordunce with the tferms of the agreement.
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30.

31.

COMMITMENTS (continued)
(b) Commitments under operating leases
As ut 31 December 2000 the Compuny had commitments fo muke

payments in the next twelve months under operating leases which are
expiring us follows:

Land and Office

buildings equipment

HKS ‘000 HKS 000

Within one year 527 =
In the second to fifth year inclusive 2,736 19
3,263 19

RELATED PARTY TRANSACTIONS

During the year, the Group entered into the following material transactions
with related purties in the hormal course of business:

2000 1999
HK$°000 HKS ‘000
Rentul expehses puid fo Chevin Investment
Limited (<) 754 -
Interest puid to Huge Chinu Developments
Limited (b) 15 -

(a) Mr. CHEUNG Lik Chuhy, the chuirmun and a controlling shareholder of
the Company, has beneficidl interests in Chevin Investment Limited.

(b) On 27 September 2000, the Compuny entered into u shareholder loun
agreement with a substantial shareholder, Huge Chiha Developments
Limited ("Huge Chiha”), in which Huge Chiha ugreed to udvunce un
uamount of HK$1,000,000 to the Compuny. The loun beuars interest ut the
Best Lending Rute per anhum and is repuyuble oh demund. Totul umount
of inferest puid fo Huge Chiha during the yeur wus approximately
HK$15,000.
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32, CHANGE OF COMPANY NAME

Pursuant tfo a speciul resolution pussed on 8 April 2000, the Compuny’s hume
wus chunhyed to “Medtech Group Compuny Limited” with effect from 10 April
2000.

33. POST BALANCE SHEET EVENTS

(1) On 21 December 2000, Lifecycle Investments Limited, a wholly owhed
subsidiary of the Compuany, entered into u conditionul agreement to
acyuire the entire issued share cupital of Enet.com Limited at
HK$14,300,000, to be sutisfied by the issue of 300,000,000 hew ordinury
shares in the Compuny ut u price of HK$S0.041 euch und cush
considerution of HK$2,000,000. The ucquisition wus completed on 10
January 2001 in accordunce with the tferms of the agreement.

(2) On 8 Muarch 2001, Huge Chinu Developments Limited ("*Huyge China”), a
substantiaul shareholder of the Compuny, entered info a placing
agreement with Infast Brokerage Limited as placing aygents for placing
up to a total of 101,000,000 existing ordinary shares at a price of HK$0.06
per share to independent investors. On completion of the plucing, Huge
China will subscribe for up to 101,000,000 hew ordinuary shares at the
price of HKS0.06 per share pursuant to a subscription agreement dated 8
March 2001 made between the Compuny and Huge China, The placing
completed on 14 March 2001 and 61,000,000 existing shares of the
Compuny were placed to independent investors. As u result, Huge Chiha
subscribed for 61,000,000 hew shures of the Compuny. The het proceeds
will be used by the Compuny und its subsidiaries for general workinyg
cupitdl purposes.

34. APPROVAL OF ACCOUNTS

The uccounts were upproved by the bourd of directors on 23 April 2001.
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