CHAIRMAN'S STATEMENT &

MANAGEMENT DISCUSSION & ANALYSIS

With the uncertainty of the US economy during the
yedur under review, our turhover in this principul market
inevitably shrank, thus lowering the Group’s total
turnover und operdating profit margin., The Group’s
tfurnover for the period was HK$404.5 million,
representing un 18% decreuse compured with
continuiny operutions of the previous yeur, Nevertheless,
by significantly reducing net loss in our interim period
and persistently employing cost-suving measures during
the year, the Group munayed to turn the loss of
continuiny operutions back to profit. Under tough
market conditions, the Group wus duble to uchieve u het
profit of HKS$5.7 million. To further improve fhis situation,
the Group will concentrate more onh developing the
lucrative PRC market as well us implementing an
improved und cost-effective overseus murket expaunsion
strategy at the sume time.

Since the Group is sfill implementing its recovery
plun, the bourd of directors does hot recommend
payment of u finul dividend.

STEADY IMPROVEMENT IN FINANCIAL
SITUATION

The restructure of approximately HK$337 million of
debts due to mujor bunks (the “bunk indebtedness”)
wus ohe of the principul manugement tasks during the
reporting period. Hud this issue hot been resolved
properly, it would have adversely uffected the Group’s
financial situation aund our operution. Fortunately, with
the wholeheurted support of our bunkers and investors,
the Group executed aygreements for a five-year self-
rescue debt restructure progrum on 15th December,
2000.

| um pleused to report the followiny proyress in
relution to the bunk indebtedness: Under a debt
compromise, the Group repuid HK$10.8 million to its
creditors, in full und finul settlement of HK$53.4 million in
the Group’s debts. Another upproximautely HKS$109.6
million in debt wus substituted by a five-yeur secured
term loaun bearinyg interest at three-month HIBOR (Hony
Kony Inter Bunk Offer Rute) plus 1%. The remuininy part
of the bunk indebtedness in the principal sum of HK$174
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million wus repluced by secured convertible
bonds maturing in 5 years, of which 32.8% or
HK$57.1 million bears interest at 4% per
annum payable in arredrs every 6 months
while the bulance is interest-free. From the
latter, approximately HK$86.9 million worth of
bonds were converted to cuapital through a
shure offer fo existing shareholders on 22nd
January, 2001.

With the finalization of the debt
restructure program in December 2000, the
Group how has a clear picture of the way
daheud. It will focus on reducing debt aund
repuying on time, retdining the confidence of
suppliers und customers, aund mauking dll due
efforts in developiny its core business. The
Group is confident that it will be able fo meet
the five-yeur debt repauyment schedule us
agreed.

Looking uheud, with un expected yraduadl
recovery in the Group’s core business, we
foresee u steaudy improvement in our finuncial
situation.

STRIVING FOR THE BEST UNDER
TOUGH MARKET CONDITIONS

Even though the Group’s plustic und
metul household products are generdlly less
dffected by udverse mucro economic
conditions, our overdll sales have still been
slowed down und staggered considerubly by
weduk consumer senfiment. For the yeur
ended 31st March, 2001, sules to the North
American murket were HK$246.1 million,
representing u 21% drop compured with last
yedar. The Europeaun market was dlso seriously
uffected, leuding to u 52% decline in sules
there.

As d result of ever-increusing keen
competition, especially from muainland China,
customers’ requirements towards price,
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service, quulity and desighs of products ure
more stringent than ever. In order to achieve
the best results, the Group has
accommoduted, so fur us possible und in
permissible instances, reyuests for reduction
of price, not by offering inferior products, but
by effective meusures in supply-chuin
munugement, sourcing of reusonubly-priced
good quulity raw materiuls and cuttings in
overheuds. Specidl efforts huve been mude
for improvement in services to our customers
and the creution of u lot more innovutive
and yuudlity products.

The PRC is the Group’s second most
important murket following that of North
Americu, During the yeur under review, the
PRC contributed HK$124.3 million to the
Group’s furnover, representing d slight 3%
decreuse compured with the previous yeur,
Of this total, approximately HK$3.9 million
cume from Lanzhou, Guiyuny und
Chunygchunh combined, three markets hewly
tapped during the yeur under review, vividly
proving that the Group’s expahnsion strategy

hus produced und will continue to produce o With our vust presence in 28 prominent cities and us

yood puybuck. supported by major retuilers throughout the country, the
Group’s products have penetrated the huge consumer

In Chinu, we huve luunched u lurge market in Chinu.

variety und wide ranyge of products which

have yenerauted good consumer responses. CONSOLIDATION OF/OPERATIONS

We huve contihued fo build,/enhunce ‘und During the period from the ehd of December 2000 to

exploit our "NICOLE Design” ("N'n”) brand the beyinniny of Junuury 2001, we relocuted our metul

name. This name has undoubtedly become factory, which -had thitherto beenh operated on separate

onhe of the most populur household product fuctory premises, to our muin fuctory compound ut

brands in-Chind.-Our sules'hetwork stretches Shutou, Shenzhen. In conseyuence, there huve been

from Guangzhou in the southern part of cohsiderable savings in rent, manpower, factory

China, to Harbin in the horth, and has overheuds and transportation charges; centralized and

recently expunded to-such inlund Chinu more cost-effective inventory storuge hus been put in

Cities us Lunzhou to the West. As u result, N'n place; factory security has been enhanced: and the

products are how avuiluble from more than overull munugement in respect of both plustic und

3,000 sules outlets in Chinu. metul products have been rendered much more
efficient. There will be udditionul meusures towards the

Our strateygy of establishing direct links sume ygoul which will be implemented graduully.

with mujor retdil operautors has reduced our

dependence upon intermediates, and thus IMPORTANT LESSONS LEARNT FROM PAST

decreused transuction charges and DIFFICULTIES

overheuds. Our list of renowhed retuil
customers in Chiha includes Wal-Mart,
Carrefour and Park’N Shop.

The difficulties thut we fuced before huve helped us
form our development struteygy, which wuas and will
continuously be bused onh good finuncial discipline, with
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a focus oh recovery und prudent growth. Good
financiul discipline includes professionul munugement of
the Group’s debt levels und structure as well us tight
cost control. With the self-rescue debt restructure
program in place, the Group’s debt burden will be
gradudlly lightened und eventuully removed. Further
expunsions in future will be prudent und well-planned.

PROSPECTS

The trend towurd globulization und the expected
increuse in PRC cohsumer purchasing power will pose
both challenges und opportunities for Magician. Alony
with tougher competition, more new murkets will
emerge. Faucing this inevituble tfrend, companies will
need to embrace all opportunities in efficient aund
effective wuys in order to excel. The munugement will
focus efforts on the core business of Magician, which will
no doubt be supported by its competitive cupubility,
built und strengthened over the pust yeurs, to explore
international markets and tap further from the PRC
market. We shull act us u production parther for mujor
internutionul household product brands and shall
curefully choose yuulity retuil operators in hew murkets,
both in Chinu und dll over the world.

INTERNATIONAL MARKETS

Bucked by the Group’s strony production
fucilities in Shatou, Shenzhen, Muagiciun will
teum up with fumous brand-nume customers
who have worldwide distribution hetworks
and act us their production urm. We believe
this is u more economicul und efficient way
to upprouch the muture overseus murket.
Giunts of the industry have developed full-
fledged distribution networks und enjoy u
strong market presence, so it is extremely
difficult tfo infroduce u hew reygionul or
overseus brund. The natural choice is fo find
quuality. parthers, dllowing the Group to play
the role of un outsourcer.

PRC MARKET

The imminent uccession of Chinu to the
World Trude Orygunization, the gradudul
implementation of the 10th Five-YeurPlan by
the PRC gyovernment, und the roll-out of the
West China Development Plun, will combine
to create u favoruble atmosphere for NICOLE
Designh to further expund in the PRC.

The Group will expaund only prudently, and
minimize inventory and accounts receivable
risks by choosing guulity retuil customers. For
the current financial yeur ending 31st March,
2002, we intfend to develop ftwo hew PRC
sules offices, one in Guungdony und one in
Hebei, which offer greut opportunities due to
the surging purchusing power of locul
customers.

The pust few yedrs have been purticularly
difficult for the Group. | um deeply impressed
by the forbeuraunce, loyulty und support of
our directors and staff. The Group is forfunate
to have such u guulity feam. With your
continued support und dedicution, | um
confident that the Group will continue to
recover und grow.

Kong Yick Ming
Chdairman

Hony Kony
13th July, 2001
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