CHAIRMAN’'S STATEMENT &

MANAGEMENT DISCUSSION AND ANALYSIS

FINANCIAL RESULTS SUMMARY

With the completionof the debt
restructure ugreement und u series of
cost-control measures, the Compuny is.on

frack for a full recovery. Though financial
yeur2000-2001 reflected, in yenerul, the
heyutive impact of u slow ecohomy, the
Group wus able torevert operating loss back
fo profit. and moderutely reduced
accumulated losses during the pust yeurs,

For the yeur ended 31st Murch, 2001, the
Group’s turnover was HKS404.5 million,
representing u decreuse of upproximutely
18% compuared with the continuing
operutions of lust year. Operating profit of
continuing operations has jumped from u loss
of HK$85.6 million to a profit of HK$2.3 million.
The Group dlso reported a net profit of HK$5.7
million attributable to shareholders, u
sighificunt improvement compuared with a net
loss of HK$118.5 million lust year.
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The decreuse in turnover wus primarily due to the
slow economy worldwide und weuk Euro currency. The

depreciation of the Euro aguinst the US dollar has
uffected the performunce of the Europeun market.
Moreover, the rise in oil prices during the first half of the
yedr resulted the increuse of ruw muteriul costs, thus
raising the Group’s production costs. Market rumors
conhcerhiny the previous unsutisfuctory finuncial
condition of the Group dlso uttributed fo the drop in
sales. In addition, the Group had to pay out
approximately HK$12.5 million of legul und professional
fees, which were incurred during neygotiutions with its
bunk creditors in the formulution of the self-rescue debt
restructuring progrum.

As d result of the five-yeur self-rescue debt
restructuring ugreement, which wus completed on 15th
December, 2000, the net current liubilities of the Group
tfowards its 18 bank creditors have been significantly
reduced from HK$337 million to'HK$196.7 million. This
agreement not only confirms the bunkers’ confidence in
the Group, but dlso helps to reinstate and retuin the
confidence of customers und suppliers. Since its
financiul situation hus been largely placed under
confrol, the Group is how uble to focus on business
development. Under the munaygement’s leudership und
hard work, substantial administrative and production
costs huve been saved, leuding to u higher profit
maryin und un overdll heulthier operuting environment.

REVIEW OF OPERATIONS

Mainland China Sales

Chinu’s strong economy, fueled by its upcominyg
uccession fo the World Trade Orgunization, und the
implementation of both the 10th Five-Yeur Plan and the
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West Chihu Development Plan, hus boosted the
presence of Muyiciun’s "N'n” brand in the Mainland
China. During the year uhder review, the Mainland
Chinha market performed quite well, recording a
turnover of over HK$83.7 million, a growth of close to 5%
compuared with the HK$79.7 million wus achieved lust year,

During the yeuar, the Group infroduced dpproximately
190 innovutive und hew products to the market. Of
these items, the kitchen ware product series were the
most popular.

The sutisfying performaunce in Muinlund Chinu is dlso
attributed to the setup of three more sules offices. These
new estublishments in Lanzhou, Guiyanhy und Changchun
have brought the total humber of sules offices to 28.
Renowned chuin stores, supermarkets and convenience
stores including Wul-Mart, Carrefour, Park’N Shop, Metro,
Trust-Mart, Beijing Hualian, Ningbo Sanjiang, Parkson and
The Shanghui Aygriculture, Industrial and Commercial
Supermuarket dll carry products of the Group.

HK Sales

The recovering economy continued to udversely
affect the Group’s domestic sales in Hong Kohy, which
were dowh by 17% to HK$40.7 million. While wuiting for
the economic environment fo improve, the Group has
secured hew customers, such us Price-rite und
Muannings, strengthening the buse for future direct sules.

International Sales

Facing keenh competition in the US market, the Group
recorded u drop in turnover to HK$222.6 million duriny
the year under review. The Group ulso experienced
uhsuatisfactory conditions in Europeun market, which wus
severely uffected by the ' weuk Euro. As such, the
turnover for intfernational sales for the year ended 31
March, 2001 waus HK$280.2 million, representing u
decreuse of 24% compured with that of last yeur.

As there wus un oversupply of cheup products in
both markets, profit margins were reduced to aun almost
uhucceptable level. Instead of bluntly furning away
customers who have come to usk for lower prices, the
munugement has ucceded to their requests, but only
insofar us it wus possible to do so without incurring
substantial losses, taking info consideration profits on
other items sold to the sume purchuser ut the saume time
which would muke up for losses otherwise incurred. Also,
in order to meet with competitive prices, efforts were
mude to streumline product range, improve supply-

chuin munugement, source reusonubly-
priced good yudlity raw muaterials und cut
overheuds. The Group hus ut the sume fime
turned its uttention to other quulity products
which are more profitable, and will try to
open up other potentiul high-end muarkets.
The switch to more high-end muarkets is
expected to be time-consuming. The Group is
dlso offering tuilor-made outsourcing items for
d humber of mujor brand customers who
have their own worldwide distribution
network.

Production

With the relocution of the metul factory to
our muin factory compound at Shatou,
Shenzhen; dll production lines, except those
for electropluting and u sutellite factory for
munufacture of puper curton products, ure
now housed on u single piece of land
meusuring close to 100,000 syuure metres. In
cohseyuence, there have been consideruble
suvings in rent, manpower, fuctory overheduds
and transportation charges, u centrulized
and more cost-effective inventory storuge
system hus been put in place, factory security
has been enhunced, und the overdll
munagement has been rendered more
efficient. The centrulization policy will be
further implemented in the years to come
and will undoubtedly be of fremendous
benefits to the Group in the lony run.

The dutubuse system set up lust year hus
dlso proven effective in Monitoring costs und
culculating profit marygins. In addition, the
compuny website records show that there
have been humerous visitors who were uble
to obtuin our product information yuickly und
efficiently. Although there are yet no officiul
statistics directly denoting the relationship
between sdles und the website traffic, use of
the Internet by the Group so fur hus
uhdeniubly shown that it is an inexpensive
und effective murketing tool.

Supported by the research and hard work
of the New Product Development
Committee, which wus set up in the yeur
uhder review, the Group has infroduced
approximately 240 new plustic products und
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over 100 hew metal products for its overseus
maurket.

LIQUIDITY AND FINANCIAL
RESOURCES

Debt Restructuring Plan

In the yedr under review, the Group'’s
finuncial burden wus greutly dlleviated due
to the completion of u five-yedar self-rescue
debft-restructuring program in relation to its
debts owed to 18 baunk creditors (the “bunk
indebtedness”) which wus reduced in writing
und evidenced, in part, by a Debt
Restructuring Deed (the "DRD”) executed on
10th November, 2000. The detdils of the
frogrum ure us follows.

Debt Compromise

HK$53.4 million of the bunk indebtedness
wdas repuaid with HK$10.8 million in full and
final settlement, with funds yeneruted
internully by the Group. An extraordinary guin
(ufter restructuring costs) of HK$30.1 million
wus recorded in the profit and loss uccount.

Convertible Bonds

Following completion of the debt
restructuring, the Compuny issued fwo
different convertible bonds to bunk creditors
to dischurge the bunk indebtedness to the
extent of HK$174 million, of which HK$116.9
million wus in Zero Coupon Secured
Convertible Bonds and HKS$57.1 million was in
4% Coupon Secured Cohvertible Bonds. The
DRD requires the bunk creditors fo convert
HK$86.9 million of the bonds ut a conversion
price of HKS0.2 per shure to 434,336,720
shures of the Compuny, und offer to sell
these shures to existing yuulifying
shureholders of the Compuny ut HK$0.05 per
share.

Share Offer

On 22nd Junuary, 2001, the Compuny
maude u Shure Offer pursuunt to the DRD on
behdalf of dll the residudl bank creditors to the
yuulifying shareholders of the Compuny, in
relution to the 434,336,720 shures converted
as uforesuid. All these shares have been duly
taken up and puid for.

New Term Loan

The bulunce of the bunk indebtedness of
approximately HK$109.6 million was repluced by g hew
secured five-year term loun bedaring interest at three-
month HIBOR (Honyg Kony Infer Bunk Offer Rute) plus 1%,
payable quurterly. The principul repayment, by
installments of HK$11 million euch, will commence from
30th August, 2001 und confinue thereufter semi-annually
for five yeurs until the whole of the principul and interest
have been repuid. The Group hus benefited from the
lower finance charges on reduced louns and
cohsecutive interest rute cuts.

Liability

Immediately before taking into account the
reduction in residudl indebtedness, the Group owed its
creditors upproximutely HK$344.8 million, comprising
secured indebtedness of upproximutely HKS7.8 million
und residudl indebtedness of upproximutely HK$337
million.

After the deduction of debts totuling upproximutely
HK$53.4 million under the Debt Compromise und HK$86.9
million under the Shure Offer, the residuul debts stund at
HK$196.7 million, in other words, liubility to bunk creditors
hus dropped by upproximately HK$140.3 million. The
debt to equity ratfio for the finuncial year under review
has significantly improved from 3.37 to 1.43.

PROSPECTS

Supported by the success of the debt restructuring
frogram und improved business performunce this year,
it is believed that the Group hus overcome its muin
difficulties in avoiding u totul collapse und is heading in
the right direction for full recovery und better prospects.

The Group is optfimistic about the development of
the PRC murket and pluns fo set up sules offices in
Shijiazhuany in Hebei Province und Zhohyshun in
Guunydony Province, which dre expected to yenherute
over HK$4 million in sales revenues over the next year,
With the strong market demand resulting from the
booming PRC econhomy, total sules revenue is expected
to meet du turgeted growth for the next yeuar.

More efforts will be put in the promotion of sales in
Hony Kony, such thut the performance there, which hus
dlready begun to recover, will show steady
improvement.
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For international markets, with the
Group’s strategies of cutting costs,
expunding in sules, and teuaming up
with branded manufacturers, it is
expected thut both the orders und
profit maurgin will increuse, resulting in
an overdll growth.

Lookiny forwaurd, with a gradudlly
improving economic environment on
the outside, high morale and stronyger
management on the inside, the Group
is confident of beiny uble to meet the
targets and schedules set out in the
debt restructuring plun. After having
undergone u humber of very difficult
yeurs, the Group is how back on frack
for renewed ygrowth, und is committed
to maintdining a pragmatic business
philosophy in both finuncial investment
and expunsion strategy,




