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The Board (“Board”) of directors (“Directors” and each, a
“Director”) of China Logistics Group Limited (“the Company”)
announces the audited consolidated results of the Company
and its subsidiaries (the “Group”) for the year ended 31 March
2002. The net loss of the Group for the year 2002 was
HK$1,395 million as compared with the net loss of HK$15
million in the year 2001.

The increase in net loss for the year ended 31 March 2002
was mainly due to the provisions of HK$429 million, HK$233
million and HK$358 million for the Heat Supply Project, the
CNCC Acquisition, the amount due from Sharp Class
International Limited (“Sharp Class”) respectively and
impairment/revaluation deficit of tangible assets of HK$233

million.

The Group recorded a turnover of HK$207 million for the
financial year ended 31 March 2002, a decrease of about
HK$51 million as compared to the previous financial year.
The decrease in turnover was mainly due to the reduction of
the trading activities and the Group failing to receive any

income under the Heat Supply Project.
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The Group’s audited results for the year are summarised as

follows:

“EER—H CEE—H BE

MA-HE  FA-HE  Z8BI%

C“EF—H ~“ZEZ% % ZB=+-H

LA=Z+HE ZA=+—H LEE

1 April 2001 to 1 October 2001 to Year ended

30 September 2001 31 March 2002 31 March 2002

i3 BT o BWTT

Note HK$’000 HK$000 HK$7000

il Turnover 1 101,900 105,422 207,322
B B LA Cost of sales (82,169) (91,334) (173,503)
T Gross profit 19,731 14,088 33,819
HoAt i £ Other revenue 263 609 872
g3 58 WA Distribution costs (2,250) (3,155) (5,405)
1T H Administrative expenses (26,614) (30,526) (57,140)
HAh & > 558 Other operating expenses, net (27,446) (27,187) (54,633)

HIVEE 2 WE, Impairment/revaluation deficit

oAk i 4l of tangible assets 2 (30,628) (202,565) (233,193)
T & W Impairment of intangible assets 3 (428,999) - (428,999)
r A i T T AR Provision for CNCC Acquisition 4 (232,620) (37) (232,657)
R Provision for doubtful debts 5 (375,238) (16,010) (391,248)
R e 18 Loss from operating activities (1,103,801) (264,783) (1,368,584)
Fill 6 B AR Finance costs (8,955) (5117) (14,072)
AL B % s W) 2 s R Share of losses of associates (5,552) (1,428) (6,980)
Wk B il 15 Loss before taxation (1,118,308) (271,328) (1,389,636)
B IH Taxation (1) (526) (527)
KM DB RS BT Loss before minority interests (1,118,309) (271,854) (1,390,163)
D B TR A Minority interests (4,639) (236) (4,875)
J% BRME A s 153 AR Net loss attributable to shareholders (1,122,948) (272,090) (1,395,038)
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Notes:

1. Turnover mainly comprises of sales of PUMA products
(HK$115 million), P&G products (HK$46 million) and rental

income (HK$15 million) from investment properties.

2. Impairment/revaluation deficit includes the book loss on
revaluation of the Group’s interest in investment properties
in Hong Kong and Panyu, Guangdong, the PRC (HK$114
million) and the impairment of a shopping complex in Panyu,
Guangdong, the PRC held by Panyu Lucky Rich Real-Estates
Development Limited (“Panyu Lucky”) (HK$42 million) and
the loss on revaluation and impairment of property under

development in Panyu, Guangdong, the PRC (HK$41 million).

3. Impairment of intangible assets represents provision for Heat
Supply Project (HK$429 million).

4. Provision for CNCC Acquisition (HK$233 million) represents
provision on the earnest money and related receivables for
acquisition of a logistics and distribution network in the PRC

which was terminated by the Group.

5. Provision for doubtful debts includes provision for receivable

from Sharp Class of HK$358 million.

The net loss for the first and second half of the year was
HK$1,123 million and HK$272 million respectively. The
factors attributable to the net loss for the first half of the year
have been set out in the audited interim financial report for
the 6 months ended 30 September 2001 (“Audited Interim
Report”). The factors attributable to the net loss for the second
half of the year were the impairment/revaluation deficit of
HK$203 million and additional provisions for doubtful debts
of HK$16 million.
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China Logistics Group Limited
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Major events affecting the Group after the year
ended 31 March 2001

Winding up petition from New Era

New Era Foundation (China) Limited (“New Era”)
presented a winding up petition against the Company
on 27 November 2001 (the “Petition”) for failing to
repay the loan of HK$25 million and default interest
of about HK$2.6 million as at 1 November 2001. The
Petition was withdrawn after the Company fully repaid

the amount in question.

Irregular Transactions

As stated in the Audited Interim Report, the Board had
conducted a review of a number of transactions which
resulted in the provisions of (i) HK$358 million being
the amount due from Sharp Class; (ii) HK$233 million
being the amount receivable upon the cancellation of
the CNCC Acquisition; (iii) HK$429 million being the
balance of the book value of the investment in the
Heat Supply Project. Details of these three transactions
(“Irregular Transactions”) and the reasons for the
Board’s decision to make the relevant provisions can
be found in the Audited Interim Report. The Board
has also retained Deloitte & Touche Corporate Finance
Limited which prepared a report on the amount due
from Sharp Class and the CNCC Acquisition. The Board
has also retained Deloitte Touche Tohmatsu to prepare
a report on the Heat Supply Project and the

investigation is continuing.
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Major events affecting the Group after the year
ended 31 March 2001 (Continued)

2.

Irregular Transactions (Continued)

The Group has taken the following steps to pursue the
relevant parties with a view to recover damages caused

to the Group by the Irregular Transactions:

- The Group commenced a legal action in Hong
Kong in September 2002 against (i) Sharp Class
to recover HK$308 million paid to Sharp Class
and (ii) Mr. Lo Chu Kong, a former executive of
a subsidiary who approved the payments to
Sharp Class. The Court has approved the service
of the proceedings on Sharp Class in the British
Virgin Islands (“BVI1”) and the time for Sharp
Class to file its defence has not expired. The
former executive is contesting the action. The
legal advisor of the Group estimated that the
Group should expect to obtain judgment against
the defendants and that the trial would take
place in 2003.

- The Group commenced a legal action in Hong
Kong in November 2002 against (i) Sharp Class
to recover HK$50 million paid to Sharp Class
and (ii) Mr. Yuen Wai (the former Chairman)
and Mr. Chung Ho (formerly an executive
Director and currently a non-executive Director)
who approved the payment to Sharp Class. The
Group has applied to the Court to serve the
proceedings on Sharp Class in BVI and the
proceedings have been served on the two other
defendants. Mr. Yuen Wai has not
acknowledged service of the proceedings while
Mr. Chung Ho has indicated that he will contest
the action against him. The legal advisor of the
Group estimated that the Group should expect
to obtain judgment against the defendants and

that the trial would take place in 2003.
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Major events affecting the Group after the year
ended 31 March 2001 (Continued)

2. Irregular Transactions (Continued)

- The Board has instructed the lawyers of the
Company in China and Hong Kong to review
the Heat Supply Project and the CNCC
Acquisition and to take all necessary actions
against the relevant parties to recover the loss
incurred under those transactions. The Group
commenced a legal action in Beijing, the PRC
in November 2002 against (i) Huatong Heat
Energy Technique Co., Ltd. and (ii) China
Huatong Distribution and Industry Development
Corporation (“China Huatong”) to recover
HK$40 million together with interest of HK$1.02
million being the guaranteed income for the

year 2001 relating to the Heat Supply Project.

- The Directors have made a report of the
Irregular Transactions to the relevant regulatory
agencies and believe that the inquiries are
continuing. The Group has cooperated in these

inquiries and will continue to do so.

The Board’s efforts to pursue the relevant parties may
be hampered by the lack of documentation and
assistance from the Group’s former executives who
participated in the Irregular Transactions. The Board
is unable at this stage to estimate the amount which

can be recovered from the relevant parties.
3. Trading Division

- The P&G consumer products division ceased
its operation from October 2001 onwards. The
net loss for this division for the first 6 months
from April 2001 was HK$480,000 due to

significant erosion of profit margin.
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Major events affecting the Group after the year
ended 31 March 2001 (Continued)

Trading Division (Continued)

- The licensing agreement for PUMA apparel was
terminated by PUMA, the licensor, on 15 May
2002. By a settlement agreement dated 18
September 2002, the Group agreed, inter alia,
to settle the outstanding royalty payments of
US$310,000 by instalments during the financial
year ending 31 March 2003.

These operations have not performed satisfactorily and
contributed to substantial operating losses in previous
years. Reduction in the trading activities will
substantially decrease the operating losses of the

Group.

Dispute over controlling shareholding in the Company

Pan Pacific Traders Limited (“Pan Pacific”) is the
controlling shareholder of the Company which owned
about 35% of the issued shares in the Company, all of
which were pledged to ABN AMRO BANK N.V., Hong
Kong Branch (“ABN”). Pan Pacific is a company
beneficially owned by Mr. Yuen Wai, the former
Chairman, and Mr. Mongkon Cherloemchoedchoo
(“Mr. Cher”), a Director. The Company has received a
letter dated 26 July 2002 from the solicitors
representing China Huatong claiming that it is the
ultimate owner of the shares held by Pan Pacific. The
dispute over the ownership of Pan Pacific should not

have any adverse effect on the operations of the Group.

ABN has entered into an agreement with World Gain
Holdings Limited (“World Gain”) to sell all the shares

in the Company owned by Pan Pacific.
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BFEF_ZT—F=A=+—HLEFEE Major events affecting the Group after the year

ended 31 March 2001 (Continued)

Mandatory Convertible Note

The Company has issued a convertible note
(“Convertible Note”) with a principal amount of
HK$306.6 million and the entire principal amount was
to be mandatorily converted into 219,000,000 shares
in the Company (“Conversion Shares”) at the issue
price of HK$1.4 each on 27 April 2002.

The records of the Company showed that United City
Trading Limited (“Noteholder”), the holder of the
Convertible Note, was wholly owned by Huatong
Group Holdings Limited (“Huatong”). Prior to the
mandatory conversion, the Company received
notification from Huatong that the beneficial ownership
of the Noteholder is subject to dispute and demanded
the Company to withhold from allotting and issuing
the Conversion Shares to the Noteholder, failing which
they would hold the Company responsible for their

losses and damages.

The Company was then notified on 29 April 2002 by
the Noteholder that its 100% beneficial ownership has
been transferred on 23 April 2001 to Tim Trade Group
Limited, an independent third party to Huatong and
the Company. The Noteholder has on 29 April 2002
instructed the Company to allot and issue the

Conversion Shares.

The Company has withheld the allotment and issuance
of the Conversion Shares pending resolution of the
dispute. The Company is seeking legal advice on its
position regarding the issue of the Convertible Note
and whether the Convertible Note is enforceable. To
date, the Company has not allotted and issued any
Conversion Shares under the Convertible Note pursuant
to the advice from the then legal advisors of the

Company.
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BFEF_ZT—F=A=+—HLEFEE Major events affecting the Group after the year

ended 31 March 2001 (Continued)

Mandatory Convertible Note (Continued)

The Company was informed by the solicitors of
Huatong on 1 November 2002 that Huatong has
instituted proceedings against Tim Trade Group Limited
on 29 April 2002 and the same are being contested. It
also repeated the demand to the Company to withhold
from allotting and issuing the Conversion Shares to

the Noteholder.

Changes in the composition of the Board

Since 1 April 2001, there has been a substantial change
in Board members. Notably, the executive Directors
who resigned included Mr. Yuen Wai, the Chairman
of the Board who resigned on 28 May 2002. The
current Board had not been able to seek cooperation
and explanation from Mr. Yuen Wai on the Irregular
Transactions prior to his resignation and had not been

able to locate him since his resignation.

The Company commenced legal proceedings on 10
August 2002 against Mr. Chung Ho and Mr. Wu
Yuehua and three other Directors appointed at a
purported board meeting held on Sunday, 4 August
2002 (“Purported Board Meeting”) seeking, among
others, to invalidate the resolutions passed at that
meeting. On 13 August 2002, the three Directors
purportedly appointed at the Purported Board Meeting
tendered their resignations as Directors. The Company
maintains that the Directors appointed at the Purported
Board Meeting had not been validly appointed and
intends to take appropriate actions against Mr. Chung
Ho and Mr. Wu Yuehua in relation to damages caused
to the Company arising from the Purported Board

Meeting.
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Major events affecting the Group after the year
ended 31 March 2001 (Continued)

EXgHACED &) 6. Changes in the composition of the Board (Continued)
Wi B S SRR SR A A B Apart from Mr. Chung Ho and Mr. Cher, all the current
FEEREYR -FEF-F A +H Directors were appointed after 24 September 2001.
BERAT - BT HE R GREEZBA M The current Board faced tremendous difficulties over
Jig BN 35 58 By Bty R 2 45 A M the past months to deal with the complex issues caused
ERTE Rl RO R S G LS by the Irregular Transactions, including lack of
Je i R A1 5 B 3% % 8 5y 2 R AT B supporting documentation and cooperation from the
J& 2 a1k - previous management who participated in these
transactions.

AREETHNEREKIEER 7. Possible mandatory cash offer

AR ) B v B el 42 i ) (e The Company and World Gain, a wholly owned
) 22 EWE A R World Gainfit — subsidiary of China Chengtong Holdings Company
FEZHEFT-ATHEHABERBEGL (“Chengtong”) jointly announced on 15 November
ffi > N2 A B World Gain fif ] #1217 2002 that World Gain had entered into a conditional
R SL— YA WAtk o DA e o B SR AT agreement with ABN to acquire the shares in the
(LR e N B ) WO A 3 /] 2 iy Company from ABN (as mortgagee). Completion of
HMABRL SR —FE _F+ A the transaction is expected to take place by December
ST > M A SO MR SRR B A o 2002 and will result in a change in controlling
World Gain'E fffi > o AR 45 7 s o shareholder. World Gain announced that it will make
B <1 It A 2 ) i 3 42 vl A i a possible mandatory cash offer for shares in the
B i R o BIA L E K Company under the Hong Kong Code on Takeovers
World Gainjfé 5 1 B i 1 22 o 758 45 and Mergers. The composite document is expected to
B . be issued by the Company and World Gain in

connection with the offer.
FORRNEBXMEFRE 8. Suspension of trading of the Company’s shares on the

AN EE BT RS R E A
EAZANH (BB R e %8 4
Sz W) W R o B R
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Stock Exchange

The Company applied to the Stock Exchange to
suspend trading of its shares on 28 May 2002 when
there was a sudden increase in share price and trading
volume. Trading in the shares will continue to be
suspended pending the release of price sensitive
information. The Board intends to apply shortly to the
Stock Exchange to seek a resumption of trading of its

shares.

China Logistics Group Limited
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Prospects

The Group faced perhaps the most turbulent time in its history.
Many of the difficulties are attributable to the deficiency of
corporate governance. The current Board has adopted a
proactive approach to resolve the difficulties by (i) identifying
and resolving the major problem areas, including the Irregular
Transactions; (ii) undertaking a cost cutting and asset disposal
program to improve liquidity and reduce borrowings; (iii)
reducing trading operations which incurred continuous losses
over the years. These measures have been effective in

containing and/or reducing the losses.

The Board expects that the Group’s operations will gradually
return to normal in the coming financial year. Although the
Irregular Transactions and other loss making operations had
made substantial erosions to the asset base of the Group, the
Group embarked on an asset disposal program and
streamlined its operations since the last financial year. As a
result, the Group was able to substantially reduce its bank
borrowings and consolidated liabilities. Apart from the normal
operating losses and losses which may arise on the disposal
of property interests, the Board does not expect any material

operating losses for the coming year.

The core businesses of the Group are logistics and
distribution, property investment and strategic investment in
Hong Kong and the PRC. The Board intends to continue the
core businesses of the Group and will only undertake new

investments when sufficient financial resources are available.

The Board will take steps to further strengthen its balance
sheet by disposal of certain non-core assets. The Group is in
discussion with an independent third party for the sale of
interests in investment properties in Panyu, Guangdong, the
PRC.

The Group will continue to review any proposal for the sale

of its assets if the return is satisfactory.
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Prospects (Continued)

The Group disposed of its 35% interest in Success Project
Investments Ltd. which holds 52% interest in an investment
company which owns Shilu International Shopping Centre in
Suzhou, the PRC in January 2002 for HK$15 million. The
sale proceeds were used for part settlement of the Petition.
The disposal realised a book loss of HK$18 million. The
Group has an option to repurchase the investment interest
before the end of year 2002 at HK$15 million plus interest.
The shopping centre has a gross floor area of 40,403.65
square meters. The investment has generated satisfactory
income for the Group in the past. It is the Group’s intention

to exercise the option.

Chengtong is a state-owned pillar enterprise in China with
substantial asset base and business operation. Its principal
business includes modern logistics, metal distribution, project
investment and information services. Chengtong is one of

the largest logistics distribution enterprises in China.

On completion of the acquisition of controlling interests in
the Company by World Gain from ABN, it is the intention of
World Gain to maintain the existing business activities of the
Group and to strengthen the logistics business of the Group
by taking advantage of the market position of Chengtong.
This may involve the acquisition of business and/or assets
that have synergy with the Group’s operations. The Board
has yet to identify any suitable acquisition target. Any future
acquisition by the Company will be subject to the provisions

of the Listing Rules.

The Board believes that once Chengtong becomes the ultimate
controlling shareholder of the Company, the Group can expect
financial and business support from Chengtong and
considerable synergy can be generated by the association
with Chengtong. The Board is confident that the Group would

benefit from the financial strength and expertise of Chengtong.
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Gearing Ratio

As at 31 March 2002, the Group’s gearing ratio calculated
on the basis of total bank loans, trust receipt loans and other
loans of approximately HK$209,522,000 and total assets of
approximately HK$555,663,000 was 0.38.

Pledge of Assets

As at 31 March 2002, the Group’s investment properties,
property under development, leasehold land and buildings,
and plant and machinery with aggregate carrying value of
approximately HK$173,529,000, HK$10,614,000,
HK$50,722,000 and HK$23,940,000, respectively, have been
pledged as securities for the Group’s borrowings and banking

facilities.
Contingent Liability

As at 31 March 2002, the Group’s estimated maximum
contingent liability in respect of a legal claim was
HK$4,844,000.

Liquidity and capital resources

As at 31 March 2002, the Group had current assets and
current liabilities of HK$46 million and HK$276 million
respectively (2001: HK$716 million and HK$263 million,
respectively). The Group had cash and bank balances
(including pledged bank deposits) amounting to approximately
HK$3 million as at 31 March 2002 (2001: approximately
HK$14 million).
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Liquidity and capital resources (Continued)

As at 31 March 2002, the Group had in aggregate HK$136
million (2001: HK$129 million) bank borrowings secured on
certain properties owned by the Group. The Group had other
loans of HK$70 million (2001: Nil), of which HK$15 million
carries interest at 10% per annum and is secured against a
32% shareholding in Goodwill (Overseas) Limited (held by a
Company’s wholly owned subsidiary), and other receivable
of HK$11,700,000. The remaining other loans are unsecured

and interest-free.

The Company has not issued any additional shares during
the year ended 31 March 2002 except that Mr. Yuen Wai,
who was a Director during the year under review, and an
employee exercised options for 6,500,000 Shares and 350,000
Shares, respectively, at the subscription price of HK$0.1491

under the Company’s employee share option scheme.
Treasury policies

The business activities of the Group were funded by bank
borrowings, secured loans and cash generated from operating
activities. The Group considers that fluctuations in exchange
rates and market prices do not impose a significant risk to
the Group since the level of foreign currency exposure is
relatively immaterial as compared with its total assets value

or outstanding debts.
Human Resources

As at 31 March 2002, the Group employed a total of about
614 employees, of which 62 were based in Hong Kong and
552 in the PRC. Employees’ remunerations are determined in
accordance with nature of their duties and remain competitive
under current market trend. During the year under review,
no option has been granted pursuant to the Company’s

employee share option scheme.




