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INTERIM DIVIDEND

The Directors do not recommend payment of an interim dividend for

the six months ended 30 September 2002 (2001: HK$Nil per share).

REVIEW OF OPERATIONS AND RESULTS

Business review

For the six months ended 30 September 2002, the Group recorded a

consolidated turnover of approximately HK$79.5 million. Net loss for

the period was approximately HK$43.4 million compared to

approximately HK$96.3 million for the corresponding period in the

previous year.

During the period under review, the operating environment of building

material industry in Hong Kong remains difficult due to local economic

downturn and sluggish property market. Keen competition in the

building materials industry also exerted downward pressure on prices

of ceramics tiles. Despite the unfavorable performance in the local

market, the Group’s business in the United States still manages to

progress well.

With a view to improve its financial position, the Group has

implemented a series of measures to enhance cost competitiveness

and operational efficiency. During the period, the Group has not only

divested its non-performing building material retail business in Hong

Kong and adopted stringent cost control, it has also been exploring

new business opportunities to generate revenue and cash flow stream.

As the natural gas industry in the PRC is under active growth, the

Directors believed that investment in the natural gas market in the PRC

is an excellent opportunity to bring in high quality and sustainable

income for the Group and it has therefore entered into a conditional

acquisition agreement (“Nanning Acquisition Agreement”) for certain

interests in Nanning City Gas Co. Ltd. (“Nanning City Gas”), the details

of which are set out in the section headed “Material Acquisition and

Disposal” below, to capture the business potential from the

development and growth of the natural gas business in the PRC.
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MATERIAL ACQUISITION AND DISPOSAL

Acquisition of Nanning City Gas

On 8 November 2002, China Crystal Investment Ltd., an indirect wholly-

owned subsidiary of the Company, entered into the Nanning Acquisition

Agreement with Great City Associates Limited (“Great City”) to acquire

63% interests in WIT International Group Ltd. (“WIT”) at a consideration

of HK$120.0 million (“Nanning Acquisition”).

WIT is an investment holding company incorporated in the British Virgin

Islands. After reorganization, WIT shall hold 49% equity interest in

Nanning City Gas in which the Company shall indirectly hold 30.87%

attributable interests in Nanning City Gas after completion. Nanning

City Gas is principally engaged in the construction and operation of

the city gas pipelines and the provision of the related equipment,

apparatus and other ancillary services. It is principally operating in

Nanning City, Guangxi Zhuang Autonomous Region, the PRC.

As one of the conditions for completion of the Nanning Acquisition

Agreement, Great City has undertaken to procure completion of the

reorganization which involves the completion of the procedures in

respect of the transfer of 49% equity interest in Nanning City Gas from

one of the existing shareholders to WIT. Great City has also undertaken

to take all steps and obtain all necessary consents and approvals to

convert Nanning City Gas from a domestic limited liability company

into a sino-foreign equity joint venture enterprise under the relevant

PRC laws.

Further details of the Nanning Acquisition have been disclosed in the

Company’s announcement and circular dated 13 November 2002 and

4 December 2002 respectively.

Disposal of Subsidiaries

On 24 May 2002, Companion Building Material (Holdings) Limited

(“CBM”), a wholly-owned subsidiary of the Company, entered into a

sale and purchase agreement and a deed of assignment with a third

party pursuant to which CBM disposed of the entire issued share capital

of three wholly-owned subsidiaries and the shareholders’ loans due

from such subsidiaries in the sum of approximately HK$54.8 million as

at 31 March 2002 to the third party at a consideration of approximately

HK$15.0 million.
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PLACING AND SUBSCRIPTION OF NEW SHARES

Subscription of New Shares

Pursuant to a subscription agreement dated 4 June 2002, China

Strategic Holdings Limited (“China Strategic”) subscribed

20,000,000,000 new shares in the Company at an issue price of

HK$0.01 per subscription share amounting to a total consideration

of HK$200.0 million. The subscription agreement was completed

on 20 September 2002 with net proceeds amounted to approximately

HK$198.9 million.

Placing of New Shares

Pursuant to a placing agreement dated 4 June 2002, the Company

placed through an independent placing agent 25,000,000,000 new

shares in the Company at an issue price of HK$0.01 per placing share.

The placing agreement was completed on 20 September 2002 and the

net proceeds amounted to approximately HK$242.6 million.

LIQUIDITY AND FINANCIAL RESOURCES

As at 30 September 2002, the Group had net current assets of

approximately HK$131.7 million (31 March 2002: net current liabilities

of HK$298.0 million) and a current ratio of 1.33 (31 March 2002: 0.34).

Cash, bank balances and pledged time deposits as at 30 September

2002 were approximately HK$375.4 million (31 March 2002: HK$19.4

million). Gearing ratio which is expressed as a ratio of total liabilities

and minority interests to shareholders’ funds was 1.70. No calculation

of gearing ratio as at 31 March 2002 has been made as the shareholders’

funds were negative as at 31 March 2002.

As at 30 September 2002, total borrowings of the Group (including

bank overdraft) amounted to approximately HK$217.7 million

(31 March 2002: HK$273.5 million), of which approximately HK$214.5

million was due within one year and approximately HK$3.2 million

was due after one year from 30 September 2002. All these borrowings

were interest bearing, of which approximately HK$92.3 million carried

fixed interest rate of 9.8% per annum and approximately HK$125.4

million carried floating interest rates. Most of the Group’s business

transactions, assets and liabilities are denominated in Hong Kong dollars

and Renminbi. Borrowings were mainly denominated in Renminbi,

United States dollars and Hong Kong dollars while cash and cash

equivalents were mainly held in Hong Kong dollars. Given the exchange

rate of these currencies are fairly stable, exchange rate fluctuations

had no material impact on the Group during the period. No hedging

measures was considered necessary and adopted during the period.
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The Group is in breach of a covenant in respect of certain banking

facilities with utilised amount of approximately HK$4.2 million as at

30 September 2002, of which all sum has been fully repaid as at the

date of this report. As disclosed in the annual report of the Company

for the year ended 31 March 2002, repayment of the unsecured

Convertible Loan of outstanding principal sum of approximately

US$11.9 million advanced from an independent third party to a

subsidiary of the Company is technically repayable on demand due to

default in repayment of certain part of the loan by the Group in prior

years. Details of the above transactions were disclosed in the

announcement of the Company dated 18 February 2002.

PLEDGE OF ASSETS

As at 30 September 2002, the Group has pledged certain land and

buildings, motor vehicles, plant and machinery with an aggregate

carrying value of approximately HK$98.6 million (31 March 2002:

HK$110.8 million) and time deposits of approximately HK$14.5 million

(31 March 2002: HK$Nil) to secure the banking facilities granted to

the Group.

The Group has also pledged certain land and buildings in Hong Kong

with an aggregate carrying value of approximately HK$6.5 million (31

March 2002: HK$6.8 million) and investments in securities with market

value of approximately HK$16.5 million (31 March 2002: HK$17.3

million) and the entire issued shares of two wholly-owned subsidiaries

to secure an other loan in the sum of HK$60.0 million together with

interest thereon and certain sum due to a trade creditor.

CONTINGENT LIABILITIES

As at 30 September 2002, the Group’s contingent liabilities were

approximately HK$10.3 million, representing corporate guarantee given

to bankers in respect of banking facilities utilized by an associate

(“Corporate Guarantee for Associate”). As at 31 March 2002, the

Group’s contingent liabilities were approximately HK$15.0 million,

representing Corporate Guarantee for Associate of approximately

HK$10.3 million, other corporate guarantee in lieu of utility deposit of

approximately HK$0.5 million and unprovided loan interests of

approximately HK$4.2 million.
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EMPLOYEES AND REMUNERATION POLICIES

As at 30 September 2002, the Group employed approximately 500

staff. The Group’s remuneration policies are in line with prevailing

industry practices and formulated on the basis of performance and

experience of the employees and will be reviewed regularly. The Group

also provided staff comprehensive benefits including medical insurance

and training programmes.

Further, the Company maintains a share option scheme, of which no

share option was granted or exercised during the period.

PROSPECTS AND PLANS FOR THE FUTURE

Approaching the end of a calendar year, the world economies have

not shown significant sign of recovery. To deflect from its loss making

businesses and improve its financial position, the Group, with the

proceeds from the subscription and placing, has been exploring new

business opportunities which will enhance its growth and development

potentials in the long run.

During the second half of 2002, the PRC signed several multi-billion

dollar deals in relation to development of natural gas market in the

PRC, including the construction of 4,000 km “West-East Gas Pipeline”

and sourcing of the liquefied natural gas supply for both Guangdong

and Fujian provinces in the south east region, which clearly

demonstrates its desires to develop the natural gas market. Foreign

investments and management skills are indispensable for swift

development of a sizeable and modern gas industry, especially in the

crucial sector of local gas distribution. The Company believed this creates

enormous market potential.

To realise the premium market for natural gas business in the PRC, the

Group has shown its dedication through the Nanning Acquisition. After

the completion of the Nanning Acquisition, the Group will continue to

actively look for high quality natural gas businesses and investments

in the PRC so that it will become its new source of income. Further, the

Group will also evaluate the existing businesses and future development

plans from time to time, and consider any business rationalization which

may include scaling down of any non-performing business, whenever

it deems appropriate and necessary so as to improve its performance

as a whole. Keeping enhancement of shareholders’ value as its

underlying focus, the Group shall strive vigorously to better perform

for the remaining of the fiscal year.
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