2004-2005 interim report

NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS

1. BASIS OF PREPARATION

The unuudited condensed consoliduted finuncial stutements huve been
prepured in uccordunce with Hony Konhy Stuatement of Stundurd Accounting
Practice No. 25 “Interim Finunciul Reporting” issued by the Hony Kony Institute
of Certified Public Accountunts und with the dpplicuble disclosure
requirements of Appendix 16 to the Rules Goverhiny the Listing of Securities
(“Listing Rules”) on the Stock Exchunyge of Hony Konhy Limited ("Stock
Exchunge”).

2.  PRINCIPAL ACCOUNTING POLICIES

The uccounting policies und methods of computution used in the prepurution
of these unuudited condensed cohsoliduted finunciul stutements dure
consistent with those used in the prepuration of the annuul finuncial
stautements for the yeur ended 31 Murch 2004. The unaudited condensed
consoliduted finuncial statements huve beehn prepured under the historicul
cost convention.

3. SEGMENT INFORMATION
Business segment

The Group wus principully enguged in the business of uppurel fruding,
securities tfrudiny, struteyic investments, operution of contuiner depots und
provision of loyistics munuyement services, provision of freight forwurdiny
und vessels operating commonhn currier services. In Murch 2004, the Group
entered info two sule und purchuse uyreements to dispose of United Asiu
Terminul Holdinys Limited (“United Asia”) and its subsidiaries and Junhyjin
Loyistics Development Limited ("Junyjin Loyistics”) und its subsidiuries which
were principully enguyged in operution of contuiner depot and loyistics
maunaygement services, freight forwarding und vessel operuting common
currier services. These two uygreements were completed in April 2004.
Accordingly, these two operations had been discontinued since April 2004.
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Principul uctivities ure us follows:

Continuing operations Discontinued operations
Freight
Operation of  forwarding
container  and vessel
depots  operating
Strategic  and logistics common
Apparel Securities  investments management carrier
trading trading  and others services services Consolidated
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
For the six months ended
30 September 2004
Turnover 46,839 39,118 - 482 1,531 87,970
Segment resulfs (4,279 (6) (22 88 (228) (4,446
Inferest income 44
Group overheuds (2,769
Loss from operations (7,170
Finance cosfs (663)
Amortisution of goodwill (921) - - - - (921)
Guin/(loss) on disposul of
subsidiaries - - - 21,617 (43) 21,574
Impairment loss recognised
in relation to the goodwill
urising on ucyuisition of ussociates - - (1,635) - - (1,639
Provision for loun receivable - - (459) - - (459)
Share of resulfs of ussociutes - - M - - ()]
Profit from ordinary uctivities
before tuxution 10,724
Tuxation -
Profit before minority inferests 10,724
Minority interests (35
Net profit for the Period 10,689
. .. |
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Continuing operations Discontinued operations
Freight
Operation of  forwarding
container  and vessel
depots  operating
Strategic  and logistics common
Apparel Securities  investments management carrier
trading trading  and others services services  Consolidated
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
For the six months ended
30 September 2003
Turnover 1113 21 - 10,319 11,402 23075
Segment results 262 1 - (102) (849) (678)
Interest income 24
Group overheuds (2,819
Loss from operations (3,469
Finunce costs (1.467)
Amortisution of goodwill (20) - (691) - - (711)
Interest in un ussociute written off - - - - (22 (22
Share of resulfs of ussociutes - - 121 - - 121
Loss from ordinary uctivities
before tuxution (5,542
Tuxution (402)
Loss before minority inferests (5,949
Minority inferests 155
Net loss for the period (5,789
|
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LOSS FROM OPERATIONS

Six months ended
30 September

2004 2003
HK$’000 HKS 000
Loss from operutions hus been urrived ut
after charyiny/(crediting):
Cost of inventories sold 22,041 420
Depreciution 532 2,075
Loss on write-off of property, plant und
eyuipment 29 863
Rental income (660) -
Royulty income (888) -
TAXATION
Six months ended
30 September
2004 2003
HK$’000 HKS 000
The tuxution churgye comprises:
Hony Kony Profits Tux
Under-provision in prior yeurs - 350
Deferred tux
Current period - 52
- 402
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No provision for Hong Kony Profits Tux hus been mude us the Group did not
have uny ussessuble profits for both periods. Provision for income tux in
respect of operations in overseus hus not been Mude us the Group did hot
generute any ussessuble profits in the respective jurisdictions for both periods.

6. EARNINGS/(LOSS) PER SHARE

The culculution of the busic eurninys per shure is bused oh the net profit for
the Period of upproximutely HK$10,689,000 (30 September 2003: loss of
approximately HK$5,789,000) und on the weighted uveruge number of
upproximutely 364,308,000 ordinury shares (30 September 2003: weighted
averuge humber of upproximately 197,828,000 ordinary shares) in issue during
the Period.

No disclosure of diluted earninys per share has been presented us there wus
no dilutive potential ordinury shares in issue during the Period.

Diluted loss per shure hus not beenh presented us the exercise of the
outfstunding shure options und wurrants had an anti-dilutive effect on the

bausic loss per share for the corresponding period.

7. GOODWILL

HK$ 000
At 1 April 2004 8,276
Amortisution 921)
At 30 September 2004 7.355

Goodwill is umortised on u struight line busis over its useful life of five yeurs.
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PROPERTY, PLANT AND EQUIPMENT
HKS 000
Net book vulue ut 31 Murch 2004 64,334
Additions 292
Disposul of subsidiaries (62,953)
Written off 29
Depreciution (532
Net book vulue ut 30 September 2004 1,112
INTERESTS IN UNCONSOLIDATED SUBSIDIARIES
At At
30 September 31 Murch
2004 2004
HK$’000 HKS 000
Interests stated at carrying value 12,201 12,201
Less: Impuirment losses (4,676) (4,676)
7,525 7,525
Amounts due to unconhsoliduted subsidiuries (7,525) (7.,525)
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Particulars of the uhconsoliduted subsidiuries held by the Group at 30
September 2004 ure us follows:

Place of Percentage of

registration equity attributable

Name and operations to the Group

Beijing Cupitul Asiu Internutional The People’s 70%
Bonded Affuirs Development Republic
Co., Ltd. ("Bonded Affuirs”) of Chinu
("PRC")

Shunghui Fudu Jewellery PRC 57%

Compuny Limited (“Fudu”)

The Group hus been unuble to exercise its rights us u mujor shareholder of
Bonded Affuirs und Fudu throughout the Period. Accordingly, the Group hus
been unuble either to control the ussets und operutions or to exercise
sighificunt influence over the financial und operuting policy decisions of
both Bonded Affuirs und Fudu. In view of the ubove, the finunciul stutements
of Bonded Affuirs und Fudu huve not been consoliduted. Bused on the
latest informution uvuiluble to the Directors, the respective principul uctivities
of Bonded Affuirs und Fudu ure generadl trading und jewellery subcontracting.

The Directors, to their best knowledye, ure sutisfied that the Group hus ho
muterial obligutions or commitments either in respect of Bonded Affuirs or
Fudu thut require either adjustment to or disclosure in these consoliduted

finuncial stautements.

The Group hus hot been uble to obtuin the finunciul information since the
loss of effective control of Bonded Affuirs und Fudu.
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10. INTERESTS IN ASSOCIATES

At At

30 September 31 Murch

2004 2004

HK$°000 HKS 000

Shure of net liubilities (777) (776)
Goodwill - 1,635
Amounts due from ussociutes 35,230 35,230
34,453 36,089

Less: Impuirment losses (34,680) (34,680)
(227) 1,409

The umounts due from ussociutes ure unsecured, interest free und have no
fixed terms of repuyment.

The movement of yoodwill arising on ucyuisition of ussociutes ure unaulysed

as follows:
HKS 000
At 1 April 2004 1,635
Impuirment loss recoyghised in relation to
the yoodwill urising on ucqyuisition of ussociutes (1,639

At 30 September 2004 -

Due to most of the PRC purtheriny institutes still put their development
uctivities on hold, the development of providiny higher educution progyrums
to muture students in the PRC wus slower than expected. An impuirment loss
of upproximately HK$1,635,000 of the goodwill on acquisition of Globul
Institutes, Inc. ("Globul Institute”) is provided for the Period uccordingly.
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11. INVENTORIES

At

30 September
2004

HK$’000

Merchaundise gyoods for sules 48,290

At

31 Murch
2004

HKS 000

47,971

12. TRADE AND OTHER DEBTORS, DEPOSITS AND PREPAYMENTS

The Group ullows u credit period nhormually ranyinyg from cush on delivery to
90 duys to its trade customers.

At 30 September 2004, the bulunce of frade und other debtors, deposits
and prepuyments included trade debtors of approximately HK$9,111,000 (31
March 2004: HK$13,476,000). The uged unulyses of tfrade debtors, het of
provision for bud und doubtful debts ut the reporting dates are us follows:

At At

30 September 31 Murch

2004 2004

HK$’000 HKS 000

0 - 60 duys 7,927 10,902
61 - 90 duys 654 651
91 - 180 duys 530 1,259
181 — 365 duys - 528
Over 1 yeur - 136
9,111 13.476

Foundation Group

Limited



2004-2005 interim report

TRADE AND OTHER CREDITORS

At 30 September 2004, the bulunce of frade und other creditors included
trade creditors of upproximately HK$510,000 (31 March 2004: HK$6,006,000).
The uged unualyses of the tfrade creditors at the reporting dates ure us follows:

At At

30 September 31 Murch

2004 2004

HK$’000 HKS 000

0 - 60 duys 510 4,706
61 - 90 duys - 318
91 - 180 duays - 449
181 — 365 duys - 83
Over 1 yeur - 450
510 6,006

Included in other creditors is un uyygreyute uamount of upproximutely
HK$595,000 (31 March 2004: HK$1,122,000) representing accrued salaries due
to Mr. Tsui Bobby Suny-En, u former Director of the Compuny.

SHORT TERM LOAN

A loun of upproximately HK$22,144,000 from an independent third party which
is beuriny inferest ut 1% per unnum over bunk’s best lendiny rate und due in
September 2005. The loun is secured by u pledye of ull issued shares capital
in aund the shareholder loun to Full Aheud Limited (“Full Aheud”), a wholly-
ownhed subsidiury of the Group. Full Aheud is the holding compuny of the
subsidiuries which ure muinly engayged in appurel trading.
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15. SHARE CAPITAL

Authorised:
At 1 April 2003: Ordinary shares
of HK$0.10 euch
Share Subdivision (Note (a)(iii)),
ordinary shares of HK$0.001 euch

Number of
shares HK$’000
3,000,000,000 300,000

297,000,000,000 -

At 31 March 2004 und 30 September 2004:

Ordinary shares of HK$0.001 euch 300,000,000,000 300,000
Issued und fully puid:
At 1 April 2003:
Ordinary shares of HKS0.10 euch 1,621,541,315 152,154
Cupital Reduction (Note (a)(i)) - (152,002)

Shure Consolidution (Note (u)(ii))

(1.369.387,184) -

Rights Issue of shares (Note (b)) 152,154,131 152
Top-up Plucement (Note (c)) 60,000,000 60
At 31 March 2004 und 30 September 2004:

Ordinary shares of HKS0.001 euch 364,308,262 364

() Pursuunt to the specidl resolutions pussed ut u speciul genherul meeting
held on 9 July 2003 und tuking effect on 10 July 2003:

(i) The puid up cupitul of euch of the issued shares wus reduced from
HK$0.10 to HKS$0.0001 euch by the cuncellation of HKS$0.0999 of
the puid up cupitul on euch issued share (“Cupitul Reduction”).
As a result of the Cupitul Reduction, bused upon 1,5621,541,315
issued shares, un umount of upproximutely HK$152,002,000 from

the share cupitul uccount of the Compuny wus cuncelled und
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(o))

©

credited to the contribution surplus uccount of the Compuny. The
contributed surplus wus then applied to eliminating purt of the
accumuluted losses.

(i) Every 10 issued reduced shures of HK$0.0001 euch immediutely
ufter the Cupitul Reduction were consoliduted info ohe hew share
of HK$0.001 euch (“Shure Consolidation”).

(iiiy Euch authorised but unissued share of HKS0.10 euch in the cupital
of the Compuny (including the authorised but unissued shares
arising from the Cupitul Reduction) wus subdivided into 100 hew
shares of HK$0.001 euch (“Shure Subdivision”). Following the Capital
Reduction, Shure Conhsolidution und Shure Subdivision, the
authorised but uhissued shure cupital und issued share cupitul of
the Compuny becume 299,847,845,869 und 152,154,131 new shures
respectively.

On 5 August 2003, 152,154,131 new shares of HK$0.001 euch were issued
by way of rights issue (“"Rights Issue”) ut un issue price of HKS$0.30 per
rights shure in the proportion of one rights shure for every onhe shure
then held to provide udditionul working cupital fo the Compuny. These
new shares runk puri passu in dll respects with the then existing shares
of the Compuny. The premium urose from the Rights Issues of
dpproximately HK$44,423,000, net of Rights Issue expenses of
approximately HK$1,071,000 wus credited to the share premium account
(Note 16).

Pursuunt to u pluciny ugreement und u subscription ugreement both
duted 7 November 2003, Leopurd Vision Limited (“Leopurd Vision”), u
substauntial shareholder of the Compuny, ugreed to pluace 60,000,000
ordinary shares of the Compuny ut HKS$0.25 per share to independent
investors und, in turn, subscribed for 60,000,000 hew shures
(“Subscription”) in the Compuny ut the sume price to provide udditionul
working cupitdl to the Compuny (“Top-up Plucement”). The ullotment
of hew shares wus completed on 21 November 2003. These hew shures
rank puri pussu in dll respects with the then existing shares of the
Compuny. The premium urose from the Subscription of upproximautely
HK$14,647,000, net of share issuing expehses of dpproximutely

HK$293,000, wus credited to the shure premium account (Note 16).

Foundation Group Limited



2004-2005 interim report

16. RESERVES

Other

property Negative Capitol Accu-
Share Contributed revaluafion Translafion ~ goodwill ~ Goodwill edemption ~~ Other ~ mulated
pemium - suplus  feseve  feseve  reseve  reseve  feseve  resenve  losses Total
HS000  HKSO00  HKSO00  HKS'O00  HKSO00  HKS'O00  HKSO00  HKS'O00  HKSO00  HKS'000

THE GROUP
AFT Al 2008
- Us reviously reporfed 815,825 - BA 0 WA (M) 190 332 (61776)  (107.486)
- o yeur udjustments in respect of
change in uccounting policy

- eferred furafion - - (69%) 13 - - - -89 78)

- Us restuted 815,825 - W38 108 L3 (148 110 332 (11563 (110.269)
Deficit on revalyation

of leusghold properties - ER (1l - - - - - -
Deferred fuxation cedited fo eyuify - - 1945 - - - - - - 196
Tronsfer fiom share cupital dug fo Capitel

Reducfion (Nofe 15(u)() - 1500 - - - - - - - 1000
Transfer befween reserves (Nofe 15(a)() - (18200) - - - - - - 1500 -
Premium wrising fiom Rights Issus,

nef of exuenses (Nofe 15(0)) U4 - - - - - - - - U
Premium urising fiom Tow-Uy Plucement,

net of expenses (Nofe 1(c)) 14647 - - - - - - - - el

Exchunge olfference urising on tranglafion

of operations oufside Hong Kong - - - (136) - - - - - (136)
Resenves uttrbutable fo minortty infer esfs - - 5 - - - - EEAL
Reserves reulised uon disosul

of u subsidiory - - - ® - - - - _ @
Reserve 1 eulised upon interest in

un ussociute writen off - - - (16) - - - - - (16)
Reserve 1 eulsed uon expiry

of warruns - - - - - - - (3539 - (33%)
Net loss for the yeur - - - - - - - R 117 N Yk
At 31 Mar ch 2004 874,895 - D6 L/ R (4 I A ) - (oouetd w007
For the six months ended 30 September 2004
AFT Al 2004
- Us reviously reporfed 874,895 - D6 L/ VA (1 I A ) - (b6dg0y  H.I07
Reserves reulised yyon

disosul of subsidiaries - - Quey o) g 18 - - - (200%0)
Net profi for the Period - - - - - - - - 10689 10889
At 30 September 2004 874,895 - - 9 0% R - (60891 4968
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Other
poperty Negofive Capitol Accu-
Shore revaluation Translotion  goodwil  Goodwil redemption Other  muloted
premium  feseve  resenve  leseve  fesenve feseve  fesenve [osses Total
HES000  HKSO00  HKSO00  HKSO00  HKSOOD  HKSO00  HKSO00  HKSO00  HKS'000
For the six months ended 30 September 2003
AFT Aprl 2003
- s reviously reported 015,85 3831 1085 314 (1.88) 1,190 B2 @760 (107.480)
- rior period uojustments in respect
of chunge in uccounting wolicy
- deferred furufion - (8.995) 13 - - - - 6199 (2789)
- Usrestuted 815,825 UG 109 31 (188) 1,190 3392 @159 (110.29)
Defict on revaluation of leusehold wroperties - (1073) - - - - - - (1079)
Reversul of deferred fuxution ursing on
tevaluation of leusehold properties - 234 - - - - - - 234
Tronsfer fiom share cupital dug fo Capitel
Reduction (Nofe 15(c)() - - - - - - - IR0 1500
Premium wrising fiom Rights Issus,
nef of exwenses (Nofe 15(0)) U4 - - - - - - - U4
Exchunge lfference urising on tranglafion
of oerations oufside Hong Kong - - 219) - - - - - 219)
Resenves uttributable fo minorty shureholders - 189 13 - - - - - 2001
Shure of movement of reserve of ussociutes - - (16) - - - - - (16)
Net loss for the period - - - - - - - (5,789) (5,789)
At 30 Sewtember 2003 660,248 2404 1001 314 (1.88) 1,190 B0 06530  TI4e

CONTINGENCIES AND COMMITMENTS

(a) Litigation

On the bulunce sheet dute, the Group had the followinyg contingent

liubilities:

(u) On 9 April 2002, un uction had been commenced in HCCL 18 of
2002 (the “1st Action”) by Wedye Murine Limited aguinst the
Compuny (us 1st Defendunt) und two other defendunts for the
respective sums of upproximutely US$408,000 und GBP107,000
toyether with interest und costs. The cluim in the 1st Action wus in

conhnection with dumugyes foyether with interest and cost previously
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(o))

cluimed for the unpuid churter hire of vessel by a former subsidiary
of the Compuny in which the Compuny wus then cluimed us having
guurunteed the performunce und puyments of this former
subsidiary. The 1st Action hus been set down for trial in May 2005.
Bused on the leyul udvice obtuined, the Directors strongly believed
that the Group und the Compuny huve reusonuble yood chunces
of successfully defendiny the 1st Action. Hence, ho provision had
been mude in the uhuudited condensed consoliduted finunciul
stutements.

On 13 Murch 2003, Totul Resources Limited (“Totul Resources”) issued
a Writ of Summons at the District Court (the “2nd Action”) uguinst
the Company for HK$304,000 beiny fees ullegedly due to Total
Resources for secondment services in relution to provision of
compuny secretary under u service uyreement duted 1 Auygust
2001 (“Service Ayreement”). On 2 Muy 2003, Totul Resources
umended its Stutement of Cluim und then increused its cluim to
HK$1,064,000 being dumuges for repudiution of the Service
Ayreement. On 20 May 2003, un Order wus grunted by the District
Court for the 2nd Action to be trunsferred to the High Court.

The sum of gpproximately HK$343,000 representing outstanding
services fees together with intferest wus puid to the High Court on
21 April 2004 in sutisfuction of Totul Resources’ cluims. Bused on
the leyul udvice obtuihed, the Directors stronyly believe thut the
Group und the Compuny have reusonuble chunces of successfully
defending the remuininy purt of the cluim. Hence, no further
provision hus been maude in the unuudited condensed consoliduted
finunciul stutements.
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(b) Capital commitments

At At

30 September 31 Murch

2004 2004

HK$’000 HKS 000
Cupitul expenditure contructed for
but not provided in the unaudited
cohdensed consoliduted finunciul

statements in respect of:
Acquisition of properties in Mulaysiu 105,281 105,281

18. RELATED PARTY TRANSACTIONS

Suve us disclosed in the unuudited condensed cohsoliduted bulunce sheet
und in Note 13 ubove in relution to bulunces with reluted purties at the
bulunce sheet dute, the Group did hot have any significunt reluted puarty
transactions during the both periods.

Foundation Group Limited



2004-2005 interim report

19. DISPOSAL OF SUBSIDIARIES AND LOAN DUE FROM SUBSIDIARIES

During the Period, the Group disposed of its entire 60% interest in United Asiu
und the umount due from United Asiu to the Group und its entire 100%

interest in Junygjin Loyistics und the uamount due from Junyjin Loyistics to the

Group.

Net liubilities disposed of:

HKS 000
Net liaubilities disposed of (41,728)
Amounts due from United Asia und Junhyjin Loyistics 76,939
Reserves reulised (20,630
Guin onh disposul of subsidiaries 21,574
Totul considerution - sutisfied by cush 36,155
Net cush inflow arising on disposul of subsidiaries:

HKS 000
Cush considerution 36,155
Bunk bulunces und cush disposul of cush considerution (1,853
Net inflow of cush und cush equivalents 34,302

The subsidiuries disposed of did hot muke any sighificunt contribution to the

results of the Group during the Period.
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20. EVENTS AFTER THE BALANCE SHEET DATE
Placing of New Shures

On 17 November 2004, the Compuny entered into u placing ugreement with
u plucing uygent to pluce in uyyreyute 72,800,000 new shares to not less
than six independent investors at u price of HKS$0.095 per new share.

Upon completion of plucement on 15 December 2004, 72,800,000 shures of
HK$0.001 euch were issued und ullotted to six independent investors ut u
consideration of HK$0.095 per shure. Net proceeds derived from subscription
of approximately HK$6.8 million would be used by the Compuny for general
working cupitul of the Group or for future investment purposes.

INTERIM DIVIDEND

The Bourd did hot recommend the puyment of un interim dividend for the
Period (2003: nil).

MANAGEMENT DISCUSSION AND ANALYSIS

For the Period, the Group recorded u consoliduted furnover of approximutely
HK$88.0 million us compured with upproximately HK$23.1 million for the lust
correspondiny period, which represented un increuse of upproximately 281%.
Loss from operutions increused from upproximutely HK$3.5 million in the lust
corresponding period to upproximutely HK$7.2 million for the Period. Due to
u guin on disposul of subsidiuries of upproximutely HKS21.6 million, the Group
recorded u consoliduted profit of upproximutely HK$10.7 million us compured
with u consoliduted loss of dpproximutely HKS$5.8 million for the lust

correspondinyg period.
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