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FINANCIAL REVIEW

Group’s financial results:

Operating Results

e Turnover

e Net profit/(loss) attributable
to shareholders

e Earnings/(loss) per share

Financial Position

e Cash & bank balances
e Total assets

e Shareholders’ equity

Financial Ratios

e Gross loss margin *1

e Stock turnover =2

e Debtors payment period *3

e Creditors payment period *4

e Current ratio *5

e Total liabilities to total
capital *6
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*q gross loss/turnover

*2 costs of sales/[(opening stock + closing stock)/2]

*3 account receivable/turnover x 365 days

*4 account payable/cost of sales x 365 days

*5 current assets/current liabilities

*6 liabilities/(shareholders’ equity + liabilities) [Note: excluding
the loan pledged by bank deposit]

Notes:

1. the decrease was caused by the aggressive market
competition in plywood products, coupled with the
unexpected continuous decline in demand since 2000

2. if the waiver of indebtedness due to bank creditors of

HK$59.6 million in 2000 was excluded to compare the

operating results, the net off result showed that there

was an improvement in 2001
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3. the increase was a result of new equity, which invited
cash inflow of HK$145.5 million

4. the substantial increase was attributable to new equity
and the pledged bank deposit of HK$1,000 million

5. the increase was a result of new equity

6. the improvement to loss margin was mainly attributable
to the better control on cost and improvement to
productivity

7. there was improvement to the turnover period

8. the credit tenor of both sides was lengthened, yet it
was under control

9. liquidity and gearing remained at healthy level

During the year, the Group has substantially reduced
the production of fancy plywood as the selling price of
the products dropped dramatically in the past two years.
The reduction could at least minimize the negative
results to the Group. Focus has been put on plywood,
representing 90% of the total production. The directors
are in the hope that the market will pick up gradually in
the coming year. For the time being, the Group still
focuses on its manufacturing activities in PRC.

LIQUIDITY AND FINANCIAL RESOURCES

During the year under review, the Group obtained new
funds by issuing shares to United Star International Inc.,
the controlling shareholder of the Company, following
its placement to Keentech Group Limited (“Keentech”),
an indirect wholly owned subsidiary of China
International Trust and Investment Corporation (“CITIC”).
The net proceeds of the subscription of HK$145.5 million
were used for general working capital of the Group.

Keentech subsequently made available to a wholly
owned subsidiary of the Company a loan of HK$1,000
million (the “Facility”). The Facility was guaranteed by
the Company and secured by a charge over the deposit
of HK$1,000 million. The Facility was fully drawn and
the proceeds would only be used for funding a specific
investment opportunity (the “Proposed Investment”).
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Other than the Facility, the Group was free from bank
borrowings at the end of the year. As at 31 December
2001, the cash balance (excluding the proceeds of the
Facility) was HK$141.9 million. The directors are
comfortable that there is sufficient cash to satisfy the

working capital needs and other financing requirements.

In January 2002, the Company issued to Keentech
redeemable floating rate convertible loan notes (the
“Notes”) of HK$1,000 million. The proceeds of the Notes
were used to fully repay and discharge the Facility.
Unless previously purchased and cancelled, redeemed
or converted, the principal sum of the Notes is due for
redemption on the first anniversary date of issue of the
Notes.

The Notes carry the right to convert into ordinary shares
of HK$0.05 each of the Company at a conversion price
of HK$0.85 per share, as adjusted from time to time
pursuant to certain adjustment events. They are
convertible at any time during the tenor. In certain
circumstances, all or part of the Notes shall be
mandatory and automatically converted into shares. The
fund is currently deposited in a designated bank account
intact pending the Proposed Investment. The bank

account was charged to Keentech.

EMPLOYEES AND REMUNERATION POLICIES

As at 31 December 2001, the Group had around 430
full time employees, including the management and
administrative staff and the production workers. Most of
them station in PRC while the remaining in Hong Kong.

The employees’ remuneration, promotion and salary
increment are assessed based on individual’'s
performance, professional and working experience and
are referred to the prevailing industry practice. Rent-
free quarters are provided to the PRC employees.
Following the adoption of the Mandatory Provident Fund
Scheme (“MPF Scheme”) in December 2000, the
employees in Hong Kong joined the MPF Scheme.
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