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Review of Financial Results and Operations

For the year ended 31 March 2003, the Group recorded a consolidated
turnover of approximately HK$136.2 million, compared with HK$258.3
million for the year ended 31 March 2002. Net loss for the year was
approximately HK$113.2 million, representing a significant improvement
compared to net loss of HK$459.0 million in the previous year.

During the current year, the Group’s building material business in Hong
Kong still facing difficult operating environment in view of the local
economic recession, high unemployment rate and sluggish property
market. The Group has, after careful consideration, scaled down its non-
performing operation in Hong Kong during the year. Despite the
unfavorable performance in the local market, the Group’s business in
the United States still manages to progress well. Sales to Home Depot, a
reputable home products retailer in the United States, amounted to
approximately HK$49.8 million for the year, represented a 73% increase
compared with prior year.

With a view to improve its financial position and to face the challenges
of the existing operating environment, the Group has undertaken a series
of measures including the fund raising exercises, exploration of new
business opportunities and implementation of control and procedures
to enhance cost competitiveness and operational efficiency during the
year. Following the completion of the subscription and placing as
described in the section headed “Capital Structure, Liquidity and Financial
Resources” below, the Group has been actively seeking suitable energy-
related or other investment projects with good business potential, to
strive to bring in high quality revenue and cash flow stream to the Group.
As at the date of this annual report (“Annual Report”), the acquisitions
have not yet completed and details of which are set out in the section
headed “Material Acquisitions and Disposals”.

Capital Structure, Liquidity and Financial Resources

On 4 June 2002, the Company entered into a subscription agreement
with the subscriber to subscribe for 20,000,000,000 shares in the
Company at an issue price of HK$0.01 per share (“Subscription”) and a
placing agreement for placing of 25,000,000,000 shares in the Company
at HK$0.01 per share on a best efforts basis (“Placing”). The Subscription
and the Placing were completed on 20 September 2002 with total net
proceeds of approximately HK$441.6 million.
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As at 31 March 2003, total borrowings of the Group amounted to
approximately HK$223.3 million, representing a decrease of HK$50.2
million as compared with the total borrowings of HK$273.5 million as
at 31 March 2002. All these borrowings are repayable within one year
and interest bearing of which approximately HK$92.3 million carried
fixed interest rate of 9.8% per annum and approximately HK$131.0
million carried floating interest rates.

Gearing ratio which is expressed as a ratio of total liabilities and minority
interests to shareholders’ funds was approximately 2.5 as at 31 March
2003. No calculation of gearing ratio as at 31 March 2002 has been
made as the shareholders’ funds were negative as at 31 March 2002.

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 and United States dollars. Given the exchange rate of these
currencies are fairly stable, the Group has not adopted any material
hedging measures since exchange rate fluctuations had no significant
impact on the Group during the year under review.

As disclosed in the annual report of the Company for the year ended 31
March 2002 and the interim report for the six months ended 30
September 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
repayable on demand due to default in repayment of certain part of the
convertible loan by the Group in prior years. Details of the above
transactions were disclosed in the announcement of the Company dated
18 February 2002. The conversion option to convert the convertible loan
and the accured interest into fully paid ordinary shares of the Company
lapsed on 25 June 2003 but all other rights attaching to the convertible
loan continue to subsist.

Material Acquisitions and Disposals

Acquisition of Beijing Gas

On 1 June 2003, the Company's indirect wholly owned subsidiary, Dong
Fang Gas (China) Limited, entered into a conditional agreement for the
acquisition of 73% interest in Top Power Holdings Limited (“Top Power")
at a consideration of HK$80.0 million. (“Beijing Gas Acquisition”)
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Top Power is an investment holding company incorporated in the British
Virgin Islands and owns 70% equity interest in Beijing Continental Gas
Co. Ltd. (“Beijing Gas"). Beijing Gas is a sino-foreign equity joint venture
engaged in the business of natural gas supply, storage and
related services.

Further details of the Beijing Gas Acquisition are set out in the Company’s
announcement and circular dated 5 June 2003 and 26 June 2003
respectively. As at the date of this Annual Report, the Beijing Gas
Acquisition has not yet completed.

Acquisition of Nanning City Gas

As disclosed in the Company’s announcement and circular dated 13
November 2002 and 4 December 2002 respectively, China Crystal
Investment Ltd. (“China Crystal”), an indirect wholly-owned subsidiary
of the Company, entered into an agreement (“Nanning Acquisition
Agreement”) on 8 November 2002 to acquire 30.87% attributable
interest in Nanning City Gas (“Nanning Acquisition”).

The Company further announced on 2 January 2003 that there have
been certain disputes between the vendor and China Crystal relating to
the satisfaction of the conditions of Nanning Acquisition Agreement.
As at the date of this Annual Report, the Nanning Acquisition has not
yet completed. Further announcement shall be made as and
when necessary.

Disposal of Skynet (International Group) Holdings Limited

Pursuant to a conditional subscription agreement dated 5 March 2003
(“Subscription Agreement”) entered into between BCD (Holdings) Limited
(“"Newco"), Skynet (International Group) Holdings Limited (“Skynet”) and
Monetary Success Investments Limited (“Subscriber”), the parties thereto
agreed to the implementation of a scheme of arrangement (“Scheme”)
under section 99 of the Companies Act 1981 of Bermuda between Skynet
and its shareholders and the Subscriber agreed, among others, to
subscribe for and acquire a total of 4,000,000,000 shares in the capital
of Newco (“Newco Shares”) or such number of new Newco Shares as
shall represent not less than 97% of the enlarged issued share capital of
Newco (after taking into account the number of Newco Shares to be
issued and allotted to shareholders of Skynet pursuant to the Scheme
and the Newco Shares to be issued and allotted to the Subscriber
pursuant to the Subscription Agreement (but before conversion of certain
convertible loan notes to be issued by Newco) upon completion of, inter
alia, the Scheme and the subscription.
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Upon the Scheme becoming effective and its implementation, (i) Newco
will become the ultimate holding company of Skynet, and the listing of
shares of Skynet would be withdrawn and Newco Shares would be listed
on The Stock Exchange of Hong Kong Limited (“Hong Kong Stock
Exchange”) by way of introduction; and (ii) shareholders of Skynet will
become shareholders of Newco and will receive Newco Shares in
exchange for shares in Skynet on the basis of one Newco Share for every
forty shares of Skynet held (subject to such other ratio as might be agreed
by Skynet and the Subscriber provided that the existing shareholders of
Skynet will hold approximately 3% of the enlarged issued share capital
of Newco upon completion of, among others, the Scheme and the
subscription.)

Supplemental agreement was entered into between parties involved in
the Subscription Agreement for extension of the long stop date of the
conditions of the Subscription Agreement from 30 June 2003 to 22
September 2003. Completion of the Subscription Agreement, which is
subject to fulfillment of certain conditions as set out therein, has not
taken place as at the date of this Annual Report.

Disposal of Subsidiaries

During the year, Companion Building Material (Holdings) Limited
("CBM"), a wholly-owned subsidiary of the Company, entered into several
sale and purchase agreements and deed of assignments with third parties
pursuant to which CBM disposed of the entire issued share capital of
seven wholly-owned subsidiaries and the shareholders’ loans due from
such subsidiaries to the third party at a total consideration of
approximately HK$28.4 million.

Pledge of Assets

As at 31 March 2003, the Group has pledged certain land and buildings,
motor vehicles, plant and machinery with an aggregate carrying value
of approximately HK$96.7 million (31 March 2002: HK$110.8 million)
and time deposits of approximately HK$26.6 million (31 March 2002:
HK$Nil) to secure the banking facilities granted to the Group.

The Group has also pledged certain trade receivables with an aggregate
carrying value of approximately HK$14.3 million (31 March 2002: HK$Nil)
and properties held for sale with an aggregate carrying value of
approximately HK$6.5 million (31 March 2002: HK$Nil) to secure the
banking facilities granted to the Group.
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Besides, the Group has pledged certain investments in securities with
market value of approximately HK$16.5 million (31 March 2002:
HK$17.3 million) to secure amount due to a trade creditor of
approximately HK$21.5 million (31 March 2002: HK$21.5 million).

Contingent Liabilities

As at 31 March 2003, 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 interests on overdue loan of
approximately HK$4.2 million.

Employees and Remuneration Policies

As at 31 March 2003, the Group employed approximately 480 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.

The share option scheme of the Company adopted pursuant to a
resolution passed on 13 October 1998 and became effective on
24 December 1999 was terminated on 17 March 2003 and replaced by
a new share option scheme being approved and adopted on the same
date. The new share option scheme is valid and effective for a period of
ten years from the date of adoption.
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