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Report of Independent Accountants

January 14, 1999
To the Board of Directors and Shareholder of Dongsan Company.
We have audited the accompanying balance sheet of Dongsan Company. (the Company) as of December 31, 1998, and the related statements of operations and accumulated deficit and of cash flows for the year then ended.   These financial statements are the responsibility of the Company's management.  Our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with generally accepted auditing standards in the Republic of Korea.   Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.
In our opinion, the financial statements audited by us present fairly, in all material respects, the financial position of Dongsan Company. at December 31, 1998, and the results of its operations and its cash flows for the year then ended in conformity with generally accepted accounting principles in the Republic of Korea.
The financial statements of Dongsan Company. for the year ended December 31, 1997 were audited by Samil Accounting Corporation whose report dated February 26, 1998 expressed an unqualified opinion on those statements.
For the convenience of the reader, the accompanying financial statements have been condensed, restructured and translated into the English language. Certain information included in the Korean language financial statements, which is not required for a fair presentation of the Company's financial position, results of operations or cash flows has been omitted in the accompanying financial statements.   Such financial statements are not intended to present the financial position, results of operations and cash flows in accordance with accounting principles and practices generally accepted in countries and jurisdictions other than the Republic of Korea. The standards, procedures and practices to audit such financial statements are those generally accepted and applied in the Republic of Korea.
As  discussed in Note  15,  the  operations  of  the  Company have  been significantly affected, and will continue to be affected for the foreseeable future, by the current instability of the Republic of Korea's economy.  As a result,  there are significant uncertainties that may affect future operations, the recoverability of the Company's assets. The ultimate outcome of this matter cannot presently be determined.  The financial statements do not include any adjustments that might result from these uncertainties.
                    ABC Accounting Corp.  
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 Dongsan Company

BALANCE SHEETS

DECEMBER 31, 1998

ASSETS 
Current assets:

Cash and cash equivalents

Accounts and notes receivable-trade

(Notes 3 and II)

Inventories (Note 4)

Prepaid expenses and other current assets

(Note 5)

Total current assets 
Property, plant and equipment, net

(Notes 6 and 11) 
Other assets (Note 7)
Deferred charges (Note 8)
LIABILITIES AND SHAREHOLDER'S EQUITY Current liabilities:

Intercompany payables (Note 11)

Short-term borrowings (Note 9)

Other current liabilities (Note 10)

Total current liabilities 
Accrued severance indemnities

Total liabilities 
Shareholder's equity :

Common stock, W10,000 par value;

2,000,000 shares authorized; 1,900,000 and  1,802,400   shares   issued   and outstanding  at  December 31, 1998 and

1997, respectively (Note 1)

Accumulated deficit
Dongsan Company

Statement of Operations and Accumulated Deficit

For the Years Ended December 31.1999.

Net sales:

Finished goods (Note 11)

Merchandise

Sales agency commission income (Note 11) 
Costs of sales:

Cost of finished goods sold

Cost of merchandise sold (Note 11) 
Gross Loss

Selling, general and administrative expenses (Note12) 
Operating loss 
Other income (expense):

Interest income

Interest expense

Foreign exchange gain (loss), net

Gain (loss) on disposal of fixed assets, net

Amortization of deferred charges

Miscellaneous, net

Loss before income taxes 
Provision for income taxes (Note 13) 
Net loss 
Accumulated deficit:

Beginning of year

End of year 
Loss per share (Note 14)
See the accompanying notes to financial statement

Dongsan Company

Statement of  Cash Flow

For the Years Ended December 31

Cash flows from operating activities:

Net loss

Adjustments to reconcile net loss to net cash (used) provided by operating activities

Depreciation

Provision for severance indemnities, net of payment

Loss on disposal of fixed assets, net

Amortization of deferred charges

Changes in operating assets and liabilities

Accounts and notes receivable-trade

Inventories

Prepaid expenses and other current assets

Intercompany payables

Other current liabilities

Total adjustments
Net cash (used) provided by operating activities 
Cash flows from investing activities:

Proceeds from sale of fixed assets

Purchase of fixed assets

Increase in deferred charges

Increase in other assets

Net cash used by investing activities Cash flows from financing activities:

Issuance of common stock

Increase in short-term bank borrowings

Increase in deferred charges

Net cash provided by financing activities 
Net increase (decrease) in cash and cash equivalents 
Cash and cash equivalents at beginning of year 
Cash and cash equivalents at end of year
See the accompanying notes to financial statements.

Dongsan Company

Statement of Cash Flow
DECEMBER 31. 1998 AND 1997
1. Organization and business of the Company
Dongsan Company. (the Company) located in Daegu, Korea was incorporated and registered with the court under the Korean Commercial Code on January 19,  1996 to engage in the manufacturing and sales of Plastic machine core.  The Company commenced its manufacturing operations on January 1, 1998.

As of December 31, 1998, ABC International Corporation owns 100 of the issued and outstanding shares of the Company.

The Company was registered with Citi Bank, Seoul Branch as delegated by the Ministry of Finance and Economy as a foreign invested company under the provisions of the Korean Foreign Direct Investment and Foreign Capital Inducement Law on February 23, 1998.  Under this registration, profits attributable to the equity investment are fully remittable and repatriation of the investment is guaranteed upon satisfying certain conditions.

The Company issued 97,600 shares of new common stock for cash at par value amounting to W976.000 thousand in January 1998.

In accordance with a Technical License Agreement dated January 31, 1996 with ABC International Corporation (the Licensor) , the Company has the rights to use the Licensor's certain valuable technical information relating to the manufacture and sale of (1) all plastic mold, pressing and machines,  (2) all engineered plastic, and (3)  all other related products in the Republic of Korea.   As compensation for the rights granted, the Company is required to pay the Licensor a royalty equivalent to 5 % of net sales on a quarterly basis.  The Technical License Agreement expires ten  (10)  years  from the effective date and is automatically renewed thereafter for the second ten (10) years unless terminated by giving not less than six month prior notice by the terminating party to the other.

In addition,  under provisions of  a sales  agency agreement with PWO, Inc., the Company provides sales agency services in Korea. The Company receives commissions for such services at agreed upon rates based upon the price of goods sold by PWO. Inc. 
2.  Summary of significant accounting policies

The Company's books are maintained in Korean Won in accordance with the pertinent laws and regulations of the Republic of Korea and the accompanying financial statements are prepared in conformity with generally accepted accounting principles in the Republic of Korea.

For the convenience of the reader, the accompanying financial statements have been condensed, restructured and translated into the English language.  Certain information included in the Korean language financial statements, which is not required for a fair presentation of the Company's financial position, results of operations or cash flows has been omitted in the accompanying financial statements.  Such financial statements are not intended to present the financial position, results of operations and cash flows in accordance with accounting principles and practices generally accepted in countries and jurisdictions other than the Republic of Korea.

The major accounting principles and practices applied by the Company in the preparation of the accompanying financial statements are summarized as follows: 
Allowance for doubtful accounts

The Company provides an allowance for doubtful accounts based on review of collectibility of outstanding balances of accounts and notes receivable. 
Inventories

Inventories are stated at the lower of cost or market, cost being determined by the specific identification method for merchandise, finished goods, work-in-process and inventories-in-transit, and by the weighted average method for raw materials. 
Property, plant and equipment and depreciation

Property, plant and equipment are stated at cost less accumulated depreciation. Depreciation is computed using the straight-line method based upon estimated useful asset lives ranging from 3 to 25 years. 
Deferred charges

The  Company  capitalizes  new stock  issue  costs,  organization  costs  and preoperating costs in accordance with generally accepted accounting principles in the Republic of Korea which allows deferral of such costs and amortization over 3 to 5 years. 
Accrued severance indemnities

In accordance with provisions of the Korean Labor Standards Law, an employee with more than one year of service is entitled, upon termination of employment, to one month's pay equivalent to the average of the last three months' compensation for each completed year of service.  The accruals at December 31, 1998 and 1997 approximate these liabilities.
 Translation of foreign currency assets and liabilities

The Company's foreign currency assets and liabilities have been translated into Korean Won using exchange rates in effect at balance sheet dates.   Foreign exchange losses and gains are charged or credited to income as incurred. 
Cash flows

For purposes of reporting cash flows, cash and cash equivalents include cash on hand and in banks. The Company's cash flows for operating activities were reduced by cash paid for interest of W958,084 thousand for the year ended December 31, 1998, and for income taxes of W964 thousand and W998 thousand for the years ended December 31, 1998 and 1997, respectively. 
Significant changes in financial accounting standards in Korea

In December 1998, significant changes were announced to the financial accounting standards in Korea that will change accounting principles generally accepted in Korea to be more consistent with International Accounting Standards.   These changes,  including  accounting  for  investment  securities,  foreign  currency translation, impairment of long lived assets, deferred assets, goodwill, and prior period adjustments are effective for years beginning after January 1, 1999.  The cumulative effect on prior years of these changes in accounting policies will be charged or credited to retained earnings, and disclosure made on the effect of the change on prior years net income.  The Company is currently evaluating the effect that implementation of the new standards will have on its results of operations and financial position.
3. Accounts and notes receivable – trade

4. Inventories

5. Prepaid expenses and other current assets

6. Property, plant and equipment

7. Other assets

8. Deferred charges

9. Short-terms borrowings

10. Other current liabilities

11. Relatged party transactions

12. Selling, general and administrative expenses

13. Income taxes

14. Loss per shares

 Uncertainties regarding the country’s unstable economy the Republic of Korea is currently experiencing severe economic difficulties relating to currency devaluation, stock market volatility and a slowdown in growth.  The operations of the company have been significantly affected, and will continue to be affected for the foreseeable future, by the country’s unstable economy.  As a result, there are significant uncertainties that may affect future operation, the recoverability of the Company’s assets.  The ultimate outcome of this matter cannot presently be determined.  The financial statements do not include any adjustments that might result from these uncertainties. 

