NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

1. GENERAL

The Company is an exempted company with limited liability incorporated in Bermuda. Its shares are listed
on The Stock Exchange of Hong Kong Limited.

The Company is an investment holding company. Its principal subsidiaries are engaged in the design,

manufacture, distribution, wholesale and retail of ladies’ intimate apparel, principally brassieres.

2. POTENTIAL IMPACT ARISING FROM THE RECENTLY ISSUED
ACCOUNTING STANDARDS

In 2004, the Hong Kong Institute of Certified Public Accountants (the “HKICPA”) issued a number of new or
revised Hong Kong Accounting Standards and Hong Kong Financial Reporting Standards (hereinafter
collectively referred to as “new HKFRSs”) which are effective for accounting periods beginning on or after 1
January 2005 and any business combinations for which agreement date is on or after 1 January 2005 under
HKEFRS 3 “Business Combinations”. The Group has not early adopted these new HKFRSs in the financial
statements for the year ended 30 June 2005 or entered into any business combination for which the agreement
date is on or after 1 January 2005. Therefore HKFRS 3 does not have any impact on the Group for the year
ended 30 June 2005.

The Group has considered these new HKFRSs but does not expect that the issuance of these HKFRSs will

have a material effect on how the results of operations and financial position of the Group are prepared and
presented.

3. SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared under the historical cost convention, as modified for the
revaluation of certain leasehold properties, and in accordance with accounting principles generally accepted
in Hong Kong. The principal accounting policies adopted are as follows:

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and its subsidiaries

made up to 30 June each year.

The results of subsidiaries acquired and disposed of during the year are included in the consolidated income
statement from and up to their effective dates of acquisition or disposal, respectively.

All significant intercompany transactions and balances within the Group are eliminated on consolidation.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

SIGNIFICANT ACCOUNTING POLICIES - continued

Revenue recognition

Sales of goods are recognised when goods are delivered and title has been passed.

Interest income from bank deposits is accrued on a time basis by reference to the principal outstanding and at

the interest rate applicable.

Property, plant and equipment

(a)

(b)

Construction in progress
Construction in progress is stated at cost less any identified impairment loss, as appropriate.
Other fixed assets

Property, plant and equipment are stated at cost or valuation less depreciation and amortisation and

any identified impairment loss, as appropriate.

Certain of the Group’s land and buildings are stated at valuation less accumulated depreciation and
amortisation and any subsequent impairment loss. Advantage has been taken of the transitional relief
provided by paragraph 80 of the Statement of Standard Accounting Practice No. 17 “Property, Plant
and Equipment” issued by the HKICPA from the requirement to make revaluation on a regular basis of
the Group’s land and buildings which had been carried at revalued amounts prior to 30 September
1995 and accordingly no further revaluation of land and buildings is carried out. In previous years, the
revaluation increase arising on the revaluation of these assets was credited to the revaluation reserve.
Any future decreases in value of these assets will be dealt with as an expense to the extent that they
exceed the balance, if any, on the revaluation reserve relating to a previous revaluation of the same
asset. On the subsequent sale of these land and buildings, the attributable revaluation surplus not yet

transferred to accumulated profits in prior years will be transferred to accumulated profits.

Depreciation and amortisation is provided to write off the cost or valuation of items of property, plant
and equipment other than construction in progress over their estimated useful lives, using the straight-

line method, at the following rates per annum:

Leasehold land Over the remaining unexpired terms of the leases
Buildings 2% — 6.5%

Leasehold improvements 5% — 30%

Furniture, fixtures and equipment 10% — 45%

Motor vehicles 20% — 30%

The gain or loss arising on the disposal or retirement of an asset is determined at the difference
between the sale proceeds and the carrying amount of the asset and is recognised in the income

statement.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

3. SIGNIFICANT ACCOUNTING POLICIES - continued
Subsidiaries

Investments in subsidiaries are included in the Company’s balance sheet at cost less any identified impairment

loss, as appropriate.
Associates

An associate is an enterprise over which the Group is in a position to exercise significant influence in

management, including participation in financial and operating policy decisions.

The consolidated income statement includes the Group’s share of the post-acquisition results of associates for
the year. The consolidated balance sheet includes the Group’s share of net assets of the associates less any

identified impairment loss.

The Company’s interests in associates are included in the Company’s balance sheet at cost less any identified

impairment loss, as appropriate.
Jointly controlled entities

A joint venture is a contractual arrangement whereby the Group and other parties undertake an economic
activity which is subject to joint control and over which none of the participating parties has unilateral

control.

Joint venture arrangements which involve the establishment of a separate entity in which each venturer has

an interest are referred to as jointly controlled entities.

The Group’s interests in jointly controlled entities are included in the consolidated balance sheet at the
Group’s share of the net assets of the jointly controlled entities. The Group’s share of the post-acquisition
results of jointly controlled entities is included in the consolidated income statement.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is calculated using the weighted

average method.
Impairment

At each balance sheet date, the Group reviews the carrying amounts of its assets to determine whether there
is any indication that those assets have suffered an impairment loss. If the recoverable amount of an asset is
estimated to be less than its carrying amount, the carrying amount of the asset is reduced to its recoverable
amount. Impairment losses are recognised as an expense immediately, unless the relevant asset is carried at a
revalued amount under another accounting standard, in which case the impairment loss is treated as a

revaluation decrease under that accounting standard.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

SIGNIFICANT ACCOUNTING POLICIES - continued

Impairment - continued

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the revised
estimate of its recoverable amount, but so that the increased carrying amount does not exceed the carrying
amount that would have been determined had no impairment loss been recognised for the asset in prior
years. A reversal of an impairment loss is recognised as income immediately, unless the relevant asset is
carried at a revalued amount under another accounting standard, in which case the reversal of the impairment

loss is treated as a revaluation increase under that other accounting standard.
Taxation
Income tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as
reported in the income statement because it excludes items of income or expense that are taxable or deductible

in other years, and it further excludes income statement items that are never taxable or deductible.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts of
assets and liabilities in the financial statements and the corresponding tax bases used in the computation of
taxable profit, and is accounted for using the balance sheet liability method. Deferred tax liabilities are
generally recognised for all taxable temporary differences, and deferred tax assets are recognised to the
extent that it is probable that taxable profits will be available against which deductible temporary differences
can be utilised. Such assets and liabilities are not recognised if the temporary difference arises from goodwill
(or negative goodwill) or from the initial recognition of other assets and liabilities in a transaction that affects

neither the taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiaries,
associates and jointly controlled entities, except where the Group is able to control the reversal of the temporary

difference and it is probable that the temporary difference will not reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent
that it is no longer probable that sufficient taxable profits will be available to allow all or part of the asset to
be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled

or the asset is realised. Deferred tax is charged or credited in the income statement, except when it relates to

items charged or credited directly to equity, in which case the deferred tax is also dealt with in equity.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

3. SIGNIFICANT ACCOUNTING POLICIES - continued
Leases

A lease is classified as a finance lease whenever the terms of the lease transfer substantially all the risks and
rewards of ownership of the leased asset to the Group. An asset held under a finance lease is capitalised at its
fair value at the date of inception of the lease. The resulting leasing commitment, net of interest charges, is
shown as a finance lease obligation of the Group on the balance sheet. Finance costs, which represent the
difference between the total leasing commitments and the fair values of the assets acquired, are charged to
the income statement as finance charges over the period of the lease so as to produce a constant periodic rate
of charge on the remaining balance of the obligations for each accounting period.

All other leases are classified as operating leases and their rentals payable are charged to the income statement
on a straight-line basis over the term of the relevant lease.

Foreign currencies

Transactions in foreign currencies are initially recorded at the rates of exchange prevailing on the dates of the
transactions. Monetary assets and liabilities denominated in foreign currencies are re-translated at the rates
prevailing on the balance sheet date. Gains and losses arising on exchange are included in the net profit or
loss for the period.

On consolidation, the assets and liabilities of the Group’s overseas operations are translated at exchange rates
prevailing on the balance sheet date. Income and expense items are translated at the average exchange rates
for the period. Exchange differences arising, if any, are classified as equity and transferred to the Group’s
translation reserve. Such translation differences are recognised as income or as expenses in the period in
which the operation is disposed of.

Textile quota entitlements

The cost of textile quota entitlements is charged to the income statement at the time of utilisation.
Retirement benefit costs

Payments to the Mandatory Provident Fund Scheme are charged as expenses as they fall due.

Long service payments

The Group’s obligation under long service payments recognised in the balance sheet is determined using the

projected unit credit method, with actuarial valuations being carried out at each balance sheet date.

Past service costs is recognised immediately to the extend that the benefits have already been vested.
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TURNOVER AND SEGMENT INFORMATION

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

Turnover represents the net amounts received and receivable for goods sold by the Group to outside customers

during the year.

The business activities of the Group can be categorised into manufacturing business and branded business.

Segment information in respect of these activities is as follows:

(a)

Business segments

TURNOVER AND RESULTS
YEAR ENDED 30 JUNE 2005

Manufacturing Branded

business business Elimination Consolidated

HK$’000 HK$’000 HK$'000 HK$’000
TURNOVER
External sales 1,442,897 20,918 - 1,463,815
Inter-segment sales (note) 744 - (744) -
Total sales 1,443,641 20,918 (744) 1,463,815
RESULTS
Segment results 251,728 (5,573) - 246,155
Unallocated corporate expenses (16,698)
Interest income 823
Profit from operations 230,280
Finance costs (630)
Gain on winding up of subsidiaries 469
Profit before taxation 230,119
Taxation (45,853)
Profit before minority interests 184,266
Minority interests (1,176)
Profit for the year 183,090
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

4. TURNOVER AND SEGMENT INFORMATION - continued

(a) Business segments - continued

TURNOVER AND RESULTS - continued
YEAR ENDED 30 JUNE 2004

Manufacturing Branded

business business Elimination = Consolidated

HK$’000 HK$’000 HK$’000 HK$’000
TURNOVER
External sales 1,194,769 22,274 - 1,217,043
Inter-segment sales (note) 2,948 = (2,948) =
Total sales 1,197,717 22,274 (2,948) 1,217,043
RESULTS
Segment results 211,209 (8,686) - 202,523
Unallocated corporate expenses (11,109)
Interest income 353
Profit from operations 191,767
Finance costs (1,489)
Gain on winding up of subsidiaries 4,119
Profit before taxation 194,397
Taxation (36,042)
Profit before minority interests 158,355
Minority interests (1,852)
Profit for the year 156,503

Note: Inter-segment sales are charged at prices determined by management with reference to market prices.
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4.

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

TURNOVER AND SEGMENT INFORMATION - continued

(a)

Business segments - continued

BALANCE SHEET

30 JUNE
2005 2004
HK$’000 HK$'000
ASSETS
Segment assets
— manufacturing business 660,330 496,168
— branded business 17,854 23,443
Interests in a jointly controlled entity - 865
Unallocated corporate assets 12,677 11,007
Consolidated total assets 690,861 531,483
LIABILITIES
Segment liabilities
— manufacturing business 175,194 121,687
— branded business 4,511 5,023
Unallocated corporate liabilities 55,801 52,315
Consolidated total liabilities 235,506 179,025
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

4. TURNOVER AND SEGMENT INFORMATION - continued

(a) Business segments - continued

OTHER INFORMATION
YEAR ENDED 30 JUNE

2005 2004
HK$’000 HK$’000
Capital expenditure
— manufacturing business 67,189 39,407
— branded business 843 580
68,032 39,987
Depreciation and amortisation of property, plant
and equipment
— manufacturing business 25,832 22,098
— branded business 725 1,065
26,557 23,163
Loss on disposal of property, plant and equipment
- manufacturing business 120 134
— branded business 62 9
182 143

34 TOP FORM INTERNATIONAL LIMITED ®= ANNUAL REPORT 2005




NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

4. TURNOVER AND SEGMENT INFORMATION - continued
(b) Geographical segments
The Group’s operations in manufacturing are principally located in Hong Kong, the People’s Republic
of China (“PRC”) and Thailand. Branded business is principally carried out in Hong Kong and the

PRC.

The following table provides an analysis of the Group’s sales by geographical market, irrespective of
the origin of the goods:

YEAR ENDED 30 JUNE

Sales Contribution
revenue by to profit
geographical market from operations
2005 2004 2005 2004
HK$000 HK$’000 HK$’000 HK$'000
United States of America 1,134,819 935,418 197,981 165,361
Europe 208,472 174,015 36,370 30,762
Australia and New Zealand 60,563 43,167 10,566 7,631
Asia (excluding Hong Kong) 42,508 45,951 6,222 2,905
Hong Kong 17,024 18,359 (5,059) (4,160)
South Africa 429 133 75 24
1,463,815 1,217,043 246,155 202,523
Unallocated corporate expenses (16,698) (11,109)
Interest income 823 353
Profit from operations 230,280 191,767

The following is an analysis of the carrying amount of segment assets, and additions to property, plant
and equipment analysed by the geographical area in which the assets are located:

Carrying Additions to

amount of property, plant

total assets and equipment
2005 2004 2005 2004
HK$’000 HK$’000 HK$’000 HK$’000
The PRC (including Hong Kong) 599,474 466,341 61,043 38,107
Thailand 74,320 60,228 6,676 1,164
Others 17,067 4,914 313 716
690,861 531,483 68,032 39,987
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

5. OTHER OPERATING INCOME

2005 2004
HK$'000 HK$’000
Other operating income includes:
Interest income 823 353
6. PROFIT FROM OPERATIONS
2005 2004
HK$'000 HK$’000
Profit from operations has been arrived at after charging:
Auditors” remuneration 1,682 1,852
Cost of textile quota entitlements 7,086 15,064
Depreciation and amortisation on:
Owned assets 24,329 22,467
Assets held under finance leases 2,228 696
Loss on disposal of property, plant and equipment 182 143
Impairment loss arising in respect of:
Leasehold improvements 3,370 -
Furniture, fixtures and equipment 1,620 =
(included in cost of sales and general and administrative
expenses of HK$3,514,000 and HK$1,476,000 respectively)
4,990 =
Minimum lease payments paid under operating leases
in respect of land and buildings (Note a) 17,242 16,755
Net exchange loss 318 4,227
Staff costs (Note b) 302,244 225,055

Notes:

(a) Included above is operating lease rentals of HK$478,000 (2004: HK$604,000) in respect of staff quarters.

(b) Details of directors” emoluments included in staff costs are disclosed in note 7. Staff costs included an amount of
HK$1,938,000 (2004: HK$1,782,000) in respect of retirement benefit scheme contributions, net of forfeited
contributions.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

DIRECTORS” AND EMPLOYEES’ REMUNERATION
Directors

Details of emoluments paid by the Group to the Directors during the year are as follows:

2005 2004

HK$000 HK$’000

Fees to Non-executive Directors 1,600 -
Remuneration to Executive Directors:

Salaries and other benefits 5,985 5,986

Bonus 13,000 9,000

Retirement benefits scheme contributions 24 24

Total directors” emoluments 20,609 15,010

Details of emoluments paid to individual Directors (including Non-executive Directors) during the year are

as follows:

Retirement

Salaries benefits
and other scheme 2005 2004
Fees benefits Bonus  contributions Total Total
HK$'000 HK$000 HK$'000 HK$'000 HK$’000 HK$'000
Fung Wai Yiu - 2,940 6,000 12 8,952 6,954
Wong Chung Chong, Eddie = 3,045 7,000 12 10,057 8,056
Lucas A.M. Laureys 200 - = = 200 =
Leung Churk Yin, Jeanny 200 - - - 200 -
Herman Van de Velde 200 - - - 200 -
Marvin Bienenfeld 200 - - - 200 -
Chow Yu Chun, Alexander 200 - - - 200 -
Lam Ka Chung, William 200 - - - 200 -
Lin Sian Zu, John 200 - - - 200 -
Tse Koon Hang, Ada 200 - - - 200 -
1,600 5,985 13,000 24 20,609 15,010

No directors waived any emoluments during the year (2004: nil). No emoluments or other benefits were paid
or payable to Non-executive Directors during the year ended 30 June 2004.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

7. DIRECTORS” AND EMPLOYEES” REMUNERATION - continued

Employees

Of the five individuals with the highest emoluments in the Group, two (2004: two) were directors of the

Company whose emoluments are included in the disclosure above. The emoluments of the remaining three

(2004: three) individuals were as follows:

2005 2004

HK$000 HK$’000

Salaries and other benefits 10,325 7,741
Retirement benefits scheme contributions 24 36
10,349 7,777

The emoluments were within the following bands:

Number of individuals

2005 2004
HK$1,000,001 — HK$1,500,000 - 1
HK$2,500,001 - HK$3,000,000 1 -
HK$3,000,001 — HK$3,500,000 - 2
HK$3,500,001 — HK$4,000,000 2 -
8. FINANCE COSTS

2005 2004
HK$'000 HK$’000

Interest on:
Bank borrowings wholly repayable within five years 458 1,260
Obligations under finance leases 172 229
630 1,489
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10.

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

WINDING UP OF SUBSIDIARIES

2005 2004
HK$’000 HK$’000

Net liabilities of subsidiaries wound up comprise:
Debtors, deposits and prepayments - 56
Creditors and accrued charges - (147)
- ©1)
Release of translation reserve upon winding up (469) (4,028)
Gain on winding up (469) (4,119)

The subsidiaries wound up did not make a significant contribution to the Group’s turnover and operating

results for both years.

TAXATION
2005 2004
HK$’000 HK$’000
The charge (credit) comprises:
Company and subsidiaries
Current tax
Hong Kong Profits Tax calculated at 17.5% (2004: 17.5%)
on the estimated assessable profit for the year 47,085 27,364
Taxation in other jurisdictions calculated at the rates prevailing
in the respective jurisdictions 3,305 4,843
50,390 32,207
Overprovision in prior years
Hong Kong Profits Tax (473) (1)
Taxation in other jurisdictions (349) (674)
(822) (675)
Deferred taxation (note 23)
Current year (3,715) 4,510
45,853 36,042
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

10.

11.

TAXATION - continued

The taxation charge for the year can be reconciled to the profit before taxation per the consolidated income

statement as follows:

2005 2004
HK$’000 HK$’000
Profit before taxation 230,119 194,397
Tax at Hong Kong Profits Tax rate of 17.5% (2004: 17.5%) 40,271 34,019
Tax effect of expenses that are not deductible for tax purposes 8,579 10,824
Tax effect of income that is not taxable for tax purposes (5,792) (10,771)
Tax effect of deductible temporary differences not recognised 32 32
Tax effect of tax losses not recognised 1,617 1,379
Tax effect of utilisation of deductible temporary differences
previously not recognised (125) (28)
Tax effect of utilisation of tax losses previously not recognised (489) (234)
Effect of different tax rates of subsidiaries operating in other jurisdictions 1,488 1,384
Overprovision in prior years (822) (675)
Others 1,094 112
Taxation charge for the year 45,853 36,042
DIVIDENDS
2005 2004
HK$'000 HK$000
2005 interim dividend paid:
HK$0.025 (year ended 30 June 2004: HK$0.02) per share
on 1,077,514,125 shares (2004: 1,071,349,957 shares) 26,938 21,427
2004 final dividend paid:
HK$0.05 (year ended 30 June 2003: HK$0.04) per share
on 1,075,973,083 shares (2003 : 1,071,349,957 shares) 53,798 42,854
2003 special dividend paid:
HK$0.02 per share on 1,071,349,957 shares - 21,427
80,736 85,708

A final dividend of HK$0.06 (2004: HK$0.05) per share has been proposed by the Directors and is subject to

the approval by the shareholders in general meeting.
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12.

NOTES TO THE FINANCIAL STATEMENTS

EARNINGS PER SHARE

The computation of basic and diluted earnings per share is as follows:

For the year ended 30 June 2005

2005 2004
HK$’000 HK$’000
Profit for the purpose of basic and diluted earnings per share 183,090 156,503

Number of shares
2005 2004

Number of shares for the purpose of basic earnings per share

Effect of dilutive share options

Number of shares for the purpose of diluted earnings per share

1,075,732,427  1,071,349,957
1,293,079 4,376,622

1,077,025,506  1,075,726,579
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

13. PROPERTY, PLANT AND EQUIPMENT

Furniture,
Land and Leasehold fixtures and Motor  Construction
buildings improvements equipment vehicles in progress Total

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
THE GROUP
COST OR VALUATION
At 1 July 2004 56,864 48,044 210,361 12,463 3,384 331,116
Currency realignment (102) (128) (574) (21) — (825)
Additions 27,584 6,344 32,977 1,127 - 68,032
Disposals (1,683) (335) (2,144) (322) - (4,484)
Reclassification 3,384 - - - (3,384) -
At 30 June 2005 86,047 53,925 240,620 13,247 - 393,839
Comprising
At cost 84,586 53,925 240,620 13,247 - 392,378
At valuation — 1992 1,461 - - - - 1,461

86,047 53,925 240,620 13,247 - 393,839
DEPRECIATION AND

IMPAIRMENT

At 1 July 2004 20,094 37,018 131,652 9,109 - 197,873
Currency realignment (14) (92) (301) (6) - (413)
Charge for the year 2,621 3,828 18,191 1,917 = 26,557
Eliminated on disposals (1,683) (189) (1,642) (320) - (3,834)
Impairment loss - 3,370 1,620 - - 4,990
At 30 June 2005 21,018 43,935 149,520 10,700 - 225,173
NET BOOK VALUES
At 30 June 2005 65,029 9,990 91,100 2,547 - 168,666
At 30 June 2004 36,770 11,026 78,709 3,354 3,384 133,243
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13.

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

PROPERTY, PLANT AND EQUIPMENT - continued

Notes:

(a)

(b)

The net book value of the Group’s property interests as at the balance sheet date comprises:

2005 2004
HK$’000 HK$’000

Land and buildings outside Hong Kong under:
Long lease 3,457 3,581
Medium term lease 56,026 26,983
Short lease 4,919 5,450
Land and buildings in Hong Kong under medium term lease 627 756
65,029 36,770

The net book values of the Group’s property, plant and equipment in respect of assets held under finance leases are

as follows:
2005 2004
HK$’000 HK$'000
Furniture, fixtures and equipment 3,416 Sl
Motor vehicles 935 1,852
4,351 4,963

During the year, the Directors reviewed the carrying value of the Group’s manufacturing assets and determined

that a number of those assets were impaired due to the plan for reallocation of certain production lines to

Long Nan, the PRC. The reallocation of production lines commenced in October 2004 but had not been
completed by 30 June 2005. Impairment losses of HK$3,370,000 and HK$1,620,000 have been recognised in

respect of leasehold improvements and furniture, fixtures and equipment, respectively.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

14. INTERESTS IN SUBSIDIARIES

THE COMPANY

2005 2004

HK$’000 HK$’000

Unlisted shares 125,002 125,002
Capital contribution 5,460 5,460
130,462 130,462

Impairment loss recognised (5,460) (5,460)
125,002 125,002

Amounts due from subsidiaries, less allowances 304,183 202,419
429,185 327,421

The value of unlisted shares is based on the underlying net assets of Top Form (B.V.I.) Limited and its
subsidiaries at the time they became members of the Group pursuant to the group reorganisation in 1991.

In the opinion of directors, repayment of the amounts due from subsidiaries will not be demanded within

twelve months of the balance sheet date. Accordingly, the amounts are shown as non-current.

Details of the principal subsidiaries as at 30 June 2005 are set out in note 35.

15. INTERESTS IN ASSOCIATES

Details of the Group’s associates as at 30 June 2005 are as follows:

Proportion of

Form of Principal nominal value of
business Place of place of registered capital
Name of company structure registration ~ operation  held by the Group  Principal activities
Shenzhen Fenghua Weaving Tape Joint venture The PRC The PRC 25%  Inactive
Factory Company Limited
TR Y13 A A TR A
Yingkou Xinfa Industrial Park Joint venture The PRC The PRC 30%*  Industrial land
Development Company Limited development

BOEE TERMBIEARAA
*  Directly held by the Company

Share of net assets of associates of HK$15,422,000 by the Group and the Company’s investment costs in the

associates were fully impaired in previous years.
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17.

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

INTERESTS IN A JOINTLY CONTROLLED ENTITY

THE GROUP
2005 2004
HK$'000 HK$’000
Share of net assets - =
Amount due from a jointly controlled entity, less allowances - 865

- 865

During the year ended 30 June 2005, the Group disposed of its entire interest in the jointly controlled entity,
Datel Asia Limited, which is incorporated in Hong Kong and engaged in the business of selling of computer

hardware, licensing of computer software, systems integration and maintenance.

INVENTORIES

THE GROUP
2005 2004
HK$000 HK$’000
Raw materials 81,503 59,537
Work in progress 64,397 64,444
Finished goods 42,139 36,288
188,039 160,269
At cost 181,591 154,851
At net realisable value 6,448 5,418
188,039 160,269
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 June 2005

18. DEBTORS, DEPOSITS AND PREPAYMENTS

Included in the balance are trade debtors of HK$120,996,000 (2004: HK$97,376,000). The Group allows an
average credit period of 30 days to its trade customers.

An aged analysis of trade debtors is as follows:

THE GROUP
2005 2004
HK$’000 HK$’000
0 - 30 days 112,515 85,130
31 - 60 days 1,642 9,190
61 — 90 days 2,215 1,308
Over 90 days 4,624 1,748
120,996 97,376
19. CREDITORS AND ACCRUED CHARGES
Included in the balance are trade creditors of HK$59,193,000 (2004: HK$36,295,000).
An aged analysis of trade creditors is as follows:
THE GROUP
2005 2004
HK$’000 HK$000
0 - 30 days 46,281 30,334
31 - 60 days 6,785 3,134
61 — 90 days 4,924 1,382
Over 90 days 1,203 1,445
59,193 36,295
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20. BANK BORROWINGS AND OTHER LIABILITIES

THE GROUP
2005 2004
HK$’000 HK$'000
Bank borrowings:
Trust receipts and import loans 7,616 14,953
Bank loan 1,888 -
Bank overdrafts - 1,498
Total bank borrowings (note a) 9,504 16,451
Other unsecured liabilities (note b) 285 367
9,789 16,818
Less: Amount due within one year shown as current liabilities (8,639) (16,533)
Amount due after one year 1,150 285
Secured 1,888 16,451
Unsecured 7,901 367
9,789 16,818
Notes:
THE GROUP
2005 2004
HK$000 HK$’000
(a) The bank borrowings are repayable :
Within one year 8,557 16,451
Between one to two years 947 =
9,504 16,451
(b) Other liabilities are unsecured and repayable:
Within one year 82 82
Between one to two years 203 82
Between two to five years - 203
285 367
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21. OBLIGATIONS UNDER FINANCE LEASES

Minimum

lease payments

Present value
of minimum

lease payments

2005 2004 2005 2004
HK$’000 HK$’000 HK$'000 HK$’000
THE GROUP

Within one year 1,618 2,034 1,503 1,801
Between one to two years 735 1,210 661 1,157
Between two to five years 35 170 32 151
2,388 3,414 2,196 3,109
Less: future finance charges (192) (305) - =
Present value of lease obligations 2,196 3,109 2,196 3,109

Less: Amount due within one year
shown as current liabilities (1,503) (1,801)
Amount due after one year 693 1,308

It is the Group’s policy to lease certain of its furniture, fixtures and equipment and motor vehicles under

finance leases. The average lease term is three years. For the year ended 30 June 2005, the average effective

borrowing rate was 7.3% (2004: 7.4%). Interest rates are fixed at the contract date. All leases are on a fixed

repayment basis and no arrangements have been entered into for contingent payments.

The Group’s obligations under finance leases are secured by the lessors’” charge over the leased assets.

22. PROVISION FOR LONG SERVICE PAYMENTS

THE GROUP

Under the Hong Kong Employment Ordinance, the Group is required to make long service payments to its

employees in Hong Kong upon the termination of their employment or retirement when the employees fulfill

certain conditions and the termination meets the required circumstances. However, where an employee is

simultaneously entitled to a long service payment and to a retirement scheme payment (i.e. the Mandatory

Provident Fund Scheme), the amount of the long service payment will be reduced by certain benefits arising

from the retirement scheme.

The most recent actuarial valuation of the present value of the Group’s obligation under the long service

payments was carried out at 30 June 2005 by Hewitt Associates LLC, an independent firm of human resource

consultants and actuaries. The present value of the Group’s obligation under long service payments, the

related current service cost, past service cost and net actuarial losses were measured using the projected unit

credit method.
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PROVISION FOR LONG SERVICE PAYMENTS - continued

The main actuarial assumptions used in the actuarial valuation were as follows:

2005
Discount rate 5.5% per annum
Expected rate of salary increases 3% per annum for the first

2 years, and 5% per annum thereafter
Expected return on Mandatory Provident Fund Scheme 4% per annum for the next 2 years,

and 5% per annum thereafter

Amounts recognised in the consolidated income statement in respect of the long service payments are as

follows:
2005 2004
HK$'000 HK$’000
Current service cost 11 318
Interest cost 135 182
Net actuarial losses recognised 603 999
Benefit paid (280) (34)
469 1,465
All the charge for the year has been included in general and administrative expenses.
Movements of the net liability in the balance sheet are as follows:
2005 2004
HK$'000 HK$’000
At beginning of the year 4,520 3,055
Amounts charged to income statement 469 1,465
At end of the year 4,989 4,520
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23. DEFERRED TAXATION
THE GROUP

The major deferred tax liabilities recognised by the Group and movements thereon during the current and

prior years are as follows:

Accelerated
tax Unrealised

depreciation losses Total

HK$’000 HK$’000 HK$’000

At 1 July 2003 2,517 2,885 5,402
Charge to income statement for the year 995 8518 4,510
At 30 June 2004 3,512 6,400 9,912
Charge (credit) to income statement for the year 1,585 (5,300) (3,715)
At 30 June 2005 5,097 1,100 6,197

At 30 June 2005, the Group and the Company has unused tax losses of approximately HK$75,040,000 and
HK$2,705,000 (2004: HK$68,597,000 and HK$2,770,000), respectively, available for offset against future profits.
No deferred tax asset has been recognised due to the unpredictability of future profit streams. Included in
unrecognised tax losses of the Group are losses of HK$7,123,000 (2004: HK$2,994,000) of subsidiaries in the
PRC that will gradually expire until 2010. Other losses may be carried forward indefinitely.

At 30 June 2005, the Group has unrecognised deductible temporary differences of approximately HK$785,000
(2004: HK$1,317,000) in respect of accelerated accounting depreciation. No deferred tax asset has been
recognised in relation to such deductible temporary differences as it is not probable that taxable profit will be
available against which the deductible temporary differences can be utilised.

50 TOP FORM INTERNATIONAL LIMITED ®= ANNUAL REPORT 2005



24.

25.

NOTES TO THE FINANCIAL STATEMENTS
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SHARE CAPITAL

2005 2004 2005 2004
Number Number HK$'000 HK$"000
of shares of shares
Ordinary shares of HK$0.10 each
Authorised:
At the beginning and the end of
the year 1,500,000,000 1,500,000,000 150,000 150,000
Issued and fully paid:
At the beginning of the year 1,071,349,957 1,071,349,957 107,135 107,135
Issue of shares during the year 6,164,168 — 617 -
At the end of the year 1,077,514,125 1,071,349,957 107,752 107,135

SHARE OPTION SCHEME

The Company’s share option scheme (the “Scheme”) was adopted pursuant to a resolution passed on 22
November 2001 for the primary purpose of providing incentives or rewards to the Directors, employees or
any other persons at the discretion of the Board, and the Scheme will expire on 21 November 2012. Under the
Scheme, the Board of Directors of the Company may grant options to any employees, including executives or
officers of the Company and its subsidiaries and any other persons at the discretion of the Board to subscribe

for shares in the Company.

At 30 June 2004, the number of shares in respect of which options had been granted and remained outstanding
under the Scheme was 6,164,168, representing 0.6% of the shares of the Company in issue at 8 September
2004. The total number of shares in respect of which options may be granted under the Scheme is not
permitted to exceed 10% of the shares of the Company in issue at any point in time, without prior approval
from the Company’s shareholders. The number of shares in respect of which options may be granted to any
individual in any one year is not permitted to exceed 1% of the shares of the Company in issue at any point
in time, without prior approval from the Company’s shareholders. Options granted to substantial shareholders
or independent non-executive directors in excess of 0.1% of the Company’s share capital or with a value in

excess of HK$5 million must be approved in advance by the Company’s shareholders.

Options granted must be taken up within 14 days of the date of grant, upon payment of HK$1 per grant.
Options may generally be exercised at any time from the second anniversary of the date of acceptance to the
tenth anniversary of the date of grant. In each grant of options, the Board of Directors of the Company may at
their discretion determine the specific exercise period. The exercise price is determined by the directors of the
Company, and will not be less than the highest of the closing price of the Company’s shares on the date of
grant and the average closing price of the shares for the five business days immediately preceding the date of

grant and the nominal value of the shares.
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25.

SHARE OPTION SCHEME - continued

The following table discloses details of the Company’s share options held by the Directors under the Scheme
during the two years ended 30 June 2005:

Number of Number of

share options share options

outstanding at Exercised  outstanding

Exercise 1.7.2003 during at

Date of grant Vesting period Exercise period price  and 1.7.2004 the year 30.6.2005
HK$

9 September 2002 9 September 2002 to 9 September 2004 to 0.343 6,164,168 (6,164,168) -

8 September 2004 8 September 2012
During the year ended 30 June 2005, no options were granted under the Scheme.

The weighted average closing price of the Company’s share at the dates on which options were exercised was
HK$1.39.

The financial impact of share options granted is not recorded in the Company’s or the Group’s balance sheet
until such time as the options are exercised, and no charge is recognised in the income statement in respect of
the value of options granted in the year. Upon the exercise of the share options, the resulting shares issued
are recorded by the Company as additional share capital at the nominal value of the shares, and the excess of
the exercise price per share over the nominal value of the shares is recorded by the Company in the share
premium account. Options which lapse or are cancelled prior to their exercise date are deleted from the

register of outstanding options.
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SHARE PREMIUM AND RESERVES

THE GROUP THE COMPANY
2005 2004 2005 2004
HK$'000 HK$’000 HK$'000 HK$’000
SHARE PREMIUM
At the beginning of the year - — - -
Premium arising on issue of shares on
exercise of share options 1,499 - 1,499 -
At the end of the year 1,499 - 1,499 -
LEGAL RESERVE
At the beginning of the year - 323 - =
Transferred to accumulated profits
upon winding up of a subsidiary - (323) - -
At the end of the year - = - =
SPECIAL RESERVE
At the beginning and the end of the year 7,139 7,139 - -
CONTRIBUTED SURPLUS
At the beginning and the end of the year - — 124,802 124,802
OTHER DISTRIBUTABLE RESERVE
At the beginning of the year - 82,601 - 82,601
Dividend paid - (82,601) - (82,601)
At the end of the year - = - =
REVALUATION RESERVE
At the beginning and at the end of the year 2,281 2,281 - -
TRANSLATION RESERVE
At the beginning of the year (5,431) (450) - =
Realised on winding up of subsidiaries (469) (4,028) - -
Exchange differences arising on translation
of overseas operations (261) (953) - -
At the end of the year (6,161) (5,431) - -
ACCUMULATED PROFITS (LOSSES)
At the beginning of the year 219,432 65,713 93,985 (52,962)
Profit for the year 183,090 156,503 179,772 150,054
Transfer from legal reserve upon
winding up of a subsidiary - 323 - =
Dividends paid (80,736) (3,107) (80,736) (3,107)
At the end of the year 321,786 219,432 193,021 93,985
TOTAL RESERVES 326,544 223,421 319,322 218,787
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26. SHARE PREMIUM AND RESERVES - continued

Special reserve represents the difference between the nominal amount of the share capital issued by the
Company in exchange for the nominal amount of the share capital of companies forming the Group, pursuant

to the group reorganisation in 1991.

Contributed surplus represents the difference between the combined net assets of the subsidiaries acquired
by the Company under the group reorganisation, and the nominal amount of the Company’s shares issued.

Under the Company Act 1981 of Bermuda (as amended), the contributed surplus account of the Company is
available for distribution. However, the Company cannot declare or pay a dividend, or make a distribution
out of contributed surplus if:

(a)  itis, or would after the payment be, unable to pay its liabilities as they become due; or

(b) the realisable value of its assets would thereby be less than the aggregate of its liabilities and its issued

share capital and share premium accounts.

The Company’s reserves available for distribution to shareholders as at 30 June 2005 amounted to
approximately HK$317,823,000 (2004: HK$218,787,000).

27. MAJOR NON-CASH TRANSACTIONS

During the year, the Group entered into finance lease arrangements in respect of assets with a total capital
value of HK$1,670,000 (2004: HK$2,124,000) at the inception of the finance leases.

28. CONTINGENT LIABILITIES

THE GROUP THE COMPANY
2005 2004 2005 2004
HK$’000 HK$'000 HK$’000 HK$’000
Export bills discounted with recourse - 8,802 - -
Guarantees given (extent of facilities
utilised) to banks in respect of credit
facilities granted to subsidiaries - = 7,616 16,451
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PLEDGE OF ASSETS

At 30 June 2005, the Group pledged certain of its machinery with an aggregate carrying value of approximately
HK$1,346,000 to secure a bank loan. At 30 June 2004, the Group pledged certain of its properties with an
aggregate value of approximately HK$751,000 to secure credit facilities granted to the Group. The properties
pledged were released during the year.

At 30 June 2004, the Company and certain of its subsidiaries had each executed a debenture in favour of
certain banks so that all the assets, including bank balances and cash, and rights of the Company and the
related subsidiaries are provided as securities for the continuation of the banking facilities granted to the
Group. The assets pledged were released during the year.

CAPITAL COMMITMENTS

THE GROUP
2005 2004
HK$'000 HK$’000
Capital expenditure in respect of acquisition of property,
plant and equipment contracted for but not provided
in the financial statements - 22,452

The Company did not have any significant capital commitments as at the balance sheet date.

OPERATING LEASE COMMITMENTS

At the balance sheet date, the Group had outstanding commitments under non-cancellable operating leases in

respect of land and buildings, which fall due as follows:

THE GROUP
2005 2004
HK$’000 HK$’000
Within one year 15,440 9,720
In the second to fifth year inclusive 14,432 9,842
Over five years - 2,645
29,872 22,207

Leases are negotiated for an average term of one to five years with fixed rental over the terms of the relevant

leases.

The Company had no operating lease commitments as at the balance sheet date.
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32.

33.

34.

RETIREMENT BENEFIT SCHEMES

The Group has joined a Mandatory Provident Fund scheme (“MPF Scheme”) for all employees in Hong Kong
which is registered with the Mandatory Provident Fund Scheme Authority under the Mandatory Provident
Fund Schemes Ordinance. The assets of the MPF Scheme are held separately from those of the Group in funds
under the control of an independent trustee. Under the rules of the MPF Scheme, the employer and its
employees are each required to make contributions to the scheme at rate specified in the rules. The only
obligation of the Group with respect of the MPF Scheme is to make the required contributions under the

scheme. No forfeited contribution is available to reduce the contribution payable in the future years.

The eligible employees of the Company’s subsidiaries in the PRC are members of pension schemes operated
by the Chinese local government. The subsidiaries are required to contribute a certain percentage of the

relevant part of the payroll of these employees to the pension schemes to fund the benefits.

Eligible employees of the Company’s subsidiaries in Thailand and Philippines currently participate in defined
contribution pension schemes operated by the local municipal government. The calculation of contributions

is based on certain percentages of the employees’ payroll.

RELATED PARTY TRANSACTIONS

During the year ended 30 June 2005, the Group sold finished products of approximately HK$35,803,000 (2004:
HK$26,882,000), to a related company, Van de Velde N.V. (“VdV”) and its subsidiaries and/or affiliates.

Messrs. Herman Van de Velde and Lucas A.M. Laureys, directors of the Company, are beneficial owners of
VdV which held an effective interest of 16.35% in the Company as at 30 June 2005.

As at 30 June 2005, the balance of trade receivable from VdV amounted to HK$2,294,000 (2004: HK$654,000).

COMPARATIVE FIGURES

During the year, direct logistics and associated costs have been reclassified from selling and distribution
expenses to cost of sales to better reflect the underlying direct cost of sales of the Group. Comparative figures
of HK$13,706,000 have been reclassified accordingly in order to conform with the current year’s presentation.
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PRINCIPAL SUBSIDIARIES

Details of the Company’s principal subsidiaries as at 30 June 2005 are as follows:

Nominal value

Proportion of
nominal value of

issued ordinary

Place of of issued share capital/
incorporation/ share capital/ registered capital held
Name of company registration registered capital by the Company  Principal activities
Charming Elastic Fabric Hong Kong Ordinary - 60%  Manufacture of
Company Limited HK$316,667 elastic garment straps
Deferred -
HK$810,000
Grand Gain Industrial Hong Kong Ordinary - 55%  Laminating business
Limited HK$100,000
Long Nan County Grand The PRC* Capital contribution - 55% Moulding
Gain Underwear Co., Ltd. HK$5,000,000
HEMRERNKERAT
Long Nan County Top The PRC* Capital contribution - 100%  Manufacture of ladies’
Form Underwear HK$47,266,038 underwear
Co., Ltd.
HE e % B 2B 7 1 K
FHRAHE
Marguerite Lee Limited Hong Kong Ordinary - 100% Retail sales of
HK$2,500,000 underwear, sleepwear
and other intimate
apparel
Marguerite Lee (Overseas) British Virgin Ordinary - 100%  Investment holding
Limited Islands US$10
82 KR4 (I AR The PRC* Capital contribution - 100%  Manufacture and
AT HK$13,000,000 distribution of ladies’
underwear
Meritlux Industries Republic of Ordinary - 100% Manufacture of ladies’
Philippines, Inc. Philippines Peso 17,500,000 underwear
Foshan Nanhai Top The PRCA Capital contribution - 75% Manufacture of ladies’

Form Underwear
Company Limited
L v e 7 8B S8 A AK

AR A

HK$20,800,000
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35. PRINCIPAL SUBSIDIARIES - continued

Proportion of
nominal value of

Nominal value issued ordinary

Place of of issued share capital/
incorporation/  share capital/ registered capital held

Name of company registration registered capital by the Company  Principal activities

Shenzhen Topform The PRC? Capital contribution - 70%  Manufacture and
Underwear Co., Ltd. HK$8,616,475 distribution of

Y AT A K ladies” underwear
A R

Top Form Brassiere Thailand Ordinary - 100%  Manufacture of
Co., Limited Baht 80,000,000 ladies” underwear

Top Form Brassiere Hong Kong Ordinary - 100% Manufacture of
Mfg. Co., Limited HK$100 ladies” underwear

Deferred -
HK$4,000,000
Top Form (B.V.I.) Limited British Virgin Ordinary - 100%*  Investment holding
Islands US$50,000

Top Form Industries Mauritius Ordinary 100%  Manufacture of ladies’
Limited US$100,000 underwear

Top Prospect Investment Hong Kong Ordinary 100% Property holding in
Limited HK$2 the PRC

Topfull Development Hong Kong Ordinary - 100% Property holding in
Limited HK$2 the PRC

Twin Peak Brassiere Thailand Ordinary - 100% Manufacture of ladies’
Company Limited Baht 3,000,000 underwear

Top Form Brassiere Thailand Ordinary - 100% Manufacture of ladies’
(Maesot) Co., Ltd Baht 10,000,000 underwear

Unique Form Hong Kong Ordinary - 100%  Retail sales of
Manufacturing HK$1,000 underwear, sleepwear
Company Limited Deferred - and other intimate

HK$200 apparel

Unique Form Manufacturing ~ Thailand Ordinary - 100% Manufacture of ladies’
(Thailand) Co., Ltd Baht 1,000,000 underwear

Wide Gain Investment Hong Kong Ordinary - 100% Investment holding
Limited HK$2

* Directly held by the Company

# These subsidiaries are registered as wholly foreign owned enterprises in the PRC.

2 These subsidiaries are registered as contractual joint ventures in the PRC.
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PRINCIPAL SUBSIDIARIES - continued

Shenzhen Topform Underwear Co., Ltd. %Il 8 B 4 &K 4 R 22 ] is a joint venture company established in
the PRC and was originally held for a period of twelve years from 10 November 1987. On 18 September 1998,
an extension agreement was entered into between the Group and the joint venture partner to extend the joint
venture period for a further 10 years to 28 February 2009. Foshan Nanhai Top Form Underwear Co., Ltd. ffi Lli
i 7 i B R T A A R A F is also a joint venture company established in the PRC and was held for a period
of ten years from 1 January 1992. On 1 January 2002, an extension agreement was entered into between the
Group and the joint venture partner to extend the joint venture period for a further 3 years to 5 September
2004 which was then extended for a further 16 months to 5 January 2006. Pursuant to the agreements under
which the joint ventures were established, the Group has contributed 70% and 75% of the nominal registered
capital of Shenzhen Topform Underwear Co., Ltd. Il 8 & it A &< R 2 & and Foshan Nanhai Top Form
Underwear Co., Ltd 11 i B9 ¥ B B8 7 N &K A PR 2 7, respectively. However, under the joint venture
agreements, the Group is entitled to 100% of the joint venture companies’ profit after deducting a fixed
annual amount attributable to assets contributed by the joint venture partners. The Group is entitled to

receive its attributable share of the net assets upon liquidation of the joint ventures.

As at 30 June 2005, all of the deferred shares issued by subsidiaries were held by group companies. The
deferred shares carry no right to dividend or to receive notice of or to attend or vote at any general meeting
of the respective companies. On winding-up, the holders of the deferred shares are entitled to one half of the
remaining assets of the respective companies after the first HK$100,000,000,000 has been distributed equally
amongst the holders of the ordinary shares.

None of the subsidiaries had any debt securities subsisting as at 30 June 2005 or at any time during the year.

All subsidiaries operate principally in their respective places of incorporation unless specified otherwise

under the heading “Principal activities”.
The above tables list the subsidiaries of the Company which, in the opinion of the Directors, principally

comprised the Group’s assets or results. To give details of other subsidiaries would, in the opinion of the

Directors, result in particulars of excessive length.
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