CHAIRMAN’S STATEMENT
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ANNUAL RESULTS

The Group’s turnover for the year ended 31st August, 2003 was
approximately HK$5,546,447,000, representing an increase of 13.00%
over last year. Profit for the year was approximately HK$350,539,000,
representing an increase of 29.18% over last year. The profit margin for
the year improved from last year’s 5.53% to 6.32%, representing an
increase of 14.29%.

During the year under review, the results for the first half of the year was
relatively more satisfactory, with an increase in turnover of 19.83% and
an increase in profit of 89.50% over the corresponding period of last year.
It was mainly due to the proactive and aggressive measures adopted by the
Group during the past years which managed to lower costs and improve
profit margin. However, the results for the second half of the year was less
favourable than that of the first half of the year due to several negative
factors, where turnover increased by 7.78% but the profit decreased by

8.78% over the corresponding period of last year.

During the second half of the year under review, the US economy
remained sluggish as the Iraq war continued. Even the European markets
failed to demonstrate any signs of recovery. As a result, the downward
trend still dominated the product prices. At the same time, the war also
caused an increase in fuel prices that affected the Group’s production
costs. During March to June 2003, the outbreak of Severe Acute
Respiratory Syndrome (“SARS”) in Hong Kong and a number of regions
brought about significant changes to the business environment. Some
buyers cancelled their business trips to Asia and did not participate in
trade fairs of the region. They even shifted to purchase from other regions
or postponed their orders. The Group minimised the effect of SARS on
its business by utilising the overseas offices to maintain close
communication with the buyers. During the same period, cotton price
began to rise and led to an increase in selling prices of raw materials.
Although the Group had adequate inventories at the beginning of the
second half of the year under review, it still had to face the pressure
brought about by the increase in prices of raw materials when
replenishing the inventory later then, where increase in costs was
recorded. During the outbreak of SARS, the PRC Government had
adopted measures to control the flow of people to avoid the spread of
SARS. As a result, there was delay in the completion of phase one of the
plant and installation of machinery and facilities in Jiangyin, Jiangsu
Province. The schedule of production and overall operation deployment
of the Group were therefore affected. Sales and development plans failed

to proceed as scheduled, thus affecting the growth of the Group.
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CHAIRMAN’S STATEMENT

BUSINESS REVIEW

Production and Sales of Dyed Fabrics, Sewing Threads and Yarns

Turnover from the production and sales of dyed fabrics, sewing threads
and yarns for the year increased by 9.53% to approximately
HKS$5,115,017,000, and accounted for 92.22% of the total turnover. Its

operating results margin was 9.53% which was similar to that of last year.

During the year under review, satisfactory results was achieved by this
segment because the Group adopted a number of proactive and aggressive
measures, such as development of new products, improvement in
productivity and energy utilisation. The effect was particularly obvious in
the first half of the year. The originally planned strategy for business
development during the second half of the year was changed because of
the Iraq war and the outbreak of SARS. This, together with the increase in
selling prices of raw materials, caused the Group to adopt a more prudent
manner towards accepting orders. Pace of growth was therefore slowed

down.

Production and Sales of Garments
Turnover from the production and sales of garments for the year increased
by 81.01% to approximately HK$431,430,000, and accounted for

7.78% of the total turnover. Its operating results became positive.

In order to expand the garment business and strengthen its production
management, the Group acquired from Mr Ha Kam On, Victor, the son
of Mr Ha Chung Fong, the Chairman of the Group, all of his companies
and plants engaged in garment manufacturing business at
HK$12,000,000 in cash in December 2002. This investment enlarged
the production capacity of the Group’s garment business in the PRC, and
further enhanced its competitiveness in the infant wear market. However,
the outbreak of SARS caused overseas buyers to postpone their visits to
the plants in the PRC, as well as the decline in the retail market in Asia.
Thus, the results of this segment had not achieved a significant

improvement.
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OUTLOOK

Lack of clear direction in the global economy, intense competition within
the industry, together with the significant fluctuations in the prices of
cotton and other raw materials resulted from unsteady supply, have

brought about severe challenges to the textile industry.

The cotton price in the international market (including the PRC) showed
a huge jump this year which brought about adverse effects to production
costs in the textile industry. However, it has also accelerated the rate of
further restructuring of textile enterprises in the PRC and their
adjustment of selling prices, which will in turn create additional room for
development for the Group in the PRC. At the same time, the Group has
already started increasing the selling prices of products in order to
reducing the effect of increase in material prices. In addition, in order to
mitigate the impact on unsteady supply of raw materials, the Group has
increased its production facilities of cotton yarn from 127,000 spindles to

approximately 196,000 spindles.

In November 2003, the Department of Commerce of the United States
announced a protection policy. According to such policy, import quotas
will be imposed on three kinds of textile products (including knitted
fabrics) produced in the PRC and directly exported to the United States,
and the annual increase in import quotas shall not exceed 7.5%. This
policy does not result in a material effect on the Group since the knitted
fabrics directly exported to the United States by the Group has been less
than 0.2%.

The construction work of phase one of the knitting and dyeing mill under
Jiangyin Fuhui Textiles Limited, a subsidiary of the Group, in Jiangyin,
Jiangsu Province was completed and commenced operation. Preparation
for the construction work of phase two had commenced. It is expected
that the output will gradually increase and will create a synergy effect
between production facilities in Southern and Eastern China. This will
also improve the production capacity and shorten the production cycle,

thus enhancing the competitiveness of the Group as a whole.

The Group is cautiously optimistic towards future business outlook.
Efforts will be continuously devoted to the development of new products.
The overseas sales network will be strengthened so as to explore new
markets. Production capacity and efficiency will also be enhanced

through the application of new production equipment and techniques.
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CHAIRMAN’S STATEMENT

FINANCIAL REVIEW

Liquidity and Financial Information

At 31st August, 2003, the Group’s total assets amounted to approximately
HK$5,447,433,000, representing an increase of HK$926,594,000 over
last year. The sharcholders’ funds and minority interests totalled
approximately HK$2,800,196,000.

The operation of the Group is sound and the turnover period for trade
receivables was reduced from 64 days of last year to 58 days. With the
relatively low borrowing interest rate, the Group has been purchasing raw
materials relatively earlier to mitigate the risk of increasing prices, in
anticipation of the continuous increase in the prices of raw materials.
Moreover, it was necessary to stock additional raw materials for the
commencement of production in the new factory in Jiangyin. Therefore,
the Group’s inventory at 31st August, 2003 increased by approximately
HK$415,127,000 over last year. The management will continue to
closely monitor the fluctuation in the pricing of raw materials and revise

its inventory policy.

During the year under review, the Group rearranged and entered into
three unsecured loan agreements with two principal bankers at an
aggregate amount of HK$450 million for a term of five years so as to
reduce the interest rate and increase the amount of working capital for the

Group.

At 31st August, 2003, the total amount of short-term bank deposits, bank
balances and cash of the Group was approximately HK$473,295,000,
representing an increase of HK$66,700,000 over last year. At 31st
August, 2003, the principal financial ratios (after inclusion of proposed

final dividend) were as follows:

Gearing ratio EARA IR
Bank borrowings ratio M|ATHE LR
Net bank borrowings ratio SATEEFME LR
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The sales of the Group are mainly denominated in Hong Kong dollars
and US dollars and the purchase of raw materials is mainly made in Hong
Kong dollars, US dollars and Renminbi. Bank borrowings are also
denominated in Hong Kong dollars and US dollars and interests are
charged on a floating rate basis. Hence, the Group’s exposure to foreign

exchange risk is immaterial.

Capital Expenditure

For the year ended 31st August, 2003, the Group invested approximately
HK$493,420,000 (2002: HK$269,968,000) in the addition of property,
plant and equipment of which the investment in property, plant and
equipment of Jiangyin Fuhui Textiles Limited was approximately
HK$250 million. The Group expects that the capital expenditure for the
next financial year will be approximately HK$400 million.

Contingent Liabilities
At 31st August, 2003, the Group had contingent liabilities amounting to
approximately HK$58,506,000 (2002: HK$79,139,000) in respect of

discounted bills with recourse and invoices factored with recourse.

EMPLOYEES AND EMOLUMENT POLICIES

At 31st August, 2003, the Group had approximately 20,000 full time
employees. The Group’s emolument policies are formulated on the
performance of individual employee and on the basis of the salary trends
in the various regions, and will be reviewed regularly. Subject to the
Group’s profitability, the Group may also provide discretionary bonus to

its employees as an incentive for their contribution to the Group.

The Group has established a share option scheme for its employees, and
also provides regular training courses and subsidies for continuing
education so as to improve the skills of its employees with respect to
production, selling and management. During the year under review, the
Group recruited approximately 260 post-secondary and university

graduates in Hong Kong, the PRC and overseas to join various divisions.
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CHAIRMAN’S STATEMENT

DIVIDENDS

The Board recommends the payment of a final dividend of HK10.0 cents
per share for the year ended 31st August, 2003 payable to shareholders
whose names appear on the register of the members on 5th February,
2004. Subject to the approval of the shareholders at the forthcoming
Annual General Meeting, the total annual dividend for the year will be

HK22.0 cents, representing an increase of 29.41% over last year.
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Finally, on behalf of the Board of Directors, I would like to express my
sincerest gratitude to the incessant efforts made by our staff and to all the

associates who have always been supporting the Group.
On behalf of the Board

HA Chung Fong

Chairman

Hong Kong
18th December, 2003
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