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Directors

The Directors have pleasure in presenting this report together with the
audited accounts of Tristate Holdings Limited (the “Company”) and its
subsidiaries (collectively the “Group”) for the year ended 31st December
2003.

Principal Activities

The principal activity of the Company is investment holding. The principal
activities of the subsidiaries are shown in note 18 to the accounts.

An analysis of the Group’s turnover and contribution to (loss)/profit from
operations by principal activities and markets is as follows:

BEE & (FR) /A
Turnover Operating (loss)/profit
2003 2002 2003 2002
BT T BT BT T BT
HK$’'000 HK$'000 HK$’000 HK$'000
BEEEKES By principal activities:
K Garment manufacturing 1,970,454 1,717,159 (72,012) 56,654
BHRTE Trading and retailing 543,444 631,463 8,277 15,934
2,513,898 2,348,622 (63,735) 72,588
BEEMHE By principal markets:
EJE The United States 1,764,385 1,580,366
GV Asia 322,882 375,087
BOM Europe 426,631 393,169
2,513,898 2,348,622
EENBNDE Results and Appropriations
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The results of the Group for the year ended 31st December 2003 are set
out in the consolidated profit and loss account on page 44 of the annual
report.

No interim dividend has been declared for the year ended 31st December
2003 (2002: Nil). The Directors have resolved not to declare final dividend
for the year ended 31st December 2003 (2002: HK$0.10 per share,
totaling HK$26,874,000).
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The register of members of the Company will be closed from 25th May
2004 to 31st May 2004, both days inclusive, in order to determine the
identity of the members who are entitled to attend and vote at the annual
general meeting of the Company to be held on 31st May 2004.

Five-Year Financial Summary

A summary of the consolidated results of the Group and its consolidated
balance sheets for each of the five financial years ended 31st December
2003 are set out on pages 29 and 30 of the annual report.

Property, Plant and Equipment

Details of the movements in property, plant and equipment of the Group
are set out in note 15 to the accounts.

Subsidiaries

Particulars of the Company’s subsidiaries as at 31st December 2003 are
set out in note 18 to the accounts.

Associated Companies

Particulars of the Company’s associated companies as at 31st December
2003 are set out in note 19 to the accounts.

Share Capital

Details of the movements in share capital of the Company are set out in
note 28 to the accounts.

Reserves

Movements in the reserves of the Group and the Company during the
year are set out in note 30 to the accounts.

Distributable Reserves

As at 31st December 2003, the Company’s reserves amounted to
HK$431,020,000 (2002: HK$431,020,000) and retained profits
amounted to HK$22,425,000 (2002: HK$92,277,000) were available
for distribution to its shareholders as calculated in accordance with the
Companies Act 1981 of Bermuda.

15
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B Donations
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Charitable and other donations made by the Group during the year
amounted to HK$238,000 (2002: HK$ 24,000).

Share Options

A share option scheme was adopted by the shareholders of the Company
at the special general meeting held on 28th November 1997, pursuant
to which options may be granted to full-time employees (including
executive directors) of the Company or its subsidiaries to subscribe for
shares in the Company (the “Share Option Scheme”). The purposes of
the Share Option Scheme are to provide employees with the opportunity
of participating in the growth of the Group by acquiring shares in the
Company and to assist in the attraction and retention of high quality
employees. A summary of details of the Share Option Scheme is set out
as follows:

Full-time employees (including executive
directors) of the Company and/or any of its
subsidiaries

Participants

20,994,025 shares representing 7.81% of
the issued share capital of the Company

Total number of
shares available for
issue and the percentage
of the issued share
capital that it represents
as at the date of annual
report
Maximum entitlement of : Not exceeding 25% of the aggregate
each participant number of shares issued and issuable under
the Share Option Scheme

Period within which the
securities must be

Not exceeding three years from the date on
which the option is accepted and expiring
on the earlier of (i) the last day of such
period and (ii) the date falling on the expiry
of ten years from 28th November 1997

taken up under an
option
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Minimum period for . An option may be exercised at any time
which an option must during a period to be notified by the Board
be held before it can to each grantee. The Board may also provide
be exercised restrictions on the exercises of an option

during the period an option may be
exercised.

Amount payable on : HK$1.00 within 28 days of offer

acceptance of the
option and the period
within which payments
or calls must or may
be made or loans for
such purposes must
be repaid

Basis of determining the : The subscription price shall be determined
exercise price by the Board and not less than the higher
of (i) the nominal value of a share of the
Company and (ii) 80% of the average of the
closing price of the Company’s shares on
The Stock Exchange of Hong Kong Limited
(the “Stock Exchange”) on the five trading
days immediately preceding the date of
grant of the options on which there were
dealings in the shares on the Stock
Exchange.

Remaining life of the : The Share Option Scheme will remain in
Share Option Scheme  force for a period of ten years from 28th
November 1997.

With effect from 1st September 2001, the Stock Exchange requires that
the exercise price of options to be at least the higher of the closing price
of the shares on the Stock Exchange on the date of grant and the average
closing prices of the shares on the Stock Exchange for the five trading
days immediately preceding the date of grant. Up to the date of this
report, the Company has not granted any options on or after 1st September
2001.
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RER - RIFEARMEST B M RITE 2 A BB AR a0 The following share options were outstanding under the Share Option
™ Scheme during the year:
EREgE
Number of share options
R=BB=F
R-BE=% -
Gd s BRE -A-A EREE/ =t-H
ERAZ (BEERMX) B (i) B®E FREL FRfTE P34 8B
ghl R BH) Exercise period Exercised Balance as at Granted Exercised Cancelled/  Balance as at
Type of Date of (both days price per 1st January during during  lapsed during  31st December
Grantee grant (i) Inclusive) share (ii) 2003 the year the year the year 2003
HKS
& “ZETF “2Z-F
TA-t=H TA-t=H 1.20 1,000,000 - - 1,000,000 -
Employees  22nd May 2000 FTT-F
TA-1+-H
22nd May 2001 to
21st May 2003
Btet - Notes:
RERIBIGER - AR ABRARR BB ELTE i Upon acceptance of the options, HK$1.00 is paid by the grantee to the
AETEREZNE - Company by way of consideration for the grant.
i WARRARZBRAGEHEEEEE)  BREZITEE i The exercise price of the share options is subject to adjustment in the
AVEL R - event of any alteration in the capital structure of the Company.

REA - 1,000,000 BEARERITEHEMMAI ©  During the year, 1,000,000 share options granted lapsed as the exercise
period had expired.

BrUA E3RERESN - NF AN EIEARER 1T - HUB  Save as disclosed above, no share options were exercised, cancelled or
SR o lapsed during the year.

REEZZZE=F+_A=1T—HIEFERITEE  No share options were granted during the year ended 31st December
MR - A EAE XD EREEEMEST 2003 and accordingly, valuation of share options granted was not
1 o necessary.

NA FIIEARE R F B 15 TR 51 PO RR B B FE29 - Details of the movements in share options of the Company are also set
out in note 29 to the accounts.
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Arrangement to Acquire Shares or Debentures

Save as disclosed in the section headed “Share Options” of this report
and in note 29 to the accounts, at no time during the year was the
Company, its subsidiaries, its fellow subsidiaries or its holding company,
a party to any arrangements to enable the Directors of the Company to
acquire benefits by means of the acquisition of shares in, or debentures
of the Company or any other body corporate.

Directors

The Directors of the Company who held office during the year and up to
the date of this report were:

Executive Directors:

Mr. Wang Kin Chung, Peter (Chairman and Chief Executive Officer)
Mr. Wu Ching Her

Mr. Lo Chak Wa

Non-Executive Directors:

Ms. Wang Koo Yik Chun (Honorary Chairlady)
Ms. Leslie Tang Schilling

Ms. Mak Wang Wing Yee, Winnie

Mr. Wang Shui Chung, Patrick

Mr. Tang Liu Chien, Oscar

Mr. Tang Yue Nien, Martin

Independent Non-Executive Directors:
Mr. Yuan Ching Man, James

Mr. Lo Kai Yiu, Anthony

Mr. James Christopher Kralik

In accordance with Bye-Laws 85 and 86 of the Company’s Bye-Laws,
Mr. Wu Ching Her, Ms. Mak Wang Wing Yee, Winnie and Mr. Lo Chak Wa
retire by rotation. Mr. Wu Ching Her and Ms. Mak Wang Wing Yee, Winnie
being eligible, offer themselves for re-election at the forthcoming annual
general meeting of the Company. Mr. Lo Chak Wa has notified the
Company that he will not offer himself for re-election at the forthcoming
annual general meeting.
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Report of the Directors

Biographical Details of Directors and Senior Management

Brief biographical details of Directors and senior management as at the
date of this report are set out on pages 9 to 13 of the annual report.

Directors’ Service Contracts

None of the Directors proposed for re-election at the forthcoming annual
general meeting of the Company has a service contract with the Company
or any of its subsidiaries, which is not determinable within one year without
payment of compensation (other than statutory compensation).

Directors’ Interests in Contracts of Significance

No contracts of significance in relation to the Group’s businesses to which
the Company, its subsidiaries, its fellow subsidiaries or its holding company
was a party and in which any of the Company’s Directors or members of
its management had a material interest, either directly or indirectly,
subsisted at the end of the year or at any time during the year.

Directors’ Interests in Competing Businesses

Ms. Wang Koo Yik Chun and Mr. Wang Kin Chung, Peter are directors of
Hua Thai Manufacturing Public Company Limited (“Hua Thai”) and
certain of its subsidiaries. Hua Thai is a 36.43% held associated company
of the Company and, together with its subsidiaries, are engaged in garment
manufacturing and trading businesses. The shares of Hua Thai are listed
on the Stock Exchange of Thailand.

Mr. Wang Kin Chung, Peter is a director of Triskele Company Limited
(“Triskele”). Triskele is a 20% held associated company of the Company
and is engaged in garment and general trading business.

By virtue of Ms. Wang Koo Yik Chun’s and Mr. Wang Kin Chung, Peter’s
directorships in Hua Thai and certain of its subsidiaries; and Mr. Wang
Kin Chung, Peter’s directorship in Triskele, they are considered to be
interested in the businesses apart from the Group’s business, which
compete or are likely to compete, directly or indirectly, with the Group’s
business and are required to disclose such interests in the Company’s
annual report under Rule 8.10 in Chapter 8 of the Rules Governing the
Listing of Securities on the Stock Exchange (the “Listing Rules”).
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BEECESES Directors’ Interests in Securities

RIZBZE=F+-_A=+—8 AQRISESEKREZ Asat 31st December 2003, the interests and short positions of each
BITHRABRARR REMEEE (T R(GEEK  Directors and chief executive of the Company in the shares, underlying
BRI ([B5 R EASEENI])) 2 A% - #8REA%!Y  shares and debentures of the Company and its associated corporations
NEETHS  BARBEEFRIEIEAIZE3IS2EMEE  (within the meaning of the Securities and Futures Ordinance (“SF0”)),
EARRNBREMELMPaCeE - iR EH#RAI L as recorded in the register required to be kept by the Company under
TMATNEE A ETATESEITESLSIIEE  Section 352 of the SFO or as notified to the Company and the Stock
SPR(MMZ2SPR) ) 2R FEEME ARG MEi2Z A2 Exchange pursuant to the Model Code for Securities Transactions by
B MORBIT Directors of Listed Companies under Appendix 10 of the Listing Rules
(“Model Code”) were as follows:

RAAT Z R D ER Interests in shares of the Company
FERE
Number of shares held
EERTRE
B
BAESR RikER ARER HitiEs Percentage
BEns BE/ KR Personal Family Corporate Other “ay of issued
Name of Director Long/short position interests interests interests interests Total  share capital
ig=Leabit HE - — 138260,000 12,069,445 150,329,445 55.94%
Mr. Wang Kin Chung, Peter  Long position (a) 0]
REATE HE 2,636,289 - - - 2,636,289 0.98%
Mr. Wu Ching Her Long position
STENS L HE - - - 1,537,000 1,537,000 0.57%
Ms. Wang Koo Yik Chun Long position (b)
BRERE e 52,338,047 - - 13,966,514 52,338,047 19.48%
Mr. Tang Yue Nien, Martin - Long position (c,d,i%j) (d)
(c,d,iand})
BEXBL T HE - 4,312,193 - - 4312193 1.60%
Ms. Leslie Tang Schilling Long position (e i)

(eandi)
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#AHua ThaiZ B 3 #E#= Interests in shares of Hua Thai
BER™
Number of shares held
HERITRE
PA=L )
HE RE BAER RikER Percentage
EENA Long/short Personal Family e of issued
Name of Director position interests interests Total share capital
EEREE HE — 1,085,800 1,085,800 10.86%
Mr. Wang Kin Chung, Peter Long position (m)
AR It HE 7,500 2,500 10,000 0.10%

Ms. Wang Koo Yik Chun Long position

BEXFREEN R EEZ=F+_HF=+—
H @ RAARSEEIZRITBABBRERRRAH
H AR EE (B R EHRIEEOIEXVED)
A )REFES RGO EXVHBETREH A
MERNR KRBT (RERBES AR KRIIES
WEESRAFE ZERRAR) » (NREBEESFLEH
EIEM B35 EER R RIRE N E ML
S (iRIEIZEST A 2 ME S AR &) KB T2 i%
9~ HERHSES 2 ERIORE -

(n)

Save as disclosed above, as at 31st December 2003, none of the Directors
or chief executive of the Company had any interests or short position in
the shares, underlying shares or debentures of the Company or associated
corporation (within the meaning of Part XV of the SFO) which were
required to be (i) notified to the Company and the Stock Exchange
pursuant to Divisions 7 and 8 of Part XV of the SFO (including interests
and short positions which a Director was taken or deemed to have under
such provisions of the SFO); (ii) entered in the register kept by the
Company pursuant to Section 352 of the SFO; or (iii) notified to the
Company and the Stock Exchange pursuant to the Model Code.
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FTERR Substantial Shareholders

AN RIRIEE S R B EIEAIZE336IFEERE ZE  The register of substantial shareholders maintained under Section 336
RfAE RZZEE=F+_-_A=+—H8 ' &A2Q" of the SFO shows that as at 31st December 2003, the Company had
FEHE THIIER (WIERAFTEEHHEITHAE)  been notified that the following shareholders (not being Directors or chief
BE S M EEIEGSEXVERE2 M B30 EfA AR executive of the Company) were interested, or were deemed to be
ERASRABAERNQTRG « EHIERER 2 interested, in the following interests and/or short positions in the shares,
HERRSA R o SZERERS I E XX [EE 254  debentures or underlying shares of the Company, notifiable to the

N

= AR EERARREERGZSTHAB ZE  Company pursuant to Divisions 2 and 3 of Part XV of the SFO. These
& ° interests are in addition to those disclosed in the section “Directors’

Interests in Securities” above in respect of the Directors and chief
executive of the Company.

FERE
Number of shares held
EERTRA
Bkt
RREB BE/ KA B AR RiEEE HRAZER Hbigss Percentage
Name of Long/short Personal Family Deemed Other “ay of issued
shareholder position interests interests interests interests Total  share capital
Silver Tree Holdings Inc. e - - — 138,260,000 138,260,000 51.45%
Long position (@)
TSt HE — 138,260,000 - — 138,260,000 51.45%
Ms. Daisy Ting Long position (0)
BHETRE e 7,769,953 4,299,492 138,260,000 7,769,953 150,329,445 55.94%
Mr. Tang Chi Chien, Jack  Long position (@) (f1)) (k) (g
(fandj)
Bermuda Trust HE - - - 75,648,500 75,648,500 28.16%
(New Zealand) Limited Long position (c,defgkh)

(c,d,efgandh)
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B EXHEEN R-BEE=F+-"F=1+—
B AAAEFHESTRASBMELNBLMMA LT
(RRREFRERITHABRIN HEREZES R
HEIEBIEXVEBE2 K3 EARA R RIHE - SR
BES REIEEAIFE336IFREBHNEARRNRE
HE A2 5 SRR (D R SK R ©

BB MR EERR 2T M- TT=F+_A=
T—BZER) :

a. 138,260 OOOHQHQ@EE)ELEP EEREHRE 2 AT
Silver Tree Holdings Inc. Bz5#54 o

b. Euroworld Trustee Holdings Corporation A — I8 B8 iz
FERZEFRAZHDEHL,379,000088% % + &M=
BB —EERERERNE  Z2EERIXE
HRBIETEIRP 2L - 158,0000% 8% AAMain
World Investment Limited¥§%& * Main World
Investment Limited 2 2 #0221 T AN R — B {E
HEDEE -

C. Bermuda Trust (New Zealand) Limited A — I8 2415
FEZEREABIFASS, 371,533H§EH§H§J\ EHREL
EREEEEAZES

d. Bermuda Trust (New Zealand) Limited E2/E #A4F 5 4
NZIE2EERZERETAFMEELS, 966 514
BRI - BMELERBEREETIZH

e. Bermuda Trust (New Zealand) Limited A —IB 245
2 HRUEFEATMDIEEA,312, 1930/ » BB
REZARFFLREBERETLZIEA

f. Bermuda Trust (New Zealand) Limited A —IB 2415
2 HREFEA S 1715 54,299, 4028505170  FEHEET
EEZRBREBEEETEZIEA

g. Bermuda Trust (New Zealand) Limited E2fE 8 T 45 4
N—IE2REE HEEFAFMIFET,769,9530%
Bt BHETEAEREZRETIZEA

h. Bermuda Trust (New Zealand) Limited A Z IH 2 #E{E
R B AR B EET5,648 50008815 + mATA K
AR R IR A A FISomers Nominees (Far East)
Limited 2 & E a0 ©

Save as disclosed above, as at 31st December 2003, no other person
(other than a Director or chief executive of the Company) known to any
Director or chief executive of the Company had an interest or short position
in the shares or underlying shares which would fall to be disclosed to the
Company under the provisions of Divisions 2 and 3 of Part XV of the
SFO, or which were recorded in the register required to be kept by the
Company under Section 336 of the SFO.

Notes to Directors’ Interests in Securities and Substantial Shareholders (information
as at 31st December 2003):

a. 138,260,000 shares were beneficially owned by Silver Tree Holdings Inc.,
a company wholly-owned by Mr. Wang Kin Chung, Peter.

b. 1,379,000 shares were held by Euroworld Trustee Holdings Corporation as
trustee of a unit trust, units of which were held by a trust, the discretionary
objects of which included Ms. Wang Koo Yik Chun. Another 158,000 shares
were held by Main World Investment Limited, the entire issued share capital
of which was beneficially owned by the same unit trust.

C. Bermuda Trust (New Zealand) Limited held 38,371,533 shares as trustee
of a trust of which Mr. Tang Yue Nien, Martin was a discretionary beneficiary.

d. Bermuda Trust (New Zealand) Limited held 13,966,514 shares as co-trustee
with Mr. Tang Yue Nien, Martin of various trusts of which Mr. Tang Yue
Nien, Martin was a discretionary beneficiary.

e. Bermuda Trust (New Zealand) Limited held 4,312,193 shares as co-trustee
of a trust of which Ms. Leslie Tang Schilling’s children were discretionary
beneficiaries.

f. Bermuda Trust (New Zealand) Limited held 4,299,492 shares as co-trustee
of a trust of which Mr. Tang Chi Chien, Jack’s spouse was a discretionary
beneficiary.

g. Bermuda Trust (New Zealand) Limited held 7,769,953 shares as co-trustee
with Mr. Tang Chi Chien, Jack of a trust, of which Mr. Tang Chi Chien, Jack
was a discretionary beneficiary.

h. Bermuda Trust (New Zealand) Limited held 75,648,500 shares as trustees
for various trusts and all the shares were registered in the name of its
nominee company, Somers Nominees (Far East) Limited.



TRISTATE HOLDINGS LIMITED ANNUAL REPORT 2003 44

BEEIREZE  Report of the Directors

EHF AR 24,312,193 IR 7 B S B AL B
BE 2R R ER -

J. R F AR 24,299,492/ IR 7 BR B T S A P
BE 2R R ER -

k.  REZBZFREBEROIEIL7EGR BETEEERR
RERFPEEMBFEARARRCRAE S ERTHES
B ZEREBSFRRIRTEEREREZA
A]Silver Tree Holdings Inc. %A 2 138,260,000/%
& (2B0ktsEa)

IRIRE S R G RAIE31 71 - EEREERER
REETEEMBEARR ZRABESERTHE
- ZERAFSZBRIGHERA,299,492 8 )
(2BIMRE ) - A RIEAFE M HEEST,769,953%
ffn (2R3M )

m.  Hua Thaiz 1,085,800/% &0 By E 2 5t 4 2 AR T
SRR 455 -

n. Hua Thaiz7,5008 0 5 B ERAIME £ #5E »
2,500/ {0 B i L B AR E R SR AR A ©

0. 138,260,000/% /% 7 B8 T 1585 2 4= By e i P 5 A
2&WA 2 A FSilver Tree Holdings Inc. 255 (&
HMiiEa) o

BRESTR

ARBEERATENTETRIPEIIERESE
TRHFRZORANFFER 2R - KRAFBEEH
EEWE  BERCTEFRETRIHI 2 ZREL R
ERETEFIZNMRA -

BERRE

RARRAAR R EEERBEZRE - MRER
RBEDIWERBIZAEN - EARRBRRBERE
Bt Ee 12 &5

4,312,193 shares held by Mr. Tang Yue Nien, Martin overlap that of family
interests of Ms. Leslie Tang Schilling.

j. 4,299,492 shares held by Mr. Tang Yue Nien, Martin overlap that of family
interests of Mr. Tang Chi Chien, Jack.

k. By virtue of Section 317 of the SFO, Mr. Tang Chi Chien, Jack was taken to
be interested in the interest of Mr. Wang Kin Chung, Peter in the equity
securities of the Company, namely 138,260,000 shares which were held
by Silver Tree Holdings Inc., a company wholly-owned by Mr. Wang Kin
Chung, Peter (see Note a).

I By virtue of Section 317 of the SFO, Mr. Wang Kin Chung, Peter was taken
to be interested in the interest of Mr. Tang Chi Chien, Jack, in the equity
securities of the Company, namely the family interests of 4,299,492 shares
(see Notes f and j) and the personal and other interests of 7,769,953 shares
(see Note g).

m. 1,085,800 shares were held by Ms. Daisy Ting, the spouse of Mr. Wang
Kin Chung, Peter, in Hua Thai.

n. 7,500 shares were held by Ms. Wang Koo Yik Chun and 2,500 shares were
held by the late Mr. Wang Seng Liang, the spouse of Ms. Wang Koo Yik
Chun, in Hua Thai.

o. 138,260,000 shares were beneficially owned by Silver Tree Holdings Inc.,
a company wholly-owned by Mr. Wang Kin Chung, Peter (see Note a), the
spouse of Ms. Daisy Ting.

Model Code

The Company has adopted a code of conduct regarding securities
transactions by directors on terms no less exacting than the required
standard set out in the Model Code. After having made specific enquiry
of all Directors, the Directors have complied with the required standard
set out in the Model Code and its code of conduct regarding securities
transaction by Directors.

Pre-emptive Rights

There was no provision for pre-emptive rights under the Company’s Bye-
Laws and there was no restriction against such rights under the laws of
Bermuda, which would oblige the Company to offer new shares on a
pro-rata basis to existing shareholders.
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Report of the Directors

Purchase, Sale or Redemption of Shares

The Company had not redeemed any of its shares during the year. Neither
the Company nor any of its subsidiaries had purchased or sold any of
the Company’s shares during the year.

Management Contracts

No contracts concerning the management and administration of the whole
or any substantial part of the business of the Group were entered into or
existed during the year.

Public Float

On the basis of information that is publicly available to the Company and
within the knowledge of the Directors as at 23rd April 2004, the Company
has complied with the public float requirements of the Listing Rules for
the financial year ended 31st December 2003.

Major Customers and Suppliers

The Group’s top five customers accounted for approximately 35% (2002:
34%) of the total sales. The top five suppliers accounted for approximately
28% (2002: 29%) of the total purchases for the year. In addition, the
Group’s largest customer accounted for approximately 10% (2002: 10%)
of the total sales and the Group’s largest supplier accounted for
approximately 16% (2002: 20%) of the total purchases for the year.

Hua Thai, an associated company of the Group, and its subsidiaries
(collectively known as the “Hua Thai Group”) is one of the five largest
suppliers of the Group referred to above. Details of transactions between
the Group and Hua Thai Group are set out in note 33 to the accounts. A
number of family members and relatives of Mr. Wang Kin Chung, Peter,
the Chairman and Chief Executive Officer of the Company, have beneficial
interests in Hua Thai. In the opinion of the Directors, such transactions
were carried out on terms no more favourable than terms available to
independent third parties.

Save as aforementioned, none of the Directors, their associates, or any
shareholders which, to the knowledge of the Directors, own more than
5% of the Company’s share capital, have, at any time during the year, a
beneficial interest in any one of the Group’s top five customers and/or
suppliers.
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Report of the Directors

Connected Transaction

On 1st April 2003, Hwa Fuh Manufacturing Company (Hong Kong)
Limited (“Hwa Fuh”), a wholly-owned subsidiary of the Company, entered
into a tenancy agreement with TDB Company Limited (“TDB"), in relation
to the rental of the premises at Ground and 2nd to 11th Floors, Tak Dah
Industrial Building, 66-72 Lei Muk Road, Kwai Chung, New Territories
(the “Premises”) (the “Tenancy Agreement”). TDB is a company with a
majority of its shares being indirectly held by a discretionary trust of
which Ms. Wang Koo Yik Chun, a Director of the Company, is an eligible
beneficiary. The Tenancy Agreement constituted a connected transaction
for the Company under Chapter 14 of the Listing Rules.

Details of the Tenancy Agreement were as follows:
Term . Two years (commencing from 1st April 2003
to 31st March 2005) with an option to renew

and extend for two further years at a rent to
be agreed between TDB and Hwa Fuh.

HK$371,435 (excluding management fee,
government rates and government rent)

Monthly rental

Area of the Premises . Approximately 148,574 sq.ft. (gross floor

area)
Use of the Premises Occupied by the Group as factory, office and
warehouse premises.

The terms of the Tenancy Agreement were arrived at after arms-length
negotiations between Hwa Fuh and TDB and were based on the
confirmation from DTZ Debenham Tie Leung Limited, a firm of
independent valuers, on 24th March 2003, of the current market rental
of the Premises. The Board of Directors (including the Independent Non-
Executive Directors of the Company) considered the terms of the Tenancy
Agreement to be normal commercial terms and were fair and reasonable
and in the interests of all shareholders of the Company.

As the aggregate rental payable by the Group pursuant to the Tenancy
Agreement for the two-year term (in the amount of HK$8,914,440)
represents less than 3% of the book value of the net tangible assets of
the Group in the amount of HK$691,424,000 (as shown in the Company’s
announcement dated 31st March 2003 of its annual results for the year
ended 31st December 2002), the Tenancy Agreement was not subject
to the approval by the Company’s independent shareholders.
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Report of the Directors

Further details of the transaction were set out in the announcement of
the Company dated 1st April 2003.

Code of Best Practice

Throughout the year, the Company was in compliance with the Code of
Best Practice as set out in Appendix 14 of the Listing Rules (the “Code of
Best Practice”), except that Non-Executive Directors were not appointed
for specific terms since all Directors of the Company (other than the
Chairman and the Honorary Chairlady) are subject to retirement by
rotation in accordance with the Company’s Bye-Laws.

Audit Committee

The Company has established an audit committee since 1998 comprising
two Independent Non-Executive Directors, Messrs. Lo Kai Yiu, Anthony
and Yuan Ching Man, James, and one Non-Executive Director, Ms. Mak
Wang Wing Yee, Winnie (the “Audit Committee”) in accordance with the
Code of Best Practice. The principal duties of the Audit Committee include
the review of the completeness, accuracy and fairness of the Company’s
financial reports and the effectiveness of the Company'’s internal control
system. During the year, three meetings of the Audit Committee have
been held.

Auditors

The accounts have been audited by PricewaterhouseCoopers who retire
and, being eligible, offer themselves for re-appointment.

Arthur Andersen & Co were auditors of the Company for the year ended
31st December 2001.

On behalf of the Board
Wang Kin Chung, Peter
Chairman and Chief Executive Officer

Hong Kong, 23rd April 2004



