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Luen Thai Holdings Limited

The board of Directors (the “Board”) of Luen Thai Holdings Limited (the “Company”)
has the pleasure of presenting the interim report together with the unaudited
consolidated results of the Company and its subsidiaries (the “Group”) for the six
months period ended 30 June 2004.

MANAGEMENT DISCUSSION & ANALYSIS

Results of the operation & Overview

As part of the Reorganisation, the Group disposed of/transferred out its entire
interests in certain subsidiaries in garment manufacturing in Mexico, the system
consultancy operations and the air cargo operations. The turnover for the six-
month period ended 30 June 2004 was US$270 million, representing a decrease of
9% over the same period in 2003. The corresponding net income for the periods
under review also decreased from US$13.7 million in 2003 to US$13.1 million. This
decrease in the Group's turnover & net income is mainly due to the discontinuing
business operations. The aircargo business was disposed of in December 2003 and
the Mexico business as well as the system consultancy business were disposed of in
May 2004. In order to understand and appreciate the Group’s performance relative
to the prior period, the following discussion and analysis will focus on the Group’s
continuing businesses.

For the six months ended 30 June 2004, despite a slight decrease in turnover on
the continuing businesses, the Group achieved an increase in net income. Turnover
decreased from US$278 million for the six month period ended 30 June 2003 to
US$267 million for the same period in 2004, representing a decrease of 4%. This
slight decrease in turnover was mainly due to a reduction in the sales activities of
an unprofitable outsourcing business in 2004. Excluding the impact of this
unprofitable business, the turnover in dollar amount was comparable between the
first half of 2004 and 2003. Due to the change in product mix and customer mix,
there was a decrease in average selling price (“ASP”) of garment. Despite the drop
in the ASP, the net margin increased for the first half of 2004. The change in ASP is
a result of the Group’s strategy to increase the business in Europe, Japan and its
sleepwear to mitigate the US quota risk towards the end of 2004. The details are as
follows:

1. The Group strategically increased orders from Japan, which had a relatively
lower selling price. However, because the Group has increased its production
facilities in China, it was able to serve the need from Japanese customers with
relatively lower cost due to the economies of scale.
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2. There was an increase in orders from Europe, which also had a lower selling
price when compared to USA orders. As the quota cost for orders from Europe
was lower than that of the USA, the Group was able to maintain the net margin
on the European orders.

3. There was an increase in discount store orders in sleepwear business, which
also had a lower selling price. However, the profit margin on this business was
reasonable.

The Group’s overall gross profit from the continuing business for the first half of
2004 was approximately US$62 million as compared to US$61.4 million for the
same period in 2003. The overall gross profit margin during the six months ended
30 June 2004 is 23.2% as compared to 22.1% for the same period in 2003. The
management expects to be able to maintain the current gross margin in the second
half of 2004. The Group’s operating profit from continuing business for the six
month period ended 30 June 2004 was approximately US$20.2 million, representing
an increase of 7.9% over the same period of 2003.

Selling & distribution expenses are fairly stable in the periods under review.
Administrative expenses for the first half of 2004 amounted to approximately
US$34.6 million, representing a decrease of 2.7% over the comparable period in
2003. This decrease was mainly due to the Group’s continuing effort to control
expenses and the relocation of certain processes from Hong Kong and other high

cost countries to China, thus reducing the overall administration cost.

Apparel Operations

There was a substantial growth of the sleepwear business in the first half of 2004.
The turnover of sleepwear business amounted to approximately US$28.8 million
representing a 45.5% growth from the same period of 2003. The management
believes that the current growth of sleepwear business is in line with the Group’s
strategic direction. It is expected that this line of business will continue to grow in
the second half of the 2004 and become a major contributor to the growth of the

Group’s business in the coming years.
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With the elimination of quota starting from 2005, the management expects that
market consolidation will gradually happen. The management does not perceive
any major quota risk in 2004 due to the Group’s global production facilities,
particularly with substantial Saipan (an US quota free country) operations.
Notwithstanding the fact that the Group has a relatively lower exposure to the
quota risk, the Group has further mitigated the risk by not only focusing more on
the sleepwear business but also strategically increasing the business in Japan. For
the first half of 2004, the business with Japan increased to US$24.7 million,
representing an increase of 71.3% over the same period in 2003. The management
expects that this trend will continue in the second half of 2004. To further diversify
the concentration risk geographically, the Group decreased some of the low margin
US businesses and increased its business in Europe. As shown in the geographic
segment disclosure, the turnover to Europe was approximately US$20.4 million in
the first half of 2004, representing an increase of 100.8% when compared to the
same period in 2003.

Freight Forwarding & Logistics

For the six months ended 30 June 2004, the freight forwarding & logistics services
recorded a turnover amounted to US$5.8 million, representing a growth of 25.3%
over the same period of last year. This is mainly due to the increase of new
customers in Saipan and USA. It is expected that the freight forwarding business

will continue to grow in the second half of 2004.

Directors’ Interest and Substantial Shareholders
As at 30 June 2004, as the Company was not listed on the Stock Exchange, there
was no directors’ interest and substantial shareholders information applicable for

disclosure as required by the Part XV of the Securities and Future Ordinance.

Liquidity and Financial Information

As at 30 June 2004, the total amount of cash & bank balances of the Group were
approximately US$46.5 million, representing an increase of approximately US$15.5
million when compared to 31 December 2003. The total bank borrowings as at 30
June 2004 was US$106.3 million, representing a significant increase when compared
to US$33.6 million at 31 December 2003. As at 30 June 2004, the maturity profile
of the Group’s bank borrowings spread over three years with US$38.5 million
repayable within one year or on demand, US$66.6 million in the second year and
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US$1.2 million in the third year. This increase was mainly due to a new bank loan
raised for repayment of certain existing debts before the listing. The current ratio
of the Group as at 30 June 2004 was 1.56 times, which was improved from the
1.24 times at 31 December 2003. The gearing ratio (total bank borrowing plus
related company balances over total assets) as at 30 June 2004 was 41.5%, which
was comparable to 42.4% as at 31 December 2003.

All of the above calculations do not take into account the net IPO proceeds of

approximately US$81.4 million which was received by the Group in July and August
2004.

The Group adopts a prudent policy to hedge the fluctuation of exchange rates.
Most of the Group’s operating activities are denominated in US dollars and Hong
Kong dollars. For those activities denominated in other currencies, the Group may
enter into forward contracts to hedge its receivable and payable denominated in
foreign currencies against the exchange rate fluctuation. As at 30 June 2004, the
Group had an outstanding foreign currency exchange commitment to sell £4 million.

As at 30 June 2004, the Group had no significant contingents liabilities.

Employment and Emolument Policies
As at 30 June 2004, the Group employed approximately 18,000 employees. Fair
remuneration packages and fringe benefits are offered to competent staff. There

has been no change in the Group’s remuneration policies since listing.

Future Plans and Prospect

The market consolidation trend is unavoidable after the removal of quota by the
end of 2004. With the strong customers relationship and experience in the industry
together with the right business model, the Company shall become one of the
major consolidators and beneficiaries in the industry after 2004.

The Company has adopted a customer centered business model called “design-to-
store” or “D2S” which provides its customers a range of services throughout the
entire apparel supply chain from product design and development, manufacturing,
to logistic support. This competitive business model will ensure that the Company
meets the strong customers demand for fashionable, high quality, affordable prices,

and speed to market.
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In order to support its business model, the Company has completed a design
center, which has a fabric research center, and a graphic design, and CAD design
capability. The Company also completed four product development centers to
service its major customers for partnership, and shall continue to build more product
development centers to work with large customers to generate additional growth
through such model.

In order to expand its business, and prepares for the quota free era, the Company
has the following plans:

1. The Group formed a strategic alliance with Yue Yuen in 2003, the world'’s
largest branded footwear manufacturer and a constituent stock on the Stock
Exchange. The joint venture company, Yuen Thai, aims to address the growing
demand for sports and active wear in the global market. The joint venture
commenced production for a well-known, name brand customer in 2004. It is
expected that this active wear business will start making positive contribution
to the Group’s eamings in late 2005.

2. The second 30,000 square meter manufacturing facility shall complete in our
Dongguan Supply Chain City in the last quarter of 2004. This shall enable the
Company to substantially increase our Dongguan production capacity in 2005.

3. The Company plans to start an Outward Processing Arrangement in Hong Kong
and Macau in 2005, so that the Company can hedge the risk of any possible
anti-surge provision being applied to China by the United States.

4. The Company has successfully turned around its sleepwear business of GJM. In
the first half of 2004, the GJM business is able to contribute a sales increase of
45.5%. Management expects that this line of business shall continue to expand
quickly. In additional to assigning production space from its casual business
production to manufacture sleepwear, the company is actively seeking for
outsourcing and additional production space to cater for this expansion.

5. To further expand the product range, the Group acquired Tomwell, the ladies
tailor business from Kasper, a subsidiary of the Jones Apparel Group. The
operations have been running smoothly since acquisition. Management is now
seeking for additional production space to grow this business with our existing
customers.
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6. The Company shall continue to utilise its supply chain D2S platform expanding
into other product areas in order to service our customers after the elimination

of quota.

The successful turn around of the sleepwear business, upstart of Yuen Thai and the
smooth acquisition of Tomwell, provided the management with a lot of experience
and confidence for future acquisitions and joint ventures. The Company shall
continue to seek for acquisition / joint venture opportunities that will fit the overall

Group strategy and enhance shareholders’ value.

The management believes that despite the general decrease in the ASP in 2005,
this effect would be offset by the elimination of quota cost, the reduction of fabric
price as a result of lower cotton prices, and a more efficient operation due to the

uplift of quota related restriction.

Operationally, the Company continues to examine its operating procedures to reduce
its cost of operation. Without quota constraint, the Company shall be able to
assign production in country or production line where it is most economical to
manufacture. The Company continues to seek improvements in operating efficiency

by engineering the production floor and manufacturing method.

In order to reduce its general and administrative cost, the Company shall continue
to look at its operating procedures in order to move relevant functions to lower

cost countries and to eliminate any duplicated functions.

PURCHASE, SALE OR REDEMPTION OF LISTED SECURITIES OF THE
COMPANY

As at 30 June 2004, as the Company was not listed on the Stock Exchange, neither
the Company nor any of its subsidiaries purchased, sold or redeemed any of the
Company'’s listed securities.

CODE OF BEST PRACTICE

None of the Directors of the Company is aware of any information that would
reasonably indicate that the Company or any of its Directors is not or was not in
compliance with the Code of Best Practice as set out in Appendix 14 of the Listing
Rules for any part of the period ended 30 June 2004.
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AUDIT COMMITTEE

In compliance with the Code of Best Practice as set out in Appendix 14 of the
Listing Rules, the Company has established an Audit Committee in June 2004. The
Committee comprises three independent non-executive Directors, namely, Mr. Chan
Henry, Mr. Cheung Siu Kee & Mr. Fok Kwan Wing. Mr. Fok Kwan Wing is the
Chairman of the Committee.

The Audit Committee has reviewed the accounting principles & practices adopted
by the Group & discussed with management the auditing, internal control & financial
reporting matters including the review of the unaudited interim financial statements.

MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS

The Company confirms that, having made specific enquiry of all Directors, the
Directors have complied with the required standard set out in the model code for
securities transactions by Directors stated in Appendix 10 to the Rules Governing

the Listing of securities on The Stock Exchange of Hong Kong Limited.

DISCLOSURE OF INFORMATION ON THE STOCK EXCHANGE’'s
WEBSITE

Information that is required by paragraph 46(1) to 46(6) of Appendix 16 of
the Listing Rules will be published on the website of the Stock Exchange (http://

www.hkex.com.hk) in due course.

By order of the Board
Tan Henry

Chief Executive Officer and President
Hong Kong, 20 September 2004
As at the date of this report, the executive Directors are Mr. Tan Siu Lin, Mr. Tan Henry,

Mr. Tan Willie and Mr. Tan Cho Lung, Raymond and the independent non-executive
Directors are Mr. Chan Henry, Mr. Cheung Siu Kee and Mr. Fok Kwan Wing.
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