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Final Results

The Group's turnover for the year ended 31st August, 2004 was
approximately HK$6,773,986,000, representing an increase of 22.13%
over last year. Profit for the year was approximately HK$180,139,000,

representing a decrease of 47.62% over last year.

During the year under review, the profit margin of the Group fell
considerably, mainly caused by the increase in cost of sales by 34.49%
over that of last year. The Group has exercised prudence in the control
of other costs, reducing the distribution and administrative expenses
from 17.94% of turnover in the last year to 15.38% of turnover for the
year. However, this only compensated part of the increase in the cost of

sales.

Since the third quarter of 2003, there has been shortage in the supply
of cotton. The supply of premium quality cotton and cotton yarn was
particularly inadequate, resulting in upsurge of raw material prices.
During the period, the Group aggressively pursued increase in selling
prices from customers, but it was still unable to completely offset the
extent of increase in cotton yarn prices. Thus, the profit margin for the
first half of the financial year was affected. In order to reduce the risk in
the shortage of premium quality raw materials, as well as to satisfy the
demand from production during the peak season in the second half of
the financial year, the Group had to keep a considerably high level of
inventory even during the period of high raw material prices to ensure
smooth production. Nevertheless, the international cotton prices
plummeted continuously in the mid-2004, and the cotton price in the
PRC also plunged due to the PRC's macro-economic austerity measures,
thus creating pressure on the selling price of products. As a result, the
Group's higher level of expensive raw material inventory imposed
significant negative impact on the profit for the second half of the
financial year. The Group’s overall planning and sales strategies were
also affected. At the same time, other production cost and operation
expenses were driven up by the upsurge of oil and coal prices, reducing

profit to a further extent.
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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 22.37% to approximately
HK$6,259,243,000, and accounted for 92.40% of the total turnover.

[ts operating results margin was only 4.92%.

During the year under review, growth in turnover of this segment was
mainly attributable to operation commencement of the phrase one of
the production facilities in Jiangyin, Jiangsu Province, the PRC.
Moreover, the sharp rise in the prices of raw materials, such as cotton

and cotton yarn, also led to the upward adjustment in the selling prices.

Production and Sales of Garments

Turnover from the production and sales of garments for the year
increased by 19.31% to approximately HK$514,743,000, and
accounted for 7.60% of the total turnover. This segment recorded
losses because the market selling prices of the garments were not
adjusted correspondingly with respect to the increase in raw material

prices.

Analysis by Customer Geographical Regions

During the year under review, there is no material change to the
Group’s turnover by customer geographical regions. The Group’s major
customers were still located in Asia, and the related turnover accounted
for approximately 81.56% of the Group’s total turnover. The balance of

18.44% were from customers located in Europe and America.

With respect to operating results contribution, except that there is a
minimal rise in profit margin of sales to customers located in the PRC,
the profit margin of sales to customers located in other regions
dropped. The profit margin of sales to customers located in America
also witnessed a turnover to losses due to deficit arising from the

garment segment.
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Outlook

With the prevailing low bank interest rate in Hong Kong, investment
sentiment is boosted. However, the continuous increase in output of
the industry may cause oversupply in the market, which in turn will
result in intensive competition within the industry. At the same time,
the interest rate in the United States is entering a rising cycle. This will
probably cause economic recovery to slow down, thus affecting
consumer spending. As a result, the coming year will be full of

challenges and temporary uncertainties.

On 1st January, 2005, the import quota on textile products between
members of the World Trade Organisation will be abolished. As a result,
buyers in Europe and America have been planning to increase their
proportion of garment sourcing from the Asian regions. However, in
accordance with the terms of the World Trade Organisation, the exports
from the PRC may still be restricted under the “anti-surge” or “anti-
dumping” policies. The uncertainties in outlook of the garment exports
from the PRC, with one of the highest productivity in textile products
throughout the world, can affect the overall Asian production market
of textile products. Some of the customers may postpone placement of
orders, putting additional pressure on production and logistics
management. Some customers may also delay their plans to increase
procurement of garments from the Asian regions, curbing the growth
of order volume in the short term. Moreover, the PRC government’s
recent announcement regarding plans to impose additional tax on
export of textile products in 2005 will further affect the competitiveness

of the PRC production.

A new season of cotton supply has arrived in the market in October
2004. Global production of cotton increased by over 20% from that of
last year, which led to a further drop in the cotton prices, thus creating
pressure to cut prices of cotton textile products. Although the
international oil price fell from its record high level, it still retains a
significant increase from that of last year, pushing up the prices of
petroleum by-products such as chemicals and synthetic fiber.
Furthermore, there is inflation in the PRC as well as the anticipation of
Renminbi appreciation. All these factors raise concerns for the

production costs and expenses for the next year.
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Nevertheless, in the long run, the abolition of the quota system on
textile products as well as the development of the PRC retail market on
textile products can bring unparalleled business opportunities for
development of the PRC textile industry. As such, the Group will
continue to proactively develop production facilities in Jiangyin, Jiangsu
Province, the PRC to enhance production capacity and efficiency, in
preparation for effectively capturing business opportunities at the right

time.

Looking forward, the Group will continue to upgrade its operating
efficiency and standard of corporate governance in order to enhance

competitiveness and strengthen the Group’s position in the market.

Financial Review

Liquidity and Financial Information

At 31st August, 2004, the Group’s total assets amounted to
approximately HK$6,093,629,000, representing an increase of
approximately HK$632,986,000 over last year. Total assets included
non-current assets of approximately HK$2,389,669,000 and current
assets of approximately HK$3,703,960,000. The above assets were
financed by current liabilities of approximately HK$1,435,503,000, non-
current liabilities of approximately HK$1,777,503,000, minority
interests of approximately HK$193,634,000 and shareholders’ funds of
approximately HK$2,686,989,000.

The Group met its funding requirements in its usual course of operation
by cash flows from operations, as well as long-term and short-term
borrowings. The capital expenditure was mainly financed by long-term
borrowings. During the year under review, total bank borrowings

increased by approximately HK$603,210,000.

At 31st August, 2004, the Group’s inventory amounts increased by
approximately HK$381,316,000 as compared with that of last year,
which was mainly attributable to the needs to increase inventory level
upon the facilities in Jiangyin, Jiangsu Province, the PRC commenced
operation and the increase of yarn output. The Group’s inventory
turnover period decreased from the peak of 163 days in February 2004
to 97 days.
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At 31st August, 2004, the total amount of short-term bank deposits,
bank balances and cash of the Group was approximately

HK$307,692,000, and the principal financial ratios (after inclusion of

R-EZENFNA=1+—H AEEHE
HRTHER  ROEGERRSLENA
307,692,000 T * NEEMH KL KR (8

proposed final dividend) were as follows: BN 2 RBREEAR) AT ¢
At 31st August, At 31st August,
2004 2003
R-ZZEZENF R_EZE=F
NB=+—H NA=+—H
Gearing ratio BARBENL X 1.34 1.20
Bank borrowings ratio RITEELE 0.87 0.67
Net bank borrowings ratio RITEEFEL X 0.75 0.48

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
mainly charged on a floating rate basis. Hence, the Group’s exposure to
foreign exchange is immaterial. If necessary, the Group will enter into
appropriate hedging arrangements in accordance with the conditions of

the capital market.

Capital Expenditure

For the year ended 31st August, 2004, the Group invested
approximately HK$358,083,000 (2003: HK$493,420,000) in the
addition of property, plant and equipment, of which the investment
amount in property, plant and equipment of Jiangyin, Jiangsu Province,
the PRC was approximately HK$170 million. The Group expects that
capital expenditure for the next financial year will be approximately
HK$450 million, of which about HK$300 million will be invested in the
development of phrase two of production facilities and steam and

power co-generation facilities in Jiangyin, Jiangsu Province, the PRC.

Contingent Liabilities
At 31st August, 2004, the Group had contingent liabilities amounting
to approximately HK$63,456,000 (2003: HK$58,506,000) in respect of

discounted bills with recourse and invoices factored with recourse.
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Employees and Emolument Policies

At 31st August, 2004, the Group had approximately 22,000 full time
employees, increased by approximately 2,000 over last year. 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 distribute 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 over 200 post-secondary and university graduates in

Hong Kong, the PRC and overseas to join various divisions.

Dividends

The Board has recommended the payment of a final dividend of HK7.5
cents per share for the year ended 31st August, 2004 payable to
shareholders whose names appear on the register of the members on
26th January, 2005. Subject to approval of the shareholders at the
forthcoming annual general meeting, the total dividend for the year will

be HK11.0 cents per share.

Acknowledgement

Mr. POW Man Kue retired and resigned from being a Director of the
Group on 1st September, 2004. The Group would like to express the
deepest gratitude towards the contribution and effort made by Mr.
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our appreciation to the support from all the associates and our staff for

the past 35 years.

On behalf of the Board

HA Chung Fong

Chairman

Hong Kong
16th December, 2004
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