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Fellow shareholders

On behalf of the Board, | would like to report to shareholders the results of the
Group for the year ended 31st August, 2005.The turnover was approximately
HK$6,636,298,000, a decrease of 2.03% over last year. Profit amounted to
approximately HK$162,437,000,a decrease of 9.83% over last year.Nevertheless,
the profitability of the Group in the last six months of the year has shown

improvements over the two preceding half years.

DIVIDEND POLICY

The Group’s dividend payout policy is to maintain a long-term, stable dividend
payout ratio, providing shareholders with an equitable return.The Board has
recommended the payment of a final dividend of HK7.0 cents per share for the
year ended 31st August, 2005 payable to shareholders whose names appear
on the register of members on 23rd January, 2006. Subject to approval of the
shareholders at the forthcoming annual general meeting, the total dividend
for the year will be HK10.0 cents per share, which represents a 48.88% payout

of the profit for the year.

BUSINESS OUTLOOK

Despite record high oil prices and concerns for outbreak of avian influenza, the
major economies in the World continue to show signs of stability, with the PRC
expecting to continue its uninterrupted growth pattern. At the same time, the
PRC will inevitably remain one of the most important sourcing hubs in the World
even though the export growth rate is being restricted by the WTO and other
bilateral trade agreements. On the other hand, with the fast-paced growth in
the local economy, it is also clear that the PRC will eventually transform into
one of the World's major consumer markets in the long run.Therefore, the Group
remains committed to the textile supply-chain and is determined to striving

growth through expansion in the near future.

The Group has identified two key opportunities for driving future growth over
the next few years. Firstly, volume increase in demand for PRC made knitted
fabrics is anticipated from existing and new clients in the US and the EU as they
relocate more sourcing of textile products to Asia from other regions.Secondly,
the Group will strategically target new clients in the PRC as the local consumer

preference shift towards better product quality and innovations.
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The latest Sino-US and the Sino-EU agreements on the trade of textile products
offer steady and definite growth opportunity for export of Chinese textile
products and will allow our clients, partners and vendors along the supply chain
to map out more definite business and operating strategies and expansion
plans for the next two to three years. This is expected to provide more clarity
and certainty on the Group’s market condition and prospect for business

development, especially starting from 2006.

In order to prepare the Group for future opportunities in the PRC domestic and
export oriented market and to further strengthen the Group’s network in the
textile and apparel industry in the PRC, more proactive marketing approaches
and collaborations with Chinese textile industry organisations will be employed.
The Group co-supported and presented our product innovations at the
eleventh’s“2005 National Conference on Textiles Development”in October 2005
which was co-organised by China National Textile and Apparel Council, China
Textile Development Center and China Textile Information Center. Widely
attended by the leading local garment and textile companies the conference
is one of the most important annual events for the industry in the PRC.In the
same month, the Group adopted a high-profiled approach by launching its
first-ever integrated knitted fabric brand name,“fabric by Fountain Set™"This
effort aims to create a distinctive competitive advantage by highlighting our
product attributes to enhance customer recognition and to differentiate the
Group's products from those of the competitors.The Group intends to continue
building customer recognition and market share in the PRC with an aim of

developing long-term growth opportunity for the future.

The second phase of the Group's textile mill in Jiangyin, Jiangsu province, the
PRC has started production since May 2005 and its production has been
progressively expanding as planned.With more significant production capacity
to be added in the near future, it is projected that the Group's overall production
efficiency will benefit from economies of scale as well as the more streamlined
design of new production lines to further strengthen the Group’s position as
the World’s leading knitted fabric supplier.In addition, the new electricity and
steam co-generation facilities in Jiangyin will provide the Group with higher
energy reliability and efficiency, thus enhancing the Group’s competitiveness

in the global market.
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The Group acquired all the minority interests in the sewing thread business in
July 2005, with the intention to leverage the Group’s strength and reputation
in expanding this business.This consolidation in ownership will allow the Group
to fully integrate the sewing thread business with the core operations of knitted
fabric sales and production to achieve more significant synergistic effect.
Through the outstanding relationships with a vast number of reputable
international brands, retailers and garment manufacturers, the Group is
confident in becoming one of the leading sewing thread suppliers in the

industry.

Pursuant to several sale and purchase agreements entered into recently, the
Group will complete within the year ending 31st August 2006 the disposal of
several industrial properties located in Hong Kong, recently utilised as storage
and rental purposes by the subsidiaries of the Group, at a total consideration of
approximately HK$500 million. These transactions will enable the Group to
reallocate a substantial amount of its investments in Hong Kong industrial
properties to the principal businesses. Since these properties are not currently
subject to any mortgage arrangements, it is anticipated that the Group’s gearing
ratio will be reduced by using part of the proceeds for repayment of bank
borrowings, thus providing the Group with a more solid foundation for future

growth.

The slight revaluation of Renminbi in July 2005 created a minor but direct and
immediate impact on the related costs such as wages, local transportation, as
well as other local expenses for corporations operating in the PRC, including
some of the Group’s subsidiaries. Further impact from this factor on the Industry
and the Group will depend on the timing and magnitude to possible revaluation

in the near future.

In addition, the Group will continue to develop the necessary infrastructure
and human resources for supporting future growth. Particular emphasis will
be put on further enhancing functions including management information
systems, cost and performance management, risk management and corporate
governance.Based on the current assessment, the Group maintains a somewhat

optimistic view on the Group’s performance for the next financial year.
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AWARDS

I am proud of the recognition in export marketing achievements that the Group
has received in the year under review.The Group was awarded the “Hong Kong
Awards for Industry - export marketing grand award”in November 2004.This is
the first time that the Group participated in the well-known Hong Kong Awards
for Industry and it was our great honor to receive the grand award. In August
2005, one of the Group’s subsidiaries, Dongguan Fuan Textiles Limited, was
awarded “No. 1 turnover in knitted fabric industry in China in 2004 - 2005"The
Group will strive to continue its leadership position in the global knitted fabric

industry.

ACKNOWLEDGEMENT

I would like to take this opportunity to thank our shareholders, customers and
suppliers as well as industry associates for their continuing support, and to
express my sincere appreciation for the unrelenting efforts and loyalty of my
fellow directors, the management team and all staff members throughout the

past financial year.

On behalf of the Board

HA Chung Fong

Chairman

Hong Kong
15th December, 2005
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