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BUSINESS REVIEW

The results of the Group for the second half of the year under review was
significantly better, with an increase in profit of 142.40% and an increase in
profit margin by 1.92 percentage point to 3.09% over the same period last year
and an increase in profit of 101.59% and increase in profit margin by 1.36
percentage point over the first half of the year.The improved results were mainly
due to the depletion of relatively higher cost inventory by December 2004 that
was accumulated over the fiscal year ended 31st August, 2004. With the
clearance of the expensive cotton and cotton yarns as well as a tightened
procurement policy, the inventory turnover days was successfully reduced from

97 days to 85 days.

During the year under review, the PRC and the US have held several rounds of
negotiations over textile trade issues without reaching any agreement.
Although there was finally an agreement reached between the PRC and the EU
in July 2005, the rapid implementation of the new trade procedures coupled
with the insufficient understanding of such procedures in the supply-chain
created confusion and chaos in the market. As a fabric manufacturer, the Group
was not directly impacted by the trade disputes as most of our products are
being shipped to outside of the US and the EU. However, the uncertainty of
textile trade remedies has disrupted the order pattern and lead-time of most
US and EU buyers. As a result, the effectiveness of the Group’s sales and

production planning as well as the factory utilisation rate was impacted.

Moreover, several adverse effects on the business environment for the textile
industry should be taken into consideration, such as the higher level of oil and
coal prices and continuous increase in interest rate, resulting in an upsurge in
the cost of certain raw materials and power generation as well as increase of
the finance cost.The relatively lower cotton price prohibited increase in average
selling price, thus creating pressure on revenue of the Group. Faced with these
unfavourable factors, the Group not only committed in exploring the markets
by setting up a new marketing office in Bangalore, India but also continued to

strengthen cost control in order to improve the profit margin.

Production and Sales of Dyed Fabrics, Sewing Threads and Yarns

During the year under review, turnover from the production and sales of dyed
fabrics, sewing threads and yarns reached approximately HK$6,242,362,000,
similar to that of last year,and accounted for 94.06% of the Group’s total turnover.

It's operating results margin was 4.64% which was lower than that of last year.
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Production and Sales of Garments

Annual turnover from the production and sales of garments was approximately
HK$393,936,000, a decrease of 23.47% as compared with last year, and
accounted for 5.94% of the Group’s total turnover. Due to the anti-surge special
safeguard mechanism being imposed on certain textile and garment products
from the PRC by the US government, competition in the garment industry
continued to be fierce.The Group consolidated this business operation in the
previous year, thus resulting in a reduction in turnover when compared with

last year.

Analysis by Customer Geographical Regions

The Group’s major customers were garment manufacturers located in Asia and
accounted for approximately 88.16% of the Group’s total turnover,an increase
of 6.60% when compared with the 81.56% of last year, reflecting the results of
direct marketing through the Group’s overseas liaison offices. A more substantial
growth was achieved in business with customers based in Korea where the
Group has a local liaison/marketing office.The remaining 11.84% was generated

from sales to customers based in Europe and America.

With respect to operating results contribution, the profit margin of sales to
customers based in the PRC, Korea, Rest of Asia and America increased

compared with last year.

FINANCIAL REVIEW

Liquidity and Financial Information

At 31st August, 2005, the Group’s total assets amounted to approximately
HK$6,228,462,000, representing an increase of approximately HK$134,833,000
over last year. Total assets included non-current assets of approximately
HK$2,574,576,000 and current assets of approximately HK$3,653,886,000.
The above assets were financed by current liabilities of approximately
HK$1,298,030,000, non-current liabilities of approximately HK$1,963,782,000,
minority interests of approximately HK$193,413,000 and shareholders’ funds
of approximately HK$2,773,237,000.

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 decreased by approximately

HK$61,071,000.
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At 31st August, 2005, the Group’s inventory amounts decreased by
approximately HK$260,604,000 as compared with that of last year.The Group’s
inventory turnover period is about 85 days, which met our target to keep

inventory turnover days within 90 days.

At 31st August, 2005, the total amount of short-term bank deposits, bank
balances and cash of the Group was approximately HK$537,351,000,and the
principal financial ratios (after inclusion of proposed final dividend) were as

follows:
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Gearing ratio EREELE 131 1.34
Bank borrowings ratio IRITEELE 0.82 0.87
Net bank borrowings ratio IRITREFELLE 0.62 0.75

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, 2005, the Group invested approximately
HK$411,832,000 (2004: HK$358,083,000) 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$280 million.The
Group expects that capital expenditure for the next financial year will be

approximately HK$480 million.

Contingent Liabilities
At 31st August, 2005, the Group had contingent liabilities amounting to
approximately HK$37,992,000 (2004: HK$63,456,000) in respect of trade

receivables factored with recourse.
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Charge over Assets

The Group’s obligations under finance leases are secured by the lessor’s charge
over the leased asset. At 31 August, 2005, the net book value of those leased
assets was approximately HK$100,560,000 (2004: HK$138,609,000) and the
amount of obligations under finance leases was approximately HK$22,158,000

(2004: HK$50,671,000).

EMPLOYEES AND EMOLUMENT POLICIES

At 31st August, 2005, the Group had approximately 23,000 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 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.
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