%g FBEREADFRLSD

Fountain Set (Holdings) Limited

The Weorld's Finest Clrcular Knits, Sinos 1969
ERTAESHE - Biises

e s 2006




GROUP PROFILE

Fountain Set (Holdings) Limited and its subsidiaries are recognised in the
industry as the world’s largest circular knitted fabric manufacturer and has
long been a driving force in the global market through its vertically integrated
operations in spinning, knitting, dyeing, printing and finishing. The Group's
product range also includes dyed yarns, sewing threads and garments. As a
major fabric supplier to garment manufacturers in over 40 countries that
supply to internationally renowned retail brands, Fountain Set’s worldwide

sales reached HK$6.64 billion (US$851 million) in the fiscal year 2005.

Headquartered in Hong Kong and listed on The Stock Exchange of Hong
Kong Limited, Fountain Set (Holdings) Limited (SEHK: 420) has production
facilities in the PRC, Sri Lanka and Indonesia, with marketing and
representative offices in 8 countries and a global staff force of approximately

23,000.

To learn more about Fountain Set, please visit www.fshl.com
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CONDENSED FINANCIAL STATEMENTS [SBABAFS R K

The Board of Directors is pleased to announce that the unaudited
condensed consolidated financial statements of the Company and

its subsidiaries (“the Group”) for the six months ended 28th

February, 2006 are as follows:
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Condensed Consolidated Income Statement

For the six months ended 28th February, 2006

BE—ZSERF-_HA=-+NHIAEA

Turnover
Cost of sales

Other income

Gain on disposal of property interests
Distribution expenses

Administrative and other expenses
Finance costs

Profit before taxation
Income tax charge

Profit for the period
Attributable to:

Shareholders of the Company
Minority shareholders

Dividend paid

Earnings per share
Basic
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Six months
ended

28th February,
2006

BE
—EERE
—A=-+NABHL
~EA
HKs’000
FHET
(unaudited)

(REET)
3,237,940
(2,620,342)
617,598
39,218
144,028
(178,046)
(323,718)
(50,768)

248,312
(23,048)

225,264
204,676

20,588
225,264

55,581

HK 25.78 centsi 1ll
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Six months
ended

28th February,
2005

BZE
—TEH%F
—A=+NHL
~ME A
HKS$'000
FET
(unaudited
and restated)
(R B
RE35)

3,118,468
(2,549,951)

568,517
35,260
(181,134)
(313,518)
(21,965)

87,160
(15,481)

71,679

54,653
17,026

71,679

59,551

HK 6.88 centsi& il




FOUNTAIN SET (HOLDINGS) LIMITED  interim Report 2006

Condensed Consolidated Balance Sheet

HHGESEERRR

At 28th February, 2006
R-ZBEXF-_A-1+NAH
28th February, 31st August,
2006 2005
—EERE —EEREF
—A=+N\H NA=+—H
Notes HK$’000 HK$'000
iikd FET FET
(unaudited) (audited and
restated)
(REER) (BREZ
REF)
NON-CURRENT ASSETS ERBEE
Investment properties REWZE 10 4,918 84,267
Property, plant and equipment M - HBERFRE 10 2,085,228 2,102,421
Prepaid lease payments FENHERE
— non-current portion — EREN IR 1D 10 60,729 150,269
Interests in jointly controlled entities A HBEEHEERR — 13,729
Deferred tax assets EEBIEEE 14,967 13,717
2,165,842 2,364,403
CURRENT ASSETS mENEE
Inventories F7E 11 1,676,853 1,543,423
Prepaid lease payments FENHERE
— current portion —RENE 1D 1,463 3,655
Trade and other receivables xR H A EW R IE 12 1,619,932 1,565,907
Amounts due from jointly H B 2 AR
controlled entities T R IR 12,956 —
Derivative financial instruments fTEemMIA 353 —
Tax recoverable A Y [= B 18 5,678 7,205
Bank deposit with restricted use BRFBEZRITER 2,042 2,675
Short-term bank deposits EHRITER 341,575 269,176
Bank balances and cash RITEBFERRS 329,248 265,500
3,990,100 3,657,541
CURRENT LIABILITIES mEAE
Trade and other payables EERHMENSRIE 13 706,520 622,684
Bills payable EAREE 13 368,420 343,565
Derivative financial instruments fTE€mIA 2,493 —
Tax payable ENHE 58,282 19,408
Bank borrowings RITEE
— due within one year - —FREH 14 423,820 292,498
Bank overdrafts RITEX 2,707 3,147
Obligations under finance leases BEEEEMERR
— due within one year - —FREH 10,966 16,728
1,573,208 1,298,030
NET CURRENT ASSETS mEEEFHE 2,416,892 2,359,511
TOTAL ASSETS LESS CURRENT LIABILITIES & ZE 48 {E R iR B & & 4,582,734 4,723,914
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Condensed Consolidated Balance Sheet (continued)

At 28th February, 2006
RZZBENFZAZ=Z+NAH

NON-CURRENT LIABILITIES
Bank borrowings
— due after one year
Obligations under finance leases
— due after one year
Deferred tax liabilities

NET ASSETS

CAPITAL AND RESERVES
Share capital
Reserves

Equity attributable to shareholders
of the Company

Minority interests

Note
B

FREERE
RITEE
- —F&3H 14
B ERMAERR
- —F %3
EERIBBEE

EEFE

BEXR#AE
IR A
(R

N E R REG
ez
DHRRES

HHAGEEERFERw

28th February,
2006
—BERE
—HA=+J/\H
HKs’000
F#ET
(unaudited)

(REER)

1,647,958
1,298
5,060

1,654,316

2,928,418

158,802
2,572,685

2,731,487
196,931

2,928,418

31st August,
2005
—2THF
NB=+—H
HK$'000
FET
(audited and
restated)
(BERER
REZ)

1,910,000
5,430
29,268
1,944,698

2,779,216

158,802
2,427,001

2,585,803
193,413

2,779,216



FOUNTAIN SET (HOLDINGS) LIMITED  interim Report 2006

Condensed Consolidated Statement of Changes in Equity
HAGESHRBEERR

For the six months ended 28th February, 2006
BE—ZSENF-_A=-+NHILAEA

Total equity
attributable to
Capital Asset shareholders
Share Share redemption revaluation Translation  Statutory  Retained of the  Minority Total
capital ~ premium reserve  reserve  reserve  reserves profits ~ Company interests equity
FATRR
g% BE EiEEE VYRR
k4 RGEE BERE ERRE EXRE LAERE REEN 00 SE 0 B4 BHYE
HKs'000 HKs'000 HKs'000 HKS 000 HKs'000 HKs'000 HKs'000 HKS 000 HKS 000 HKs'000
TEr TEr FEr TEr TEr TEr TEr  FEr  TEr  TEn
At 15t September, 2004 RZZEMENA-A 158802 197,14 20 2984 (1587 14000 213859 2686989 19363 288063
Effects of changes in accounting BT
policies (note3) g2 (Wit - - - (29884 - — Q86 (187019) - (187018)
As restated EJ 158,802 197,124 210 - (51,587) 14000 2181422 249997 193634 2,693,605
Exchange differences arising from ERAERNEDRL
translation offinancialstatements HEHBERRER
denominated in foreign currencies 2B
directly recognised in equity - - - - 7,040 - - 7,040 3674 10,714
Profit for the period (as restated) REHER () - - - - - — SES3 S46%3 1706 1679
Totalrecognised income and expense REBED 2UA
forthe period RxtBE - - - - 7,040 — 54653 61693 20700 82393
Dividend paid to shareholders of ERREFALT
the Company k= - - - - — - (59551)  (59,551) — (59,551)
Dividend paid tominority shareholders ~ EHREFHERE - - - - - - - — (13018)  (13018)
At 28th February, 2005 R-E21%
ZAZtNH 158,802 197,124 210 - (44,547) 14000 2176524 2502113 21316 2703429
Exchange differences arising from EREERREDL
translation of financial statements NERERRER
denominated in foreign currencies 8
directly recognised in equity - - - - (1327) - - (1327) (89) (1416)
Profitfor the period (as restated) ZHHER(EY) - - - - - — 108837 108837 19571 128408
Total recognised income and expense REMEDZUA
for the period RXLBE - - - - (1327) — 10887 107510 19482 12699
Dividend paid to shareholders of ERREFALT
the Company BE - - - - - - (23,820) (23,820) — (23,820)
Dividend paid tominority shareholders ~ EHBREFHERE - - - - - - - —  (184%8)  (18498)
Acquisition of additional interests WEEREAAEN
in subsidiaries B - - - - - - - - (8,887) (8,887)
Transfer Eibd - - - - — 2,000 (2,000 — — —
At31st August, 2005 RZ2ERE
NAZt-H 158,802 197,124 210 - (45,874) 16000 2259541 2,585,803 193413 2779216
Effect of change in accounting SHBEYE
policy (note3) 4% EE) - - - - - - (1504) (150 - (1,504)
At 15t September, 2005 (as restated) RZEERE
AA-H(EH) 158,802 197,124 210 - (45,874) 16000 2258037 2584299 193413 2777712
Exchange differences arising from EREERAED Y
translation offinancialstatements MEHBERRER
denominated in foreign currencies E3
directly recognised in equity - - - - (1,907) - - (1,907) 2128 (4,035)
Profitfor the period RHHET - - - - - — Q04676 204676 20588 225264
Totalrecognised income and expense REBED 2UA
for the period RXt&E - - - - (9 — 4676 20,769 18460 22129
Dividend paid to shareholders of ERREFALT
the Company RE - - - - - - (55,581) (55,581) — (55,581)
Dividend paid to minority shareholders ~ BAREFHERR - - - - - - - —(1563) (15632
Capital contribution from minority SERFZER
shareholders AE - - - - - - - - 690 690
At 26th February, 2006 RZBERE
g Jut JIN: 158,802 197124 210 - (47,781) 16000 2407132 2,731,487 196931 2928418
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Condensed Consolidated Cash Flow Statement

BAGEREREERR

For the six months ended 28th February, 2006
BE—ZSERNF-_HA=-+NHIEAEA

Six months Six months
ended ended
28th February, 28th February,
2006 2005
8= BZE
—EERE —ETRHEF
—A=-+/AHL —AZ-t+tNBL
~EA ~E A
HKS’000 HKS’000
FET FET
(unaudited) (unaudited)
(REER) (REER)
Net cash from operating activities EEEBEMBZReFEE 186,687 711,334
Investing activities REEHR
Net proceeds from disposal of HEVERSRS
property interests RIEFE 488,929 —
Other movements in investing activities REBE 2 HMEE (239,136) (246,982)
Net cash from (used in) investing KREEBME (A2
activities REFE 249,793 (246,982)
Net cash used in financing activities MEEEMAZRESFEE (299,179) (263,850)
Net increase in cash and cash ReRERREERAZ
equivalents B hEE 137,301 200,502
Cash and cash equivalents at REHERERZRER
beginning of the period £EESEE 531,529 294,002
Effect of foreign exchange rate changes Exgmposd (714) 2,935
Cash and cash equivalents at \RHERERZRER
end of the period £RREER 668,116 497,439
ANALYSIS OF THE BALANCES OF ReRERIEEEE
CASH AND CASH EQUIVALENTS BEZDM
Being: fEH ¢
Short-term bank deposits SEHERITER 341,575 134,088
Bank balances and cash RITEFERRS 329,248 366,077
Bank overdrafts RITEX (2,707) (2,726)
668,116 497,439
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Notes to the Condensed Financial Statements

For the six months ended 28th February, 2006
BE—ZENF-A=-F+NNHIEANEA

1.  Basis of Preparation

The condensed financial statements have been prepared in
accordance with the applicable disclosure requirements of
Appendix 16 to the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited (the “Listing Rules”) and with
the Hong Kong Accounting Standard 34 “Interim Financial
Reporting” issued by the Hong Kong Institute of Certified Public
Accountants (the “HKICPA").

2.  Principal Accounting Policies

The condensed consolidated financial statements have been
prepared under the historical cost basis except for certain financial

instruments which are measured at fair values.

The accounting policies used in the condensed consolidated
financial statements are consistent with those followed in the
preparation of the annual financial statements of the Group for the

year ended 31st August, 2005 except as described below.

(A)  Application of Hong Kong Financial Reporting Standards

In the current period, the Group has applied, for the first time,
a number of new Hong Kong Financial Reporting Standards
("HKFRSs”), Hong Kong Accounting Standards (“HKASs”) and
Interpretations (hereinafter collectively referred to as “new HKFRSs")
issued by the HKICPA that are effective for accounting periods
beginning on or after 1st January, 2005.The application of the new
HKFRSs has resulted in a change in the presentation of the income
statement, the balance sheet and the statement of changes
in equity. In particular, the presentation of minority interests has
been changed. The changes in presentation have been applied

retrospectively.
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Notes to the Condensed Financial Statements (continued)

For the six months ended 28th February, 2006
BE—ZTENF_AZ-FNHIANEA

2. Principal Accounting Policies (Continued)

(A)  Application of Hong Kong Financial Reporting Standards
(Continued)
The adoption of the new HKFRSs has resulted in changes to the
Group’s accounting policies in the following areas:
(1) Investment Properties
In the current period, the Group has, for the first time, applied HKAS
40 “Investment Property” The Group has elected to use the cost
model to account for the building portion of the investment
properties, under which investment properties are carried at cost
less accumulated depreciation and accumulated impairment losses
(if any). For the land portion of the investment properties, it follows
HKAS 17 “Leases” as set out in (3) below. In previous years, the
investment properties of the Group (including land portion and
buildings portion) were measured at open market values, with
revaluation surplus or deficit credited or charged to asset
revaluation reserve unless the balance on this reserve was
insufficient to cover a deficit, in which case the excess of the deficit
over the balance of the asset revaluation reserve was charged to the
income statement. Where a deficit had previously been charged to
the income statement and a revaluation surplus subsequently arose,
that surplus was credited to the income statement to the extent of
the deficit previously charged.The Group has elected to apply the
new accounting policy retrospectively and comparative figures

have been restated (see note 3 for the financial impact).
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FOUNTAIN SET (HOLDINGS) LIMITED
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Notes to the Condensed Financial Statements (continued)

For the six months ended 28th February, 2006
BE—_ZEZEXF-_A=-+NHALFEA

2. Principal Accounting Policies (Continued)

(A)  Application of Hong Kong Financial Reporting Standards
(Continued)
(2) Deferred Taxes related to Investment Properties
In previous years, deferred tax consequences in respect of revalued
investment properties were assessed on the basis of the tax
consequence that would follow from recovery of the carrying
amount of the properties through sale in accordance with the
predecessor Interpretation. In the current period, the Group has
applied HK(SIC) Interpretation 21 “Income Taxes — Recovery of
Revalued Non-Depreciable Assets” which removes the presumption
that the carrying amount of investment properties is to be
recovered through sale.Therefore, the deferred tax consequences of
the investment properties are now assessed on the basis that reflect
the tax consequences that would follow from the manner in which
the Group expects to recover the investment property at each
balance sheet date. In the absence of any specific transitional
provisions in HK(SIC) Interpretation 21, this change in accounting
policy has been applied retrospectively and comparative figures
have been restated (see note 3 for the financial impact).
(3) Leasehold Interests in Land
In previous years, certain leasehold land and buildings included
in property, plant and equipment were stated in the balance sheet
at their revalued amount prior to 30th September, 1995, less
any subsequent accumulated depreciation and accumulated
impairment losses (if any). In the current period, the Group has
applied HKAS 17 “Leases” Under HKAS 17, the land and buildings
elements of a lease of land and buildings are considered separately
for the purposes of lease classification, unless the lease payments
cannot be allocated reliably between the land and buildings
elements, in which case the entire lease is generally treated as a
finance lease.To the extent that the allocation of the lease payments
between the land and buildings elements can be made reliably, the
leasehold interests in land are reclassified to prepaid lease
payments under operating leases, which are carried at cost less
impairment losses and amortised over the lease term on a straight
line basis. This change in accounting policy has been applied
retrospectively and comparative figures have been restated (see

note 3 for the financial impact).
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Notes to the Condensed Financial Statements (continued)

For the six months ended 28th February, 2006
BE—EERNF-A=F+NHAILFEA

2. Principal Accounting Policies (Continued)

(A)  Application of Hong Kong Financial Reporting Standards
(Continued)

(4)  Financial Instruments

HKAS 32 “Financial Instruments: Disclosure and Presentation”
requires retrospective application whereas HKAS 39 “Financial
Instruments: Recognition and Measurement’ which is effective for
accounting periods beginning on or after 1st January, 2005,
generally does not permit the recognition, derecognition or
measurement of financial assets and liabilities on a retrospective
basis. The application of HKAS 32 has had no material impact on
how financial instruments of the Group are presented for the
current and prior accounting periods. The principal effects on the
Group as a result of implementation of HKAS 39 are summarised

below:

Financial assets and financial liabilities

From 1st September, 2005 onwards, the Group classifies and
measures its financial assets and financial liabilities in accordance
with the requirements of HKAS 39. Under HKAS 39, financial assets
are classified as “financial assets at fair value through profit or loss’
“available-for-sale financial assets’ “loans and receivables” or “held-
to-maturity financial assets” Financial liabilities are generally
classified as “financial liabilities at fair value through profit or loss”
or “financial liabilities other than financial liabilities at fair value
through profit or loss (other financial liabilities)" Transaction costs
that relate to the issue of financial assets or financial liabilities are
included in the carrying amount of the financial assets or financial
liabilities and amortised over the period of the terms of the financial
assets or financial liabilities using the effective interest method.The
adoption of the accounting policy has been applied prospectively

and the financial impact to the Group is set out in note 3.
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Notes to the Condensed Financial Statements (continued)

For the six months ended 28th February, 2006
BE—_ZEZEXF-_A=-+NHALFEA

2. Principal Accounting Policies (Continued)

(A)  Application of Hong Kong Financial Reporting Standards
(Continued)

(4)  Financial Instruments (Continued)

Derivatives and hedging

Prior to 31st August, 2005, the Group did not recognise the financial

effect of derivative financial instruments until they were matured/

realised.

From 1st September, 2005 onwards, all derivatives that are within
the scope of HKAS 39 are required to be carried at fair value at each
balance sheet date regardless of whether they are deemed as held
for trading or designated as effective hedging instruments. Under
HKAS 39, derivatives (including embedded derivatives separately
accounted for from the non-derivative host contracts) are deemed
as held-for-trading financial assets or financial liabilities, unless they
qualify and are designated as effective hedging instruments. The
corresponding adjustments on changes in fair values would depend
on whether the derivatives are designated as effective hedging
instruments, and if so, the nature of the item being hedged. For
derivatives that are deemed as held for trading, changes in fair
values of such derivatives are recognised in the income statement

for the period in which they arise.

The Group has applied the relevant transitional provisions in HKAS
39. For derivatives that do not meet the requirements of hedge
accounting in accordance with HKAS 39, the Group has, from 1st
September, 2005 onwards, deemed such derivatives as held for
trading.On 1st September, 2005, the Group recognised the fair value
amounting to approximately HK$1,128,000 in the Group’s retained

profits and balance sheet (see note 3 for the financial impact).
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Notes to the Condensed Financial Statements (continued)

For the six months ended 28th February, 2006
BE—EERNF-A=F+NHAILFEA

2. Principal Accounting Policies (Continued)

(A)  Application of Hong Kong Financial Reporting Standards
(Continued)
(4)  Financial Instruments (Continued)
Derecognition
HKAS 39 provides more rigorous criteria for the derecognition of
financial assets than the criteria applied in previous periods. Under
HKAS 39, a financial asset is derecognised, when and only when,
either the contractual rights to the asset’s cash flows expire, or the
asset is transferred and the transfer qualifies for derecognition in
accordance with HKAS 39.The decision as to whether a transfer
qualifies for derecognition is made by applying a combination of
risks and rewards and control tests. The Group has applied the
relevant transitional provisions and applied the revised accounting
policy prospectively to transfers of financial assets from 1st
September, 2005 onwards. As a result, the Group's trade receivables
factored with recourse which were derecognised prior to 1st
September, 2005 have not been restated. This change in accounting
policy has had no material effect on results for the current period
(see note 3 for the financial impact). There were no trade receivables

factored with recourse at 28th February, 2006.
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FOUNTAIN SET (HOLDINGS) LIMITED

Interim Report 2006

Notes to the Condensed Financial Statements (continued)

For the six months ended 28th February, 2006
BE—ZENF-A=-F+NNHIEANEA

2. Principal Accounting Policies (Continued)

(A)  Application of Hong Kong Financial Reporting Standards
(Continued)

(5)  Share-based Payment

HKFRS 2 “Share-based Payment” requires an expense to be
recognised where the Group buys goods or obtains services in
exchange for shares or rights over shares (“equity-settled
transactions”), or in exchange for other assets equivalent in value to
a given number of shares or rights over shares (“cash-settled
transactions”). The principal impact of HKFRS 2 on the Group is in
relation to the expensing of the fair value of directors’ and
employees’share options of the Company determined at the date of
grant of the share options over the vesting period. Prior to the
application of HKFRS 2, the Group did not recognise the financial
effect of these share options until they were exercised. The Group
has applied HKFRS 2 to share options granted on or after 1st
September, 2005. In accordance with the relevant transitional
provision, the Group has not applied HKFRS 2 to those share options
granted on or before 7th November, 2002 and those share options
that were granted after 7th November, 2002 but were vested before
1st September, 2005. As there were no outstanding share options on
1st September, 2005, this change in accounting policy has had no

material effect on results for current and prior period.
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Notes to the Condensed Financial Statements (continued)

For the six months ended 28th February, 2006
BE—EERNF-A=F+NHAILFEA

2. Principal Accounting Policies (Continued)

(B) Change of Accounting Policy for Buildings

In previous years, certain land and buildings held for own use were
stated in the balance sheet at their revalued amount prior to 30th
September, 1995, less any subsequent accumulated depreciation
and accumulated impairment losses (if any). Under the predecessor
standard, the surplus arising on revaluation of these properties prior
to 30th September, 1995 was credited to the asset revaluation
reserve. Any future decrease in value of these properties were dealt
with as an expense to the extent that it exceeds the balance, if any,
on the asset revaluation reserve relating to a previous revaluation of
the particular properties. On the subsequent disposal of a revalued
asset, the attributable revaluation surplus not yet transferred to
retained profits in previous years is transferred to retained profits.
Upon the adoption of the new HKFRSs, management reassessed the
Group's accounting policies on depreciation of investment
properties and property, plant and equipment and amortisation of
prepaid lease payments, and concluded that the use of a consistent
policy (cost model) for all these items related to property interests
would present more meaningful and consistent information to the
readers of financial statements.To this end, the Group has elected to
use the cost model, which is allowable under HKAS 16 “Property,
plant and equipment’ to account for its buildings held for own use.
Under the cost model, the buildings are carried at cost less
accumulated depreciation and accumulated impairment losses
(if any). This change in accounting policy has been applied
retrospectively. Upon the change in accounting policy, the
revaluation surplus that arising in 1995 not yet transferred to
retained profits in previous years has been reversed retrospectively.
As a result, the carrying amount of the buildings, the related
deferred tax liabilities and the asset revaluation reserve have been

restated (see note 3 for the financial impact).
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FOUNTAIN SET (HOLDINGS) LIMITED

Notes to the Condensed Financial Statements (continued)

Interim Report 2006

For the six months ended 28th February, 2006
BE—EEXNF-A=F+NHILFEA

3.  Summary of the Effects of the Changes in Accounting

Policies

The effects of the changes in the accounting policies described in

note 2 above on the results for the current and prior period are as

follows:

Increase in gain on disposal of

property interests

Decrease in depreciation of buildings
Decrease in amortisation of land
(now reclassified as amortisation
of prepaid lease payments)
Increase in depreciation of
investment properties
Increase in losses arising from
changes in fair value of
derivative financial instruments

Decrease in deferred tax credit

Increase in profit for the period
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REMETE 28
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Six months
ended

28th February,
2006

S
ZEERE
—A-+NABL
~EAR
HK$’000

FHEITT

170,606

1,026

414

(1,258)

(1,012)
(10,788)

158,988

XM s B R 2B AR R B
FHEEEZKENT ¢

Six months
ended

28th February,
2005

BE

S
“A=t+tNBL
~E B
HK$"000

FET

968

625

(702)
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Notes to the Condensed Financial Statements (continued)

For the six months ended 28th February, 2006
BE—EERNF-A=F+NHAILFEA

3.  Summary of the Effects of the Changes in Accounting

Policies (Continued)

The cumulative effects of the changes in accounting policies on 31st

3. ERBERNBIREMRE @

BB R R M 5 )

B RE B _ETRENA=+—BR=

August, 2005 and 1st September, 2005 are summarised below: EZHEFNA-—B2RFEEMAOT
Asat Effect of Asat Asat
31st August, pe 31st August, 1t September,
2005 HKAS 16, HK(SIC) 2005 Effect of 2005
(originally stated) HKAS 1 17840 INT21 (restated) HKAS 39 (restated)
Fik (R0
R-BRLE gFEEd LR RRE RN-FRRE giEit N-o%RiRE
NB=+-H BA Ef%6, BERE ARS+-B  RASNK hR-H
(%25 1k 17R 40 EVI (E3) ZEE (E3))
HKS 000 HKs 000 HKS'000 HKS'000 HKS'000 HKs 000 HK$'000
FiEn FhR Fin FiEn T FhR Fin
Balance sheet items EEEERER
Investment properties REN% 178162 - (93,899) - 84,267 - 84,267
Property, plant and equipment ng - BERR 2368968 - (266,547) - 2102421 - 2102421
Prepaid lease payments RREHE - - 153924 - 153,924 - 153924
Trade and other receivables EXRHBENTE 1,565,907 - - - 1565907 34,066 1599973
Bank borrowings RTEE (2,205,649) - - - (2,205,645) (34442) (2.240,087)
Derivative finandial instruments — assets fTE4RIE-EE - - - - - 1401 1401
Derivative financialinstruments — abilties ~ $74£ $BI A -8 - - - - - 2529) 2529
Deferred tax iablities EEHEEE (48:35) - 19391 (307) (29,269) - (29,268)
Total effects on assets and liabilities HEEREEY
FeaE 1,839,040 - (187,127) (307) 1,671,606 (1,504 1,670,102
Asset revaluation reserve BEEMRRE B1313 - (230791) (522 - - -
Retained profits REET 2215662 - 43664 25 2,259,541 (1,504 2258037
Minority interests SERRER - 193413 - - 193413 - 193413
Totaleffects on equity HEH YEER 2446975 193413 (187,127) (307) 2452954 (1,504) 2451450
Minority interests PERRER 193413 (193413) - - - - -

The financial effects of the changes in accounting policies to the

equity at 1st September, 2004 are summarised below:

Asset revaluation reserve
Retained profits
Minority interests

Total effects on equity

BEEMMHE

RBEAER

LHRRES

HER o XER

=

SHME S N BY -~ EEMERE — B 2R
BB EMENT

As originally As
stated Adjustments restated
REEF = B3
HK$'000 HK$'000 HK$'000
FET FET FET
229,844 (229,844) -
2,138,596 42,826 2,181,422

— 193,634 193,634

2,368,440 6,616 2,375,056




FOUNTAIN SET (HOLDINGS) LIMITED  interim Report 2006

Notes to the Condensed Financial Statements (continued)

For the six months ended 28th February, 2006
BE—EEXNF-A=+NHILFEA

3.  Summary of the Effects of the Changes in Accounting 3.

Policies (Continued)

The Group has not early applied the following new standards or

interpretations that have been issued but are not yet effective. The

HKFRSs but is not yet in a position to determine whether these HKFRSs
would have a significant impact on how its results of operations and

financial position are presented.These HKFRSs may result in changes in

B BRI EHNE (R)

BRABERZEE

o

the future as to how the results and financial position are presented.

HKAS 1 (Amendment)

BB ERF R (BB
HKAS 19 (Amendment)

BB G ERIE19F (K1B3F])
HKAS 21 (Amendment)

BB ERE 2R (BIEET)

HKAS 39 (Amendment)
BB G E RIS 390F (K183F])
HKAS 39 (Amendment)

BB I E R FE 395 (BIEFT)
HKAS 39 & HKFRS 4 (Amendments)
EBEHENEINMR
& 8 B 75 R 3R 2 Bl 58 405k (BB RT)
HKFRS 6
& B B 7% B 3R 2 B F ek
HKFRS 7
& 78 B 7% B 3R 2 B 5B 74
HK(IFRIC) — INT 4
BB (ERVEREREEES) —REEME
HK(IFRIC) — INT 5

BR (BERMBERBERBEEE) -RBESK
HK(IFRIC) — INT 6

BR (ARMBERERBEES) - BB EX
HK(IFRIC) — INT 7

BB (ABRMBRBRRBEES) —REF7K

HK(IFRIC) — INT 8
B8 (BRMBRR2BEES) - REF8K
HK(IFRIC) — INT 9
B8 (ERUBRR2BEES) - 2ERFEMK

Capital disclosures'

IR 4% B

Actuarial gains and losses, group plans and disclosures?
BEER  SEFTEARIKEE

Net investment in a foreign operation?

ABINEE 2 REFE?

Cash flow hedge accounting of forecast intragroup transactions?

BASEABARRI RS REH TR ERE?
The fair value option?

AFEEZRE

Financial guarantee contracts?

BBERE K2

Exploration for and evaluation of mineral resources?
BYER 28R R TME?

Financial instruments: Disclosures'

ERITA RE

Determining whether an arrangement contains a lease?

BEEZHRETEEEE?

Rights to interests arising from decommissioning, restoration and

environmental rehabilitation funds?

BREE  ERRRREBGEESEL RS 2EF?

Liabilities arising from participating in a specific market
— waste electrical and electronic equipment?

SHEBETEMELEZAE-BREEIRETRE
Applying the restatement approach under HKAS 29 Financial

Reporting in Hyperinflationary Economies*
RIEEEBSTHTERE2RSBRSE 2 W BRRK
EREE
Scope of HKFRS 2°
BBV B HRENE 2R 2 SRS
Reassessment of embedded derivatives®

ETE TR ZEHTMES

% B Bt 75 3R R B 5 )

TEELREREFEMUTEEMBERERZH
EARNRE - AKECHBZRZSEHEENT
Group has commenced considering the potential impact of these new RREAZBEZE  HEADREREZEH
ERNERREAETHMER L EX£ERY
ZEFEBIMHE AR
ARESIR AR ERZEBRMBRREESE -

oA wN =
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Effective for accounting periods beginning on or after 1st January, 2007
Effective for accounting periods beginning on or after 1st January, 2006
Effective for accounting periods beginning on or after 1st December, 2005
Effective for accounting periods beginning on or after 1st March, 2006
Effective for accounting periods beginning on or after 1st May, 2006
Effective for accounting periods beginning on or after 1st June, 2006

R-ZZLE-B-ARUERRBZEADER
RIZZEAF-A-AIURRBZEHABENR
REZEZRFET-A-BRURHARZEHARER
RIZBZEAFZA-AIURRBZEHARENR
RIBEAREEA-ARUERBZEHAPEN
REZZBZEAREFRAB-AIUAERRBZEADEN

oo pwN =
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Notes to the Condensed Financial Statements (continuey ] BA B/ 55 3R 3% Bit 5F &)
For the six months ended 28th February, 2006

HE-_ZZEANF_HA=-+NHIENEA

SEEH

4.  Segment Information 4.

The Group’s primary format for reporting segment information is by

geographical segments.

Six months ended 28th February, 2006

REBEH I BERZTERKXNSHEDHE -

BE-_SERE-AZ=-+/NBLF~EA

The
People’s
Hong Republic Rest
Kong of China Korea of Asia America Europe  Eliminations Consolidated
FEAR 1]
& #H0HE BE EMRE EM B B 58
HKS'000 HKS'000 HK$'000 HKS'000 HK$'000 HKS'000 HKS'000 HK$'000
Tix Téx TiEn Téx TR Tixn TER Tixr
TURNOVER BxE
External sales HOHHE 1,330,588 77730 45092 1020972 333612 49,946 — 337,940
Inter-segment sales (note) PEEBE (W) 3169474 2,051,609 — 79,044 25,293 —  (5325420) -
Total turnover EELE 4,500,062 2,129,339 425,092 1,100,016 358,905 49946 (53254200 3,237,940
RESULT ES
Segment result PEEE 80,657 2,395 10,098 48218 4,956 1579 147,903
Interest income FEBA 6,455
Gain on disposal of LENERR
property interests ZEBF 144,028
Unallocated corporate FUREZ
income 0N 694
Finance costs BERS (50,768)
Profit before taxation BB AEF 248,312
Income tax charge Pz (23,048)
Profit for the period EHERN 225,264
Six months ended 28th February, 2005 BE-_ZEEHEF_-_A=-+tN\BLEXEA
The
People’s
Hong Republic Rest
Kong of China Korea of Asia America Europe Eliminations Consolidated
FEAR 1]
&t #50E BE TWNHE =M M e 58
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HKS'000 HK$'000
TéEr TéErn TEx TéEn TEn TéErn TiEn TéErn
(restated) (restated)
(E5) (E750)
TURNOVER BEE
External sales HMEE 1,380,741 67002 322948 981499 284557 81,721 — 3118468
Inter-segment sales (note) PEBHE (W) 3260815 2,026,114 - 149,272 3718 —  (5459919) -
Total turnover EXEAR 4641556 2093116 322948 1,130,771 308,275 81721 (5459919)  3,118468
RESULT ES
Segment result PEEE 67,863 3,82 304 40,769 (9,787) 3178 105,609
Interest income FEBA 2,520
Unallocated corporate TAREZ
income TERA 99
Finance costs MERE (21,965)
Profit before taxation BREARA 87,160
Income tax charge Frgdixi (15,481)
Profit for the period EHEER 71,679

Note: Inter-segment sales are charged at prices with reference to the

prevailing market rates.

MmEE e

et D BEEEEZERIDSREER 2 HHER



FOUNTAIN SET (HOLDINGS) LIMITED  interim Report 2006

Notes to the Condensed Financial Statements continues) i BF B4 75 3R R M} 5% )

For the six months ended 28th February, 2006
BE-ZENF-_A=-F+NHIEANEA

5.  Finance Costs 5. RIERA
Six months Six months
ended ended
28th February, 28th February,
2006 2005
BE BZE
—BERE —EERF
ZA=tABL —AZ=+NABLE
7~ & A ~E B
HKs’000 HK$'000
FHETT FER
Finance costs on: BEKA :
Bank borrowings wholly repayable REFREIHERZZ
within five years IRITIEE 38,903 20,660
Bank borrowings not wholly REFREF2IMEE
repayable within five years ZIRITEE 13,518 2,231
Finance leases wholly repayable REFREEHEEZZ
within five years MEEE 516 482
Total finance costs RMERALE 52,937 23,373
Less:amounts capitalised W LEFEESEE (2,169) (1,408)

Finance costs capitalised during the period arose on the general
borrowing pool and are calculated by applying a capitalisation rate
of 4.6% (six months ended 28th February, 2005: 1.5%) per annum to

expenditure on qualifying assets.

18

50,768 21,965
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Notes to the Condensed Financial Statements (continued)

For the six months ended 28th February, 2006
BE-ZENF-_AZ-F+NNHIEANEA

6. Profit Before Taxation

Profit before taxation has been arrived

at after charging (crediting):

Allowance (reversal of allowance)
for inventories
Amortisation of prepaid lease payments
Depreciation of property, plant and
equipment

Depreciation of investment properties

Total amortisation and depreciation

Loss on disposal of property, plant and
equipment (other than property
interests)

Losses arising from changes in fair value

of derivative financial instruments

6.

RR B0 AT & A E R (BF )
THIER :

FERE
(B fEReE)
BAEERE 2B
M - HEBERERE
ZIE
REMEZINE

MENTERE
HEME  HRERRE
(MR

ZEE
FTESBMIEATEE
SEEEZEE

EEHE¥(FE)FARREE]

BB A &2 7

Six months
ended

28th February,
2006

g=
ZEEREF
—A-+NABHL
~EAR
HK$’000

FHET

22,161
1,767

113,162
1,258

116,187

1,589

2,204

R RFRHRE

BN BHRFRME @

Six months
ended

28th February,
2005

B=E
—ZZ2RF
“A=t+tNBL
~1E A
HK$’000
FET
(restated)

(E31)

(14,006)
1,828

101,954
702

104,484

2,965



FOUNTAIN SET (HOLDINGS) LIMITED

Notes to the Condensed Financial Statements (continued)

Interim Report 2006

For the six months ended 28th February, 2006
BE-ZENF-_A=-F+NHIEANEA

7.  Income Tax Charge

Current tax:
Hong Kong

Other jurisdictions

Deferred tax:

Current period

Taxation attributable to the Group

Hong Kong Profits Tax is calculated at 17.5% of the estimated

assessable profit for both periods.

Taxation arising in other jurisdictions is calculated at the rates

prevailing in the respective jurisdictions.

20
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7. FiIRBXWH

Six months
ended

28th February,
2006

g=E
ZEERE
—A-+NHL
~EAR
HK$’000

FHEIT

41,857
6,649

48,506

(25,458)

23,048

B B R R E @

Six months
ended

28th February,
2005

B=E
“EZRF
“A=t+tNBL
~E A
HK$"000
FET
(restated)

(E31)

1,263
16,477

17,740

(2,259)

15,481
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Notes to the Condensed Financial Statements (continues) e BF B/ 75 3R R M} 5% )

For the six months ended 28th February, 2006
BE-ZENF-_AZ-F+NNHIEANEA

8.  Dividend Paid 8. EBfKRE

Six months
ended
28th February,

2006
BHE
ZEEREF
—A=+ABL
~EA
HKs’000
FEIT
Final, paid: 2FRE
HK7.0 cents for the year BE_ZZHHF
ended 31st August, 2005 NA=Z+—HLEE
(2004: HK7.5 cents) per share F 7081l
(ZZ2ZTEFEE : 7.581) 55,581

Six months
ended

28th February,
2005

B=E
—EERF
“A=t+tNBL
~1E A

HK$’000

FET

59,551

The directors have determined that an interim dividend of HK4.5 EEECREREPHERESRISEBW (ZEE
cents (2005: HK3.0 cents) per share be payable to the shareholders BEEE 308 FZEERERAZ+Z=ZHA

of the Company whose names appear in the register of members on JIRREMAZARQTRRER ©
23rd June, 2006.
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Notes to the Condensed Financial Statements (continued)

For the six months ended 28th February, 2006
BE—EEXNF-A=+NHILFEA

9. Earnings Per Share

The calculation of the basic earnings per share attributable to
shareholders of the Company is based on the profit for the period
attributable to shareholders of the Company of approximately
HK$204,676,000 (six months ended 28th February, 2005:
HK$54,653,000 as restated) and on 794,010,960 (six months ended
28th February, 2005:794,010,960) ordinary shares in issue during the
period.

Diluted earnings per share is not presented as there were no
potential ordinary shares in respect of share options in existence for

both periods.

The following table summarises the impact on basic earnings per
share as a result of adjustments arising from changes in accounting

policies:

& BA B 75 4R R B 5 0

9. BREA
REBADRARREETRERBF DREAD
B IR 3R B G 7S B R 2 F 49204,676,0008 7T (B =
—EERF-_AZ+NBLKREA 54653000
B (ES))REFAPEHETHIZEERS
794,010,960 (BZ=—ZTZEREF-_F =+ N\HL
NE A 1 794,010,960) 5t E

HRMRAEREERREMELEBEE 2EBR
o ALAEREREREFRAELZD -

TREBASREFABANERESTHRREREEZ

ABE:

Six months Six months

ended ended

28th February, 28th February,

2006 2005

BE BZE

—EBERE —ZEERF

ZA=+NABL ZA=+NBL

~EA ~E A

HK cents HK cents

2311} B

Reported figures before adjustments FEAZZ2HREF 5.76 6.78
Adjustments arising from changes in S BRNEBMEL

accounting policies 2B 20.02 0.10

Restated

22

] 25.78
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Notes to the Condensed Financial Statements (continued)

For the six months ended 28th February, 2006
BE-ZENF-_AZ-F+NNHIEANEA

10. Movements in Investment Properties, Property, Plant

and Equipment and Prepaid Lease Payments

During the period, the Group incurred expenditure of approximately
HK$249,373,000 (six months ended 28th February, 2005:
HK$257,429,000) on property, plant and equipment and prepaid
lease payments to expand and upgrade the Group’s manufacturing

facilities.

In addition, the Group disposed of certain property interests with an
aggregate carrying amount of approximately HK$318,021,000
(investment properties of approximately HK$90,792,000, property,
plant and equipment of approximately HK$137,028,000 and prepaid
lease payments of approximately HK$90,201,000) to independent
third parties for a consideration of approximately HK$462,049,000
(net of expenses and other related costs of approximately
HK$24,822,000 and HK15,000,000 respectively), resulting in a gain

on disposal of approximately HK$144,028,000.

11. Inventories

Raw materials B
Work in progress ¥R
Finished goods SR m

FEEEE(EE)FARDE —ss 5amss

BN BT E @

10. REYE WX HBRDJENEGR

BERIEZEH
TEEAEEABARIEBAEE 2 EEREM
ARYE - BBERIENASHERENBEXY
#249,373,0008 T (BZ=_ZEZHF-_A=-+TN
HERMEA 1 257,429,000/ 5T) °

BE  RNEEBLI#462,049,000/8 5T 2 7B (B 2 5l
1 BR #924,822,00078 7T 2 & F & #315,000,0007% 7T
ZHMBRERA) HEREA{E£318,021,0005 T
(IR E 490,792,000/ 7T - W3 - WBERRE
#9137,028,00078 7T #7817 78 & FX 18 990,201,000/
T ZETYERBZTEILR=2 EMEEYD
144,028,000/ T Z HHE R F -

1. #H
28th February, 31st August,
2006 2005
= 25 —EREF
—A=-+N\H NB=+—H
HK$’000 HK$'000
FHEIT FET
1,011,567 960,527
386,393 331,346
278,893 251,550

1,676,853 1,543,423
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Notes to the Condensed Financial Statements continues) i BF B4 75 3R R M} 5% )

For the six months ended 28th February, 2006
BE—ZENF-A=-F+NNHIEANEA

12. Trade and Other Receivables 12. BEERHEMEKRIE

The Group allows an average credit period of 45 days to its trade AEBRMFEGISRBEPTFEERFR ©

customers.

The following is an aged analysis of trade receivables at the balance REER  EEERFEZRERIMNOT ¢

sheet date:
28th February, 31st August,
2006 2005
—BRAE —ETHT
—BA=+/\H NB=+—8H
HK$’000 HKS$'000
FET FET
Not yet due R E H 500,113 649,959
Overdue 1 - 30 days BHI1-30K 296,121 200,028
Overdue 31 - 60 days BHA31-60K 132,512 161,114
Overdue > 60 days i# HE B 60K 88,099 86,198
1,016,845 1,097,299
13. Trade and Other Payables and Bills Payable 13. BXRHMEMRIENERSER
The following is an aged analysis of trade payables at the balance REER  EXEENREBEBZERRINTAOT ¢
sheet date:
28th February, 31st August,
2006 2005
—EBERE —EZThHF
—A=+/\H NB=+—H
HK$’000 HKS$'000
FHEIT FET
Not yet due R E H 360,139 347,960
Overdue 1 - 30 days BEI1-30K 43,533 21,984
Overdue 31 - 60 days BHI31-60K 9,225 10,083
Overdue > 60 days BEB B 60X 9,124 6,311

422,021 386,338

All bills payable of the Group are not yet due at the balance sheet REER MEREEZESZEBIIKRIE -

dates.
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Notes to the Condensed Financial Statements (continves)  fe BF B4 75 3R R M 5T <)

For the six months ended 28th February, 2006
BE-ZENF-_AZ-F+NNHIEANEA

14. Bank Borrowings

During the period, the Group obtained new bank loans of
approximately HK$648,282,000 (six months ended 28th February,
2005: HK$1,295,605,000) and made repayments of approximately
HKS$814,407,000 (six months ended 28th February, 2005:
HK$1,456,438,000). The proceeds from the new loans were used as
working capital of the Group and the acquisition of property, plant
and equipment for the expansion and upgrading of the Group’s

manufacturing facilities.

15. Capital Commitments

Capital expenditure in respect BEREEWE -
of the acquisition of property, HEREFHEZ
plant and equipment contracted EENEE
for but not provided in the MBHmRAE
financial statements I 2EXHX

Capital expenditure in respect MEBEBEME
of the acquisition of property, HBEREEZ
plant and equipment authorised EHtEBER
but not contracted for BN 2EARX

14. SRITHE

N HA B AR & B LS # R 1T B 740 648,282,00078
T(BE_ZZEF_A-+NALAEAR:
1,295,605,0007%8 7T) R 2 €8 #814,407,0008
T(BEZEZTEF-AZTNBLAREA:
1,456,438,000/8 7T) - MEMAEBRELAEEE
REBESHMBEYE - BERBBEUEARIER
REBZEERNE

15. BAXKRIE
28th February, 31st August,
2006 2005
—BERE —EERLF
—A=+/)H NA=+—H
HK$’000 HK$'000
FEIT FHET
146,021 157,705

9,322 60,552
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Notes to the Condensed Financial Statements continues) i BF B4 75 3R R M} 5% )

For the six months ended 28th February, 2006
BE—ZENF-A=-F+NNHIEANEA

16. Contingent Liabilities

At 31st August, 2005, the Group had contingent liabilities of
approximately HK$37,992,000 in respect of trade receivables
factored with recourse. At 28th February, 2006, there were no trade

receivables factored with recourse.

17. Related Party Transactions

The emoluments of directors of the Company and other members

of key management of the Group during the period were as follows:

16. HAEE

R-ZBZ2RENA=Z+-0  AEERKERE
ZEXBUHRIERE AR E437,992,000%
ToRZBERF_A-TN\H UEKHBRE
ZEERWFIERE -

17. HEAAILEX S
EHBEAAARESERAEFEMFTEEEERE
ZHEWT :

Six months Six months

ended ended

28th February, 28th February,

2006 2005

B=E S

—ETRE —2TnF

ZA=+ANABL ZA=+NBL

~EAR ~1E A

HK$’000 HK$000

FET FET

Short-term benefits EHEA 16,444 20,485
Post-employment benefits BEEER 628 744
17,072 21,229
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We are pleased to report to shareholders that the results of the
Group for the six months ended 28th February, 2006 have
substantially improved over the same period last year. The turnover
was approximately HK$3,237,940,000, 3.83% higher than the
same period in 2005 and the unaudited profit attributable to
shareholders significantly increased by 274.50% to approximately
HK$204,676,000. Profit margin for the period under review was
6.32%, a drastical increase of 4.57 percentage point over the same
period last year. Earnings per share were HK25.78 cents, compared
to HK6.88 cents in 2005. The Board resolved the payment of an

interim dividend of HK4.50 cents per share.

The Group has completed the disposal of certain non-core property
interests in Hong Kong during the period under review.The disposal
of these property interests resulted in a net gain (after tax) of
approximately HK$128,796,000 which has been adjusted to take
into account the effect of the adoption of new accounting
standards and the change of accounting policies during the period
under review. If the net gain on disposal of property interests is
excluded, the profit attributable to shareholders increased by
38.84% to approximately HK$75,880,000 and profit margin was
2.34%, an increase of 0.59 percentage point over the same period
last year.The related net proceeds of approximately HK$488,929,000
has been used to reduce bank borrowings and for general working
capital purposes. Since all production facilities have been moved
away from Hong Kong by late 1990’s, there was no impact on the

Group's operation due to the disposal of such property interests.

The increase in profit for the first half of 2006 was a sign of
continuous recovery of the Group as well as the resolution of the
expensive inventory issue which troubled the Group in the same
period last year. During this period, the increased demand for lower-
priced items and the intensifying competition in the international
textile industry reduced the average selling price of our products.
On the other hand, with our innovative and broad research and
development efforts, well positioned manufacturing facilities and
proactive marketing activities, the Group continued to grow by

penetrating into new markets and gaining new customers.

FEEEE(EE)FARST —ss srmgs

FEERANTRREREEHHZE_SZTRF
“TA-HNBLEANEAZESE  HEAFREMEL
FHENNE - &% %4 %3,237,940,000/8
T E-EERFEHMEL EA3.83% ; MKRR
EAEREEXRFNEE LFH T27450%E 8 5
204,676,000 T - B AN EF XA
6.32%  HAFRFHMEL XIELEA457EE 2
2o ERERNB25.7881L - HE_-_FTZREMN
56.88 81l - EEERRBEREHTHREESR
45081l °

EEESAR  SEERHEEE TUREBHNHE
RO SRR - HERSEYERS TR FER
(BRFi#&) £9128,796,000/8 7T * EFFAETEME
BEHARAFEHEARNESHBRNTE -
MMNBEEYERBFMESNERF  RRELE
F5 £ F38.84%ZF #975,880,0005%8 5t ; B F = Al
52.34%  BREFERH EFH0SMBEED H - HE
FULA #4488,929,0008 T E AR BEKRTEE
REBAREEES - ERNMALEERBER
1990FRAHZACBHES  HELSYER
BHEEZEEYETE -

CERRFL¥FRANERERERENGE
B UREAFESRNESRENEEFE”RED
EE®R - ZUHHE  BEEROFREARS
BEEERTESRFEBHI  SEBERNT
VEEER TR - 5—FH » BEZIREIHR
BERHEMNAEMNRE  RENEERKEZHENE
BRTHEE  KRESUSAH TS RENHE
F#EgsER -

27



FOUNTAIN SET (HOLDINGS) LIMITED

Interim Report 2006

BUSl N ESS REVl EW (Continued)

In addition, the upsurge in the international fuel and energy prices
throughout the period under review increased the cost of certain
raw materials and electricity generation. Higher inflation in the PRC,
including the increase in minimum wage, combined with the
appreciation of Renminbi against the US dollar by 2.1% since July
2005 and the increases in interest rates, have created pressure on
the profit margin of the Group.The Group maintained firm control
on costs in order to improve the profit margin. As a result, cost of
sales and distribution expenses as percentages of turnover for the
period under review showed a slight decline when compared with

the same period as well as the second half of last year.

Production and Sales of Dyed Fabrics, Sewing Threads

and Yarns

For the period under review, turnover from the production and sales
of dyed fabrics, sewing threads and yarns reached approximately
HK$3,035,132,000, an increase of 3.26% as compared with the same
period last year, and accounted for 93.74% of the Group's total
turnover. This increase was a result of proactive sales and marketing
effort by the Group and successful implementation of the planned

projection capacity increase in the fabric mill in Jiangyin.

Production and Sales of Garments

For the first half of 2006, turnover from the production and sales
of garments was approximately HK$202,808,000, an increase of
13.22% as compared with the same period last year, and accounted
for 6.26% of the Group’s total turnover. Following proactive
restructuring and downsizing measures implemented in the
previous fiscal year, the performance of this segment has

significantly improved.
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BUSl N ESS REVl EW (Continued)

Analysis by Customer Geographical Regions

For the period under review, the Group’s major customers were
located in Asia and accounted for approximately 88.16% of the
Group's total turnover, very similar to 88.26% recorded in the same
period of last year, with continuous healthy growth in customers
located in Korea, reflecting the result of direct marketing through
the Group's local liaison office. The remaining 11.84% was generated

from sales to customers located in Europe and America.

With respect to operating results contribution, the contribution
from sales to customers located in Hong Kong, Korea, Rest of Asia

and America increased compared to the same period of last year.
OUTLOOK RRE

The Group will continue to grow as the overall business
environment is expected to improve following the signing of the
Sino-US and Sino-EU trade agreements on textile products on 8th
November, 2005 and 10th July, 2005 respectively. The resolution of
textile trade uncertainties provided an opportunity for steady and
predictable growth for the export of Chinese textile products. As a
result, our garment manufacturing customers and branded
customers were willing to establish more definite plans for their
orders although the production lead-time remained short. This in
turn will allow the Group to better plan our production lines to
increase factory efficiency. However, the manufacturing sector in the
PRC is expected to continue to face several challenges in the near
future including the continuous upsurge of international fuel and
energy prices, comparatively high interest rates, potential of
continuous appreciation in Renminbi and higher pressure on
mainland wage increment due to inflation in the PRC. Fortunately,
the anticipated steady supply of cotton and cotton yarn in the
second half of the fiscal year should result in more stable raw

material prices.

EROE @
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BB 5

EERBEHR EECETBEFUREMN &%
EhEEEEEAENS8.16%  HEAFREM
88.26% /%  HF U NBENEFFEREL
R RUREEZEAEHRBEEZFELETGHE
MR R o MERT #Y11.84%8I2R B S5 1 M BUN &
EMNHES o

HEEXEBRAE  BAEEIURER  BEH -
HttDMtERENNEFFAENERMERESF
BEHLEA -

BEPFPERTEAEREZHEI IR _-"FZR
F+—ANBR=-ZZRFLtATHEREFT
EREHREAPRSINE  EESSFER
R-#BmES THBBRNERSPEGMR
HATRBERTHEAUEROEE - ALt - &F
REBNHAGE FENRRREFZFRAEE
FREEITLGAABNIT &S EREREEE
EEMMHELEERURARBERE - BHER
EXETRAREHSHEDY ALY 8F
B RERERERNSELR BHRSHF
R ARBURESEFERE G EBERMERE
WM EREBES - TZRBHAVRFETHF
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OUTLOOK (continued) ,?EE (48)

Looking forward in 2006, the production capacity of our fabric mill
in Jiangyin, which has grown by more than two folds since it started
operation in 2003, is expected to progressively expand as scheduled.
The mill is currently in its second phase development and its
production capabilities will soon represent one third of the Group's
total fabric production capacity. In addition, the full commencement
of our new coal-fire electricity and steam co-generation facilities in
Jiangyin in March 2006 should help slightly reduce the burden on
rising energy cost going forward. Our fabric mill in Sri Lanka which
was established in 1996 is also scheduled for expansion over the
next two to three years due to the growth in demand for high

quality knitted fabrics in the region.

As mentioned in the previous annual report, the Group has been
gradually building up its domestic market share in the PRC as the
local economy continues to grow. To achieve this goal, the Group
has been increasing the sales and marketing activities to enhance
brand awareness in the PRC market. In order to strengthen the
position as the World’s leading knitted fabric supplier, the Group has
also been focusing on the development of new and innovative
product. In addition, the Group has been putting more effort into
exploring business in some quota-free categories, namely dressing
gown and pajamas, which saw a tremendous export growth to the

overseas markets in the past.

Our sewing thread business has shown encouraging improvement
both in sales and contribution to the Group following our
acquisition of all the minority interests in July 2005. By widening the
product mix of our sewing thread business, we are confident the

growth will continue to be sustainable.

Based on the current assessment, the Group remains a cautiously

optimistic view on the Group’s performance for this financial year.
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FINANCIAL REVIEW BA¥S[EIEE

Liquidity and Financial Information

Notwithstanding the increase in the working capital and capital
expenditure for expanding the production capacity and sales of the
Group, the cash position and financial ratios of the Group were
improved, which were largely due to approximately HK$488,929,000

net proceeds received from disposal of property interests.

At 28th February, 2006, the total amount of bank deposits, bank
balances and cash of the Group was approximately HK$672,865,000,

an increase of approximately HK$135,514,000 compared with 31st

August, 2005.

At 28th February, 2006, the financial ratios (inclusive of interim

dividend declared) of the Group were as follows:

Gearing ratio EXRBEL=E
Bank borrowings ratio RITEELL =R
Net bank borrowings ratio RITEESELR

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 interest are mainly charged on a floating rate basis.
Hence, the Group’s exposure to foreign exchange risk is immaterial.
If necessary, the Group will enter into appropriate hedging

arrangements in accordance with the conditions of the capital

market.

FEEEE(EE)FARST —ss srmgs

RBEERMBER
HARERBEAEEREXEMBEALEBEESR
EXARY  BREENREFENRUBLRIGHE
FiE ERFIERHEVEEZREFRAY
488,929,000 JT FT & °

RIZZBEERF-_A=Z+NA EEZRTER
RITHEFERESEELNA672,865,000 87T ' kb
—EERFENA=1+—H#E MY 135,514,0008

il

R-STAE-A=+/N\B EE2HBLE
(BEDERZHEREER) MT :

28th February, 31st August,
2006 2005
—BERE —EERAF
—A=+/)\H NA=+—H
(Restated)

(B5)

1.28 1.40

0.77 0.88

0.52 0.67

REBZHEUBIRERLSE » URERKRE
BT ETRARBARE -BITBETUER
RETHEN  MEFTEUIBHFRAE  H&E
BRAZ2HNERBETER -MEFE &F
EERERT S 2BEREHEBENE PR -
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Capital Expenditure

During the period under review, the Group invested approximately
HK$249,373,000 on additions to property, plant and equipment and
prepaid lease payments. As mentioned in the annual report of last
year, the Group estimated its capital expenditure for this financial

year to be approximately HK$480 million.

Contingent Liabilities

At 31st August, 2005, the Group had contingent liabilities of
approximately HK$37,992,000 in respect of trade receivables
factored with recourse. At 28th February, 2006, there were no trade

receivables factored with recourse.

Charge over Assets

The Group’s obligations under finance leases are secured by the
lessor’s charge over the leased asset. At 28th February, 2006, the
carrying amount of those leased assets was approximately
HK$83,155,000 (31.8.2005: HK$100,560,000) and the amount of
obligations under finance leases was approximately HK$12,264,000

(31.8.2005: HK$22,158,000).
EMPLOYEES AND EMOLUMENT POLICIES

At 28th February, 2006, the Group had approximately 23,000 full
time employees. There is no significant change in the Group’s

emolument policies.
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DIRECTORS' INTERESTS IN SECURITIES EE ZEHHER

At 28th February, 2006, the interests of the directors of the Company
and their associates in the shares and underlying shares of the
Company and its associated corporations, as recorded in the register
maintained by the Company pursuant to Section 352 of the
Securities and Futures Ordinance (“SFO”), or as otherwise notified to
the Company and The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) pursuant to the Model Code for Securities
Transactions by Directors of Listed Issuers contained in the Listing

Rules (the “Model Code”), were as follows:

Long positions in shares and underlying shares of the Company:

REZZEZERFZAZTNE  REXRQARES
RBERA (TFEEZRBEMRAG D) F35218RE 2
EMAERHE ETRAAN LT RRESETH
#R 52 BETFH (RESH) BABARQXAR
BEBMERSZMARNE ([BXM]) 2&H » &
RAZESREBBAREA AT REBE QTN
BEZROREERDESROT

RAEXBRDREERDVFERER

Approximate

Number of shares held as % of
BERBHE the issued
Beneficial Other share capital
Name of director owner interests Total L2 21T
EEaE BEEBERA Hfh 1 2 By % N 2
Mr.Ha Chung Fong 16,674,000 282,014,044 298,688,044 37.62
ENFEE (note)
(KaE)
Mr.Lau Hong Yon 280,000 — 280,000 0.04
MERERE
Ms.Yeh Yi Hao, Yvette 70,000 — 70,000 0.01
EREwat
Note: Kt :

Mr.Ha Chung Fong was deemed to be interested in 282,014,044 shares
in the Company in virtue of the set up of a discretionary trust, the Ha
Trust, for the benefit of his family and Trustcorp Limited (“Trustcorp”) is
the trustee of the Ha Trust. Trustcorp is the wholly owned subsidiary of
Newcorp Holdings Limited (“Newcorp”).

Other than as disclosed above, none of the directors of the
Company nor their associates had any interests or short positions in
any shares and underlying shares of the Company or any of its
associated corporations, which were recorded in the register as
required to be kept by the Company under Section 352 of the SFO
or as otherwise notified to the Company and the Stock Exchange

pursuant to the Model Code.

HRERF EEAHERKRRE L —BE1EEEthe
Ha Trust » [ bt 3 2 1E#E 5 282,014,044 18 2N 2 B i} 12
FER © Trustcorp Limited ([ Trustcorpl) % the Ha Trust
ZZFE A ° Trustcorp@Newcorp Holdings Limited

([Newcorpl) 2 ZEHB AT

BREMBES  BEBEADAIRESRPBEGRHE
2GR EZEMACHIRELEFAABAR
NAIRBRFAZER  ARAEEREBEAL
\BEB AR QR HARD AR E R EMEMRG R
HERDERRKE -
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SUBSTANTIAL SHAREOLDERS' AND OTHER SHAREHOLDERS'INTERESTS

FERRREMIRRER

At 28th February, 2006, the register of substantial shareholders
maintained by the Company pursuant to Section 336 of the SFO shows
that other than the interests disclosed above in respect of certain
directors, the following shareholders had notified the Company of

relevant interests in the issued share capital of the Company.

Long positions in shares and underlying shares of the Company:

REZBEREZAZTNE REALARES
REERGIFEBAMRTRENETERREMAT -
BREMMHESCTHE 2RI UTRREE
HNARABDNEFEEADAESHITRANEEESR

RARBRDREEBROGHEFRBR
Approximate
% of
the issued

share capital

Name of substantial shareholder Number of shares  Capacity HIEE 1T
TERREHE KRBEE HH B A EL 2
Ms.Tang Kuen Mui 298,688,044 Spouse interest 37.62
Bk & = (notes1and3)  BE{BHER
(BtaE1R3)
Newcorp 282,014,044 Interest of corporation controlled 35.52
(notes2and3)  FREEGIRNEBE N ER
(BMtiZ2R3)
Mondrian Investment Partners Ltd. 95,823,000 Investment manager 12.07
REEHE
Gryphon Investment Counsel Inc. 76,553,217 4,508,000 shares as investment 9.64
manager and 72,045,217 shares as
interest of corporation controlled
4,508,000/% B R & K E R
72,0452170 % FREE S HY
5% 0 ¢
Templetion Investment Counsel, LLC 47,642,000 Investment manager 6.00
REEHE
Notes: Wt
1. Ms.Tang Kuen Mui, spouse of Mr.Ha Chung Fong, was deemed to 1. HEKZETAERFT LEZEE  EmEEE

be interested in the shares.

2. Newcorp is the ultimate controlling shareholder of Trustcorp and
Trustcorp is the trustee of the Ha Trust, a discretionary trust set up
by Mr.Ha Chung Fong for the benefit of his family.

3. The interests of Mr. Ha Chung Fong, Ms. Tang Kuen Mui and
Newcorp were duplicated.

Other than as disclosed above, the Company has not been notified
of any other relevant interests or short position in the issued share

capital of the Company as at 28th February, 2006.
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PURCHASE, SALE AND REDEMPTION OF THE COMPANY'’S LISTED SECURITIES

BBE HERBOAXRAFZLTES

During the period, neither the Company nor any of its subsidiaries

purchased, sold or redeemed any of the Company’s listed securities.

CODE OF CORPORATE GOVERNANCE PRACTICES

None of the directors of the Company is aware of any information
which would reasonably indicate that the Company is not, or, was
not during the six months ended 28th February, 2006 in compliance
with the Code on Corporate Governance Practices (the “Code”) as
set out in Appendix 14 of the Listing Rules which came into effect
on Tst September, 2005 to the Company, with deviation from the

code provision as explained below.

Under the code provision A.2.1, the roles of chairman and chief
executive officer (“CEOQ”) should be separate and should not be
performed by the same individual. The division of responsibilities
between the chairman and CEO should be clearly established and
set out in writing. Mr.Ha Chung Fong is presently the Chairman and
Managing Director of the Company. Having considered the current
business operation and nature of the Company, the Board is of the
view that Mr. Ha acting as both the roles of chairman and CEO is in
the best interest of the Company. The Board will review this

situation periodically.

AEEARATREFAMBATEEEE - HE
HEEARAQRFR ZLTHES
LEEGERH
ARABEBHTAANBEMER  BLUUEEHEER
ARAREBE-_ZTEEZE_BA=-+N\BLAEA
HEAER AL BT EHRAMSRI4TE 2%
EREATA (<A (BER=ZZEZHEFEAA—
BEEAQTMBER BT XFE <2< BE
X ZmEEITHBBRIN ©

FRMEXA2ABRTE > EFRETHAR ([1THA
BN ZzABEREERSD » TRH— ARERE - £
FRTBEBR 2B CBEITRBEERAELUE
HIE ENFEERARARZEERESHE
BE - REBANAZRBERERRENE &
EERAELLERRETIRATZEERITHA
BezAeNBRREALAFNE ESFHREHR
AR -

MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS

EFETESXHINEETA

The Company has adopted the Model Code as its own code of
conduct regarding securities transactions by the directors of the
Company. Having made specific enquiry of all directors of the
Company, the Company confirms that all directors of the Company
have complied with the required standard set out in the Model

Code for the period under review.

FRRECHRMEETADREABESETESR
SZRETH - EAXDAMEESFHES
# ARARRALAMBEENOENRCE

FRETFRFREZLEL -

35



FOUNTAIN SET (HOLDINGS) LIMITED

Interim Report 2006

AUDITCOMMITTEE BREZZEEE

The Company has established an Audit Committee for the purposes
of reviewing and providing supervision over the Company’s
financial reporting process and internal controls. The Audit
Committee presently comprises the three independent non-
executive directors of the Company. The Audit Committee has
reviewed the unaudited interim results. In addition, the Group's
external auditors have carried out a review of the unaudited interim
results in accordance with the Statement of Auditing Standards 700
“Engagements to Review Interim Financial Reports” issued by the

HKICPA.
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REMUNERATION COMMITTEE ¥EMNEE S

The Company has established a Remuneration Committee for the
purposes of making recommendations to the Board on the
Company'’s policy and structure for all kind of remunerations to
directors and senior management and on the establishment of a
formal and transparent procedure for developing policy on such
remunerations. The Remuneration Committee presently comprises
the three independent non-executive directors of the Company, Ms.
Yeh Yi Hao, Yvette (non-executive director of the Company) and Mr.

Wai Yick Man (executive director of the Company).
On behalf of the Board
Ha Chung Fong

Chairman

Hong Kong
19th May, 2006
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SHAREHOLDER INFORMATION % 5 & ¥}

Listing : Listed on the Main Board of
The Stock Exchange of Hong Kong Limited
since 20th April, 1988

Stock Code : 420

Board Lot : 2,000

Par Value : HK$0.20
Shares Issued : 794,010,960

Financial Calendar 2006/2007

Financial year ended 31st August, 2006
Interim results announced 19th May, 2006
Register of members closed 19th - 23rd June, 2006
Dispatch of dividend warrants About 7th July, 2006
2006 full year results to be announced Mid-December 2006
(subject to change)

Interim Dividend

The Board has resolved to pay an interim dividend of HK4.5 cents per share in
respect of the year ending 31st August, 2006 (2005: HK3.0 cents) to the
shareholders of the Company whose names appear on the register of
members on Friday, 23rd June, 2006. Dividend warrants will be sent to the
shareholders of the Company on or about Friday, 7th July, 2006.

Closure of the Register of Members

The register of members will be closed from Monday, 19th June, 2006 to
Friday, 23rd June, 2006, both days inclusive, during which period no transfer
of shares will be registered. In order to qualify for the interim dividend, all
transfers accompanied by the relevant share certificates must be lodged with
the Company'’s share registrars, Secretaries Limited, not later than 4:00 pm on
Friday, 16th June, 2006.

Shareholder Services

For enquiries about share transfer and registration, please contact the
Company’s share registrar:

Secretaries Limited

26/F, Tesbury Centre
28 Queen’s Road East
Wanchai, Hong Kong
Tel +852 2980 1766
Fax +852 2861 1465

Investor Relations

Ms Charmaine CHENG

Corporate Communications & Investor Relations Manager
Block A, 6/F, Eastern Sea Industrial Building

29-39 Kwai Cheong Road, Kwai Chung

New Territories, Hong Kong

Tel +852 34787017

Email pr@fshl.com
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Global Network
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Fountain Set (Holdings) Limited
SEHNe (Rl AERLE

Block A, 7/F, Eastern 5ea Industrial Bullding,
253-35 Ewal Cheang Road, Kwal Chiang,

iz Territories, Hong Kang

HETHERSE 03050
FaTRANARS

Tel MEZ +852 2485 1881




