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INTERIM RESULTS

Interim Report 2006

The board of directors (the “Board”) of Huafeng

Textile International Group Limited (the

“Company ”) is  pleased to announce the

unaudited condensed consolidated results of

the Company and its subsidiaries (the “Group”)

for the six months ended 31 March 2006 (the

“Period”). The interim results for the Period are

unaudited, but have been reviewed by the audit

committee of  the Company (the “Audit

Committee”).
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Six months ended 31 March

2006 2005

(Unaudited) (Unaudited)

Notes HK$’000 HK$’000

TURNOVER 3 279,191 263,265

Cost of services provided

and cost of sales (200,792) (192,422)

Gross profit 78,399 70,843

Other revenue 5,093 2,870

Selling and distribution expenses (9,180) (8,457)

Administrative expenses (14,580) (13,803)

Other operating expenses (4,094) (1,594)

PROFIT FROM
OPERATIVE ACTIVITIES 4 55,638 49,859

Finance costs 5 (5,955) (5,120)

PROFIT BEFORE TAXATION 49,683 44,739

Taxation 6 (1,236) (766)

PROFIT FOR THE PERIOD 48,447 43,973

Attributable to:

Equity shareholders

of the company 49,265 44,262

Minority interest (818) (289)

48,447 43,973

EARNINGS PER SHARE
Basic 8 HK6.3 cents HK5.7 cents 

Diluted HK6.3 cents HK5.7 cents 
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31 March 30 September

2006 2005

(Unaudited) (Audited)

Notes HK$’000 HK$’000

NON-CURRENT ASSETS
Property, plant and equipment 440,289 464,143

Goodwill 22,878 22,997

Investment securities 1,461 1,461

Deposits paid for acquisition

of long-term assets 28,634 28,634

Construction in progress 4,747 —

498,009 517,235

CURRENT ASSETS
Inventories 62,445 51,325

Trade receivables 9 106,067 86,876

Prepayments, deposits 78,370 24,041

and other receivables

Cash and bank balances 90,451 88,367

337,333 250,609

CURRENT LIABILITIES
Trade payables 10 29,843 28,008

Other payables and accruals 38,326 36,131

Interest-bearings borrowings 96,117 111,300

Provision for taxation 3,228 1,407

167,514 176,846

NET CURRENT ASSETS 169,819 73,763

TOTAL ASSETS LESS
CURRENT LIABILITIES 667,828 590,998
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31 March 30 September

2006 2005

(Unaudited) (Audited)

Notes HK$’000 HK$’000

NON-CURRENT LIABILITIES
Interest-bearing borrowings 102,754 75,933

Deferred taxation 15,671 16,174

118,425 92,107

NET ASSETS 549,403 498,891

CAPITAL AND RESERVES
Share capital 11 8,133 7,746

Reserves 531,365 480,421

Total equity attributable to equity

shareholders of the company 539,498 488,167

Minority interest 9,905 10,724

549,403 498,891
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Reserves

Fixed assets Exchange
revaluation fluctuation

Share Share reserve reserve Retained
Capital premium profits Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

At 1 October 2004 7,745 135,122 33,413 — 247,778 424,058
Net profit for the period — — — — 44,262 44,262
Dividend paid — — — — (7,745) (7,745)

7,745 135,122 33,413 — 284,295 460,575

Representing:
At 31 March 2005 after

proposed interim dividend 452,056
Proposed interim dividend 8,519

Shareholders’ funds 460,575

At 1 October 2005 7,746 135,186 32,050 12,672 300,513 488,167
Dividend in shares 387 — — — (387) —
Increase in Reserves — 3,776 — — — 3,776
Net profit for the period — — — — 49,265 49,265
Fluctuation in exchange — — — (1,016) — (1,016)
Deficit on revaluation on — — (694) — — (694)

plant and machinery

At 31 March 2006 8,133 138,962 31,356 11,656 349,391 539,498

Representing:
At 31 March 2006 after

proposed interim dividend 539,417
Proposed interim dividend 81

539,498
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Six months ended 31 March

2006 2005

(Unaudited) (Unaudited)

HK$’000 HK$’000

NET CASH (OUTFLOW)/
INFLOW FROM
OPERATING ACTIVITIES (52,520) 25,083

NET CASH OUTFLOW FROM
INVESTING ACTIVITIES (4,339) (24,899)

NET CASH INFLOW FROM
FINANCING ACTIVITIES 60,194 34,776

(DECREASE)/INCREASE IN
CASH AND CASH
EQUIVALENTS 3,335 34,960

CASH AND CASH EQUIVALENTS
AT THE BEGINNING
OF PERIOD 88,367 30,501

EFFECT OF FOREIGN EXCHANGE
RATE CHANGES (1,251) 0

CASH AND CASH EQUIVALENTS
AT END OF PERIOD 90,451 65,461

ANALYSIS OF BALANCES OF
CASH AND CASH
EQUIVALENTS AT END
OF PERIOD

Cash and bank balances 90,451 65,461
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1. BASIS OF PREPARATION

These unaudited condensed consolidated interim

financial statements are prepared in accordance

with Hong Kong Accounting Standard (“HKAS”)

34 “Interim Financial Repor ting” and other

relevant HKASs and Interpretations, the Hong

Kong Financial Reporting Standards (“HKFRS”)

issued by the Hong Kong Institute of Certified

Public Accountants (“HKICPA”), and the applicable

requirements of Appendix 16 of the Rules

Governing the Listing of Securities on The Stock

Exchange of Hong Kong Limited.

The accounting pol ic ies  and methods of

computation used in the preparation of these

condensed interim financial statements are

consistent with those used in the annual financial

statements for the year ended 30 September 2005

except that the Group has changed certain of its

accounting policies following its adoption of new

and revised HKFRSs and HKASs which are

effective for accounting periods beginning on or

after 1 January 2005.

The relevant changes in the Group’s accounting

policies resulting from the adoption of these new

and revised HKFRSs and HKASs are set out in note

2 below.

1.

34 

2
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2. IMPACT OF NEW AND REVISED HKFRSS

AND HKASS

HKICPA has issued a number of new and revised

HKFRSs, HKASs and interpretations which are

effective for accounting periods beginning on or

after 1 January 2005. The Group has adopted the

HKFRSs and HKASs that are applicable to its

operations. The comparative figures have been

amended as required.

The relevant new and revised HKFRSs, HKASs

t o g e t h e r  w i t h  t h e i r  i n t e r p r e t a t i o n s  a re

highlighted below:

(a) The adoption of HKAS 1 “Presentation of

Financial Statements” has affected the

presentation of minority interests and

share of  af ter-tax results  of  jointly

controlled entities and an associated

company.

Minority interests are presented in the

consolidated balance sheet within equity

and minority interests in the consolidated

profit and loss account are presented as

an allocation of the total profits for the

period between the minority interests

and the shareholders of the Company.

2.

(a) 1
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(b) The adoption of revised HKAS 17 “Leases”

has resulted in a change in the accounting

policy relating to the classification of

leasehold land. In accordance with HKAS

17, a lease of land and building should be

split into a lease of land and a lease of

building in proportion to the relative fair

values of the leasehold interests in the

land element and the building element of

the lease at the inception of the lease. The

up-front prepayment for land is stated at

cost and amortized over the period of the

lease whereas the leasehold building is

s t a t e d  a t  c o s t  l e s s  a c c u m u l a t e d

depreciation and impairment losses.

Long term portion of the land element is

reclassified as “Leasehold land and rental

prepayments” under the noncurrent

assets and the current portion of the land

element is included in “Prepayments,

deposits and other receivables” under the

current assets.

(c) The adoption of HKAS 32 “Financial

Instruments: Disclosure and Presentation”

and HKAS 39 “Financial Instruments:

Recognition and Measurement ” has

resulted in a change in the accounting

polic y relating to the treatment of

financial assets at fair value through profit

or loss account. These have also resulted

i n  a  c h a n g e  i n  t h e  r e c o g n i t i o n ,

measurement and c lass i f icat ion of

derivative financial instruments.

(b) 17

17

(c) 32

39  
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3. SEGMENT INFORMATION

Segment information is presented by way of two

segment formats:

(i) on a primary segment reporting basis, by

geographical segment; and

(ii) on a secondary segment reporting basis,

by business segment.

The principal activities of the Group are the

provision of fabrics processing services, and

manufacture and sale of  yarns, which are

managed according to the geographical location

of customers.

3.

(i)

(ii)
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(a) Geographical segments based on the

location of customers

Africa,
Australia and

The Philippines Greater China North America Consolidated

2006 2005 2006 2005 2006 2005 2006 2005

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Segment revenue:
Sales to external

customers 104,558 106,584 148,493 130,819 26,140 25,862 279,191 263,265

Segment results 37,621 36,587 6,830 5,631 9,671 9,455 54,122 51,673

Unallocated revenue 5,093 2,870
Unallocated expenses (3,577) (4,684)

Profit from operating
activities 55,638 49,859

Finance costs (5,955) (5,120)

Profit before taxation 49,683 44,739
Taxation 1,236 (766)

(a)

(b) Business segments

Manufacture
Fabrics processing and

services sale of yarns Elimination Consolidated

2006 2005 2006 2005 2006 2005 2006 2005

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Segment revenue:
Sales to external

customers 229,077 221,113 50,114 42,152 — — 279,191 263,265

Intersegment sales — — — 1,902 — (1,902) — —

Total revenue 229,077 221,113 50,114 44,054 — (1,902) 279,191 263,265

(b)
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4. PROFIT FROM OPERATING ACTIVITIES

The Group’s profit from operating activities is

arrived at after charging:

Six months ended 31 March

2006 2005

(Unaudited) (Unaudited)
 

HK$’000 HK$’000

Amortisation of goodwill 1,926 1,291
Depreciation 17,987 15,438

4.

5. FINANCE COSTS
Six months ended 31 March

2006 2005

(Unaudited) (Unaudited)
 

HK$’000 HK$’000

Interest on bank loans wholly
repayable within five years 5,724 3,557

Bank charges 231 1,563

5,955 5,120

5.

6. TAXATION
Six months ended 31 March

2006 2005

(Unaudited) (Unaudited)
 

HK$’000 HK$’000

Elsewhere in the People’s
Republic of China (“PRC”)
— current  1,830 1,300
— deferred  (594 ) (534 )

Tax charge for the period 1,236 766

6.
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No provision for Hong Kong profits tax has been

made as the Group did not generate any

assessable profits arising in Hong Kong in respect

of the Period (2005: Nil).

Taxes on profits assessable elsewhere have been

calculated at the rate of tax prevailing in the

jurisdictions in which the Group operates, based

on existing legislation, interpretations and

practices in respect thereof.

7. DIVIDEND

The Board has declared an interim dividend of

HK1 cent per share for the six months ended 31

March 2006 (2005: HK1.1 cent) to all shareholders

whose names appear on the register of members

of the Company on 28 July 2006.

8. EARNINGS PER SHARE

The calculation of basic earnings per share for the

Period is  based on the Group’s net profit

attributable to equity shareholders for the Period

o f  a p p r ox i m a te l y  H K $ 4 9 , 2 6 4 , 1 3 0  ( 2 0 0 5 :

HK$44,262,000) and the weighted average

number of 781,148,459 (2005: 774,552,000)

ordinary shares in issue during the Period.

7.

1 1.1

8 .

49,264,130

44,262,000

781,148,459

774,552,000
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9. TRADE RECEIVABLES

The Group normally allows credit terms to well-

established customers ranging from 30 to 90 days.

Full provision is made for outstanding debts aged

over one year.

An aging analysis of the trade receivables as at

the balance sheet date, based on the date of

recognition of the service income or goods sold,

is as follows:

31 March 30 September

2006 2005

(Unaudited) (Audited)

HK$’000 HK$’000

0 —  30 days 0  30 43,329 35,182

31 —  60 days 31  60 25,929 27,859

61 —  90 days 61  90 25,633 17,921

Over 90 days 90 11,176 5,914

106,067 86,876

9.

30

90
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10. TRADE PAYABLES

The Group normally obtains credit terms ranging

from 30 to 90 days from its suppliers.

An aging analysis of the trade payables as at the

balance sheet date, based on the date of receipt

of consumables or goods purchased, is as follows:

31 March 30 September
2006 2005

(Unaudited) (Audited)

HK$’000 HK$’000

0 —  30 days 0  30 17,009 12,977
31 —  60 days 31  60 8,296 7,786
61 —  90 days 61  90 812 4,373
Over 90 days 90 3,726 2,872

29,843 28,008

11. SHARE CAPITAL

10.

30 90 

31 March 30 September
2006 2005

(Unaudited) (Audited)

HK$’000 HK$’000

Authorised:
2,000,000,000 ordinary 2,000,000,000 

shares of HK$0.01 each 0.01 20,000 20,000

Issued and fully paid:
813,279,600 813,279,600

(2005: 774,452,000)
ordinary shares of 774,452,000
HK$0.01 each 0.01 

8,133 7,745

11.
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12. CONTINGENT LIABILITIES

At 31 March 2006, the Group did not have any

significant contingent liabilities (30 September

2005: Nil).

At 31 March 2006, the Company had provided

c o r p o r a t e  g u a r a n t e e  t o  t h e  e x t e n t  o f

H K $ 1 2 , 0 0 0 , 0 0 0  ( 3 0  S e p t e m b e r  2 0 0 5 :

HK$15,000,000) for banking facilities granted to

a subsidiary, which were utilised to the extent of

H K $ 1 2 , 0 0 0 , 0 0 0  ( 3 0  S e p t e m b e r  2 0 0 5 :

HK$15,000,000).

13. COMMITMENTS

At 31 March 2006, the Group had the following

capital commitments:

31 March 30 September
2006 2005

(Unaudited) (Audited)

HK$’000 HK$’000

Authorised but not contracted for

Purchases of leasehold land 10,000 13,094

Contracted for but not

provided for

Construction of leasehold

land and buildings — 2,453

Purchases of plant

and machinery 7,280 382

Non-current investments — 91,957

17,280 107,886

12.

12,000,000

1 5 , 0 0 0 , 0 0 0

12,000,000

15,000,000

13.
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14. RELATED PARTY TRANSACTIONS

During the Period, the Group paid rentals of

approximately HK$400,000 (2005: HK$377,000) to

the minority shareholder of  a  subsidiar y,

Shenyang Huafeng Dyeing & Printing Co., Ltd.

(“Shenyang Huafeng”), in respect of Shenyang

Hyafeng’s factory premises. The opinion of the

Board is that the above transactions with related

party were conducted on normal commercial

terms in the ordinary course of the Group’s

business.

15. COMPARATIVE FIGURES

Ce r t a i n  c o m p a r a t i v e  f i g u r e s  h a ve  b e e n

reclassified to conform to the presentation of

current Period.

14.

400,000

377,000

15.
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FINANCIAL REVIEW

The Group’s aggregate turnover for the Period

surged 6.05% to approximately HK$279 million

(corresponding period in 2005: approximately

HK$263 million). Profits attributable to the

equity shareholders grow from approximately

HK$44 million in the corresponding period last

ye a r  t o  a p p r ox i m a te l y  H K $ 4 8  m i l l i o n ,

representing a year-on-year increase of

approximately HK$4 million.

The mild growth in turnover was substained by

the steady demand of the market. Increase in

profit was attributable to system enhancement

and steady work force.  Gross profit margin of

the Group increased by 10% overall.

BUSINESS REVIEW

As a pioneer and leading fabric processor in

Fujian, China, the Group never rests on past

laurels. The Group continued fostering business

growth through timely and prudent horizontal

expansion initiatives. Simultaneously, the Group

remain committed to research & development

and sales of upstream products, to maximize

benefits from larger economies of scale and to

enhance profit margin.

6.05%

279,000,000

263,000,000

44,000,000

4,000,000 48,000,000

10%
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At present, the Group owns and operates five

plants, including Huafeng Knitting Co., Ltd.

(“Huafeng Knitting”) and Lingfeng Dyeing and

Weaving Co., Ltd. (“Lingfeng”), the fabric

processing operations in Shishi City; Shengyang

H u a f e n g  D y e i n g  &  P r i n t i n g  C o. , L t d .

(“Shengyang Huafeng”), the operating arm

specializing in fabric processing and printing

(corduroy and muslin); and the Group’s two

major yarn spinning operations, Huafeng Textile

(L ianyungang)  Co. , L td. ( “L ianyungang

Huafeng”) and Fenghua Texti le Co., Ltd.

(“Fenghua Textile”). Processing capacity of

Huafeng Knitting for the Period reached 73,000

tonnes and 70 million metres, with an average

utilization rate of 85%. Lingfeng yielded

remarkable business improvements when

compared to the turnover  pr ior  to our

acquisition in 2004. Average utilization rate of

the plant was 85%.

Shengyang Huafeng reported a mediocre

performance during the Period. Processing and

printing capacity only reached 5.4 million

metres. Taking into consideration the plant’s

aggregate production capacity of 36 million

metres, The Group recognised that there is a

tremendous room for improvement in this

73,000 70,000,000

85%

85%

5,400,000

36,000,000

4,500

65%
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sector. Turning to the yarn spinning operations,

processing capacity of Fenghua Textile was

4,500 tonnes during the six months under

review, representing a utilization rate of 65%;

while Lianyungang Huafeng is currently

operated by an independent third party. The

plant will be retained by the Group as a stable

rental income contributor.

In respond to the escalating market demand,

the Group sparked off a host of strategic

acquisitions in 2004, as the utilization rate of

Huafeng K nit t ing was  approaching i ts

saturation point. Such proactive moves brought

the Group’s overall processing capacity to new

heights. Production capacit y  for  fabr ic

processing and yarn spinning reached 98,400

tonnes and 13,000 tonnes respectively; while

capacity for corduroy grew to 36 million metres.

The Group has inevitably solidified its market

position to become one of the most established

f a b r i c  p r o c e s s o r s  i n  C h i n a .  T i m e l y

implementation of our business plans in the

past two years has proved effective, and the

Board believes that Shishi City should be the

98,400 13,000

36,000,000
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focal point for the Group’s future expansions.

Shishi city enjoys the worldwide fame as the

capital of casual wears in Southern China, its

strategic location has attracted thousands of

manufacturing setups. Leveraging the Group’s

well-established facilities in Shishi, the Group

aim at maximizing the Group’s benefits by

targeting future business acquisitions and

expansions within the region.

The Group has experienced various price

fluctuations of the supply during the Period. An

18.61% surge in cotton price and a 12% decline

in polyester f iber. The combined effects

impaired the net margin of the Group’s fabric

manufacturing business. On the other hand,

despite a 9.3% increase in the cost of dyeing

materials, the Group was capable of charging a

higher fee for its fabric processing services, due

to the newly imported technology in 2004. The

Group witness tangible results from such

technological investments during the first half

of 2006. While the cost of knitted fabric rose

11.27%, the Group was able to attain a price

increment of 36.5% for its products. It is evident

that the Group’s dynamic products have gained

wide market acceptance.

18.61%

12%

9.3%

11.27%

36.5%
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PROSPECTS

In line with the Group’s long-term policies, the

Group will continue to enhance our production

facilities, upgrade our product competitiveness

and strive to meet the highest standards of

service excellence for our clients. The Group has

embarked HK$10 million for expanding the

existing fabric processing facilities by 5% to

92,000 tonnes in 2006.

Co n c u r r e n t l y, t h e  G r o u p  i s  e x p l o r i n g

opportunities on the construction of a new

fabric manufacturing plant, adjacent to its

existing facilities in Shishi. With multiple plants

in close proximity, the Group would have

maximum flexibility in allocation of resources

to achieve considerable cost savings in

operating expenses. The upstream expansion

i nt o  f a b r i c  m a n u f a c t u r i n g  wo u l d  a l s o

complement the Group’s existing businesses in

fabric processing and yarn spinning, offering a

one-stop comprehensive services to clients, at

the same time, enhancing the Group’s profit

margin.

10,000,000

5% 92,000
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Following the phase-out of worldwide textile

quotas in 2005, the United States and the

European countries initiated to impose anti-

dumping duties and to re-impose quotas on

certain textile products from China to protect

domestic productions, but all in all, the Group

witness a more liberal and open market than

before. China will inevitably emerge as the

world’s largest exporter of printed and dyed

cloth. Capitalizing on the horizontal and

upstream expansions during the period under

review, the Group has successfully solidified its

business foundation and expanded its revenue

streams. The B oard remains  caut iously

o p t i m i s t i c  tow a rd s  t h e  G ro u p’s  f u t u re

prospects.

L I QU I D I T Y  A N D  F I NA N C I A L

RESOURCES

During the Period under review, the Group

principally met its funding requirements by

c a s h  f l ow s  f ro m  o p e r at i o n s  a n d  b a n k

borrowings. The net cash inflow from operating

ac tivit ies  and f inancing activit ies  were

approximately HK$52 million and HK$60 million

respectively.

52,000,000 60,000,000
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In February 2006, the Company had entered

into a hire purchase agreement (the “Hire

Purchase Agreement”) in obtaining a facility of

the aggregate amount of HK$12 million with a

large local bank. Under the Hire Purchase

Agreement, the Company has provided

corporate guarantee from Huafeng Trading

Macau Commercial Offshore Limited and

Treasure Wealth Assets Limited for the lender.

All amounts under the hire purchase was

utilised during the Period.

At 31 March 2006, the Group’s total bank

borrowings amounted to approximately

HK$198.8 million, of which 48.4% was short-

term bank borrowings and 51.6% was longterm

bank borrowings. Besides, 48% of the total bank

borrowings was subject to fixed interest rates

while 52% was subject to floating interest rates.

The Group’s bank borrowings were primarily

denominated in Renminbi and Hong Kong

dollars. For the Group’s total bank borrowings

as at 31 March 2006, 48% of the balance was

denominated in Renminbi and 52% of the

balance was denominated in Hong Kong

dollars.

12,000,000

Huafeng

Trading Macau Commercial Offshore

Limited Treasure Wealth Assets Limited

198,800,000

48.4% 51.6%

48% 52%

48% 52%
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At 31 March 2006, the Group’s bank borrowings

were secured by (i) certain plant and machinery

of the Group; (ii) certain leasehold land and

bui ld ings  of  the Group; ( i i i )  cor porate

guarantees given by the Company and its

subsidiaries; and (iv) charges over the equity of

its subsidiaries.

While the Group has increased its bank

borrowings, the gearing ratio, which was

calculated on the basis of total bank borrowings

to the total shareholders’ equity, decreased

from 0.38 as at 30 September 2005 to 0.36 as at

31 March 2006. The gearing ratio of 0.36 is

considered to be at a reasonably adequate

level.

At 31 March 2006, the Group had current assets

of approximately HK$337.3 million and current

liabilities of approximately HK$167.5 million.

The current ratio, which was calculated on the

basis of current assets to the current liabilities,

improved from 1.42 as at 30 September 2005

to 2.01 as at 31 March 2006, owing primarily to

the increased level of long term financing. The

current ratio of 2.01 was at a healthy level and

indicated that the Group’s liquidity remained

sound.

(i)

(ii) (iii)

(iv)

0.38

0.36

0.36

337,300,000

167,500,000

1.42

2.01

2.01
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CAPITAL STRUCTURE

At the annual general meeting of the Company

held on 24 Februar y 2006, an ordinar y

resolution was duly passed by the shareholders

of the Company with respect to the bonus issue

of shares on the basis of 1 bonus share for every

20 existing shares of the Company (the “Bonus

Issue”). Upon the granting of listing approval for

the Bonus Issue by the Stock Exchange, the

totaling 38,727,600 Bonus Shares were issued

on 1 March 2006. As a result of the Bonus Issue,

the total number of issued share capital of the

Company as at 31 March 2006 was 813,279,600.

FOREIGN EXCHANGE EXPOSURE

Most assets, liabilities and transactions of the

Group are denominated in Reminbi (“RMB”),

except overseas sales are denominated in

United States (“USD”) and Hong Kong dollars

(“HKD”). In view of the currency pack between

HKD and USD and relatively stable RMB at

HKD1.00 equals to RMB1.03, the fluctuations of

foreign currencies did not have a significant

impact on the performance of the Group.

20 1

38,727,600

813,279,600

1.00 1.03
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CAPITAL EXPENDITURES

During the Period under review, the total capital

expenditure of the Group was approximately

HK$16.5 million, of which approximately HK$10

million was used for the purchase of leasehold

land for the further development of the Group

and approximately HK$5.5 million was used for

the expansion of fabric processing production

capacity.

CHARGES ON ASSETS

As aforesaid, the Company has entered into Hire

Purchase Agreement in February 2006 in

obtaining a facility of the aggregate amount of

HK$12 million.

Save as disclosed above, at 31 March 2006, the

Group’s leasehold land and building with an

aggregate net book value of approximately

HK$10 million and plant and machinery with an

aggregate net book value of approximately

HK$70 million were pledged to banks to secure

banking facilities granted to the Group.

CONTINGENT LIABILITIES

At 31 March 2006, the Group did not have any

significant contingent liabilities (30 September

2005: Nil).

16,500,000 10,000,000

5,500,000

12,000,000

10,000,000

70,000,000
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At 31 March 2006, the Company had provided

corporate guarantee to the extent of HK$27

million (30 September 2005: HK$25 million) for

banking facilities granted to a subsidiary, which

were utilised to the extent of HK$27 million (30

September 2005: HK$25 million.

M AT E R I A L  A C QU I S I T I O N  O R

DISPOSAL OF SUBSIDIARIES AND

ASSOCIATED COMPANIES

There is no material acquisition or disposal of

subsidiaries and associated companies during

the Period under review.

EMPLOYMENT INFORMATION

At 31 March 2006, the Group had a total of

approximately 2,230 (2005: 2,400) employees in

Hong Kong, Macau and the PRC. The Group’s

emoluments policies are formulated on the

performance of individual employee and on the

basis of the salary trends in various regions, and

are reviewed periodically.

In addition, the Group maintains a share option

scheme for the purpose of providing incentives

and rewards to the eligible participants for their

contributions to the Group.

27,000,000

25,000,000

27,000,000

25,000,000

2,230

2,400
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INTERIM DIVIDEND

The Board has resolved to pay interim dividend

of HK1 cent per share for the six months ended

31 March 2006 (2005: HK1.1 cent). The total

dividend will be approximately HK$8,804,796

(2005: HK$8,519,000). The dividend will be

payable on or around 18 August 2006 to

shareholders whose names appear on the

Register of Members on 28 July 2006.

CLOSURE OF REGISTER OF MEMBERS

The register of members of the Company will

be closed from 26 July 2006 to 28 July 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 Registrar,

Union Registrar Limited, at 311-312 Two

Exchange Square, Central, Hong Kong no later

than 4:00 p.m. on 25 July 2006.

1

1.1

8,804,796 8,519,000

311 312
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DIRECTORS’ INTERESTS AND

SHORT POSITIONS IN SHARES AND

UNDERLYING SHARES

At 31 March 2006, the interests of the directors

of the Company or their respective associates

in the shares and underlying shares of the

Company or its associated corporations (within

the meaning of Part XV of the Securities and

Future Ordinance (the “SFO”)) which are

required to be notified to the Company and The

Stock Exchange of Hong Kong Limited (the

“Stock Exchange”) pursuant to Divisions 7 and

8 of Part XV of the SFO, or as recorded in the

register required to be maintained pursuant to

Section 352 of the SFO, or as otherwise notified

to the Company or the Stock Exchange

pursuant to the Model Code for Securities

Transaction by Directors of Listed Companies

XV

XV 7

8

352
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(the “Model Code”) in the Listing Rules were as

follows:

Long positions

Ordinary Shares of HK$0.01 each of the Company

Approximate

percentage

Type of Number of of shareholding

Name of director Capacity interest shares held in the Company

Mr. Cai Zhen Rong Beneficial owner Personal 427,140,000 52.52%

Save as disclosed above, at 31 March 2006, none

of the directors of the Company or their

respective associates had any interest or short

positions in the shares, underlying shares or

debentures of the Company or any of its

associated corporations (within the meaning of

Part XV of the SFO) which are required to be

notif ied to the Company and the Stock

Exchange pursuant to Divisions 7 and 8 of Part

XV of the SFO, or as recorded in the register

required to be maintained pursuant to Section

352 of the SFO, or as otherwise to be notified

to the Company or the Stock Exchange

pursuant to the Model Code in the Listing Rules.

0.01

XV

XV 7 8

352
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SHARE OPTION SCHEME

The Company operates a share option scheme

(the “SO Scheme”) for the purpose of providing

incentives and rewards to eligible participants

who contribute to the success of the Group’s

operations. Eligible participants of the SO

Scheme include the Company’s directors,

including independent non-executive directors,

employees of the Group, suppliers of goods or

services to the Group, customers of the Group,

persons or  entit ies  providing research,

development or other technological support to

the Group, and any minority shareholder in the

Company ’s subsidiaries. The SO Scheme

became effective on 30 August 2002 and, unless

otherwise cancelled or amended, will remain in

force for 10 years from that date.

The maximum number of unexercised share

options currently permitted to be granted

under the SO Scheme is an amount equivalent,

upon their exercise, to 10% of the shares of the

Company in issue at any time. The maximum

number of shares issuable under share options

to each eligible participant in the SO Scheme

within any 12-month year, is limited to 1% of

the shares of the Company in issue at any time.

Any further grant of share options in excess of

this limit is subject to shareholders’ approval in

a general meeting.

10%

1%
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Share options granted to a director, chief

executive or substantial shareholder of the

Company, or to any of their associates, are

subjec t  to  approval  in  advance by the

independent non-executive directors. In

addition, any share options granted to a

substantial shareholder or an independent

non-executive director of the Company, or to

any of their associates, in excess 0.1% of the

shares of the Company in issue at any time or

with an aggregate value (based on the closing

price of the Company’s shares at the date of the

grant) in excess of HK$5 million, within 12-

month year, are subject to shareholders’

approval in advance in a general meeting.

The offer of a grant of share options may be

accepted within 21 days from the date of the

offer, upon payment of a nominal consideration

of HK$1 in total by the grantee. The exercise

y e a r  o f  t h e  s h a r e  o p t i o n s  g r a n t e d  i s

determinable by the directors, and commences

after a certain vesting period and ends on a

date which is not later than 10 years from the

date of the grant of the share options or the

expiry date of the SO Scheme, if earlier.

0.1%

5,000,000

21

1
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The exercise price of the share options is

determinable by the directors, but may not be

less than the higher of (i) the closing price of

the Company’s shares as stated in the Stock

Exchange’s daily quotations sheet on the date

of the offer of grant, which must be a trading

day; (i i)  the average closing price of the

Company ’s shares as stated in the Stock

Exchange’s daily quotation sheets for the five

trading days immediately preceding the date

of the offer of the grant; and (iii) the nominal

value of the Company’s shares.

No options had been granted or agreed to be

granted or outstanding under the SO Scheme

for the period ended 31 March 2006.

To ensure the transparency of the status in

relation to the granting of share options, the

Company will make an announcement to the

public to inform the shareholders of the

Company promptly every time when the

directors of the Company approve granting of

further share option.

(i)

(ii)

(iii)
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SUBSTANTIAL SHAREHOLDERS’

INTERESTS AND SHORT POSITIONS

IN SHARES AND UNDERLYING

SHARES

At 31 March 2006, to the best knowledge of the

directors of the Company, the following person

(other than a director of the Company) who had

interests or short positions in the shares and

underlying shares of the Company which would

fall to be disclosed to the Company under the

provision of Division 2 and 3 of Part XV of the

SFO, or which were recorded in the register

required to be kept by the Company pursuant

to Section 336 of the SFO:

Long positions

Ordinary Shares of HK$0.01 each of the Company

Approximate

percentage

Number of of shareholding

Name of shareholder Capacity shares held in the Company

Ms. Su Li Yuan Interest of spouse 427,140,000 52.52%

(Note)

XV 2 3

336

0.01
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Note: These 427,140,000 shares are held and

beneficially owned by Mr. Cai Zhen Rong, an

executive director of the Company and the

spouse of Ms. Su Li Yuan. Under the SFO, Ms.

Su Li Yuan is deemed to be interested in these

427,140,000 shares.

Save as disclosed above, at 31 March 2006, no

person, other than the directors of  the

Company whose interests are set out in the

section “Directors’ interests and short positions

in shares and underlying shares” above, had any

interest or short positions in the shares or

underlying shares of the Company which are

required to be notified to the Company and the

Stock Exchange under the provisions of

Divisions 2 and 3 of Part XV of the SFO, or which

were recorded in the register required to be

kept by the Company pursuant to Section 336

of the SFO.

DIRECTOR’S RIGHTS TO ACQUIRE

SHARES OR DEBENTURES

Save as disclosed under the headings “Directors’

interests and short positions in shares and

underlying shares ” and “Share option scheme”,

at no time during the Period was the Company,

its  subsidiaries or any of  its  associated

427,140,000

427,140,000

XV 2

3

336

XV
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corporations (within the meaning of Part XV of

the SFO) a party to any arrangements to enable

the directors of the Company or their associates

(as defined in the Listing Rules) to acquire

benefits by means of acquisition of shares in,

or debentures of, the Company or any other

body corporate.

POST BALANCE SHEET EVENT

On 2 May 2006, there are totaling 67,200,000

share options were granted to 10 employees of

the Company or its subsidiaries or its invested

entity (the “Eligible Employees”) on 2 May 2006,

each of Eligible Employees was granted Share

Options to subscribe for 6,720,000 shares of the

Company at the exercise price of HK$0.395 and

the exercise period is from 2 May 2006 to 1 May

2009 (the “Grant of Share Options”). All the

Eligible Employees has accepted the Grant of

Share Options and also fully exercised. The

relevant announcement of the Grant of Share

Options has been published on 10 May 2006.

As a result of the exercise of share options as

referred to the above, the total number of

issued share capital as at the date of this report

was 880,479,600.

67,200,000

0.395

6,720,000

880,479,600
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PURCHASE, SALE OR REDEMPTION

OF LISTED SECURITIES OF THE

COMPANY

Neither the Company nor any of its subsidiaries

purchased, sold or redeemed any of the

Company’s listed securities during the Period.

MODEL CODE FOR SECURITIES

TRANSACTIONS BY DIRECTORS

The Company has adopted the Code of Conduct

regarding securities transactions by directors as

set out in Appendix 10 of the Listing Rules

during the Period and all  directors have

complied with required standard of dealings set

out therein.

CORPORATE GOVERNANCE

In the opinion of the directors, the Company has

compl ied with  the Co de on Corporate

Governance Practices (the “CG Code”) as set out

in Appendix 14 to the Listing Rules during the

six months ended 31 March 2006 except for the

following deviations:



43

DISCLOSURE OF ADDITIONAL INFORMATION

Interim Report 2006

Code A.2.1

Under the code provision A.2.1 of the CG Code,

the roles of chairman and chief executive officer

should be separate and should not  be

per formed by the same individual . The

Company does not at present have any officer

with the title of “chief executive officer” but the

Chairman of the Board, Mr. Cai Zhen Rong,

provides overall leadership for the Board and

takes the lead to ensure the Board acts in the

b e s t  i n t e r e s t  o f  t h e  G r o u p. T h e  d a i l y

management of the Group’s business is shared

among the executive directors of the Company.

The Group will endeavour to ensure that there

is a clear division of these responsibilities at the

board level to maintain a balance of power and

authority.

Code A.4.1

Under the code provision A.4.1 of the CG Code,

non-executive directors should be appointed

for a specific term, subject to re-election. The

current independent non-executive directors of

the Company, namely Ms. Choy So Yuk, Mr.

Lawrence Gonzaga and Mr. Wong Siu Hong are

not appointed for specific terms, but are subject

to retirement by rotation and re-election at the

annual general meeting of the Company in

accordance with the Company’s articles of

association.

A.2.1

A.2.1

A.4.1

A.4.1

Lawrence Gonzaga
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AUDIT COMMITTEE

The Company has establ ished an audit

c o m m i t t e e  i n  a c c o r d a n c e  w i t h  t h e

requirements of the Code for the purposes of

reviewing and providing supervision over the

Group’s financial reporting process and internal

controls. The Audit Committee comprises three

independent non-executive directors of the

Company. This interim results have been

re v i e w e d  a n d  a p p r ov e d  by  t h e  A u d i t

Committee, but have not been audited by the

auditors of the Company. During the Period, a

regular meeting of the Audit Committee has

been held.

On behalf of the Board

Cai Yang Bo

Executive Director

Hong Kong, 27 June 2006




