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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2006

1. GENERAL

The Company is incorporated in Bermuda as an exempted company under The Companies Act 1981 of Bermuda (as
amended). Its shares are listed on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”). The addresses of the
registered office and principal place of business of the Company are disclosed in the corporate information section out
in the annual report.

The financial statements are presented in Hong Kong dollars, which is the same as the functional currency of the Company.

The Company is an investment holding company. Its subsidiaries are principally engaged in the production and sale of
knitted fabric and dyed yarn and provision of related subcontracting services, trading of garment products and provision
of quality inspection services.

2. APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS

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

The adoption of the new HKFRSs has resulted in changes to the Group’s accounting policies in the following areas that
have an effect on how the results for the current or prior accounting years are presented:

(i) Business Combinations

HKFRS 3 “Business Combinations” is effective for business combinations for which the agreement date is on or
after 1 January 2005. The Group has not entered into any agreement between the period from 1 January 2005 to
31 March 2005. On 1 April 2005, the Group has applied the transitional provisions of HKFRS 3. The principal
effects of the application of HKFRS 3 to the Group are summarised below:

Goodwill

In previous years, goodwill arising on acquisitions prior to 1 April 2001 was held in reserves, and goodwill arising
on acquisitions after 1 April 2001 was capitalised and amortised over its estimated useful life. The Group has
applied the relevant transitional provisions in HKFRS 3. Goodwill previously recognised in reserves of approximately
HK$1,452,000 has been transferred to the Group’s accumulated profits on 1 April 2005. With respect to goodwill
previously capitalised on the balance sheet, the Group on 1 April 2005 eliminated the carrying amount of the
related accumulated amortisation of approximately HK$2,584,000 with a corresponding decrease in cost of
goodwill (see note 17). The Group has discontinued amortising such goodwill from 1 April 2005 onwards and
such goodwill will be tested for impairment at least annually. Goodwill arising on acquisitions after 1 April 2005
is measured at cost less accumulated impairment losses (if any) after initial recognition. As a result of this change
in accounting policy, no amortisation of goodwill has been charged in the current year. Comparative figures for
2005 have not been restated.
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2. APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS (Continued)

(ii) Share-based Payments

In the current year, the Group has applied HKFRS 2 “Share-based Payment” which 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 1 April 2005. In relation to share options granted before 1 April 2005, the
Group chooses not to apply HKFRS 2 with respect to those share options granted on or before 7 November 2002
and vested before 1 April 2005. As there were no unvested share options at 1 April 2005, there is no financial
impact to the Group for the prior and current periods.

(iii) Financial Instruments

In the current year, the Group has applied HKAS 32 “Financial Instruments: Disclosure and Presentation” and
HKAS 39 “Financial Instruments: Recognition and Measurement”. HKAS 32 requires retrospective application.
HKAS 39, which is effective for annual periods beginning on or after 1 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
current or prior accounting periods. The principal effects resulting from the implementation of HKAS 39 are
summarised below:

Financial assets and financial liabilities other than debt and equity securities

From 1 April 2005 onwards, the Group has classified and measured its financial assets and financial liabilities
other than debt and equity securities (which were previously outside the scope of SSAP 24) in accordance with
the requirements of HKAS 39. Financial assets under HKAS 39 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
“other financial liabilities”. Financial liabilities at fair value through profit or loss are measured at fair value, with
changes in fair value being recognised in profit or loss directly. Other financial liabilities are carried at amortised
cost using the effective interest method after initial recognition. There is no financial impact to the Group for
the prior and current periods.

Derivative financial instruments

From 1 April 2005 onwards, all derivative financial instruments that are within the scope of HKAS 39 are required
to be carried at fair value at each balance sheet date. Under HKAS 39, derivative financial instruments are
deemed as held-for-trading financial assets or financial liabilities, unless they qualify and are designated as
effective hedging instruments. Changes in fair values of such derivative financial instruments are recognised in
profit or loss for the period in which they arise. Net loss arising from changes in fair value of derivative financial
instruments of approximately HK$2,054,000 has been recognised in profit and loss for the year.
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2. APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS (Continued)

(iii) 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 for transfers of financial assets on or after 1 April 2005.
As a result, the Group’s bill receivables discounted with full recourse and debts factored with full recourse which
were derecognised prior to 1 April 2005 have not been restated. As at 31 March 2006, the Group’s bills receivables
discounted with full recourse and debts factored with full recourse have not been derecognised. Instead, the
related borrowings of approximately HK$191,248,000 as at 31 March 2006 have been recognised on the balance
sheet date. This change in accounting policy has had no material effect on the results for the year.

(iv) Owner-occupied Leasehold Interest in Land

In previous years, owner-occupied leasehold land and buildings were included in property, plant and equipment
and measured using the cost model. In the current year, 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 and amortised over the
lease term on a straight-line basis. This change in accounting policy has been applied retrospectively (see Note 3
for the financial impact). Alternatively, where the allocation between the land and buildings elements cannot be
made reliably, the leasehold interests in land continue to be accounted for as property, plant and equipment.

(v) Investment Properties

In the current year, the Group has, for the first time, applied HKAS 40 “Investment Property”. The Group has
elected to use the fair value model to account for its investment properties which requires gains or losses arising
from changes in the fair value of investment properties to be recognised directly in the profit or loss for the
period in which they arise. In previous years, investment properties under the predecessor Standard were measured
at open market values, with revaluation surplus or deficits credited or charged to investment property revaluation
reserve unless the balance on this reserve was insufficient to cover a revaluation decrease, in which case the
excess of the revaluation decrease over the balance on the investment property revaluation reserve was charged
to the income statement. Where a decrease had previously been charged to the income statement and a revaluation
subsequently arose, that increase was credited to the income statement to the extent of the decrease previously
charged. The Group has applied the relevant transitional provisions in HKAS 40 and elected to apply HKAS 40
from 1 April 2005 onwards. The amount held in investment property revaluation reserve at 1 April 2005 of
approximately HK$2,657,000 has been transferred to the Group’s accumulated profits (see Note 3 for the financial
impact).
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2. APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS (Continued)

(vi) 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 year, 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 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. Comparative figures for 2005 have been restated (see Note 3 for the financial
impact).

The Group has not early applied the following new standards, amendments or interpretations that have been
issued but are not yet effective. The directors of the Company anticipate that the application of these standards,
amendments or interpretation will have no material impact on the financial statements of the Group.

HKAS 1 (Amendment) Capital disclosures1

HKAS 19 (Amendment) Actuarial gains and losses, group plans and disclosures2

HKAS 21 (Amendment) Net investment in a foreign operation2

HKAS 39 (Amendment) Cash flow hedge accounting of forecast intragroup transactions2

HKAS 39 (Amendment) The fair value option2

HKAS 39 & HKFRS 4 (Amendments) Financial guarantee contracts2

HKFRS 6 Exploration for and evaluation of mineral resources2

HKFRS 7 Financial instruments: Disclosures1

HK(IFRIC) – INT 4 Determining whether an arrangement contains a lease2

HK(IFRIC) – INT 5 Rights to interests arising from decommissioning, restoration and
environmental rehabilitation funds2

HK(IFRIC) – INT 6 Liabilities arising from participating in a specific market –
waste electrical and electronic equipment3

HK(IFRIC) – INT 7 Applying the restatement approach under HKAS 29
Financial Reporting in Hyperinflationary Economies4

HK(IFRIC) – INT 8 Scope of HKFRS 25

HK(IFRIC) – INT 9 Reassessment of embedded derivatives6

1 Effective for annual periods beginning on or after 1 January 2007.
2 Effective for annual periods beginning on or after 1 January 2006.
3 Effective for annual periods beginning on or after 1 December 2005.
4 Effective for annual periods beginning on or after 1 March 2006.
5 Effective for annual periods beginning on or after 1 May 2006.
6 Effective for annual periods beginning on or after 1 June 2006.
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3. SUMMARY OF THE EFFECTS OF THE CHANGES IN ACCOUNTING POLICIES

The effects of the changes in the accounting policies described above on the results for the current and prior years are as
follows:

Effect of 2006 2005
HK$’000 HK$’000

Non-amortisation of goodwill HKFRS 3 923 –
Decrease in depreciation HKAS 17 334 334
Changes in fair value of derivative financial

instruments HKAS 39 (2,054) –
Changes in fair value of investment properties HKAS 40 17,539 –
Increase in deferred tax liabilities relating

to investment properties HK(SIC) 21 (3,194) (1,334)

Increase (decrease) in profit 13,548 (1,000)

The effect of the application of the new HKFRSs as at 31 March 2005 and 1 April 2005 are summarised below:

As at
31 March As at As at

2005 31 March 1 April
(originally Effect of Effect of 2005 Effect of Effect of Effect of 2005

stated) HKAS 17 HK(SIC) 21 (restated) HKAS 39 HKAS 40 HKFRS 3 (restated)
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Balance sheet items

Property, plant and
equipment 1,021,537 (23,818) – 997,719 – – – 997,719

Prepaid lease payments – 24,682 – 24,682 – – – 24,682
Derivative financial

instruments
– assets – – – – 765 – – 765
– liabilities – – – – (1,394) – – (1,394)

Deferred tax liabilities – – (3,754) (3,754) – – – (3,754)

Total effect on assets
and liabilities 1,021,537 864 (3,754) 1,018,647 (629) – – 1,018,018

Accumulated profits 484,506 864 (3,754) 481,616 (629) 2,657 (1,452) 482,192
Investment property

revaluation reserve 2,657 – – 2,657 – (2,657) – –
Goodwill reserve (1,452) – – (1,452) – – 1,452 –

Total effect on equity 485,711 864 (3,754) 482,821 (629) – – 482,192
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3. SUMMARY OF THE EFFECTS OF THE CHANGES IN ACCOUNTING POLICIES (Continued)

The financial effects of the application of the new HKFRS to the Group’s equity at 1 April 2004 are summarised below:

As originally Effect of Effect of As
stated HKAS 17 HK(SIC) 21 restated

HK$’000 HK$’000 HK$’000 HK$’000

Accumulated profits and total effect
on equity 342,983 530 (2,420 ) 341,093

4. SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared on the historical cost basis except for investment properties
and certain financial instruments which are measured at fair value, as explained in the accounting policies set out below:

The consolidated financial statements have been prepared in accordance with HKFRS issued by the HKICPA. In addition,
the consolidated financial statements include applicable disclosures required by the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”) and by the Hong Kong Companies Ordinance.

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and its subsidiaries made up
to 31 March each year.

The results of subsidiaries acquired or disposed of during the year are included in the consolidated income statement
from or up to their effective dates of acquisition or disposal, as appropriate.

All inter-company transactions and balances within the Group are eliminated on consolidation.

Minority interests in the net assets of consolidated subsidiaries are presented separately from the Group’s equity therein.
Minority interests in the net assets consist of the amount of those interests at the date of the original business combination
and the minority’s share of changes in equity since the date of the combination. Losses applicable to the minority in
excess of the minority’s interest in the subsidiary’s equity are allocated against the interests of the Group except to the
extent that the minority has a binding obligation and is able to make an additional investment to cover the losses.

Goodwill

Goodwill arising on acquisitions prior to 1 January 2005

Goodwill arising on acquisition of a subsidiary for which the agreement date is before 1 January 2005 represents the
excess of the cost of acquisition over the Group’s interest in the fair value of the identifiable assets and liabilities of
relevant subsidiary at the date of acquisition.

For previously capitalised goodwill arising on acquisitions after 1 April 2001, the Group has discontinued amortisation
from 1 April 2005 onwards, and such goodwill is tested for impairment annually, and whenever there is an indication
that the cash generating unit to which the goodwill relates may be impaired (see the accounting policy below).

Goodwill arising on acquisitions on or after 1 January 2005

Goodwill arising on an acquisition of a subsidiary for which the agreement date is on or after 1 January 2005 represents
the excess of the cost of acquisition over the Group’s interest in the fair value of the identifiable assets, liabilities and
contingent liabilities of the relevant subsidiary at the date of acquisition. Such goodwill is carried at cost less any
accumulated impairment losses.
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4. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Goodwill (Continued)

Goodwill arising on acquisitions on or after 1 January 2005 (Continued)

Capitalised goodwill arising on an acquisition of a subsidiary is presented separately in the balance sheet.

For the purposes of impairment testing, goodwill arising from an acquisition is allocated to each of the relevant cash-
generating units, or groups of cash-generating units, that are expected to benefit from the synergies of the acquisition.
A cash-generating unit to which goodwill has been allocated is tested for impairment annually, and whenever there is an
indication that the unit may be impaired. For goodwill arising on an acquisition in a financial year, the cash-generating
unit to which goodwill has been allocated is tested for impairment before the end of that financial year. When the
recoverable amount of the cash-generating unit is less than the carrying amount of the unit, the impairment loss is
allocated to reduce the carrying amount of any goodwill allocated to the unit first, and then to the other assets of the
unit pro rata on the basis of the carrying amount of each asset in the unit. Any impairment loss for goodwill is recognised
directly in the income statement. An impairment loss for goodwill is not reversed in subsequent periods.

On subsequent disposal of a subsidiary, the attributable amount of goodwill capitalised is included in the determination
of the amount of profit or loss on disposal.

Revenue recognition

Sales of goods are measured at the fair value of the consideration received or receivable for goods and services provided
in the normal course of business, net of discounts and sales related taxes.

Sales of goods are recognised when goods are delivered and title has passed.

Service income is recognised when services are provided.

Subcontracting income is recognised when services are provided.

Interest income from a financial asset is accrued on a time basis, by reference to the principal outstanding and at the
effective interest rate applicable, which is the rate that exactly discounts the estimated future cash receipts through the
expected life of the financial asset to that asset’s net carrying amount.

Property, plant and equipment

Construction in progress is stated at cost less any accumulated impairment losses. Cost includes all development expenditure
and other direct costs, including borrowing costs capitalised in accordance with the Group’s accounting policy, attributable
to such projects. It is not depreciated until the completion of construction. Cost on completed construction works is
transferred to the appropriate categories of property, plant and equipment.

Property, plant and equipment, other than construction in progress, are stated at cost less subsequent accumulated
depreciation and any accumulated impairment losses.

Depreciation is provided to write off the cost of items of property, plant and equipment, other than construction in
progress, over their estimated useful lives, using the straight line method.

Assets held under finance leases are depreciated over their expected useful lives on the same basis as owned assets or,
where shorter, the term of the relevant lease.

An item of property, plant and equipment is derecognised upon disposal or when no future economic benefits are
expected to arise from the continued use of the asset. Any gain or loss arising on derecognition of the asset (calculated
as the difference between the net disposal proceeds and the carrying amount of the item) is included in the income
statement in the year in which the item is derecognised.



VICTORY CITY INTERNATIONAL
HOLDINGS LIMITED52

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2006

4. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Investment properties

On initial recognition, investment properties are measured at cost, including any directly attributable expenditure.
Subsequent to initial recognition, investment properties are measured using the fair value model. Gains or losses arising
from changes in the fair value of investment property are included in profit or loss for the period in which they arise.

An investment property is derecognised upon disposal or when the investment property is permanently withdrawn from
use or no future economic benefits are expected from its disposals. Any gain or loss arising on derecognition of the asset
(calculated as the difference between the net disposal proceeds and the carrying amount of the asset) is included in the
income statement in the year in which the item is derecognised.

Leasing

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and rewards of
ownership to the lessee. All other leases are classified as operating leases.

The Group as lessor

Rental income from operating leases is recognised in the income statement on a straight line basis over the term of the
relevant lease. Initial direct costs incurred in negotiating and arranging an operating lease are added to the carrying
amount of the leased asset and recognised as an expense on a straight line basis over the lease term.

The Group as lessee

Assets held under finance leases are recognised as assets of the Group at their fair value at the inception of the lease or,
if lower, at the present value of the minimum lease payments. The corresponding liability to the lessor is included in the
balance sheet as a finance lease obligation. Lease payments are apportioned between finance charges and reduction of
the lease obligation so as to achieve a constant rate of interest on the remaining balance of the liability. Finance charges
are charged directly to profit or loss.

Rentals payable under operating leases are charged to profit or loss on a straight line basis over the term of the relevant
lease. Benefits received and receivable as an incentive to enter into an operating lease are recognised as a reduction of
rental expense over the lease term on a straight line basis.

Foreign currencies

In preparing the financial statements of each individual group entity, transactions in currencies other than the functional
currency of that entity (foreign currencies) are recorded in its functional currency (i. e. the currency of the primary
economic environment in which the entity operates) at the rates of exchanges prevailing on the dates of the transactions.
At each balance sheet date, monetary items denominated in foreign currencies are retranslated at the rates prevailing on
the balance sheet date. Non-monetary items carried at fair value that are denominated in foreign currencies are retranslated
at the rates prevailing on the date when the fair value was determined. Non-monetary items that are measured in terms
of historical cost in a foreign currency are not retranslated.

Exchange differences arising on the settlement of monetary items, and on the translation of monetary items, are recognised
in profit or loss in the period in which they arise. Exchange differences arising on the retranslation of non-monetary
items carried at fair value are included in profit or loss for the period except for differences arising on the retranslation
of non-monetary items in respect of which gains and losses are recognised directly in equity, in which cases, the exchange
differences are also recognised directly in equity.
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4. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Foreign currencies (Continued)

For the purposes of presenting the consolidated financial statements, the assets and liabilities of the Group’s foreign
operations are translated into the presentation currency of the Group (i. e. Hong Kong dollars) at the rate of exchange
prevailing at the balance sheet date, and their income and expenses are translated at the average exchange rates for the
year, unless exchange rates fluctuate significantly during the period, in which case, the exchange rates prevailing at the
dates of transactions are used. Exchange differences arising, if any, are recognised as a separate component of equity
(the translation reserve). Such exchange differences are recognised in profit or loss in the period in which the foreign
operation is disposed of.

Goodwill and fair value adjustments on identifiable assets acquired arising on an acquisition of a foreign operation on or
after 1 April 2005 are treated as assets and liabilities of that foreign operation and translated at the rate of exchange
prevailing at the balance sheet date. Exchange differences arising are recognised in the translation reserve.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, are capitalised
as part of the cost of those assets. Capitalisation of such borrowing costs ceases when the assets are substantially ready
for their intended use or sale.

All other borrowing costs are recognised in profit or loss in the period in which they are incurred.

Retirement benefits costs

Payments to the Group’s defined contribution retirement benefit scheme, Mandatory Provident Fund Scheme and state
managed retirement benefit scheme are charged as expenses as they fall due.

Taxation

Income tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as reported in the
income statement because it excludes items of income or expense that are taxable or deductible in other years, and it
further excludes items that are never taxable or deductible. The Group’s liability for current tax is calculated using tax
rates that have been enacted or substantively enacted by the balance sheet date.

Deferred tax is recognised on differences between the carrying amount of assets and liabilities in the consolidated
financial statements and the corresponding tax bases used in the computation of taxable profit, and is accounted for
using the balance sheet liability method. Deferred tax liabilities are generally recognised for all taxable temporary
differences, and deferred tax assets are recognised to the extent that it is probable that taxable profits will be available
against which deductible temporary differences can be utilised. Such assets and liabilities are not recognised if the
temporary difference arises from goodwill or from the initial recognition (other than in a business combination) of assets
and liabilities in a transaction that affects neither the taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiaries, except
where the Group is able to control the reversal of the temporary difference and it is probable that the temporary
difference will not reverse in the foreseeable future.
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4. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Taxation (Continued)

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it is no
longer probable that sufficient taxable profit will be available to allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or the asset
is realised. Deferred tax is charged or credited in profit or loss, except when it relates to items charged or credited directly
to equity, in which case the deferred tax is also dealt with in equity.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is calculated using the weighted average
method. Net realisable value represents the estimated selling price less all estimated costs to completion and costs to be
incurred in marketing, selling and distribution.

Financial instruments

Financial assets and financial liabilities are recognised on the balance sheet when a group entity becomes a party to the
contractual provisions of the instrument. Financial assets and financial liabilities are initially measured at fair value.
Transaction costs that are directly attributable to the acquisition or issue of financial assets and financial liabilities (other
than financial assets and financial liabilities at fair value through profit or loss) are added to or deducted from the fair
value of the financial assets or financial liabilities, as appropriate, on initial recognition. Transaction costs directly
attributable to the acquisition of financial assets or financial liabilities at fair value through profit or loss are recognised
immediately in profit or loss.

Financial assets

The Group’s financial assets are classified as financial assets held for trading (derivative financial assets) and loans and
receivables. The accounting policies adopted in respect of loans and receivables are set out below.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an
active market. At each balance sheet date subsequent to initial recognition, loans and receivables (including trade
receivables, other receivables and bank balances) are carried at amortised cost using the effective interest method, less
any identified impairment losses. An impairment loss is recognised in profit or loss when there is objective evidence that
the asset is impaired, and is measured as the difference between the asset’s carrying amount and the present value of the
estimated future cash flows discounted at the original effective interest rate. Impairment losses are reversed in subsequent
periods when an increase in the asset’s recoverable amount can be related objectively to an event occurring after the
impairment was recognised, subject to a restriction that the carrying amount of the asset at the date the impairment is
reversed does not exceed what the amortised cost would have been had the impairment not been recognised.

Financial liabilities and equity

Financial liabilities and equity instruments issued by a group entity are classified according to the substance of the
contractual arrangements entered into and the definitions of a financial liability and an equity instrument.

Financial liabilities are generally classified into financial liabilities held for trading (derivative financial liabilities) and
other financial liabilities. The accounting policies adopted in respect of other financial liabilities to the Group are set out
below:
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4. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)

Other financial liabilities

Other financial liabilities including bank borrowings, trade payables, other payables and obligations under finance leases
are subsequently measured at amortised cost, using the effective interest rate method.

Derivative financial instruments

The Group uses derivative financial instruments to hedge its exposure against bank borrowings. Such derivatives are
measured at fair value regardless of whether they are designated as effective hedging instruments.

Derivatives that do not qualify for hedge accounting are deemed as financial assets held for trading or financial liabilities
held for trading. Changes in fair values of such derivatives are recognised directly in profit or loss.

Derecognition

Financial assets are derecognised when the rights to receive cash flows from the assets expire or, the financial assets are
transferred and the Group has transferred substantially all the risks and rewards of ownership of the financial assets. On
derecognition of a financial asset, the difference between the asset’s carrying amount and the sum of the consideration
received and the cumulative gain or loss that had been recognised directly in equity is recognised in profit or loss.

For financial liabilities, they are removed from the Group’s balance sheet (i.e. when the obligation specified in the
relevant contract is discharged, cancelled or expires). The difference between the carrying amount of the financial
liability derecognised and the consideration paid or payable is recognised in profit or loss.

Share-based payment transactions

Equity-settled share-based payment transactions

(i) Share options granted and vested prior to 1 April 2005

The Group did not recognise the financial effect of these share options until they were exercised. Upon the
exercise of the share options, the resulting shares issued are recorded as additional share capital at the nominal
value of the shares, and the excess of the exercise price per share over the nominal value of the shares is recorded
in the share premium account. Options which lapsed or cancelled prior to their exercise date are deleted from the
register of outstanding options.

(ii) Share options granted on or after 1 April 2005

The fair value of services received determined by reference to the fair value of share options granted at the grant
date is expensed on a straight line basis over the vesting period, with a corresponding increase in equity (share
option reserve).

At the time when the share options are exercised, the amount previously recognised in share option reserve will
be transferred to share premium. When the share options are forfeited or are still not exercised at the expiry date,
the amount previously recognised in share option reserve will be transferred to accumulated profits.
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4. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Impairment

At each balance sheet date, the Group reviews the carrying amounts of its assets to determine whether there is any
indication that those assets have suffered an impairment loss. If the recoverable amount of an asset is estimated to be
less than its carrying amount, the carrying amount of the asset is reduced to its recoverable amount. An impairment loss
is recognised as an expense immediately.

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the revised estimate of
its recoverable amount, but so that the increased carrying amount does not exceed the carrying amount that would have
been determined had no impairment loss been recognised for the asset in prior years. A reversal of an impairment loss is
recognised as income immediately.

5. KEY SOURCES OF ESTIMATION UNCERTAINTY

The key assumptions concerning the future, and other key sources of estimation uncertainty at the balance sheet date,
that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the
next financial year, are discussed below.

Depreciation

The Group’s net book value of property, plant and equipment (other than construction in progress) as at 31 March 2006
was approximately HK$1,395,437,000. The Group depreciates the manufacturing buildings and related improvements on
a straight line basis over the shorter of the term of the lease or their useful lives. The Group depreciates the plant and
machinery on a straight line basis over the estimated useful life, commencing from the date the plant and equipment is
placed into productive use. The estimated useful life of the plant and equipment for productive use reflects the directors’
estimate of the year that the Group intend to derive future economic benefits from the use of the Group’s property, plant
and equipment.

Impairment loss on trade receivables

The provision policy for bad and doubtful debts of the Group is based on the evaluation of collectability and aging
analysis of accounts and on management’s judgment. A considerable amount of judgment is required in assessing the
ultimate realisation of these receivables, including the current creditworthiness and the past collection history of each
customer. If the financial conditions of customers of the Group were to deteriorate, resulting in an impairment of their
ability to make payments, additional allowances may be required. As at 31 March 2006, the carrying value of trade
receivable (net of impairment loss) is approximately HK$706,632,000.

We have assessed this based on subsequent settlement. This is because we found that the debtor turnover period is
approximately excluding these debt financing months and would not be longer than one year. The discounted effected
would be immaterial.

Investment properties

The investment properties of the Group were stated at fair value in accordance with the accounting policy stated in note
4. The fair value of the investment properties are determined by Savills (Hong Kong) Limited, a firm of independently
qualified professional valuers, and the fair value of investment properties as at respective year end were set out in note
16. Such valuations were based on certain assumptions, which were subject to uncertainty. In making the judgment,
consideration has been given to assumptions that are mainly based on market conditions existing at the balance sheet
dates and appropriate capitalisation rates. These estimates are regularly compared to actual market data and actual
transactions entered into by the Group.
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6. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group’s major financial instruments include trade receivables, other receivables, trade payables, other payables,
obligations under finance leases, bank borrowings, derivative financial instruments and bank balances. Details of these
financial instruments are disclosed in respective notes. The risks associated with certain of these financial instruments
and the policies on how to mitigate these risks are set out below. Management manages and monitors these exposures to
ensure appropriate measures are implemented on a timely and effective manner.

Currency risk

Certain trade and other receivables and trade and other payables of the Group are denominated in foreign currencies.
The Group’s foreign exchange exposures arise mainly from the exchange rate movements of Renminbi and United States
dollars. The Group has entered into several derivative instruments to hedge against the risk this year.

Interest rate risk

The Group is exposed to cash flow interest rate risk through the variable-rate bank borrowings. The Group’s management
closely monitors the interest rate exposure and has entered into several interest rate derivatives with the objective to
reduce the variability of cash flows resulting from the contracted variable interest rates.

The fair value interest rate risk relates to the interest-bearing bank deposits. The directors consider the Group’s exposure
of such interest rate risk is minimal as the interest-bearing bank deposits are within short maturity periods.

Credit risk

The credit risk on liquid funds is limited because the counterparties are banks with high credit ratings assigned by
international credit-rating agencies.

Credit risk refers to the risk that debtors will default on their obligations to repay the amounts owing to the Group,
resulting in a loss to the Group. The Group has adopted procedures extending credit terms to customers and in monitoring
its credit risk. The Group’s current credit practices include assessment and valuation of customer’s credit reliability and
periodic review of their financial status to determine the credit limits to be granted. The maximum exposure to credit risk
in the event that the counterparties fail to perform their obligations as at the end of the financial year in relation to each
class of recognised financial assets is the carrying amount of those assets as stated in the balance sheet. As at the balance
sheet, the Group has no significant concentration of credit risk, with exposure spread over a number of customers and
counterparties.

7. REVENUE

Revenue represents the net amounts received and receivable for goods sold and services provided by the Group to
outside customers, less returns and allowances. It is analysed as follows:

2006 2005
HK$’000 HK$’000

Production and sale of knitted fabric and dyed yarn and
provision of related subcontracting services 1,825,340 1,701,619

Trading of garment products and provision of quality
inspection services 1,007,771 701,765

2,833,111 2,403,384
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8. BUSINESS AND GEOGRAPHICAL SEGMENTS

Business Segments

The Group is currently engaged in two business activities: (i) production and sale of knitted fabric and dyed yarn and
provision of related subcontracting services; and (ii) trading of garment products and provision of quality inspection
services. These activities are the basis on which the Group reports its primary segment information.

Segment information about these businesses is presented below:

Year ended 31 March 2006

Production
and sale of Trading

knitted fabric of garment
and dyed yarn products and
and provision provision

of related of quality
subcontracting inspection

services services Consolidated
HK$’000 HK$’000 HK$’000

REVENUE
External sales 1,825,340 1,007,771 2,833,111

RESULT
Segment result 275,038 51,935 326,973

Unallocated corporate income 22,608
Unallocated corporate expenses (11,787)
Finance costs (36,135)

Profit before taxation 301,659
Income tax expense (27,941)

Profit for the year 273,718
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8. BUSINESS AND GEOGRAPHICAL SEGMENTS (Continued)

BALANCE SHEET

At 31 March 2006

Production
and sale of Trading

knitted fabric of garment
and dyed yarn products and
and provision provision

of related of quality
subcontracting inspection

services services Consolidated
HK$’000 HK$’000 HK$’000

ASSETS
Segment assets 3,148,631 429,002 3,577,633
Unallocated corporate assets 60,555

Consolidated total assets 3,638,188

LIABILITIES
Segment liabilities 421,287 232,017 653,304
Unallocated corporate liabilities 1,382,197

Consolidated total liabilities 2,035,501

OTHER INFORMATION

Production
and sale of Trading

knitted fabric of garment
and dyed yarn products and
and provision provision

of related of quality
subcontracting inspection

services services Consolidated
HK$’000 HK$’000 HK$’000

Capital additions 431,333 57,353 488,686
Depreciation and amortisation 95,101 2,978 98,079
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8. BUSINESS AND GEOGRAPHICAL SEGMENTS (Continued)

Year ended 31 March 2005

Production
and sale of Trading

knitted fabric of garment
and dyed yarn products
and provision and provision

of related of quality
subcontracting inspection

services services Consolidated
HK$’000 HK$’000 HK$’000

(restated)

REVENUE
External sales 1,701,619 701,765 2,403,384

RESULT
Segment result 222,372 39,243 261,615

Unallocated corporate income 3,428
Unallocated corporate expenses (11,391)
Finance costs (17,983)

Profit before taxation 235,669
Income tax expense (15,657)

Profit for the year 220,012
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8. BUSINESS AND GEOGRAPHICAL SEGMENTS (Continued)

BALANCE SHEET

At 31 March 2005

Production
and sale of Trading

knitted fabric of garment
and dyed yarn products
and provision and provision

of related of quality
subcontracting inspection

services services Consolidated
HK$’000 HK$’000 HK$’000

(restated)

ASSETS
Segment assets 2,342,705 191,712 2,534,417
Unallocated corporate assets 48,839

Consolidated total assets 2,583,256

LIABILITIES
Segment liabilities 281,359 126,260 407,619
Unallocated corporate liabilities 1,066,964

Consolidated total liabilities 1,474,583

OTHER INFORMATION

Production
and sale of Trading

knitted fabric of garment
and dyed yarn products
and provision and provision

of related of quality
subcontracting inspection

services services Consolidated
HK$’000 HK$’000 HK$’000

Capital additions 466,542 8,133 474,675
Depreciation 62,187 1,316 63,503
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8. BUSINESS AND GEOGRAPHICAL SEGMENTS (Continued)

Geographical Segments

The Group’s operations are mainly located in Hong Kong, other regions of the People’s Republic of China (the “PRC”) and
United States of America (“USA”).

The following table provides an analysis of the Group’s sales by geographical market, irrespective of the origin of the
goods/services:

Revenue by
geographical market

2006 2005
HK$’000 HK$’000

Hong Kong 883,278 856,144
Other regions of the PRC 698,163 605,183
USA 692,160 531,849
Others 559,510 410,208

2,833,111 2,403,384

The following is an analysis of the carrying amount of segment assets, and additions to property, plant and equipment
and investment properties, analysed by the geographical area in which the assets are located:

Additions to
property, plant and

Carrying amount equipment and
of segment assets investment properties

As at As at As at As at
31.3.2006 31.3.2005 31.3.2006 31.3.2005

HK$’000 HK$’000 HK$’000 HK$’000

Hong Kong 859,963 399,193 42,155 36,080
Other regions of the PRC 2,574,398 2,059,023 419,451 438,595
USA 114,031 71,571 – –
Others 89,796 53,469 27,080 –

3,638,188 2,583,256 488,686 474,675
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9. FINANCE COSTS

2006 2005
HK$’000 HK$’000

Interest on:
– bank borrowings wholly repayable within five years 41,881 19,386
– bank borrowings not wholly repayable within five years 969 263
– finance leases 251 208

Total borrowing costs 43,101 19,857
Less: amounts capitalised (6,966) (1,874)

36,135 17,983

10. INCOME TAX EXPENSE

2006 2005
HK$’000 HK$’000

(restated)

The tax charge comprises:

Current tax:
Hong Kong Profits Tax calculated at 17.5%

of the estimated assessable profit for the current year
– current year 6,324 5,111
– (over)underprovision in prior year (773) 228

5,551 5,339

Enterprise income tax in the PRC attributable to a subsidiary 16,808 8,877

Overseas income tax 185 107

22,544 14,323
Deferred tax (Note 28):

Current year 5,397 1,334

27,941 15,657

Taxation arising in jurisdictions other than Hong Kong and PRC is calculated at the rates prevailing in the respective
jurisdictions.

Pursuant to the relevant laws and regulations in the PRC, certain Group’s PRC subsidiaries are exempted from PRC
income tax for two years starting from their first profit-making year, followed by a 50% reduction for the next three
years. One of the Group’s PRC subsidiary’s profit is subject to PRC income tax at a rate of 12% (2005: 12%).



VICTORY CITY INTERNATIONAL
HOLDINGS LIMITED64

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2006

10. INCOME TAX EXPENSE (Continued)

The tax charge for the year can be reconciled to the profit per the income statement as follows:

2006 2005
HK$’000 HK$’000

(restated)

Profit before taxation 301,659 235,669

Tax at the domestic income tax rate of 17.5% 52,790 41,242
Tax effect of expenses that are not deductible for tax purpose 17,225 11,593
Tax effect of income not taxable for tax purpose (19,582) (11,457)
(Over)underprovision in respect of prior years (773) 228
Tax effect of utilisation of tax losses previously not recognised (353) (147)
Tax effect of other deferred tax assets not recognised 844 651
Effect of tax exemptions granted to PRC subsidiaries (65) (5,174)
Effect of different tax rates of subsidiaries operating in

other jurisdictions (22,145) (21,279)

Tax charge for the year 27,941 15,657

Details of deferred taxation are set out in note 28.
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11. PROFIT FOR THE YEAR

2006 2005
HK$’000 HK$’000

(restated)

Profit for the year has been arrived at after charging:

Directors’ remuneration (Note (i)) 15,867 12,557
Other staff costs 159,691 113,474

Total staff costs 175,558 126,031

Auditors’ remuneration
– current year 1,844 1,035
– underprovision in prior years 199 48

2,043 1,083

Release of prepaid lease payments 793 793
Depreciation of property, plant and equipment 98,079 63,503
Operating expenses paid to a joint venture partner

in the PRC for the use of plant and equipment (Note (ii)) 3,901 3,774
Changes in fair value of derivative financial instruments 2,054 –

and after crediting:

Gross rental income from investment properties and property,
plant and equipment 3,681 2,167

Less: Outgoings (586) (345)

Net property rental income 3,095 1,822

Changes in fair value of investment properties 17,539 –
Surplus on revaluation of investment properties – 1,186
Gain on disposal of property, plant and equipment 1,539 194
Interest income 1,940 866

Included in the total staff costs is an aggregate amount of approximately HK$7,466,000 (2005: HK$5,655,000) in respect
of contributions of retirement benefits schemes made by the Group (Note (iii)).

The cost of inventories (recognised as an expense) of the Group approximates the cost of sales as disclosed in the
consolidated income statement on page 41.
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11. PROFIT FOR THE YEAR (Continued)

Notes:

(i) Information regarding directors’ and employees’ emoluments

Directors

The emoluments paid or payable to each of the nine (2005: eight) directors were as follows:

2006

Phaisalakani

Li Chen So Lee Yuen Choi Kan Vichai Lau Kwok

Ming Tien Kam Chiu, Lin Ka (Andy Chung Sze

Hung Tui Wah Andy Hung Hon Hung) Kwan Chi Total

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

Fees – – – – – 150 150 150 – 450

Basic salaries and

other benefits 2,824 2,824 883 1,344 1,620 – – – – 9,495

Performance related

incentive payments 2,110 2,110 226 420 810 – – – – 5,676

Retirement benefits

scheme contribution 42 42 86 61 15 – – – – 246

Total emoluments 4,976 4,976 1,195 1,825 2,445 150 150 150 – 15,867

2005

Phaisalakani

Li Chen So Lee Yuen Choi Kan Vichai Lau

Ming Tien Kam Chiu, Lin Ka (Andy Chung

Hung Tui Wah Andy Hung Hon Hung) Kwan Total

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

Fees – – – – – 150 150 – 300

Basic salaries and other benefits 3,649 3,649 883 1,296 1,771 – – – 11,248

Performance related incentive

payments 113 113 228 241 25 – – – 720

Retirement benefits scheme

contribution 36 36 77 122 18 – – – 289

Total emoluments 3,798 3,798 1,188 1,659 1,814 150 150 – 12,557

No directors waived any emoluments in the year ended 31 March 2006 and 2005.
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11. PROFIT FOR THE YEAR (Continued)

Notes: (Continued)

(i) Information regarding directors’ and employees’ emoluments (Continued)

Employees

The five highest paid individuals of the Group for both years included four directors of the Company, details of whose emoluments

are set out above. The emoluments of the remaining highest paid individual of the Group, not being a director of the Company,

are as follows:

2006 2005

HK$’000 HK$’000

Basic salaries and other benefits 900 1,185

Performance related incentive payments 315 –

Retirement benefits scheme contribution 84 12

1,299 1,197

(ii) Operating expenses paid to a joint venture partner in the PRC for the use of plant and equipment

The amount includes operating lease rentals in respect of rented premises amounting to approximately HK$885,000 (2005:

HK$885,000).

(iii) Retirement benefits scheme contributions

The Group has operated a defined contribution retirement benefit scheme for all qualifying employees in Hong Kong since 1

April 1995. The assets of the scheme are held separately from those of the Group in a provident fund managed by an independent

trustee. The retirement benefits scheme contributions represent contributions payable to the fund by the Group at rates

specified in the rules of the scheme. Where there are employees who leave the scheme prior to vesting fully in the contributions,

the contributions payable by the Group are reduced by the amount of forfeited contributions. According to the Mandatory

Provident Fund (“MPF”) legislation regulated by the Mandatory Provident Fund Schemes Authority in Hong Kong, with effect

from 1 December 2000, the Group is required to participate in a MPF scheme operated by approved trustees in Hong Kong and

to make contributions for its eligible employees. The contributions borne by the Group are calculated at 5% of the salaries and

wages (monthly contribution is limited to 5% of HK$20,000 for each eligible employee) as calculated under the MPF legislation.

Both of the defined contributions retirement benefits scheme and MPF are co-existed within the Group in both years.

As at 31 March 2006 and 2005, there were no forfeited contributions available to offset future employers’ contributions to the

scheme.

The Company’s subsidiaries in the PRC are members of the state-managed retirement benefits scheme operated by the government

of the PRC. The retirement scheme contributions, which are based on 17% of the salaries of the relevant subsidiaries’ employees,

are charged to the income statement in the period to which they relate and represent the amount of contributions payable by

these subsidiaries to the scheme.

In addition, certain subsidiaries of the Company are required to contribute amounts based on employees’ salaries to the

retirement benefit schemes as stipulated by relevant local authorities. The employees are entitled to the Company’s contributions

subject to the regulations of the relevant local authorities.
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12. DISTRIBUTIONS

2006 2005
HK$’000 HK$’000

Interim dividend of HK6.5 cents
(2005: HK5.5 cents) per ordinary share 37,331 30,932

Proposed final dividend of HK6.0 cents
(2005: HK5.5 cents) per ordinary share 38,616 31,200

75,947 62,132

The amount of dividends recognised as distributions to equity holders of the Company was HK$68,531,000 (2005:
HK$56,032,000) for the year ended 31 March 2006.

The amount of the final dividend proposed for the year ended 31 March 2006, which will be in cash form with a scrip
dividend option, has been calculated by reference to the 643,601,133 issued ordinary shares outstanding as at the date
of these financial statements.

The final dividend of HK6.0 cents (2005: HK5.5 cents) per share has been proposed by the directors and is subject to
approval by the shareholders in the forthcoming annual general meeting.

During the year, scrip dividends were offered in respect of the 2005 interim and final dividends and 2006 interim
dividend. These scrip dividends were as follows:

2006 2005
Interim Interim Final

HK$’000 HK$’000 HK$’000

Cash 17,007 16,481 17,581
Share alternative 20,324 14,451 13,619

37,331 30,932 31,200
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13. EARNINGS PER SHARE

The calculation of the basic and diluted earnings per share attributable to the equity holders of the Company for the year
is based on the following data:

2006 2005
HK$’000 HK$’000

(restated)

Profit for the year attributable to equity holders
of the Company 250,269 202,655

Number of shares

Weighted average number of ordinary shares for the

purposes of basic earnings per share 576,662,264 560,612,293

Effect of dilutive potential ordinary shares in respect
of share options 677,126 7,835,563

Weighted average number of ordinary shares for the
purposes of diluted earnings per share 577,339,390 568,447,856

The following table summarises the impact on both basic and diluted earnings per share as a result of:

Impact on basic Impact on diluted
earnings per share earnings per share

2006 2005 2006 2005
cents cents cents cents

Reported figures before adjustments 41.1 36.3 41.0 35.8
Adjustments arising from changes

in accounting policies (see Note 3) 2.3 (0.2) 2.3 (0.1)

Restated 43.4 36.1 43.3 35.7



VICTORY CITY INTERNATIONAL
HOLDINGS LIMITED70

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2006

14. PROPERTY, PLANT AND EQUIPMENT

Furniture,
Construction fixtures and Leasehold Motor Plant and

Buildings in progress equipment improvements vehicles machinery Total
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

COST
At 1 April 2004, originally stated 234,972 72,135 11,837 8,165 15,205 520,600 862,914
Adoption of HKAS 17 (28,197) – – – – – (28,197)

206,775 72,135 11,837 8,165 15,205 520,600 834,717
Additions 56,765 231,778 4,409 507 2,854 152,300 448,613
Transfer 166,712 (200,744) 22 – – 34,010 –
Disposals – – (4) – (832) – (836)

At 31 March 2005 430,252 103,169 16,264 8,672 17,227 706,910 1,282,494
Exchange realignment 26,922 3,600 424 5 292 31,567 62,810
Additions 141,832 190,628 7,248 4,150 2,945 102,116 448,919
Acquisition of a subsidiary – – 3,775 2,139 280 3,622 9,816
Transfer 286,144 (287,034) – – – 890 –
Transfer from investment

properties 550 – – – – – 550
Disposals – – (361) – (1,034) (5,561) (6,956)

At 31 March 2006 885,700 10,363 27,350 14,966 19,710 839,544 1,797,633

DEPRECIATION
At 1 April 2004, originally stated 30,504 – 7,938 6,258 7,729 172,741 225,170
Adoption of HKAS 17 (3,252) – – – – – (3,252)

27,252 – 7,938 6,258 7,729 172,741 221,918
Provided for the year 11,217 – 1,757 715 2,650 47,164 63,503
Eliminated on disposals – – (4) – (642) – (646)

At 31 March 2005 38,469 – 9,691 6,973 9,737 219,905 284,775
Exchange realignment 1,940 – 357 77 228 11,030 13,632
Provided for the year 22,069 – 3,018 747 2,908 69,337 98,079
Eliminated on disposals – – (127) – (443) (4,083) (4,653)

At 31 March 2006 62,478 – 12,939 7,797 12,430 296,189 391,833

CARRYING VALUES
At 31 March 2006 823,222 10,363 14,411 7,169 7,280 543,355 1,405,800

At 31 March 2005 391,783 103,169 6,573 1,699 7,490 487,005 997,719



ANNUAL REPORT 2006 71

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2006

14. PROPERTY, PLANT AND EQUIPMENT (Continued)

Property, plant and equipment are depreciated using the straight line method as follows:

Buildings 4% per annum
Leasehold improvements 5 to 10 years or over the term of the relevant leases, if shorter
Furniture, fixtures and equipment 15% – 25% per annum
Motor vehicles 20% per annum
Plant and machinery 6 2/3% – 25% per annum

All of the Group’s leasehold buildings are held under medium-term leases.

The net book value of property, plant and equipment held under finance leases at 31 March 2006 amounted to
approximately HK$24,119,000 (2005: HK$25,894,000).

15. PREPAID LEASE PAYMENTS

2006 2005
HK$’000 HK$’000

The Group’s prepaid lease payments comprise:

Leasehold land in Hong Kong:
Medium-term leases 4,827 5,052

Leasehold land outside Hong Kong:
Medium-term leases 18,610 19,630

23,437 24,682

Analysed for reporting purposes as:

Current asset 783 793
Non-current asset 22,654 23,889

23,437 24,682



VICTORY CITY INTERNATIONAL
HOLDINGS LIMITED72

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2006

16. INVESTMENT PROPERTIES

HK$’000

FAIR VALUE
At 1 April 2004 12,350
Addition 26,062
Surplus on revaluation 7,518

At 31 March 2005 45,930
Addition 29,951
Changes in fair value recognised in the income statement 17,539
Transfer to property, plant and equipment (550)

At 31 March 2006 92,870

The fair value of the Group’s investment properties at 31 March 2006 have been arrived at on the basis of a valuation
carried out at that date by Savills (Hong Kong) Limited, independent qualified professional valuers not connected with
the Group. Savills (Hong Kong) Limited is members of the Institute of Valuers, and have appropriate qualifications and
recent experiences in the valuation of similar properties in the relevant locations. The valuation, which conforms to
International Valuation Standards, was arrived at by reference to market evidence of transaction prices for similar
properties.

For the year ended 31 March 2005, the surplus arising on revaluation of investment properties amounting to HK$1,186,000
had been credited directly to the income statement. The balances of HK$2,657,000 and HK$3,675,000 had been credited
to the revaluation reserve and minority interests respectively.

All of the Group’s investment properties are situated in Hong Kong and are held under medium-term leases. They are held
for rental purpose under operating leases.
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17. GOODWILL

HK$’000

COST
At 1 April 2004, 31 March 2005 and 1 April 2005 3,228
Eliminated of accumulated amortisation upon the application of HKFRS 3 (2,584)
Acquisition of a subsidiary 5,541

At 31 March 2006 6,185

AMORTISATION
At 1 April 2004 1,938
Provided for the year 646

At 1 April 2005 2,584
Eliminated of accumulated amortisation upon the application of HKFRS 3 (2,584)

At 31 March 2006 –

CARRYING VALUES
At 31 March 2006 6,185

At 31 March 2005 644

Until 31 March 2005, goodwill had been amortised over 5 years.

As explained in Note 8, the Group uses business segments as its primary segment for reporting segment information. For
the purposes of impairment testing, goodwill have been allocated to one cash generating unit (CGUs) which is garment
trading segment. The carrying amounts of goodwill (net of accumulated impairment losses) as at 31 March 2006 allocated
to this unit are as follows:

Goodwill
HK$’000

Trading of garment products 6,185

The basis of the recoverable amounts of the above CGU and their major underlying assumptions are summarised below:

The recoverable amount of this unit has been determined based on a value in use calculation. That calculation uses cash
flow projections based on financial budgets approved by management covering a five-year period, from the balance
sheet date and a discount rate of 5.5%. A key assumption for the value in use calculations is the budgeted gross margin,
which is determined based on the unit’s past performance and management’s expectations for the market development.
Management believes that any reasonably possible change in any of these assumptions would not cause the aggregate
carrying amount of these units to exceed the aggregate recoverable amount of this unit.
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18. INVENTORIES

2006 2005
HK$’000 HK$’000

Raw materials 422,913 410,385
Work in progress 242,310 158,292
Finished goods 195,506 144,217

860,729 712,894

19. TRADE RECEIVABLES

The Group allows an average credit period of 90 – 120 days to its trade customers.

The following is an aged analysis of trade receivables at the balance sheet date:

2006 2005
HK$’000 HK$’000

0 – 60 days 527,271 309,672
61 – 90 days 80,826 60,673
91 – 120 days 56,242 37,035
Over 120 days 42,293 46,690

706,632 454,070

The fair value of the Group’s trade receivables at 31 March 2006 approximates the corresponding carrying amount.

As a cash flow management, the Group discounted certain bills receivables to banks with recourse in exchange for cash.
The discounted trade receivables as at 31 March 2006 amounted to approximately HK$191,248,000 and pursuant to
HKAS 39, the discounted trade receivables and the related proceeds of the same amount were included in the “Trade
receivables” and “Bank borrowings – amount due within one year” balances of the financial statements of the Company
as at 31 March 2006. In accordance with the transitional provisions of HKAS 39, comparative amount as at 31 March
2005 of approximately HK$189,673,000 has not been restated.

20. OTHER RECEIVABLES/BANK BALANCES AND CASH/OTHER PAYABLES

The fair values of other receivables and other payables at 31 March 2006 approximate their corresponding carrying
amounts.

Bank balances and cash of the Group and of the Company comprises bank balances and cash held and short-term bank
deposits that are interest-bearing at market interest rate and are with maturity of three months or less. The bank
deposits carry fixed interest rates ranged from 3.2% to 5.4% (2005: 2.2% to 4.4%) per annum. The fair values of these
amounts at the balance sheet date approximate their carrying values.
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21. TRADE PAYABLES

The following is an aged analysis of trade payables at the balance sheet date:

2006 2005
HK$’000 HK$’000

0 – 60 days 377,796 319,293
61 – 90 days 44,425 17,257
Over 90 days 52,743 16,097

474,964 352,647

The fair value of the Group’s trade payables at 31 March 2006 approximates the corresponding carrying amount.

22. OBLIGATIONS UNDER FINANCE LEASES

It is the Group’s policy to lease certain of its fixtures and equipment under finance leases. The lease term was four years
and will be expired in the coming year. Interest rates underlying all obligations under finance leases are fixed at respective
contract dates ranging from 5.2% to 5.4% per annum. No arrangements have been entered into for contingent rental
payments.

Present value
Minimum of minimum

lease payments lease payments

2006 2005 2006 2005
HK$’000 HK$’000 HK$’000 HK$’000

Amounts payable under finance
leases:

Within one year 2,673 5,458 2,618 5,265
In more than one year but not more

than two years – 2,634 – 2,601

2,673 8,092 2,618 7,866
Less: Future finance charges (55) (226) – –

Present value of lease obligations 2,618 7,866 2,618 7,866

Less: Amount due for settlement
within 12 months and shown
under current liabilities (2,618) (5,265)

Amount due for settlement after
12 months – 2,601

The Group’s obligations under finance lease are secured by the lessor’s charge over the leased assets.

The fair value of the Group’s finance lease obligations, determined based on the present value of the estimated future
cash flows discounted using the prevailing market rate at the balance sheet date, approximates the carrying amount.
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23. BANK BORROWINGS

2006 2005
HK$’000 HK$’000

Bank loans 930,080 823,168
Bills discounted with recourse and debts factored with recourse 191,248 –
Import loans and trust receipts loans 282,208 192,543
Mortgage loans 34,942 23,357

1,438,478 1,039,068

Analysed as:
– secured 53,388 42,634
– unsecured 1,385,090 996,434

1,438,478 1,039,068

Carrying amount repayable:
Within one year 837,287 351,785
In more than one year but not more than two years 240,436 191,521
In more than two years but not more than three years 228,568 260,504
In more than three years but not more than four years 112,877 221,587
In more than four years but not more than five years 4,243 2,827
In more than five years 15,067 10,844

1,438,478 1,039,068
Less: Amount due within one year included in

current liabilities (837,287) (351,785)

Amount due after one year 601,191 687,283

The effective interest rate on the Group’s variable-rate bank borrowings are ranging from 3.2% to 5.2% (2005: 1.4% to
4.2%) per annum.

The Group’s bank borrowings that are denominated in currencies other than the functional currencies of the relevant
group entities are set out below:

United
States

Renminbi dollars
(equivalent HK$’000) (equivalent HK$’000)

As at 31 March 2006 33,155 79,823

As at 31 March 2005 33,063 77,174
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23. BANK BORROWINGS (Continued)

During the year, the Group obtained new loans in the amount of approximately HK$303,327,000. The loans bear interest
at market rates. The proceeds were used for expansion of the Group’s operation.

The fair values of the Group’s bank borrowings, determined based on the present value of the estimated future cash
flows discounted using the prevailing market rate at the balance sheet date, approximate their carrying amounts.

24. DERIVATIVE FINANCIAL INSTRUMENTS

2006 2005
Assets Liabilities Assets Liabilities

HK$’000 HK$’000 HK$’000 HK$’000

Interest rates swaps 236 (3,136) – –
Foreign currency forward contracts 225 (8) – –

461 (3,144) – –

Major terms of the interest rate swaps are as follows:

Notional amount Maturity Swaps

HK$115,200,000 18 December 2006 Note i
HK$23,437,500 18 March 2008 Note ii
HK$250,000,000 3 December 2007 Note iii
HK$200,000,000 2 December 2007 Note iii

Notes:

(i) The Group is receiving 3-month Hong Kong dollars HIBOR for the remaining life of the interest rate swap period. The Group is

paying for a floating rate of United States dollars LIBOR throughout the interest rate swap period to the counterparty.

(ii) The Group is receiving a 3-month Hong Kong dollars HIBOR for the remaining life of the interest rate swap period. The Group

is paying for a floating rate of 6-month Hong Kong dollars HIBOR less 0.35% throughout the interest rate swap period to the

counterparty.

(iii) The Group is receiving 6-month Hong Kong dollars HIBOR for the remaining life of the interest rate swap period. The Group is

paying for a fixed rate of 3% or 6-month Hong Kong dollars HIBOR throughout the interest rate swap period to the counterparty,

whichever is lower.

Major terms of the foreign currency forward contracts are as follows:

Notional amount Maturity Exchange rate

US$4,000,000 3 May 2006 Buy 1 US$ at HK$7.70
US$4,000,000 3 May 2006 Sell 1 US$ at HK$7.70
US$4,000,000 3 May 2006 Sell 1 US$ at HK$7.72

The above derivatives are measured at fair value at each balance sheet date. Their fair values are determined based on the
prices provided by multi-national financial institutions for equivalent instruments at the balance sheet date.
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25. SHARE CAPITAL

Number
of shares Amount

HK$’000

Authorised:

At 1 April 2004, 31 March 2005 and
31 March 2006, at HK$0.01 each 40,000,000,000 400,000

Issued and fully paid:

At 1 April 2004 558,224,668 5,582
Issue of shares pursuant to scrip dividend

scheme for 2004 final and 2005
interim dividend (Note i) 9,047,191 91

At 31 March 2005 567,271,859 5,673
Issue of shares pursuant to scrip dividend

scheme for 2005 final and 2006
interim dividend (Note ii) 16,329,274 163

Placing of new shares (Note iii) 60,000,000 600

At 31 March 2006 643,601,133 6,436

Notes:

(i) On 15 October 2004 and 25 February 2005, the Company issued and allotted a total of 4,171,664 shares and 4,875,527 shares

of HK$0.01 each at an issue price of HK$3.0163 and HK$2.9640 each in lieu of cash for the 2004 final and 2005 interim

dividends pursuant to the scrip dividend circulars dispatched to shareholders on 22 September 2004 and 10 January 2005

respectively. These shares rank pari passu in all respects with the then existing shares.

(ii) On 7 October 2005 and 23 February 2006, the Company issued and allotted a total of 7,047,799 shares and 9,281,475 shares of

HK$0.01 each at an issue price of HK$1.9323 and HK$2.1898 each in lieu of cash for the 2005 final and 2006 interim dividends

pursuant to the scrip dividend circulars dispatched to shareholders on 7 September 2005 and 16 January 2006 respectively.

These shares rank pari passu in all respects with the then existing shares.

(iii) Pursuant to a placing agreement dated 15 February 2006, an aggregate of 60,000,000 ordinary shares of HK$0.01 each in the

Company were placed by Pearl Garden Pacific Limited and Madian Star Limited to more than six independent investors at the

price of HK$2.93 per share. On completion of placing, Pearl Garden Pacific Limited and Madian Star Limited together subscribed

for an aggregate of 60,000,000 new shares in the Company at the price of HK$2.93 per share so as to raise further working

capital for the Company and broaden its capital base. These shares ranked pari passu with the then existing shares in all

respects. The net proceeds from the subscription of approximately HK$170 million were used by the Group’s for the expansion

of the Group’s production capacity and for general working capital purposes. Details of the placement and subscription were

disclosed in the announcement issued by the Company on 16 February 2006.
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26. CAPITAL RESERVE

The capital reserve of the Group represents the difference between the nominal value of shares issued by the Company
and the aggregate nominal value of the issued share capital of subsidiaries acquired pursuant to the group reorganisation
which became effective on 22 April 1996, together with an amount of approximately HK$68,429,000 arising from the
capital reduction in January 2001.

27. SHARE-BASED PAYMENT TRANSACTIONS

At a special general meeting of the Company held on 30 November 2001 (“Adoption Date”), the shareholders of the
Company approved the adoption of the new share option scheme of the Company (the “Scheme”) and the termination of
the then existing share option scheme of the Company. The Scheme was adopted for the primary purpose of providing
incentives or rewards to selected participants for their contribution to the Group, and will expire on 29 November 2011.
Under the Scheme, the Board of Directors of the Company may grant options to full-time employees, including executive
directors of the Company and its subsidiaries, and any participants from time to time determined by the Board of
Directors as having contributed or may contribute to the development and growth of the Group to subscribe for shares
in the Company.

At 31 March 2006, the number of shares in respect of which options had been granted and remained outstanding under
the Scheme was 133,400,000 (2005: 134,000,000), representing approximately 21% (2005: 24%) of the shares of the
Company in issue at that date. The maximum number of shares to be issued upon the exercise of all outstanding options
granted and yet to be exercised under the Scheme and any other share option scheme of the Group must not in aggregate
exceed 30% of the issued share capital of the Company from time to time. The total number of shares which may be
issued upon exercise of all options (excluding, for this purpose, options which have lapsed in accordance with the terms
of the Scheme and any other share option scheme of the Group) to be granted under the Scheme and any other share
option scheme of the Group must not in aggregate exceed 10% of the Shares in issue on the Adoption Date.  Such 10%
limit may be refreshed, subject to specific approval by the shareholders of the Company, from time to time with reference
to the issued share capital of the Company for the time being.  Subject to specific approval by the shareholders of the
Company, the total number of shares issued and which may fall to be issued upon exercise of the options granted under
the Scheme and any other share option scheme of the Group (including both exercised or outstanding options) to each
participant in any 12-month period shall not exceed 1% of the issued share capital of the Company for the time being.

Options granted must be taken up within 21 days from the date of grant, upon payment of HK$1 per grant of option(s).
Options may, subject to the black-out periods under the Model Code for Securities Transactions by Directors of Listed
Issuers contained in Appendix 10 to the Listing Rules, generally be exercised at any time from the date of grant to the
10th anniversary of the date of grant. In each grant of options, the Board of Directors of the Company may at its
discretion determine the specific exercise period and exercise price. The exercise price shall not be less than the highest
of (i) the closing price of shares on the Stock Exchange on the date of the offer of grant; (ii) the average closing price of
shares on the Stock Exchange for the five trading days immediately preceding the date of the offer of grant; and (iii) the
nominal value of the shares.
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27. SHARE-BASED PAYMENT TRANSACTIONS (Continued)

The following table discloses movements in the Company’s share options during both years:

Number of option shares

Outstanding Granted Lapsed Outstanding Lapsed Outstanding

Exercise at during during at during at

Category Date of grant price Exercisable period 1.4.2004 the year the year 1.4.2005 the year 31.3.2006

HK$

Directors

Mr. Li Ming Hung 9 October 2003 3.04 9.10.2004 – 29.11.2011 500,000 – – 500,000 – 500,000

4 June 2004 3.15 7.6.2004 – 29.11.2011 – 1,000,000 – 1,000,000 – 1,000,000

Mr. Chen Tien Tui 9 October 2003 3.04 9.10.2004 – 29.11.2011 500,000 – – 500,000 – 500,000

4 June 2004 3.15 7.6.2004 – 29.11.2011 – 1,000,000 – 1,000,000 – 1,000,000

Mr. So Kam Wah 23 May 2003 2.35 27.5.2003 – 29.11.2011 3,300,000 – – 3,300,000 – 3,300,000

9 October 2003 3.04 9.10.2004 – 29.11.2011 1,700,000 – – 1,700,000 – 1,700,000

4 June 2004 3.15 7.6.2004 – 29.11.2011 – 4,000,000 – 4,000,000 – 4,000,000

Mr. Lee Yuen Chiu, 23 May 2003 2.35 27.5.2003 – 29.11.2011 1,500,000 – – 1,500,000 – 1,500,000

Andy 9 October 2003 3.04 9.10.2004 – 29.11.2011 3,500,000 – – 3,500,000 – 3,500,000

4 June 2004 3.15 7.6.2004 – 29.11.2011 – 4,000,000 – 4,000,000 – 4,000,000

Mr. Choi Lin Hung 23 May 2003 2.35 27.5.2003 – 29.11.2011 1,500,000 – – 1,500,000 – 1,500,000

9 October 2003 3.04 9.10.2004 – 29.11.2011 3,500,000 – – 3,500,000 – 3,500,000

4 June 2004 3.15 7.6.2004 – 29.11.2011 – 4,000,000 – 4,000,000 – 4,000,000

Employees 23 May 2003 2.35 27.5.2003 – 29.11.2011 23,100,000 – – 23,100,000 – 23,100,000

9 October 2003 3.04 9.10.2004 – 29.11.2011 40,300,000 – (200,000) 40,100,000 (300,000) 39,800,000

4 June 2004 3.15 7.6.2004 – 29.11.2011 – 41,000,000 (200,000) 40,800,000 (300,000) 40,500,000

79,400,000 55,000,000 (400,000) 134,000,000 (600,000) 133,400,000

No consideration was received during the year ended 31 March 2006 from directors and employees for taking up the
options granted (2005: HK$47).
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28. DEFERRED TAX LIABILITIES

The following are the major deferred tax liabilities and assets recognised and movements thereon during the current and
prior years:

Accelerated Revaluation
tax of investment

depreciation properties Total
HK$’000 HK$’000 HK$’000

At 1 April 2004, as originally stated – – –
Effects of changes in accounting policies

(see note 3) – 2,420 2,420

At 1 April 2004, as restated – 2,420 2,420
Charge to income statement for the year – 1,334 1,334

At 1 April 2005, as restated – 3,754 3,754
Charge to income statement for the year 2,203 3,194 5,397

At 31 March 2006 2,203 6,948 9,151

At the balance sheet date, the Group has unused tax losses of approximately HK$7,867,000 (2005: HK$9,884,000) available
for offset against future profits and deductible temporary difference of approximately HK$21,931,000 (2005:
HK$17,108,000) in respect of accelerated accounting depreciation. No deferred tax assets have been recognised in respect
of the unused tax losses and the deductible temporary differences due to the unpredictability of future profit streams.
The tax losses may be carried forward indefinitely.
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29. ACQUISITION OF A SUBSIDIARY

On 3 January 2006, the Group acquired 60% of the share capital of 江門冠暉製衣有限公司 for a consideration of
HK$12,000,000. This acquisition has been accounted for using the purchase method. The amount of goodwill arising as
a result of the acquisition was HK$5,541,000.

The net assets acquired in the transaction, and the goodwill arising, are as follows:

Acquiree’s carrying
amount before

combination
and fair value

HK$’000

Net assets acquired:
Property, plant and equipment 9,816
Inventories 5,074
Trade receivables 3,528
Deposits, prepayments and other receivables 481
Bank balances and cash 1,208
Trade payables (7,505)
Other payables (1,813)
Taxation payable (24)

10,765
Minority interests (4,306)

6,459
Goodwill 5,541

Total consideration 12,000

Net cash inflow arising on acquisition represents cash and cash equivalent acquired amounting to HK$1,208,000.

The goodwill arising on the acquisition of 江門冠暉製衣有限公司 is attributable to the anticipated profitability of the
garment manufacturing business and the anticipated future operating synergies from the combination.

江門冠暉製衣有限公司 contributed revenue of HK$13,690,000 and profit of HK$1,125,000 the Group’s profit before
taxation for the period between the date of acquisition and the balance sheet date.

If the acquisition had been completed on 1 April 2005, total group revenue for the year would have been HK$2,850,443,000,
and the profit for the year would have been HK$278,757,000. The proforma information is for illustrative purposes only
and is not necessarily an indication of revenue and results of operations of the Group that actually would have been
achieved had the acquisition been completed on 1 April 2005, nor is it intended to be a projection of future results.
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30. MAJOR NON-CASH TRANSACTIONS

During the year ended 31 March 2005, the Company issued and allotted a total of 4,171,664 shares and 4,875,527 shares
of HK$0.01 each at an issue price of HK$3.0163 and HK$2.9640 each in lieu of cash for the 2004 final and 2005 interim
dividends pursuant to the scrip dividend circulars dispatched to shareholders on 22 September 2004 and 10 January 2005
respectively, as set out in note 25(i).

During the year ended 31 March 2006, the Company issued and allotted a total of 7,047,799 shares and 9,281,475 shares
of HK$0.01 each at an issue price of HK$1.9323 and HK$2.1898 each in lieu of cash for the 2005 final and 2006 interim
dividends pursuant to the scrip dividend circulars dispatched to shareholders on 7 September 2005 and 16 January 2006
respectively as set out in note 25(ii).

In addition, the consideration of HK$12,000,000 payable to the vendor for the acquisition of a subsidiary as set out in
note 29 was being offset against the trade receivables with the relevant vendor upon the execution of the set-off
agreement.

31. PLEDGE OF ASSETS

At 31 March 2006, investment properties and certain property, plant and equipment of the Group with aggregate net
book value of approximately HK$91,700,000 (2005: HK$44,500,000) and approximately HK$19,824,000 (2005:
HK$12,730,000) respectively, were pledged to banks as security for the credit facilities granted to the Group.

32. CONTINGENT LIABILITIES

2006 2005
HK$’000 HK$’000

Bills discounted with recourse – 56,089
Debts factored with recourse – 133,584

– 189,673
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33. COMMITMENTS

(i) Payments to a PRC joint venture partner

At 31 March 2006, the Group was committed to pay an annual guaranteed distribution to a PRC joint venture
partner in the coming year amounting to approximately HK$3,901,000 (2005: HK$3,781,000), which included an
amount of approximately HK$885,000 (2005: HK$885,000) in respect of operating lease commitments for rented
premises.

(ii) Capital commitments

2006 2005
HK$’000 HK$’000

Capital expenditure in respect of property, plant and
equipment contracted for but not provided in
the financial statements 74,919 120,683

(iii) Operating lease commitments and arrangements

The Group as lessee

2006 2005
HK$’000 HK$’000

Minimum lease payments paid under operating
leases in respect of premises during the year 2,514 1,663

At the balance sheet date, the Group had commitments for future minimum lease payments, excluding the
amount as set out in (i) above, under non-cancellable operating leases in respect of rented premises and warehouses
which fall due as follows:

2006 2005
HK$’000 HK$’000

Within one year 2,584 967
In the second to fifth year inclusive 2,402 1,167
Over five years – 79

4,986 2,213

Operating lease payment represents rental payable by the Group for its office premises and warehouse. Leases are
negotiated for terms ranging from one to four years and rental is fixed throughout the lease period.
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33. COMMITMENTS (Continued)

(iii) Operating lease commitments and arrangements (Continued)

The Group as lessor

At the balance sheet date, the Group had contracted with tenants for the following future minimum lease
payments:

2006 2005
HK$’000 HK$’000

Within one year 1,909 2,352
In the second to fifth year inclusive 792 417

2,701 2,769

The Group’s investment properties are expected to generate rental yields of 4% (2005: 5%) on an ongoing basis.
All of the investment properties held have committed tenants for the next two years.

34. RELATED PARTY DISCLOSURES

(i) During the year, the Group paid operating lease rentals amounting to approximately HK$108,000 (2005:
HK$108,000) to Verdure Enterprises Limited (“Verdure”). Verdure is owned by a discretionary trust, the objects of
which include Mr. Li Ming Hung, directors of the Company and his family.

The payment of the above operation lease rentals constitutes exempted continuing connected transactions for
the Company under Chapter 14A of the Listing Rules.

(ii) During the year, the Group entered into a tenancy agreement for a term of three years commencing from 1 July
2005 with Giant Step Limited (“Giant Step”) for leasing premise from Giant Step to the Group in Hong Kong. A
discretionary trust whose discretionary objects are the family members of Mr. Li Ming Hung, a discretionary trust
whose discretionary objects are the family members of Mr. Chen Tien Tui (the two trusts are collectively referred
to as the “Trusts”) and Mr. Choi Lin Hung, director of the Company, each, directly or indirectly, owned 25% of the
issued share capital of Giant Step. During the year, the Group paid rental expenses of HK$1,024,000 (2005: Nil)
to Giant Step.

The transactions contemplated by the tenancy agreement constitute continuing connected transactions for the
Company under Chapter 14A of the Listing Rules.

(iii) During the year, the Group entered into a master sale and purchase agreement (“Master Supply Agreement”) for
a term from 9 September 2005 to 31 March 2008 with 南京新一棉紡織印染有限公司 Nanjing Synergy Textiles
Limited (“Nanjing Synergy”). The entire equity interest of Nanjing Synergy is indirectly owned by the Trusts in
equal share. Pursuant to the Master Supply Agreement, Nanjing Synergy agreed to supply yarn to the Group and
the purchase during the year was approximately HK$65,711,000 (2005: Nil). As at 31 March 2006, the aggregate
amount of purchase deposits paid by the Group to Nanjing Synergy was approximately HK$65,447,000 (2005:
Nil) included in deposits, prepayments and other receivables.

The transactions contemplated by the Master Supply Agreement constitute continuing connected transactions
for the Company under Chapter 14A of the Listing Rules.
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34. RELATED PARTY DISCLOSURES (Continued)

(iv) During the year ended 31 March 2006, Pearl Garden Pacific Limited and Madian Star Limited together subscribed
for an aggregate of 60,000,000 new shares in the Company at the price of HK$2.93 per share, details of which
are disclosed in note 25 (iii). The entire issued share capital of Pearl Garden Pacific Limited is indirectly owned by
a discretionary trust, the objects of which include Mr. Li Ming Hung and his family. The entire issued share capital
of Madian Star Limited is indirectly owned by a discretionary trust, the objects of which include Mr. Chen Tien Tui
and his family.

The subscription of an aggregate of 60,000,000 new shares by Pearl Garden Pacific Limited and Madian Star
Limited as mentioned above constituted exempt connected transaction for the Company under Chapter 14A of
the Listing Rules.

(v) At 31 March 2006, the Company and certain of its wholly owned subsidiaries have conditionally agreed to
provide guarantees in favour of several banks in respect of facilities granted by the banks to Ford Glory International
Limited (“Ford Glory”), a subsidiary of the Company in which Mr. Choi Lin Hung has a 49% beneficial interest.

The guarantees given by the Group in respect of credit facilities granted to Ford Glory amounted to HK$399
million in aggregate as at 31 March 2006. The amount of financial assistance provided exceeds the proportional
interest of the Company in Ford Glory. The provision of the guarantees constitutes connected transactions under
Rule 14A.13(2) of the Listing Rules. Mr. Choi Lin Hung did not provide similar guarantees to the banks but had
provided pro rata counter indemnity to the Company and the relevant wholly owned subsidiaries of the Company.

(vi) The remuneration of directors and other members of key management during the year was as follows:

2006 2005
HK$’000 HK$’000

Short-term benefits 16,737 13,453
Post employment benefits 430 301

17,167 13,754

The remuneration of directors and key executives is determined by the board of directors having regard to the
performance of individuals and market trends.

The above payment of remuneration did not constitute connected transaction for the Company under Chapter
14A of the Listing Rules.
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35. BALANCE SHEET OF THE COMPANY

2006 2005
Notes HK$’000 HK$’000

Non-current assets
Property, plant and equipment (i) 432 353
Investments in subsidiaries (ii) 85,985 85,985
Amounts due form subsidiaries (iii) – 601,387

86,417 687,725

Current assets
Deposits, prepayments and other receivables 811 110
Amounts due from subsidiaries (ii) 852,935 4,990
Bank balances 1,929 227

855,675 5,327

Current liabilities
Other payables 1,129 955
Dividend payable 97 72
Amount due to a subsidiary (ii) 23,648 583

24,874 1,610

Net current assets 830,801 3,717

917,218 691,442

Capital and reserves
Share capital 6,436 5,673
Reserves (iv) 910,782 685,769

Equity attributable to equity holders of
the Company 917,218 691,442
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35. BALANCE SHEET OF THE COMPANY (Continued)

Notes:

(i) Property, plant and equipment

Motor vehicles
HK$’000

COST
At 1 April 2004 and 31 March 2005 492
Addition 488
Disposal (492 )

At 31 March 2006 488

DEPRECIATION
At 1 April 2004 41
Provided for the year 98

At 31 March 2005 139
Provided for the year 97
Eliminated on disposal (180 )

At 31st March 2006 56

CARRYING VALUES
At 31 March 2006 432

At 31 March 2005 353

Motor vehicles are depreciated using the straight line method at the rate of 20% per annum.

(ii) Investment in subsidiaries

2006 2005
HK$’000 HK$’000

Unlisted shares, at cost 85,985 85,985

Particulars of the principal subsidiaries of the Company at 31 March 2006 are disclosed in note 36.

(iii) Amounts due from subsidiaries and amount due to a subsidiary

2006 2005
HK$’000 HK$’000

Amounts due from subsidiaries – non-current – 601,387

Amount due from subsidiaries – current 852,935 4,990

Amount due to a subsidiary 23,648 583

The amounts due from (to) subsidiaries were unsecured and interest-free demand.

In the opinion of the directors, except for the balance of amounts due from subsidiaries of HK$606,377,000 at 31 March 2005
would not be demanded for payment within twelve months of the balance sheet date and accordingly the amounts were
shown as non-current assets.
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35. BALANCE SHEET OF THE COMPANY (Continued)

Notes: (Continued)

(iv) Reserves

Share Contributed Dividend Accumulated

premium surplus reserve profits Total

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

At 1 April 2004 445,381 154,214 25,120 9,719 634,434

Issue of shares under scrip

dividend scheme of for

2004 final and 2005

interim dividend 26,943 – (27,034) – (91)

Interim dividend proposed – – 30,932 (30,932) –

Final dividend proposed – – 31,200 (31,200) –

Dividend declared – – (29,018) – (29,018)

Profit for the year – – – 80,444 80,444

At 31 March 2005 472,324 154,214 31,200 28,031 685,769

Issue of shares under scrip

dividend scheme of for

2005 final and 2006

interim dividend 33,780 – (33,943) – (163)

Placing of new shares 175,200 – – – 175,200

Transaction costs attributable to

issue of new shares (5,468) – – – (5,468)

Interim dividend proposed – – 37,331 (37,331) –

Final dividend proposed – – 38,616 (38,616) –

Dividend declared – – (34,588) – (34,588)

Profit for the year – – – 90,032 90,032

At 31 March 2006 675,836 154,214 38,616 42,116 910,782

The contributed surplus of the Company represents the difference between the book values of the underlying net assets of the

subsidiaries acquired by the Company and the nominal amount of the share capital issued by the Company under the group

reorganisation which became effective on 22 April 1996, net of HK$100,000 subsequently applied in paying up in full at par

the 1,000,000 nil paid shares, together with a credit of approximately HK$68,429,000 arising from the capital reduction in

January 2001.

In addition to accumulated profits, under the company laws in Bermuda, the contributed surplus account of a company is also

available for distribution. However, the company cannot declare or pay a dividend, or make a distribution out of contributed

surplus if:

(i) it is, or would after the payment be, unable to pay its liabilities as they become due; or

(ii) the realisable value of its assets would thereby be less than the aggregate of its liabilities and its issued share capital

and share premium accounts.

The Company’s reserves available for distribution to shareholders as at 31 March 2006 are represented by its accumulated

profits, dividend reserve and contributed surplus, totalling approximately HK$234,946,000 (2005: HK$213,445,000).
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36. PARTICULARS OF PRINCIPAL SUBSIDIARIES

Particulars of the principal subsidiaries of the Company at 31 March 2006 are as follows:

Proportion of
nominal

value issued/ Effective
Place of Issued and registered capital proportion of
incorporation fully paid held by issued/registered
or registration/ share capital/ the Company/ capital held

Name of subsidiary operation registered capital subsidiaries by the Group Principal activities
% %

Best Linkage (Macao Commercial Macau MOP100,000 100 100 Trading of knitted fabric
Offshore) Limited

CSG Apparel Inc. Canada Common stock 100 51 Trading of garment products
CAD1

Champion Fortune Asia Limited Hong Kong Ordinary 100 100 Trading of dyed yarn
HK$2

Elite Sound Investments Limited Hong Kong Ordinary 100 100 Property holding
HK$1

Ford Glory Holdings Limited British Virgin Ordinary 51 51 Investment holding
Islands US$100

Ford Glory International Limited Hong Kong Ordinary 100 51 Trading of garment products
HK$5,000,000

Glory Time Limited Hong Kong Ordinary 70 35.70 Trading of garment products
HK$100

Grace Link Enterprises Limited Hong Kong Ordinary 100 100 Provision of management
HK$10 services

PT Victory Apparel Semarang Indonesia Ordinary 100 51 Manufacture of garment
US$300,000

Silver Success Limited Hong Kong Ordinary 90 32.13 Trading of garment products
HK$100
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36. PARTICULARS OF PRINCIPAL SUBSIDIARIES (Continued)

Proportion of
nominal

value issued/ Effective
Place of Issued and registered capital proportion of
incorporation fully paid held by issued/registered
or registration/ share capital/ the Company/ capital held

Name of subsidiary operation registered capital subsidiaries by the Group Principal activities
% %

Tectfield Industrial Limited Hong Kong Ordinary 77.78 77.78 Manufacture of and trading in
HK$10,000 labels and hang-tags
Deferred (Note(i))
HK$10,000

Top Star Limited Hong Kong Ordinary 100 51 Property holding
HK$2

V-Apparel International Limited Hong Kong Ordinary 100 100 Manufacture of garment
HK$100

Value Plus (Macao Commercial Macau MOP100,000 100 51 Provision of quality inspection
Offshore) Limited service

Victory Apparel Jordan Jordan Ordinary 100 51 Manufacture of garment
Manufacturing Limited JD50,000

Victory City Company Limited Hong Kong Ordinary 100 100 Trading of knitted fabric
HK$10
Deferred (Note (i))
HK$8,000,000

Victory City Holdings Limited British Virgin Ordinary 100 100 Investment holding
Islands US$6

Victory City Investments Limited British Virgin Ordinary 100 100 Investment holding
Islands US$1

Victory City Overseas Limited British Virgin Ordinary 100 100 Investment holding and
(“VCOL”) Islands US$2 provision of subcontracting

Preference services
US$3,300 (Note (ii))

江門市新會區冠華針織廠 PRC US$20,944,510 100 100 Knitting, dyeing and finishing
有限公司 (“Xinhiu Victory of fabric
City”) (Note (iii))

江門市新會區揚名針織廠 PRC (Note (iv)) 100 100 Knitting, dyeing and finishing
有限公司 of fabric

江門錦豐科技纖維有限公司 PRC US$2,837,027 100 100 Dyeing of yarn and provision
(Note (v)) of related subcontracting

services

江門冠暉製衣有限公司 PRC HK$10,852,919 60 60 Manufacture of garment
(Note (v))
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36. PARTICULARS OF PRINCIPAL SUBSIDIARIES (Continued)

Notes:

(i) The deferred shares, which are not held by the Group, practically carry no rights to dividend or to receive notice of or to attend

or vote at any general meeting of respective subsidiaries or to participate in any distribution on a winding-up.

(ii) The redeemable non-voting preference shares of VCOL, which are held by Messrs. Li Ming Hung, Chen Tien Tui and Choi Lin

Hung, carry minimal right to receive notice of or to attend or vote at any general meeting of VCOL. On a winding-up, the

holders of the redeemable non-voting preference shares shall be entitled to receive a return of the capital paid up on the

redeemable non-voting preference shares held by them respectively.

(iii) Pursuant to the co-operative joint venture contract and various supplemental agreements, the Group is to bear the entire risk

and liabilities and share the entire profit and loss of Xinhui Victory City during the term of the co-operative joint venture

commencing from 6 May 1988 (date of establishment of Xinhui Victory City) to 31 August 2007. Upon dissolution of Xinhui

Victory City, the PRC joint venture partner will re-possess the assets it had contributed or the residual value of the assets, which

should be determined by both parties. The Group has accordingly paid the PRC joint venture partner an operating expense for

the use of plant and machinery and factory premises contributed and other facilities provided by the PRC joint venture partner,

and Xinhui Victory City is treated by the Group as a wholly-owned subsidiary for accounting purposes. All assets contributed by

the PRC joint venture partner have been treated as assets under operating leases and are therefore not included as assets of the

Group.

(iv) The company is a co-operative joint venture established in the PRC. The verified paid up registered capital of 江門市新會區揚

名針織廠有限公司 was approximately US$1,709,000 as at 31 March 2006, which was wholly contributed by the Group.

Additional capital contribution by the Group during the year ended 31 March 1999, which amounted to approximately

US$394,000, has not yet been verified as at 31 March 2006.

(v) The Company is wholly foreign owned enterprise incorporated in the PRC with limited liability.

None of the subsidiaries had any debt securities subsisting at 31 March 2006 or at any time during the year.

The above table only lists those subsidiaries of the Company which, in the opinion of the directors, principally affected
the results or net assets of the Group. To give details of other subsidiaries would, in the opinion of the directors, result in
particulars of excessive length.


