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FELLOW SHAREHOLDERS

On behalf of the Board, | would like to report to shareholders the results of the
Group for the year ended 31st August, 2006. The turnover was approximately
HK$7,134,788,000, an increase of 7.5% over last year.The profit attributable to
shareholders amounted to approximately HK$306,772,000,an increase of 87.6%
over last year.Profit margin for the year under review was 4.3%, an increase of
1.8 percentage points over last year.Basic earnings per share was HK38.64 cents,

compared to HK20.59 cents in 2005.

DIVIDEND

The Board has recommended the payment of a final dividend of HK6.5 cents
per share for the year ended 31st August, 2006 payable to shareholders whose
names appear on the register of members on 25th January, 2007. Subject to
approval of the shareholders at the forthcoming annual general meeting, the
total dividend for the year will be HK11.0 cents per share, compared to HK10.0

cents per share of last year.

BUSINESS OUTLOOK

The global textile industry showed a sign of stability following the signing of
the Sino-EU and the Sino-US trade agreements on textile products on 10th
July, 2005 and 8th November, 2005 respectively that established a clear and
predictable growth path for exports from the PRC.This enabled the Group to
better plan its production lines to fulfill the sourcing plans of the garment
manufacturing and branded customers. Since the Sino-EU trade agreement
and the Sino-US agreement will expire at the end of 2007 and end of 2008
respectively, the Group, like the rest of the industry, is looking forward to the
likelihood of further increase in the PRC's export to these markets, which could
present a growth opportunity for the Group as well as the PRC’s textile industry
going forward. The Group will closely monitor the situation as it could
significantly influence the future outlook for the US and the EU markets.
However, the manufacturing sector in the PRC is expected to continue facing
several challenges including the recent increment in local minimum wage, the
escalated international fuel and energy prices and the continuous appreciation
of Renminbi. As for export-oriented manufacturers in the PRC, the challenges
may also include the potential of slowing down in the US economy and the

reduction in VAT rebate for export products by the PRC.
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On the other hand, the domestic economy in the PRC is expected to continue
growing in the long-term which should result in increase in consumer spending
and demand for better quality textile products. Therefore, the two key
opportunities for driving future growth for the Group over the next few years
continue to be:Firstly, volume increase in demand for the PRC made knitted
fabrics from the existing and new clients in the US and the EU as sourcing of
textile products in the PRC continues to increase; and secondly, the Group will
also continue to strategically target new clients in the PRC as the local consumer
preference shift towards better product quality and innovations. The Group
has well positioned itself to meet with the potential growth in the future. We
are committed to increase market share in the PRC’s domestic market by
continuous expanding the Shanghai office and increasing product promotions.
Last year, the Group launched its first-ever integrated knitted fabric brand name,
“fabric by Fountain Set™”and this business strategy aims to create a distinctive
edge by highlighting our product attributes to enhance customer recognition
and to differentiate the Group’s products from those of the competitors. The
Group will continue to build this product branding in the future by further
featuring the “fabric by Fountain Set™”brand at industry trade shows as well as

publicity and marketing activities.

The Group had started migration of its fabric production from Hong Kong to
the Southern part of the PRC since 1988 and the current production capacities
of the two fabric mills in the Southern part of the PRC have reached their limits.
In order to further expand our production capacity in the PRC, the Group has
started the development of a third fabric production base in the PRCin Jiangyin,
Jiangsu province in the second half of 2002, which has since expanded its
production to exceed one-third of the Group’s total capacity. With an
experienced and dedicated management and operations team, the Group was
able to accomplish this remarkable achievement of developing a green field
site into such a significant production base in less than three years time.The
Jiangyin mill has continued to develop in its second phase and its production
has been progressively expanding as planned.It is estimated that the plant
alone will achieve approximately half of the Group's total production capacity
by the end of 2007. A coal-fired electricity and steam co-generation facilities
has been in operation in Jiangyin mill since March 2006 to provide the Group
with higher energy reliability and efficiency. It is expected that the Group’s
overall production efficiency will benefit from economies of scale as well as
the more streamlined design of new production lines at Jiangyin mill, thus

enhancing the Group’s competitiveness in the global market.
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Furthermore, the Group is always forward planning and evaluating investment
opportunities to ensure the continuity of long-term growth.In view of the recent
move by the PRC government to reduce the volume of effluent discharge of
environmentally sensitive industries in Guangdong province and the relatively
high cost of operating in the Southern part of the PRC, the Group has been
selecting potential locations in the PRC with well developed infrastructure and
resources for supporting the partial migration of production from the Southern
part of the PRC.Recently, the Group has been actively reviewing potential sites
in Jiangsu province as the location for establishing our next manufacturing
base. The selected location should not only offer attractive investment
environment but must also be able to provide complete infrastructural solutions
to the Group similar to those available in Jiangyin, including reliable water, steam
and electricity supply as well as effluent treatment based on the national

standard.

As a result of our internal restructuring of our garment business since 2004, the
turnover of our garment business reduced from approximately HK$514,743,000
in 2004 to approximately HK$393,936,000 in 2005.The consolidation has started
to show its effect and operation of our garment business has improved since
2006.With the investment in a new garment joint venture unit this year, it is
estimated that the overall production capacity of our garment business will

significantly increase in the next financial year.

The Group will also extend its scope of business to manufacturing and selling
of fabric production machineries and a wholly owned subsidiary of the Group,
Jiangyin Jintian Machinery Limited was established in Jiangyin, Jiangsu
province, the PRC.The Company is expected to commence operation in the
second quarter of 2007.With over 37 years of experience in the textile industry,
the Group has accumulated vast knowledge and exposure in the engineering
of various machineries.Combining our experience in performing in-house repair
and modification to our machineries, the Group is able to develop user-friendly
and efficient machineries for the market. In the past few years, the Group has
produced numerous machines for internal use with satisfactory performance.
During the initial stage of production, majority of the machineries produced
will be used to support the growth of our fabric mills while the balance will be
sold to external customers.The objectives of this new business are to diversify

our source of revenue as well as to reduce our machinery cost.

BE  SERARAPFEHITARMGERERS R
FENRERRE - FENTBEBMILBEUNERE
NIRRT ENRESTENTERERTB 2L
ERAEHES  KECETHRERNERERTE
R R ERNEE H BB ENESGE
ER - &3 KEERBIETHE TG TReER S
BT —EEEREBAMLE - MENAHHERETER
BT EBEWRSINHIRERE - MAFREREERAM
TEREZENERRESR - BETENNE &R
REOHE  UREREENTKEERES

HAREENRREBR _STNFETADERE > K
KEBNEEBR-STMEFRNL514,743,000/8 7T
THRZE-ZZZTRFHIA393,936,0008 7T - 2XEK
EXHREANENE  EERKEEZEEE-TT
NEEBEAMYE - MEAFEEFRAKEEAT LN
BE > EEEHRRESNEBEERNIERT -8
BEFEESEELR -

EERERREXBEEERBEMRIEERW - I
EEFEITHETIRR Y2 EME AR —TRES A
WERATF - KARARME—TTLFE_SMKER
E o KRERGBTEEARBI7FER  UNSE
B T2 L REASMBRER - HEEBEREM
ETRRHEERIBERER  SEEATERBEHE
SERAR SRR - MEERF - KRECLER
SHRRIFOEBENIER - FREDH - X6
SENEHERANEEERHBEIER - MERT
HEEHETINES - ENFBHENREDHE
TEURA SRR A B2 P AR AR AR AN o



BERE(RE) AR

CHAIRMAN'S STATEMENT « EE&HE

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

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

AWARDS

This year, the Group was accredited two recognised awards by the China
National Textile and Apparel Council Statistics Center:“No 1 turnover in textile
knitting industry in China in 2005-2006"and“No 1 export in textile and garment
industry in China in 2005-2006" | am proud of the recognition and would like
to extend the credit to all staff in making the Group a leader in the global knittted

fabric industry.

ACKNOWLEDGEMENT

Finally,l would like to thank our employees around the world for their dedicated
efforts throughout the year.| am grateful to my fellow directors for their
countless contribution and support.On behalf of the Group, | express my sincere
appreciation to our shareholders, customers and partners for their continuous

support.

On behalf of the Board
HA Chung Fong
Chairman

Hong Kong
15th December, 2006
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