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MANAGEMENT DISCUSSION AND ANALYSIS -

BUSINESS REVIEW

The result of the Group for the year under review was significantly better, with an
increase in profit attributable to shareholders of 87.6% over last year.The Group
has completed the disposal of certain non-core property interests in Hong Kong
during the first half of the financial year. The disposal of these property interests
resulted in a net gain (after tax) of approximately HK$ 128,796,000 which has been
adjusted to take into account the effect of the adoption of new accounting

standards and the change of accounting policies during the year under review.

If the net gain on disposal of property interests is excluded, the profit
attributable to shareholders increased by 8.9% to approximately

HK$177,976,000 and profit margin was 2.5%, similar as last year.

The related net proceeds received of approximately HK$485,844,000 has been
used to reduce bank borrowings and for general working capital purposes.Since
all production facilities have been moved away from Hong Kong by late 1990’s,
there was no impact on the Group’s operations due to the disposal of such

property interests.

Several adverse effects on the business environment for the manufacturing industry
in the PRC affected the Group’s financial results of the year under review.The upsurge
in the international fuel and energy prices throughout the year under review
increased the cost of certain raw materials and electricity generation. Costs increase
in the PRC, including the increase in minimum wage, the appreciation of Renminbi
against the US dollar and the increases in interest rates, have created pressure on
the profit margin of the Group.The finance cost for the year under review increased

by approximately HK$46,771,000 to approximately HK$103,498,000.

In respect of the excessive effluent discharge notification by the PRC government
on the Group’s joint venture subsidiary, Dongguan Fuan Textiles Limited (“Fuan”)
in June 2006, Fuan had immediately reduced the production volume since June
2006 by relocating the workload to other manufacturing locations including the
Group's fabric mill in Jiangyin, Jiangsu Province and had paid for the shortfall in
effluent discharge fees of approximately RMB11,500,000 in August 2006.Whereas
minor increases in additional costs were incurred as a result of these remedial
actions, the Group was able to minimise the impact to the shipment schedule of
goods between July and September of 2006. Through cooperation and
communication with customers and the prompt remedial actions taken, the
Group was able to maintain the support and understanding of our long term
clients. Despite the occurrence of the incident, the Group was able to maintain
its major clients during the year under review and was still able to record an
increase in business volume for the second half of the financial year as compared

to the same period of the previous year.
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MANAGEMENT DISCUSSION AND ANALYSIS -

With construction commenced since mid of 2005, a new effluent treatment
unit at Fuan has commenced test operation since late September 2006.The
test run is expected to complete during the first half of the financial year of
2007,and the production capacity of Fuan will not be fully recovered during
the testing period. Upon the official and complete operation of the facility, the
effluent discharge capacity at Fuan will increase by over 30% as compared to

that in August 2006.

Production and Sales of Dyed Fabrics, Sewing Threads

and Yarns
During the year under review, turnover from the production and sales of dyed
fabrics, sewing threads and yarns reached approximately HK$6,639,230,000,
an increase of 6.4% as compared with last year,and accounted for 93.1% of the
Group's total turnover.It's operating results margin was 5.0% which was higher

than that of last year.

Following the acquisition of the entire minority interests in July 2005, our sewing
thread business has continuously shown encouraging improvement both in

sales and contribution to the Group.

Production and Sales of Garments

Annual turnover from the production and sales of garments was approximately
HK$495,558,000,an increase of 25.8% as compared with last year,and accounted
for 6.9% of the Group’s total turnover.Following proactive restructuring and
downsizing measures implemented in the previous financial year, the

performance of this segment has improved.

Analysis by Customer Geographical Regions

The Group’s major customers were garment manufacturers located in Asia and
accounted for approximately 87.3% of the Group’s total turnover, a slight
decrease of 0.9 percentage points when compared with 88.2% of last year.The
remaining 12.7% was generated from sales to customers based in America and
Europe. A more substantial growth was achieved in business with customers
based in Korea and America where the Group has established local liaison/

marketing office.

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

last year.
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MANAGEMENT DISCUSSION AND ANALYSIS -

FINANCIAL REVIEW

Liquidity and Financial Information

At 31st August, 2006, the Group’s total assets amounted to approximately
HK$6,083,686,000, representing an increase of approximately HK$61,742,000
over last year. Total assets included non-current assets of approximately
HK$2,263,256,000 and current assets of approximately HK$3,820,430,000.
The above assets were financed by current liabilities of approximately
HK$1,248,522,000, non-current liabilities of approximately HK$1,835,514,000,
minority interests of approximately HK$201,335,000 and equity attributable
to shareholders of approximately HK$2,798,315,000.

The Group met its funding requirements in its usual course of operation by
cash flows from operations, as well as long-term and short-term borrowings.

The capital expenditure was mainly financed by long-term borrowings.

Due to the disposal of certain property interests and tight control on inventories
and trade receivables during the year under review, cash position as well as
financial ratios of the Group were improved.Bank borrowings, bank overdrafts
and obligations under finance leases totally decreased by approximately
HK$46,496,000 and the total amount of short-term bank deposits,bank balances

and cash increased by approximately HK$126,339,000.

At 31st August, 2006, the principal financial ratios (after inclusion of proposed

final dividend) were as follows:

B N o

B 7% 51 8

nBETRHBER
R-BEXENAZ+-0 SEEELENE
6,083,686,00058 T » tk XFIEIMNLI61,742,0005%
T BEREBEFRBEELN2,263,256,000%
TR REEEL3,820,430,000585T - FIMEER
HBEEL1,248,522,0008 T  ERBEEBY

1,835,514,00058 7T ~ D ER REZ£9201,335,00058
TR R FEALEZ5492,798,315,000/8 TTIRHRELE ©

SEUEEMSRENERRITHRENERENA
EESRE MEARXATERRBEREMC -

AN EEBFERNHENDYERERINAEEFE
REEBWIE  EEZREBERURMBLLEGE
P o IRITIEE ~ RITEXRUBHERNERERE
iR #946,496,00058 T R RHIRITIER ~ RITAEE
RE & EF4126,339,000/& T °

REZZBARENA=Z+—H » TENHHLER (B
BN RBREEN WT ¢

31st 31st

August, 2006 August, 2005

—EERE —ETRF

NA=+—H NA=+—8H

(restated)

(E2)

Gearing ratio EREELE 1.21 1.40
Bank borrowings ratio IRITIEELEE 0.79 0.88
Net bank borrowings ratio IRITREFELE 0.55 0.67

The sales of the Group are mainly denominated in Hong Kong dollars and US
dollars and the purchase of raw materials is mainly made in Hong Kong dollars,
US dollars and Renminbi. Bank borrowings are also denominated in Hong Kong
dollars and US dollars and interests are mainly charged on a floating rate basis. In
addition, the Group mainly operates in the PRC and is exposed to foreign
exchange risk arising from Renminbi exposure. The fluctuations in the US dollars
and Renminbi have always been the concern of the Group.In order to mitigate
the foreign currency risk and interest rate risk, the Group will enter into appropriate

hedging arrangements in accordance with the Group’s risk management policies.
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MANAGEMENT DISCUSSION AND ANALYSIS -

Capital Expenditure

For the year ended 31st August, 2006, the Group invested approximately
HK$460,086,000 (2005:HK$411,832,000) in the addition of property, plant and
equipment and prepaid lease payments. The Group expects that capital

expenditure for the next financial year will be approximately HK$420 million.

Contingent Liabilities

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

recourse.

Charge over Assets

The Group’s obligations under finance leases are secured by the lessors’charge
over the leased assets. At 31st August, 2006, the carrying value of those leased
assets was approximately HK$63,207,000 (2005: HK$100,560,000) and the
amount of obligations under finance leases was approximately HK$5,489,000

(2005: HK$22,158,000).

Employees and Emolument Policies

At 31st August, 2006, the Group had approximately 22,000 full time employees.
The Group’s emolument policies are formulated on the performance of
individual employee and on the basis of the salary trends in the various regions,
and will be reviewed regularly. Subject to the Group's profitability, the Group
may also distribute discretionary bonus to its employees as an incentive for

their contribution to the Group.

The Group has established a share option scheme for its employees, and also
provides regular training courses and subsidies for continuing education so as
to improve the skills of its employees with respect to production, selling and

management.
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