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NOTES TO THE FINANCIAL STATEMENTS -

For the year ended 31st August, 2006
BE—ZEERF/\A=1+—HILFE

1. General

The Company is a public limited company incorporated in Hong Kong and its
shares are listed on The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”). The address of the registered office and principal place of business

of the Company are disclosed in the Corporate Information to the annual report.

The financial statements are presented in Hong Kong dollar, which is the same

as the functional currency of the Company.

The Company is an investment holding company. The principal activities of its
principal subsidiaries and jointly controlled entities are set out in notes 19 and

20, respectively.

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

retrospectively.
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For the year ended 31st August, 2006
BE—EEANFNNA=1T—HIFE

2. Application of Hong Kong Financial Reporting Standards/
Changes in Accounting Policies (Continued)

(A) Application of Hong Kong Financial Reporting Standards

The adoption of the new HKFRSs has resulted in changes to the Group’s and

the Company’s accounting policies in the following areas that have an effect

on how the results for the current and prior years are prepared and presented:

(1) 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 cost model to account for the
building portion of the investment properties, under which investment
properties are carried at cost less accumulated depreciation and any
accumulated impairment loss.For the land portion of the investment properties,
it follows HKAS 17 “Leases” as set out in (3) below. In previous years, the
investment properties of the Group (including land portion and buildings
portion) under the predecessor Standard were measured at open market values,
with revaluation surplus or deficit credited or charged to asset revaluation
reserve unless the balance on this reserve was insufficient to cover a deficit, in
which case the excess of the deficit over the balance of the asset revaluation
reserve was charged to the income statement.Where a deficit had previously
been charged to the income statement and a revaluation surplus subsequently
arose, that surplus was credited to the income statement to the extent of the
deficit previously charged.The Group has elected to apply the new accounting
policy retrospectively and comparative figures have been restated (see note 3

for the financial impact).
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NOTES TO THE FINANCIAL STATEMENTS -

For the year ended 31st August, 2006
BE—ZEERF/\A=1+—HILFE

2. Application of Hong Kong Financial Reporting Standards/
Changes in Accounting Policies (Continued)

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

(2) Deferred Taxes related to Investment Properties

In previous years, deferred tax consequences in respect of revalued investment
properties were assessed on the basis of the tax consequence that would follow
from recovery of the carrying amount of the properties through sale in
accordance with the predecessor Interpretation. In the current 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 investment property at each
balance sheet date. In the absence of any specific transitional provisions in
HK(SIC) Interpretation 21, this change in accounting policy has been applied
retrospectively and comparative figures have been restated (see note 3 for the

financial impact).

(3) Leasehold Interests in Land

In previous years, certain leasehold land and buildings included in property,
plant and equipment were stated in the balance sheet at their revalued amount
prior to 30th September, 1995, less any subsequent accumulated depreciation
and any accumulated impairment loss.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.To the extent that the allocation of the lease payments between
the land and buildings elements can be made reliably, the leasehold interests
in land are reclassified to prepaid lease payments under operating leases, which
are carried at cost less any impairment loss and amortised over the lease term
on a straight line basis. This change in accounting policy has been applied
retrospectively and comparative figures have been restated (see note 3 for the

financial impact).
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For the year ended 31st August, 2006
BE—EEANFNNA=1T—HIFE

2. Application of Hong Kong Financial Reporting Standards/
Changes in Accounting Policies (Continued)

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

(4) Financial instruments

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

HKAS 39 are summarised below:

Financial assets and financial liabilities

From 1st September, 2005 onwards, the Group classifies and measures its
financial assets and financial liabilities in accordance with the requirements of
HKAS 39.Under HKAS 39, financial assets are classified as “financial assets at fair
value through profit or loss’ “available-for-sale financial assets’ “loans and
receivables” or “held-to-maturity financial assets" Financial liabilities are classified
as “financial liabilities at fair value through profit or loss” or “other financial
liabilities" Transaction costs that relate to the issue of financial assets or financial
liabilities are included in the carrying amount of the financial assets or financial
liabilities and amortised over the period of the terms of the financial assets or
financial liabilities using the effective interest method.On 1st September, 2005,
the Group recognised the effect of amortising the transactions cost using the
effective interest method amounting to approximately HK$376,000 in the
Group’s and the Company’s retained profits and balance sheet (see note 3 for
the financial impact). The adoption of the accounting policy has been applied
prospectively and the financial impact to the Group and the Company is set

out in note 3.
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For the year ended 31st August, 2006
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2. Application of Hong Kong Financial Reporting Standards/
Changes in Accounting Policies (Continued)

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

(4) Financial instruments (Continued)

Derivatives and hedging

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

derivative financial instruments until they were matured/realised.

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

statement for the period in which they arise.

The Group has applied the relevant transitional provisions in HKAS 39. For
derivatives that do not meet the requirements of hedge accounting in
accordance with HKAS 39, the Group has, from 1st September, 2005 onwards,
deemed such derivatives as held for trading.On 1st September, 2005,the Group
and the Company recognised the fair value amounting to approximately
HK$1,128,000 in the Group's retained profits and balance sheet (see note 3 for

the financial impact).
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2. Application of Hong Kong Financial Reporting Standards/
Changes in Accounting Policies (Continued)

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

(4) Financial instruments (Continued)

Derecognition

HKAS 39 provides more rigorous criteria for the derecognition of financial assets

than the criteria applied in previous periods. Under HKAS 39, a financial asset is

derecognised, when and only when, either the contractual rights to the asset’s

cash flows expire, or the asset is transferred and the transfer qualifies for

derecognition in accordance with HKAS 39.The decision as to whether a transfer

qualifies for derecognition is made by applying a combination of risks and

rewards and control tests.The Group has applied the relevant transitional

provisions and applied the revised accounting policy prospectively to transfers

of financial assets from 1st September, 2005 onwards. As a result, the Group’s

trade receivables factored with recourse which were derecognised prior to 1st

September, 2005 have been recognised on the balance sheet on 1st September,

2005.This change in accounting policy has had no material effect on results for

the current year.

(5) Share-based Payment

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

material effect on results for current and prior years.

2. EREAUMKAREN/STTHEZ
R @)

(A) FEFAEBEII5ER SRR ()

4) £ATA ()

TR

ESE RS0 SRS E  TMERR 2RI

BRI A RIEE R R - RIBEEEhER

£30f% 0 SRMEERBTEERSREZANWER

R SRR SRS B B SRS

302 FAERBEIEES - BRI FERR - —BEE

EEHA TR NERAER R B RANEE S

PHEISRER - AEEEHR-—TTRENA—BENS

REEEREA AR R RSB 2 gt

B o Eilt - AEEE=BEEENS — BATER

RrHEREL BYHEREEN S ERFAA—

BESESBRATER  WBSHEBEE 2 # A

H2EETREAYE (R HBH -

(5) URGBERZ(T5
BEMERRENEURIARDHER 2N FHRE
FEEURBRHIZERDEFNMERBEE M E
AR ((ESAERS]) - BERNEERE 2R
DERDEN 2 EEEELSR (REEERS])
TRADREM - BEMBRREREURE AR
EzEEFENERTESRESA N RRRERER
HAREE FEE 2 A TEEEEBHAIEERA
B o FE A& B M35 R SRE RSB 21k A - AKREER
ARBITEREEILDBEE - AEECH-F
ZRFENAA - BRUARR K ZRRERRATBYKH
FHAERF 2% o RIBAEBRBIER - AREWRBYH
—EECFT-AtASUAIRH ZRRERE-F
BoFtT-ACRARBER-Z22RFNAA—AA
CRB2AREEATBUMBEHRRERE 2R - HR
“EZAFNA-BWRERREELR  WIREEH
RZBBHAFERBEFECRENEBAIE -



EEHEE(EE)FARLT == 558

NOTES TO THE FINANCIAL STATEMENTS -

For the year ended 31st August, 2006
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2. Application of Hong Kong Financial Reporting Standards/
Changes in Accounting Policies (Continued)

(B) Change in accounting policy for buildings

In previous years, certain land and buildings held for own use were stated in
the balance sheet at their revalued amount prior to 30th September, 1995, less
any subsequent accumulated depreciation and any accumulated impairment
loss.Under the predecessor Standard, the surplus arising on revaluation of these
properties prior to 30th September, 1995 was credited to the asset revaluation
reserve. Any future decrease in value of these properties were dealt with as an
expense to the extent that it exceeds the balance, if any,on the asset revaluation
reserve relating to a previous revaluation of the particular properties.On the
subsequent disposal of a revalued asset, the attributable revaluation surplus
not yet transferred to retained profits in previous years is transferred to retained

profits.

Upon adoption of the new HKFRSs, as mentioned above, land leased under an
operating lease is recognised as“prepaid lease payments”in the balance sheet
and measured at cost and amortised over the lease term on a straight line basis.
Management therefore reassessed the Group’s accounting policy for the
subsequent measurement of buildings and determined that the use of the cost
model under HKAS16“Property, Plant and Equipment”for the buildings element
would result in more meaningful information to the readers of the financial
statements. Under the cost model, the buildings are carried at cost less
accumulated depreciation and any accumulated impairment loss. This change
in accounting policy has been applied retrospectively. Upon the change in
accounting policy, the revaluation surplus that arising in 1995 not yet transferred
to retained profits in previous years has been reversed retrospectively. As a
result, the carrying amount of the buildings, the related deferred tax liabilities
and the asset revaluation reserve have been restated (see note 3 for the financial

impact).
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3. Summary of the Effects of the Changes in Accounting 3. BRf R E 2 ERE

Policies
MR FTI 2 B ETEGR 2 R B A EE RBEF

The effects of the changes in the accounting policies described in note 2 above

on the results for the current and prior years are as follows: EXE2EWNT
2006 2005
HK$’000 HKS'000
FET FET
Increase (decrease) in surplus arising on BEREMEREE
revaluation of investment properties BeR 238 (R4 5 (78)
Increase in gain on disposal of HEY SRR TS
property interests BRI Z3Em 170,606 —
Decrease in depreciation of buildings BFITE 2D 1,143 2,206
Decrease in amortisation of land T Hh 8 2R
(now reclassified as amortisation EEHpEAARM
of prepaid lease payments) FTAERIE 2 #) 579 1,123
Increase in depreciation of REYZEITE 215 m
investment properties (1,428) (2,024)
Increase in losses arising from THEEMIAZAF
changes in fair value of BESBEE
derivative financial instruments B 2 g m (45) =
Decrease in deferred tax credit BB IETT A 2R (10,663) (174)
Increase in profit for the year REEREF ZEM 160,197 1,053
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For the year ended 31st August, 2006
BE—ZEERF/\A=1+—HILFE

3. Summary of the Effects of the Changes in Accounting
Policies (Continued)

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

2005 and 1st September, 2005 are summarised below:

3. BRTBERNE 2 EBE @)

SRR EH - EERFENA=T—ER=8Z
AFEANA— B 2B EMMmmT :

THE GROUP REE
Asat Effect of Asat Asat
31st August, e 31st August, Tt September,
2005 HKAS 16, HK(SIC) 2005 Effect of 2005
(originally stated) HKAS 1 17 &40 INT21 (restated) HKAS 39 (restated)
B (8
R-ZZTRE EAert Eaert 2BZ W-2IRF Eied WN-ERRE
NA=t-H Ef| EB|ZE16, EB)RE NA=t-B  RAEIE3% nA-A
(R%25) E1 17R40% EILS E27) %7 E27)
HKS'000 HK$'000 HK$'000 HKS'000 HKS'000 HKS'000 HKS'000
TEn Fir Fir Fir Thr Tiér Tér
Balance sheet items EEBERER
Investment properties RENE 178162 = (93,895} = 84267 = 84267
Property, plant and equipment 0% KERRE 2368968 - (266,547) - 2102421 = 2102421
Prepaid lease payments BAREFE - - 153,924 - 153,924 = 153,924
Trade and other receivables EXREMENFE 1,565,907 - - - 1,565,907 34,066 1599973
Bank borrowings RITEE (2,205,645) = = = (2,205,645) (34442)  (2240,087)
Derivative financial instruments — assets fTEeMIA-4E - - - - - 1,401 1,401
Derivative financial instruments — liabilities TEERTIE-B - — — — — (2529) (2529)
Deferred tax liablities BEEEE (48352) = 19391 (307) (29.268) - (29.268)
Other assets and liabilities EfrEERER 1107610 — — — 1,107,610 = 1,107,610
2,966,650 — (187,127) (307) 2,779,216 (1,504) 2,777,712
Asset revaluation reserve BEEMRE 231313 - (230,791) (522) = = =
Retained profits REEF 2,215,662 — 43,664 25 2,259,541 (1,504) 2,258,037
Minority interests SURRES - 193413 — — 193413 = 193413
Share capital and other reserves RARE e 326,262 - — - 326,262 — 326,262
2,773,237 193,413 (187,127) (307) 2779216 (1,504) 2,777,112
Minority interests DERRER 193,413 (193:413) = = = = =
2,966,650 — (187,127) (307) 2,779,216 (1,504) 2,777,112
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BHE—ZEEXNFN\A=1T—HIFE

3. Summary of the Effects of the Changes in Accounting

Policies (Continued)

3. BETBRME 2 ERE @)

THE COMPANY AN
As at As at As at
31st August, 31st August, 1st September,
2005 Effect of 2005 Effect of 2005
(originally stated) HKAS 1 (restated) HKAS 39 (restated)
A=EEHF BB R—ZZRF EEET R=ZTHF
NA=+—HB EBEMRNA=+—H EBIE39MF NA—H
(REZ7) ZE (&%) e (&%)
HKS$'000 HK$'000 HK$'000 HK$'000 HK$'000
FET FET FET FET FET
Balance sheet items EEAERER
Other receivables H U FRIE 6,754 — 6,754 (3,928) 2,826
Bank borrowings RITEE (1,781,000) — (1,781,000) 3,552 (1,777,448)
Derivative financial instruments THEEMIAE-BE
— assets = = = 1,401 1,401
Derivative financial instruments PTHEERMTIA-8f&
— liabilities — — — (2,529) (2,529)
Amounts due to subsidiaries R E A B FRIE
~ current liabilities —-nEBaE — (634,622) (634,622) — (634,622)
Amounts due to subsidiaries NGB O
— non-current liabilities —ERBEE (634,622) 634,622 = = =
Other assets and liabilities HEERERE 3,128,136 — 3,128,136 — 3,128,136
719,268 = 719,268 (1,504) 717,764
Retained profits BERA 363,132 — 363,132 (1,504) 361,628
Share capital and other reserves IR E At 356,136 — 356,136 — 356,136
719,268 — 719,268 (1,504) 717,764
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3. Summary of the Effects of the Changes in Accounting 3. B BERE 2L ERE @)

Policies (Continued)
The financial effects of the changes in accounting policies to the Group’s equity
attributable to shareholders of the Company on 1st September, 2004 are

summarised below:

B BRRBH —STNFNA - BARRRARRE

AR E S MBS EBMT

As originally As

stated  Adjustments restated

REZ75 R £

HKS'000 HKS'000 HKS'000

FET FET FET

Asset revaluation reserve EEEMAfHE 229,844 (229,844) —
Retained profits RIFER 2,138,596 42,826 2,181,422
Share capital and other reserves BRAS R H A A4S 318,549 — 318,549
2,686,989 (187,018) 2,499,971

59
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3. Summary of the Effects of the Changes in Accounting
Policies (Continued)

The Group has not early applied the following new standards,amendments or
interpretations that have been issued but are not yet effective. These new
HKFRSs may result in changes in the future as to how the results and financial
position are prepared and presented. The Group has commenced considering
the potential impact of these new HKFRSs but is not yet in a position to
determine whether these HKFRSs would have a significant impact on its results

and financial position are prepared and presented.
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Effective for accounting periods beginning on or after 1st January, 2007.
Effective for accounting periods beginning on or after 1st January, 2006.
Effective for accounting periods beginning on or after 1st December, 2005.
Effective for accounting periods beginning on or after 1st March, 2006.
Effective for accounting periods beginning on or after 1st May, 2006.
Effective for accounting periods beginning on or after 1st June, 2006.
Effective for accounting periods beginning on or after 1st November, 2006.
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NOTES TO THE FINANCIAL STATEMENTS - B7f 75 3R 3R Mf =%

For the year ended 31st August, 2006
BE—ZEERF/\A=1+—HILFE

4. Significant Accounting Policies
The financial statements have been prepared on the historical cost basis except
for certain financial instruments, which are measured at fair values, as explained

in the accounting policies set out below.

The financial statements have been prepared in accordance with Hong Kong
Financial Reporting Standards. In addition, the financial statements include
applicable disclosures required by the Rules Governing the Listing of Securities

on the Stock Exchange and the Companies Ordinance.

Basis of consolidation
The consolidated financial statements incorporate the financial statements of

the Company and its subsidiaries.

The results of subsidiaries acquired or disposed of during the year are included
in the consolidated income statement from the effective date of acquisition or

up to the effective date of disposal,as appropriate.

Where necessary, adjustments are made to the financial statements of
subsidiaries to bring their accounting policies into line with those used by other

members of the Group.

All intra-group transactions, balances,income and expenses are eliminated on

consolidation.

Minority interests in the net assets of consolidated subsidiaries are presented
separately from the Group’s equity therein. Minority interests 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.
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For the year ended 31st August, 2006
BE—ZERNF/\A=+—HILFE

4. Significant Accounting Policies (Continued)

Goodwill

Goodwill arising on acquisitions prior to 1st September, 2004

Goodwill arising on an acquisition of a subsidiary for which the agreement date
is before 1st September, 2004 represents the excess of the cost of acquisition
over the Group's interest in the fair value of the identifiable assets and liabilities

of the relevant subsidiary at the date of acquisition.

For previously capitalised goodwill arising on acquisitions after 1st January,
2001, the Group has discontinued amortisation from 1st September, 2004
onwards,and such goodwill is tested for impairment annually,and whenever
thereis an indication that the cash generating unit to which the goodwiill relates

may be impaired (see the accounting policy below).

Goodwill arising on acquisitions on or after 1st September, 2004

Goodwill arising on an acquisition of a subsidiary for which the agreement date
is on or after 1st September, 2004 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 loss.

Capitalised goodwill arising on an acquisition of a subsidiary is presented

separately in the consolidated balance sheet.

For the purpose 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.
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For the year ended 31st August, 2006
BE—ZEERF/\A=1+—HILFE

4. Significant Accounting Policies (Continued)
Goodwill (Continued)

Goodwill arising on acquisitions on or after 1st September, 2004 (Continued)

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

disposal.

Revenue recognition
Revenue represents the fair value of amounts received and receivable for goods

sold and services rendered, net of returns, to outside customers.

Sales of goods are recognised when goods are delivered and title has been

passed.
Service 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.

Investment properties

On initial recognition, investment properties are measured at cost, including
any directly attributable expenditure. Subsequent to initial recognition,
investment properties are stated at cost less accumulated depreciation and
any accumulated impairment loss. Depreciation is provided to write off the cost
of investment properties, over their estimated useful lives and after taking into

account of their estimated residual value, using the straight line method.

An investment property is derecognised upon disposal or when no future
economic benefits are expected from its disposal. 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.
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For the year ended 31st August, 2006
BE—EEANFNNA=1T—HIFE

4. Significant Accounting Policies (Continued)
Property, plant and equipment
Property, plant and equipment, other than construction in progress, are stated

at cost less accumulated depreciation and any identified impairment loss.

Depreciation is provided to write off the cost of property, plant and equipment,
other than construction in progress, over their estimated useful lives and after
taking into account of their estimated residual value, 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.

Construction in progress
Construction in progress is stated at cost, which includes related construction

and borrowing costs,as appropriate.

No depreciation is provided for construction in progress until the construction

is completed and the assets are ready for their intended use.

Prepaid lease payments
Prepaid lease payments, which represent up-front payments to acquire
leasehold land interests, are stated at cost and amortised over the period of

the lease on a straight line basis.
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NOTES TO THE FINANCIAL STATEMENTS -

For the year ended 31st August, 2006
BE—ZEERF/\A=1+—HILFE

4. Significant Accounting Policies (Continued)

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 as expenses in the period in which

they are incurred.

Investments in subsidiaries
Investments in subsidiaries are included in the Company’s balance sheet at cost

less any identified impairment loss.

Jointly controlled entities

Joint venture arrangements that involve the establishment of a separate entity
in which venturers have joint control as governed by a contractual agreement
over the economic activity of the entity are referred to as jointly controlled

entities.

The results and assets and liabilities of jointly controlled entities are
incorporated in the consolidated financial statements using the equity method
of accounting. Under the equity method, investments in jointly controlled
entities are carried in the consolidated balance sheet at cost as adjusted for
post-acquisition changes in the Group’s share of the profit or loss and of changes
in equity of the jointly controlled entities, less any identified impairment loss.
When the Group's share of losses of a jointly controlled entity equals or exceeds
its interest in that jointly controlled entity (which includes any long-term
interests that, in substance, form part of the Group's net investment in the jointly
controlled entity), the Group discontinues recognising its share of further losses.
An additional share of losses is provided for and a liability is recognised only to
the extent that the Group has incurred legal or constructive obligations or made

payments on behalf of that jointly controlled entity.
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For the year ended 31st August, 2006
BE—EEANFNNA=1T—HIFE

4. Significant Accounting Policies (Continued)
Inventories
Inventories are stated at the lower of cost and net realisable value. Cost is

calculated using the first-in, first-out method.

Impairment (other than goodwill)

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 (or cash generating
unit) 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 (or cash generating unit) 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 (or cash generating unit) in prior years. A

reversal of an impairment loss is recognised as income immediately.

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
instruments. 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 are added to or deducted from
the fair value of the financial assets or financial liabilities, as appropriate, on

initial recognition.

Financial assets

Other than derivatives which are deemed as financial assets held for trading,
the Group's financial assets are classified as loans and receivables. All regular
way purchases or sales of financial assets are recognised and derecognised on
a trade date basis. Regular way purchases or sales are purchases or sales of
financial assets that require delivery of assets within the time frame established
by regulation or convention in the marketplace. The accounting policy adopted

in respect of loans and receivables is set out below.
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4. Significant Accounting Policies (Continued)

Financial instruments (Continued)

Financial assets (Continued)

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 and other receivables,amounts due from jointly controlled entities and
bank deposits and balances) are carried at amortised cost using the effective
interest method, less any identified impairment loss. An impairment loss is
recognised in the income statement when there is objective evidence that the
asset isimpaired,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 loss is 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.

An equity instrument is any contract that evidences a residual interest in the
assets of the group after deducting all of its liabilities. The accounting policies
adopted in respect of financial liabilities and equity instruments are set out

below.

Financial liabilities

Financial liabilities (other than derivatives which are deemed as financial
liabilities held for trading) including trade and other payables, bills payable,
amounts due to minority shareholders, bank borrowings and obligations under
finance leases are subsequently measured at amortised cost, using the effective

interest method.
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4. Significant Accounting Policies (Continued)

Financial instruments (Continued)

Financial liabilities and equity (Continued)

Equity instruments

Equity instruments issued by the Company are recorded at the proceeds

received, net of direct issue costs.

Derivatives that do not qualify for hedge accounting
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 the income statement.

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 the

income statement.

For financial liabilities, they are removed from the Group’s balance sheet when,
and only when, it is extinguished (i.e. when the obligation specified in the
relevant contract is discharged, cancelled or expired).The difference between
the carrying amount of the financial liability derecognised and the consideration

paid or payable is recognised in the income statement.

Equity settled share-based payment transactions

Share options granted and vested to employees before 1st September, 2005

The financial impact of share options granted and vested before 1st September,
2005 is not recorded in the Group's or the Company’s balance sheet until such
time as the options are exercised, and no charge is recognised in the income
statement in respect of the value of options granted and vested before 1st
September, 2005. Upon the exercise of the share options, the resulting shares
issued are recorded by the Company 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 by the Company in the share premium
account. Options which lapse or are cancelled prior to their exercise date are

deleted from the register of outstanding options.
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4. Significant Accounting Policies (Continued)

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 the income statement, unless
they are directly attributable to qualifying assets, in which case they are
capitalised in accordance with the Group’s general policy on borrowing costs

(see above).

Rentals payable under operating leases are charged to the income statement
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.
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4. Significant Accounting Policies (Continued)

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 re-translated at
the rates prevailing on the balance sheet date. Non-monetary items that are

measured in terms of historical cost in a foreign currency are not re-translated.

Exchange differences arising on the settlement of monetary items,and on the
translation of monetary items, are recognised in the income statement in the
period in which they arise, except for exchange differences arising on a
monetary item that forms part of the Group'’s net investment in a foreign
operation, in which case, such exchange differences are recognised in equity in

the consolidated financial statements.

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 Company (i.e. Hong Kong dollars) at the rate of
exchange prevailing at the balance sheet date,and theirincome and expenses
are translated at the average exchange rates for the year, unless exchange rates
fluctuate significantly during the year, 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 the income statement in the period

in which the foreign operation is disposed of.
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4. Significant Accounting Policies (Continued)
Taxation
Income tax charge 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 amounts 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 other 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 and interests in joint ventures, 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.

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 the income statement, except when it relates to items charged or

credited directly to equity,in which case the deferred tax is also dealt with in

equity.
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4. Significant Accounting Policies (Continued)
Retirement benefits scheme
Payments to defined contribution retirement benefit plan are charged as an

expense as they fall due.

5. Key Sources of Estimation Uncertainty

In the process of applying the Group’s accounting policies, management makes
various estimates based on past experiences, expectations of the future and
other information. The key sources of estimation uncertainty at the balance
sheet date, which may significantly affect the amounts recognised in the

financial statements within the next financial year,are disclosed below:

Allowance for bad and doubtful debts

Management regularly reviews the recoverability and/or age of the trade
receivables. Appropriate impairment for estimated irrecoverable amounts are
recognised in the income statement when there is objective evidence that the

asset is impaired.

In determining whether impairment for bad and doubtful debts is required,
the Group takes into consideration the current creditworthiness, the past
collection history,age status and likelihood of collection. Specific allowance is
only made for receivables that are unlikely to be collected and is recognised
on the difference between the estimated future cash flow expected to receive
discounted using the original effective interest rate and its carrying value. If
the financial conditions of customers of the Group were to deteriorate, resulting
in an impairment of their ability to make payments, additional impairment may

be required.

Allowance for inventories

Management reviews the net realisable values and/or age of inventories and
makes allowance for obsolete and slow moving inventory items identified with
reference to existing market environment, the sales performance in previous
years and estimated market value. Specific allowance for inventories is only
made if the estimated market value of the inventories is lower than its carrying

value.
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NOTES TO THE FINANCIAL STATEMENTS -

For the year ended 31st August, 2006
BE—ZEERF/\A=1+—HILFE

6. Financial Risk Management Objectives and Policies

The Group’s major financial instruments include trade and other receivables,
trade and other payables, bills payable, bank deposits and balances and bank
borrowings. Details of these financial instruments are disclosed in respective
notes. The risks associated with 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

The Group mainly operates in the PRC and is exposed to foreign exchange risk
arising from the Renminbi exposure. The fluctuations in the US dollars and
Renminbi have always been the concern of the Group. Certain trade receivables,
trade payables and borrowings of the Group are denominated in foreign
currencies. In order to mitigate the foreign currency risk, foreign currency
forward contracts are entered into in accordance with the Group's risk

management policies.

Interest rate risk

The Group'’s income and operating cash flows are substantially independent of
changes in market interest rates as the Group has no significant interest-bearing
assets except for certain cash and cash equivalents. The Group’s exposure to
interest rate risk is mainly attributable to its cash and cash equivalents, bank
borrowings and obligations under finance leases which are charged at variable

rates and expose the Group to cash flow interest rate risk.

In order to mitigate this interest rate risk, interest rate swap arrangements are

entered into in accordance with the Group’s risk management policies.
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6. Financial Risk Management Objectives and Policies
(Continued)

Credit risk

The Group’s maximum exposure to credit risk in the event of the counterparties
failure to perform their obligations as at 31st August, 2006 in relation to each
class of recognised financial assets is the carrying amount of those assets as
stated in the consolidated balance sheet.In order to minimise credit risk on
trade and other receivables, management has delegated a team responsible
for determination of credit limits, credit approvals and other monitoring
procedures to ensure that follow-up action is taken to recover overdue debts.
In addition, the Group reviews the recoverable amount of each individual trade
debt or at each balance sheet date to ensure that adequate impairment loss is
made for irrecoverable amounts.In this regard, the directors consider that the

Group’s credit risk is significantly reduced.

The credit risk on bank deposits and balances is limited because the
counterparties are banks with high credit ratings assigned by international

credit rating agencies.

The Group has no significant concentration of credit risk, with exposure spread

over a number of counterparties and customers.
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7. DEEER
BEE A EENE FEARI eSS R M
R - EMES% B CRRERSHE -

7. Segment Information
Turnover represents the amounts received and receivable for goods sold and
services rendered by the Group, net of returns, to outside customers during

the year.

HAEEREERN - BHRRYD 2 EBHBAAEER
EHE2 3% (CETHFE 1 94%) © BULAEEL
REBEEER S EEEENEEEREERELD
BEEAN - AEBE2HDEERZEERA Aty
AEREFHEMERERE) o

Turnover and contribution to operating results and assets and liabilities by
business segment have not been prepared as over 93% (2005: 94%) of the
Group's turnover was derived from the production and sales of dyed fabrics,
sewing threads and yarns. The Group’s primary format for reporting segment

information is geographical segments (based on location of customers).

2006 —EERE
Hong Kong The PRC Taiwan Korea  Restof Asia America Europe  Eliminations  Consolidated
Hff
Bk H =) | BE  DMHE M BN Ef &a
HK$'000 HK$'000 HK$'000 HK$'000 HKS'000 HKS$'000 HK$'000 HKS'000 HK$'000
TER TEn TEn TET TEn TEn TER TEn TET
TURNOVER EXE
External sales HMEE 2,739,748 194,980 770,663 859,608 1,660,066 810,494 99,229 — 7134788
Inter-segment sales (note) AEEEE () 6702508 4162470 = - 194,148 50,860 —  (11,109,986) -
Total turnover SXEAE 9442256 4357450 770,663 859,608  1,854214 861,354 99229 (11,109986) 7,134,788
RESULT 3
Segment result PEEE 97,924 7,550 34,831 37,120 122,029 31,441 3,068 333,963
Interest income FIBBA 13,393
Gain on disposal of HENERER
property interests ZEF 144,028
Unallocated corporate expenses R A AT 2 £ H (693)
Finance costs BERA (103,498)
Reversal of impairment A EEHEE
loss recognised in respect BRSO mRER
of amounts due from ZRBERXEE
jointly controlled entities 1,040
Profit before taxation BB IR 388,233
Income tax charge FrEHI% (41,145)
Profit for the year REEEF 347,088




FOUNTAIN SET (HOLDINGS) LIMITED

2006 Annual Report

NOTES TO THE FINANCIAL STATEMENTS - B7f #5 3R 3R Mf =%

For the year ended 31st August, 2006
BE—EEANFNNA=1T—HIFE

7. Segment Information (Continued)

2005 —ZERF
Hong Kong The PRC Taiwan Korea  Restof Asia America Europe  Eliminations ~ Consolidated
Efth
i HE =) 2H  DnE EJ)l BM 5 e
HKS'000 HKS'000 HKS$'000 HKS'000 HK$'000 HKS'000 HKS'000 HKS$'000 HKS'000
Fér TAx Fir FéEn FiEr Fhr TAx Fhr FéEn
(restated)
(E27)
TURNOVER 2XH
External sales HMHE 2868475 182425 696,295 685133 1418534 633422 152014 — 6636298
Inter-segment sales (note) AEMEE () 6764975 4219059 = — 219428 42,487 —  (11,245949) -
Total turnover 2XEAE 9633450 4401484 696,295 685133 1,637,962 675,909 152014 (11,245949) 6,636,298
RESULT L |
Segment result IEEE 105,511 7327 38,730 25979 80,437 4819 7,703 270,506
Interest income FBBA 6,202
Unallocated corporateincome ~ RAIAHFZREWA 4459
Finance costs MBS (56,727)
Share of results of B RS
jointly controlled entities WigsE (409)
Reversal of impairment FREEEE
loss recognised in respect PR Em AR
of amounts due from ZHEBXEE
jointly controlled entities 2,163
Profit before taxation BB AR 226,19
Income tax charge FrgBi% L (26,107)
Profit for the year REEEF 200,087

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

rates.

An analysis of the Group’s segment assets and liabilities attributable to

geographical markets by location of customer for both years is not presented

as it is impracticable to allocate the amounts of the respective assets and

liabilities to geographical markets.
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7. Segment Information (Continued) 7. DEER @)
The following is an analysis of the carrying amount of segment assets and Ko EERE 2 RMEEYZE  #EERBEZBAXIRE
expenditure on property, plant and equipment, analysed by the geographical EMBHES AT -

area in which the assets are located:

Expenditure on property,

Carrying amount plant and equipment
of segment assets W - R
DEEEZIREE R 2B
2006 2005 2006 2005
HKS$'000 HKS'000 HKS000 HKS'000
FET FET FET FET
(restated) (restated)
(E%1) (E%1)
The PRC AR 3,890,151 3,658,706 402,267 398,141
Hong Kong BB 1,163,371 1,431,331 4,914 3,345
Taiwan =01 216,803 218,508 — —
Korea EE 66,801 61,977 — —
Rest of Asia Hsai & 605,402 520,704 50,033 14,065
America =M 78,994 80,494 98 64
Europe &M 17,507 15,573 892 —
6,039,029 5,987,293 458,204 415,615
8. Gain on Disposal of Property Interests 8. LEMERERZBF
During the year, the Group disposed of certain property interests with an REEREELLL 462,049,000 T 25 EH (E 5 5l
aggregate carrying amount of approximately HK$318,021,000 (investment HIBR£924,822,00058 7T 2 & A K £ 15,000,000 7T
properties of approximately HK$90,792,000, property, plant and equipment of ZE B BERA) HEIREAEL318,021,000/ 7T
approximately HK$137,028,000 and prepaid lease payments of approximately (IREYZ££990,792,0008 7T ~ Y13 ~ HBRERED
HK$90,201,000) to independent third parties for a consideration of 137,028,0007& st M FEHFHEFKIEA 90,201,000
approximately HK$462,049,000 (net of expenses and other related costs of B ZETYERERTEUE=E EMELYN
approximately HK$24,822,000 and HK$15,000,000, respectively), resulting in a 144,028,00058 7T 2 HERF °

gain on disposal of approximately HK$144,028,000.
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9. Finance Costs 9. BB
2006 2005
HKS'000 HKS'000
FET FET
(restated)
(&%)
Finance costs on: R R
Bank borrowings wholly repayable REFREBEEZ
within five years RITIEE 77,352 49,370
Bank borrowings not wholly REFARELIEEREZ
repayable within five years RITEE 29,730 10,187
Finance leases wholly repayable REFREBEEZ
within five years BEHEE 785 953
Total finance costs Rl E R A E 107,867 60,510
Less:amounts capitalised W ALEEESRE (4,369) (3,783)
103,498 56,727

Finance costs capitalised during the year arose on the general borrowing pool REEMEEEZRMERARIH—REBEBEESL -
and has been calculated by applying a capitalisation rate of 4.7% (2005: 2.4%) WRUFERLITH (ZEZREFE © 24%) 51 E - &

per annum to expenditure on qualifying assets. EEEREER
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10. Income Tax Charge

B R ¥R AR BT RE

10. FRIBH X

2006 2005
HKS'000 HKS'000
FET FET
(restated)
(&%)
Current tax: EEERHIE
Hong Kong BB
Current year =FE 59,387 11,457
Overprovision in prior years BAFEEEBESE (48) (87)
59,339 11,370
Other jurisdictions Hih w7 E 12,107 18,468
71,446 29,838
Deferred tax: IELERIE -
Current year (note 29) =5 E (Hat29) (30,301) (3,731)
Taxation attributable to the BRALQTR
Company and its subsidiaries HB AT ZFiE 41,145 26,107

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

for both years.

Pursuant to the relevant laws and regulations in the PRC, the Group's certain
PRC subsidiaries are entitled to exemption from the PRC enterprise income tax
for two years commencing from their first profit-making year of operation and
thereafter, they are entitled to 50% relief from the PRC enterprise income tax
for the following three years. The reduced tax rate for the relief period is 12%.In
addition, the Group’s certain PRC subsidiaries are entitled to a 50% reduction
in tax rate in the year as over 70% of their turnover are for export purposes.The

reduced tax rate is 12%.

Taxation arising in other jurisdictions is calculated at the rates prevailing in the

respective jurisdictions.

Details of the deferred tax are set out in note 29.

B > BB BORIR R A S AEST A R 2 17.5%
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10. Income Tax Charge (Continued)

The tax charge for the year can be reconciled to the profit before taxation as

follows:

10. Fri5%
REEIHESHERBANRRZHENT

B F5 ¥R AR B RE

B @@

2006 2005
HKS'000 HKS'000
FET FET
(restated)
(&%)
Profit before taxation R A L F 388,233 226,194
Tax at weighted average applicable rate of BINFEF 19 E AR E13.3%
13.3% (2005: 19.5%) (ZZ2ZRFE 1 19.5%)
STE2HIEA 51,596 44,153
Tax effect of expenses not ERATENRN
deductible for tax purpose s 6,574 9,466
Tax effect of income not taxable for tax purpose WA BERBNFH G E (13,814) (2,339)
Overprovision in prior years BEFEEESE (48) (87)
Tax effect of tax losses not recognised FRIEBBAEERAZHETE 1,269 4338
Tax effect of other deferred H AR 18 & B R TR
tax assets not recognised ZHEE 604 —
Effect of tax exemptions granted to &THEME L RESHSE
certain PRC subsidiaries Mz (1,646) (7,233)
Income tax on concessionary rate REEBETEZ SR (708) (20,269)
Utilisation of tax losses previously not ERABEIAREERZ
recognised HIEEE (1,266) (756)
Reversal of deferred tax provided on BN B A BITE IR 2
withholding tax on overseas subsidiaries IR IE R (1,500) (1,302)
Others Hith 84 136
Tax charge for the year EFEREXH 41,145 26,107

The weighted average applicable tax rate for the year ended 31st August, 2006
represents the weighted average tax rate of the operations in different
jurisdictions on the basis of the relative amounts of profit before taxation and

the relevant statutory rates.The decrease is caused by a change in profitability

of the Group’s subsidiaries in the respective jurisdictions.
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11. Profit for the Year 1. 2FEEF
2006 2005
HK$'000 HKS'000
FET FET
(restated)
(&%)
Profit for the year has been arrived 2FEEFEHRTHER :
at after charging:
Amortisation of prepaid lease paymentsincludedin ~ BFETHERARZ
administrative expenses R ERIEE 2,466 3,653
Auditors’ remuneration Z BT EN 4,268 3,452
Depreciation of investment properties REWMEZITE 1,428 2,024
Depreciation of property, plant and equipment M WBRREZITE 233,524 206,966
Impairment loss recognised in respect of goodwill BREETHEARZEGE
included in administrative expenses REERER — 2,503
Loss on disposal of property, plant and equipment HEME - HEEREE
(other than property interests) (MERRRIN 2B 3,741 8,822
Losses arising from changes in fair value of TEEMIAZ AT EEER
derivative financial instruments FrELE 2 B8 45 —
Net exchange losses & X518 F 5 14,364 —
Staff costs (including directors’ emoluments EBEAA (BE&RIIRN
set out in note 12) MizE 12 2 ESEEE) 720,031 680,613
and after crediting: REstA:
Net exchange gain P& X W F 5 — 10,254
Net rental income from investment properties REMEZHSBRAFE 6,106 9,089

Interest income FEUA 13,393 6,202
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12. Information Regarding Directors'and Employees’ R.EEZRkEEMEER
Emoluments
(a) Directors’emoluments (@) ==&
The emoluments paid or payable to each of the 10 (2005:9) directors were as EAREMGE T (CEEEFE M) PE—VE
follows: BT ¢
2006 —EERF
Fung Chow
Ha Lau Ha Wai Ha Yeh Ng Wong Wing
Chung Hong  KamOn, Yen Yick Hon  YiHao, kwok  Kwong Kin,
Fong Yon  Victor  Gordon Man Kuen  Yvette Tung Chi Anthony Total

ENE HEE ERz BRE BER DI SEGE AER IHZ BAKR 426
HKS000  HKS'000  HKS000  HKS'000 HKS'000 ~ HKS'000 HKS'000  HKS'000 HKS'000  HKS'000  HKS'000
TEx TEx TErn TEr TExT TER TERT TEr TEr TERT TFEx

Fees ik - - — — - 150 150 250 200 200 950
Other emoluments Hitniie

Salaries and other FeRHfM

benefits &7 13728 2587 2620 2,09 983 406 - - - — 240
Retirement benefits RINERIEE

scheme contributions e — 176 197 145 82 — = = = — 600

13,728 2,763 2817 2,241 1,065 556 150 250 200 200 23,970

2005 —ESTRE
Fung Chow
Ha Lau Ha Ha Yeh Ng Wong Wing
Chung Hong KamOn, Yen Hon  YiHao, kwok  Kwong Kin,
Fong Yon Victor ~ Gordon Kuen  Yvette Tung Chi Anthony Total

ERF HER ERZ RBEE EEE SEGE MEMR IRE Bk 8
HKS'000  HKS000  HKS000 HKS'000 ~ HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000
TEx TErx TEx TExn TEx TEx TEx TEx TER TER

Fees ik - — — — 150 150 250 200 200 950
Other emoluments HitEi<
Salaries and other HeRHEM
benefits A 16285 2968 2839 2297 394 - - - — 24783
Retirement benefits RINEREHE
scheme contributions 3% — 202 213 157 — — — — — 572

16,285 3,170 3,052 2,454 544 150 250 200 200 26,305
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12. Information Regarding Directors’and Employees’
Emoluments (Continued)

(@) Directors’emoluments (Continued)

During the year,no emoluments were paid by the Group to any director as an

inducement to join or upon joining the Group or as compensation for loss of

office.No directors waived any emoluments in the year.

(b) Employees’emoluments
The five highest paid employees included three (2005: three) directors, details
of whose emoluments are set out in note (a) above. Emoluments of the

remaining two (2005: two) employees are as follows:

B R ¥R AR BT RE

R.EZEREEMESER @

(@) EBME (B
AREFEAREE W E O EMES S MER IR
SERPAMAREE R~ REN BRI E - AFER
BESHRIMHE -

(b) EEMZ

EeMeN IR EEERE =N (CZTHFE =W
EFE  HMESHFEERN LA EadlH o RISkR
(CERERFE M) EEZMEMNT :

2006 2005

HKS’000 HK$’000

FET FET

Salaries and other benefits FHEeREMBEFR 4,745 5,199
Retirement benefits scheme contributions BRINERFTEIHER 328 356
5,073 5,555

Emoluments of the two (2005: two) highest paid employees were within the

following band:

REMENWY (CETHEE M) ESHMEE
THIHEZR :

Number of employees
EEHA

2006 2005

HK$2,500,001 to HK$3,000,000 2,500,001 7T £ 3,000,0007& 7T




FOUNTAIN SET (HOLDINGS) LIMITED 2006 Annual Report

NOTES TO THE FINANCIAL STATEMENTS - B7f #5 3R 3R Mf =%

For the year ended 31st August, 2006
BE—EEANFNNA=1T—HIFE

13. Dividends Paid

13. BT IR B

2006 2005
HKS'000 HKS’000
FET FET
Final, paid — HK7.0 cents for 2005 ENRE  —ETRHFE
(2004: HK7.5 cents) per share B 187.05840
(ZZ2ZNFE : 7.5840) 55,581 59,551
Interim, paid — HK4.5 cents EfFH : GRS
(2005: HK3.0 cents) per share (ZZEREE : 3.081) 35,730 23,820
91,311 83,371

Afinal dividend of HK6.5 cents (2005: HK7.0 cents) per share has been proposed
by the directors and is subject to approval by the shareholders in the

forthcoming annual general meeting.

14. Basic Earnings Per Share

The calculation of the basic earnings per share attributable to the shareholders
of the Company is based on the profit for the year attributable to shareholders
of the Company of approximately HK$306,772,000 (2005: HK$ 163,490,000 as
restated) and on 794,010,960 (2005:794,010,960) ordinary shares in issue during

the year.

Diluted earnings per share is not presented as there were no potential ordinary

shares in respect of share options in existence for both years.

The following table summarises the impact on basic earnings per share as a

result of adjustments arising from changes in accounting policies:

EFEEBRERPRES RSB (ZBEHEF
E 1 7.084) - HESRRREERT 2 RFBE KR
[ fintii0:

14. BRERER

AT RREGSRERZRIIRERD GRREESL
REERRFN306,772,0008 T (ZEZRFE :
163,490,000 7T (E5l)) RIZ_RFERBT2EBR
#794,010,960/R (=B A FE 1 794,010,960) &5f

ﬁo

HRMEFERERRREMELEE2EBR
7 BUIREREREERRELZD]

TREMSRERBAERSHBRNBFELE 2R
e

=

2006 2005
HK cents HK cents
B B
Figures before adjustments FER 2T 18.46 20.46

Adjustments arising from changes B BURME IEE
in accounting policies (note 3) AR (FrEE3) 20.18 0.13
Adjusted/restated FEE/ET 38.64 20.59
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15. Investment Properties 15. IREY)
THE GROUP
KEE[E
HKS'000
FET
CoST D%
At 1st September, 2004 as originally stated R-ZEZMNFEAA—AREZS 115,492
Effects of the application of HKAS 40 FEREBETHEREofzTE (56,627)
At 1st September, 2004 (as restated) R-ZZZTMFEABE—A (&) 58,865
Reclassification from buildings HEFHAA 33,195
At 31st August, 2005 R-EZHEFENA=+—H 92,060
Reclassification from buildings HEFHAA 18,183
Disposals HE (99,784)
At 31st August, 2006 RZEERFENR=+—A 10,459
DEPRECIATION AND IMPAIRMENT TERRE
At 1st September, 2004 as originally stated R-ZEZMNEAA—AREZS —
Effects of the application of HKAS 40 EREBETTER Sk e 5,769
At 1st September, 2004 (as restated) R=ZZWNFENA—A (EZ) 5,769
Provided for the year =FEEE 2,024
At 31st August, 2005 R-EZERENB=1+—A 7,793
Provided for the year =FEEEE 1,428
Eliminated on disposals o B B A (8,992)
At 31st August, 2006 R-ZEERENAR=+—H 229
CARRYING VALUES AREE
At 31st August, 2006 R-ZBERENB=1+—A 10,230
At 31st August, 2005 R-ZZEZRENB=+—AH 84,267
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15. Investment Properties (Continued)

The fair value of the Group’s investment properties at 31st August, 2006 was
HK$17,402,000 (31st August, 2005: HK$138,180,000). The fair value has been
arrived at based on a valuation carried out by Centaline Surveyors Limited, a
firm of independent property valuers. The valuation was determined by

reference to recent market prices for similar properties.

The above investment properties are depreciated on a straight line basis over

the shorter of the term of the lease or 2% per annum.

All of the investment properties of the Group are situated in Hong Kong and

are held under medium-term leases.

15. REY) = @)

REEREVER-_ZTARENA=+—BZAF
B{E#17,402,0008 T (ZZZERFNA=+—H:
138,180,000 7T) ° W AFEETIR—BILZ YA
STHRRAEMITERA RGEEEETHENE
H o HEESZEREYE TP TISERMETE

FiREYEUE SR REEF R RFR2% (B
) TE -

REBZMBREMEDNAEBILRTHBER
ﬁo
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16. Property, Plant and Equipment 16. Y2 - HEBERFH
THE GROUP REE
Leasehold Furniture,
and freehold fixtures and Plant and Motor  Construction
land Buildings ~ equipment machinery vehicles  in progress Total
HERER A
KARHE RE
21 B¥ B B HE  EERYE #E
HKS000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
T FEr FBr FET FET FET FET
CoST B
At 1st September, 2004 R-EZTMF
as originally stated NE—BREZY 346833 1,059,640 484327 2,174,289 29,787 101,936 4,196,812
Effects of changes in BIBRNE 2
accounting policies e (346,631) (214,357) = = = = (560,988)
At 1st September, 2004 R-ZEMF
(as restated) NB—H (E5)) 202 845,283 484327 2,174,289 29,787 101,936 3,635,824
Currency realignment NG ERR 11 833 598 2,894 136 26 4,498
Additions Zm 377 3,799 26,685 134,067 2,420 244,484 411,832
Interest capitalised MEEEE — — — — — 3,783 3,783
Reclassifications: R
- to investment properties —EREMFE — (42,862) — — = = (42,862)
- others —Hft — 65,678 57,851 23,966 - (147,495) —
Disposals HE — — (8,115) (43,446) (622) = (52,183)
At 31st August, 2005 N-ZZRF
NB=+—H 590 872,731 561,346 2,291,770 31,721 202,734 3,960,892
Currency realignment INEREERR (13) (614) (145) (2,030) 10 (48) (2,840)
Additions 20 1,418 3,761 33,514 217,525 2,652 194,965 453,835
Interest capitalised FEEER — — — — — 4,369 4,369
Reclassifications: R
~ to investment properties - ERENE — (24,847) — — — — (24,847)
-others —Hft = 59,906 56,267 132,541 — (248,714) —
Disposals HE = (192,562) (34,863) (22,102) (426) — (249,953)
At 31st August, 2006 R-EERE
NB=+—H 1,995 718,375 616,119 2,617,704 33,957 153,306 4,141,456

@
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16. Property, Plant and Equipment (Continued)

16. Y13 ~ HEES Rkl @)

Leasehold Furniture,
and freehold fixtures and Plant and Motor  Construction
land Buildings  equipment machinery vehicles  in progress Total
HERER A
XARE £E
s BF & BE S B EHERYE BE
HK$'000 HK$°000 HK$°000 HK$'000 HK$'000 HK$'000 HK$'000
FET FET FET FET FET FET FET
DEPRECIATION AND TERRE
IMPAIRMENT
At Tst September, 2004 R-ZETMEF
as originally stated RA—BREE% 126306 366,156 229,534 1,215,821 18,641 — 1956458
Effects of changes in B BRRE
accounting policies £ (126,306) (131,773) — — — — (258,079)
At Tst September, 2004 R-ZETMEF
(as restated) NLA—R (&%) — 234,383 229,534 1,215,821 18,641 — 1698379
Currency realignment IR ERE — ) 428 1,452 65 — 2,035
Provided for the year =EEERE — 29,700 52,086 122,035 3,145 — 206,966
Reclassification to ARERE
investment properties MER — (9,667) — — — — (9,667)
Eliminated on disposals HE R HEE — — (5,902) (32,773) (567) = (39,242)
At 31st August, 2005 R-ZEZTRE
NB=+-H — 254,506 276,146 1,306,535 21,284 — 1,858,471
Currency realignment IR ERE — (74) (157) (1,128) (20) — (1,379)
Provided for the year =EEERE — 31,755 62,604 135,772 3,393 — 233,524
Reclassification to ARERE
investment properties MER — (6,664) = = = = (6,664)
Eliminated on disposals HE RS — (55,863) (34,087) (17,451) (422) = (107,823)
At 31st August, 2006 R-ZETRE
NA=+—H — 223,660 304,506 1,423,728 24,235 — 1,976,129
CARRYING VALUES HREE
At 31st August, 2006 R-EERE
NAB=1+—H 1,995 494,715 311,613 1,193,976 9,722 153,306 2,165,327
At 31st August, 2005 R=—ZETRE
NA=+—-H 590 618,225 285,200 985,235 10,437 202,734 2,102,421




EEHEE(EE)FARLT == 558

NOTES TO THE FINANCIAL STATEMENTS - Bf #& 3R 3% [t 5%

For the year ended 31st August, 2006
BE—ZEERF/\A=1+—HILFE

16. Y13 - HEBS R 51l (80)

16. Property, Plant and Equipment (Continued)

THE COMPANY /NG
Furniture,
fixtures and Motor
equipment vehicles Total
& B
R =K 7] HE
HKS'000 HKS'000 HKS'000
FET FET FET
COST BRAR
At 1st September, 2004 R-ZEZEMNFHALBE—AH 31,402 2,835 34,237
Additions &hn 2,638 — 2,638
Disposals HE (73) — (73)
At 31st August, 2005 R-_ZEZEHEFNA=+—H 33,967 2,835 36,802
Additions 0 2,389 319 2,708
Disposals HE (2/458) — (2,458)
At 31st August, 2006 R-EERFNA=T—H 33,898 3,154 37,052
DEPRECIATION wE
At 1st September, 2004 R-ZZOFENA—H 26,791 2,032 28,823
Provided for the year =EEEE 1,914 199 2,113
Eliminated on disposals o 5 BF A 8 (63) — (63)
At 31st August, 2005 R-ZZEZHRFENA=+—H 28,642 2,231 30,873
Provided for the year =EEEE 1,965 210 2,175
Eliminated on disposals o E R s (2,457) — (2,457)
At 31st August, 2006 RZEEXRFNA=1T—H 28,150 2,441 30,591
CARRYING VALUES BREE
At 31st August, 2006 R-EERFNA=T—H 5,748 713 6,461
At 31st August, 2005 R-_ZEZEHEFNA=+—H 5,325 604 5,929
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16. Property, Plant and Equipment (Continued) 16. Y13 ~ MBS R RE @
The above items of property, plant and equipment are depreciated on a straight i~ MEERRBEUEGEIR T FERIFE

line basis at the following rates per annum:

Freehold land Nil KABEZ L i
Buildings 2% - 4.5% ¥ 2% - 4.5%
Furniture, fixtures and equipment 10% - 33% B HERZE 10% - 33%
Plant and machinery 10% - 20% BB Es 10% - 20%
Motor vehicles 20% - 30% 3] 20% - 30%
The carrying value of properties shown above comprises: LAY EREEEE

Freehold land

and buildings Construction
KAFEZ in progress
TR EF Eetesky B
2006 2005 2006 2005
HKS$'000 HKS'000 HKS'000 HKS'000
FET FET FET FET
Properties situated in Hong Kong VRERUREEE
under medium-term leases HE 2 27,617 185,436 — —
Properties situated outside Hong Kong: IR E B LAINZ W -
Freehold KABFH 1,995 590 — —
Medium-term leases RS 467,098 432,789 153,306 202,734
496,710 618,815 153,306 202,734

The carrying value of property, plant and equipment of the Group includes an REBZYE - SRR EREETIZMEHEMS
amount of approximately HK$63,207,000 (2005: HK$100,560,000) in respect of B E#Es4563,207,0008 T (ZEEREE !

plant and machinery held under finance leases. 100,560,000/ 7T) °
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17. Prepaid Lease Payments 17. B HERIE
THE GROUP
REE
2006 2005
HKS'000 HKS'000
FET FET
The Group's prepaid lease payments comprise: rEEZANHERBEE
Leasehold land situated in Hong Kong under NREBUTHEERE
medium-term leases 2t 20,159 111,870
Leasehold land situated outside Hong Kong NRBEEBUINAREAEE
under medium-term leases and BEzt iRk H
medium-term land use rights = HhfE AR 47,273 42,054
67,432 153,924
Analysed for reporting purposes as: EBRMS 2247
Current assets mENEE 1,567 3,655
Non-current assets FEREBEE 65,865 150,269
67,432 153,924
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18. Goodwill 18. BE
THE GROUP
REE
HKS'000
FET
COST [B%N
At 1st September, 2004 R-ZZENEAA—H 3,742
Elimination of accumulated amortisation upon the [ FE A& B R 75 FR IR E R 53R [ 21 & 61
application of HKFRS 3 “Business Combinations” mAS Z & s (1,352)
Arising on acquisition of additional interests WIBIREM B A REEIMERMESE
in existing subsidiaries 113
At 31st August, 2005 and at 31st August, 2006 RIZEZERFNA=+—HARZZEESFNA=1+—H 2,503
AMORTISATION e
At 1st September, 2004 R-ZEZEMFHAB—H 1,352
Elimination of accumulated amortisation upon the R FE & 8 B A5 B 3R 2E A 55 315k
application of HKFRS 3 A% 2E 1 S s (1,352)
At 31st August, 2005 and at 31st August, 2006 RIZEZERFNA=+—HARZZEESFNA=1+—H —
IMPAIRMENT BE
Impairment loss recognised in the consolidated RERE W RATER 2R BB X
income statement and balance at WAZZZERFNA=T—HEK
31st August, 2005 and at 31st August, 2006 —EERENA=T—HER 2,503
CARRYING AMOUNT BREE

At 31st August, 2005 and at 31st August, 2006 R-BZEREFENA=Z+—HR=ZZEZERENA=T—H —

During the year ended 31st August, 2005, the directors reviewed the carrying NEBZE—SSRFE\A=+—HIEER  BE2HS

amounts of goodwill arising from acquisitions and identified that the estimated FUE AL > EWERE  YEEZEWEAR
discounted net future cash flows from these subsidiaries (“recoverable ZAETHAE AR B SRS EE ([ WE £5E ) R E
amounts”) are less than the carrying amounts. Accordingly, the carrying HE - El BESEGERRZEESETRES

amounts of the goodwill were reduced to their respective recoverable amounts. 25 o I > 492,503,000/ T 2 REEBLACEZEER
As a result,an impairment loss of approximately HK$2,503,000 has been charged A UNESERRIIRR o

to the consolidated income statement for that year.
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19. Interests in Subsidiaries

B R ¥R AR BT RE

19. BIEMEB 2 B Em

2006 2005

HKS’000 HKS$'000

FET FEx

Unlisted shares, at cost I ETRG » AT 33,856 33,856
Amounts due from subsidiaries M8 B P R R IE 3,866,259 3,613,217
Less: Impairment loss recognised W OREBAER (570,293) (520,919)
3,295,966 3,092,298

Amounts due to subsidiaries KK BIFIE 695,956 634,622

During the year, the Group reviewed the carrying amounts of amounts due
from subsidiaries and identified that the recoverable amounts due from certain
subsidiaries are less than the carrying amounts. Accordingly, the carrying

amounts of these balances are reduced to their respective recoverable amounts.

The amounts due from (to) subsidiaries as at 31st August, 2006 are repayable
on demand and such amounts have been classified as current assets as, in the
opinion of the directors, the amounts are expected to be realised within one

year from the balance sheet date.

The amounts due from subsidiaries as at 31st August, 2005, in the opinion of
the directors, would not be repayable within one year from the balance sheet

date and accordingly,such amounts have been classified as non-current assets.

In the opinion of the directors, the carrying amounts of these amounts

approximate their fair values.

FEEAEERTHEARMRREZREE - HE
ERMIB QB2 AR E S ERENEREE - Bt - &
EEBCRAECHRAEEEATHREELE -

REZZRFNA =T — BB AR RE SR
BRARAREREEREER  REEZZER - AR
ERERHMNEE AR —FATER - ZEFEW
IBRBEE -

REBEEZER  R-EZRFNA=1T—RZKHE
DNAFRHBTEREE B R 2 - FREEREL
ZEFRBIIBIERDERE -

REEE2ER  BEREZ REERE A FEEN

it

Eo
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19. Interests in Subsidiaries (Continued)

Particulars of the principal subsidiaries of the Company at 31st August, 2006

are as follows:

Place/
country of
incorporation/

registration

Issued and
fully paid

share capital/

19. FEAL T D Bl fE = (@)

R=ZBAEN\AS+—AADAZTENBA T

BT -

Proportion of nominal
value of issued
share capital/

registered capital

Name of subsidiary and operation registered capital held by the Company Principal activities
AL ARAT e
IZRR BETR BETRA
EXEFTEH BE 2R /BB

=PGRS JETER /BB EfEZE R TEXB
Directly Indirectly
=k Bk
% %

Dongguan Fuan Textiles Limited The PRC HK$586,980,000 — 51 Knitting,dyeing and
(“Dongguan Fuan”) (note 1) H (note 3) sales of dyed fabrics
SRRGBONAERD A 586,980,000/ 7T and yarns
(B=]) (Hzt1) (fft3) i FENHE

ehREsd

Dongguan Fuquan Garment Co, Ltd. (note 2) The PRC US$527,260 — 55.5 Production and sales of
EREENAERDE (K7 2) I 527,260 7T garments

SUEREERK

Dongguan Fuyuen Garment Limited (note 1) The PRC HK$7,500,000 — 95 Production and sales of

RERREERAT (1) H 7,500,000/ 7T garments

BUERIBERK
REBEREERDF (note2) (Hf£2) The PRC HK$15,000,000 — 100 Production and sales of
I 15,000,00078 7T garments
SUEREERK

Dongguan Shatin Lake Side Textiles Printing & Dyeing The PRC HK$234,689,010 — 95 Dyeing, printing and sales
Co., Ltd.("Dongguan Shatin Lake Side") (note 1) H (note 3) of dyed fabrics
SYRBEBHENAERAR 234,689,010/ 7 26 EMHEEEH
(MEERD) (K1) (Ffz£3)

BYEZHBERAF (note 2) (Hfzt2) The PRC US$5,100,000 - 100 Production and sales

HE] 5,100,000 7 of yarns

RUEREERY
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19. Interests in Subsidiaries (Continued)

Place/
country of
incorporation/

registration

Issued and
fully paid

share capital/

19. FEAL T D Bl #E == (@)

Proportion of nominal

value of issued

share capital/

registered capital

Name of subsidiary and operation registered capital held by the Company Principal activities
AL ARARFE
1BRR BETR BEATIRA
=E ik BEZRAK IZRRA
ME AR AR JETER /B EIRA EEZZE TEXB
Directly Indirectly
B# i
% %
Folktune Limited Hong Kong HKS2 100 — Investment holding
BEERDA B 28T RELER
Fountain Set Limited Hong Kong HK$3,000,000 100 — Trading of dyed fabrics
BHEBXERATF BB 3,000,000/ 7T and yarns
BhReHE
Fountain Set Textiles (B.C.) Limited Canada €$500,000 80 — Trading of fabrics and
mex (Common shares) garments
500,000417T HRERES
(BER)
Fountain Set Textiles (Ontario) Canada €$300,100 51 — Trading of fabrics and
Limited mex (Common shares) garments
300,100417T HRERES
(BER)
Goldlink Thread Limited Hong Kong HK$5,000,000 100 — Trading of sewing threads
EEEBERAT 0 5,000,00057C BHRES
Highscene Limited Hong Kong HK$3,000,000 — 100 Trading of yarns
ERERAT B 3,000,000/ 7 BHES
Hiway Textiles Limited Hong Kong HK$2 = 100 Trading of garments
BEHSERAT B 28T BKES
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HE=FEAF/A=1—ALEE

19. Interests in Subsidiaries (Continued)

Place/
country of
incorporation/

registration

Issued and
fully paid

share capital/

19. FEAL BB A 5] #E

Proportion of nominal
value of issued
share capital/

registered capital

mm (%)

Name of subsidiary and operation registered capital held by the Company Principal activities
AL ARAR e
IBRR BETR BETRA
BN BR 2R [ERERA
ME AR AR JJEIER /B ERA HEZEE TEEB
Directly Indirectly
H# BiEES
% %
Jiangyin Fuhui Textiles Limited (note 2) The PRC US$67,000,000 — 100 Knitting,dyeing and sales
IEBESHSERAR (i 2) HE] 67,000,000 7 of dyed fabrics and yarns
- FEAHE
ehResd
IPmHEERGSERDR (hote2) (Hat2) The PRC HK$28,000,000 - 100 Production and sales
HE] 28,000,000 7T of yarns
SUEREERY
Kaiping Hui Hua Textiles Limited (note 2) The PRC US$615,414 — 100 Production and sales
T EESHBERA R (HEF2) FE 6154143 T of yarns
SUERSHERY
Lake Side Printing Factory Limited Hong Kong HKS2 100 — Trading of fabrics and
BEONTERERAH BE 2B investment holding
REEZRIREER
Ocean Lanka (Private) Limited Democratic R$985,000,000 — 60 Knitting,dyeing and
Socialist Republic 985,000,000k sales of dyed fabrics
of Sri Lanka §H8 - REAEE
HEBRFRE =X
HEFRANE
Ocean Yam Dyeing Factory Limited Hong Kong HKS2 100 — Investment holding
BFROBRBRAE BE 287 REZR
Prosperlink (Macao Commercial Offshore) Macao MOP100,000 — 100 Trading of yarns, dyestuffs
Limited pdi 100,0008# and chemicals

B (RPIBFEERE) ARAT

ROREHES
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19. Interests in Subsidiaries (Continued)

19. FEAL T D Bl #E == (@)

Place/ Proportion of nominal
country of Issued and value of issued
incorporation/ fully paid share capital/
registration share capital/ registered capital
Name of subsidiary and operation registered capital held by the Company Principal activities
AL ARARFE
1BRR BETR BEATIRA
=E ik BEZRAK IZRRA
ME AR AR JETER 1BRRA EEZZE TEXB
Directly Indirectly
B# i
% %
HEmEEHBERDE (note2) (Hfzt 2) The PRC HK$1,000,000 — 100 Production and sales of
HE] 1,000,00078 7T yams
BUERSHERY
Triumph Luck Limited Hong Kong HK$1,000,000 — 55.5 Trading of garments
HEAERAR & 1,000,000/ RKES

Notes:

1. Companies are established as cooperative joint ventures in the PRC.

2. Companies are established as wholly foreign owned enterprises in the PRC.

3. Dongguan Fuan and Dongguan Shatin Lake Side were established by the Group with
certain independent third parties. Since the signing of various agreements in previous
years, the Group has been entitled to all of the net profits arising from the operations
of Dongguan Fuan and Dongguan Shatin Lake Side after the payment of certain
fixed amounts to the above independent third parties each year for a term of 10
years up to 31st December, 2010 for Dongguan Fuan and for a term of 25 years up to
1st December, 2021 for Dongguan Shatin Lake Side, and the Group is also entitled to
and responsible for all of the assets and liabilities of Dongguan Fuan and Dongguan
Shatin Lake Side other than any amounts contributed by the above independent

third parties.

HiaE -

1. RPEUSEREZEERARINDFE o

2. RPEUNEBERERINDE o

3. WENIHBEIHARNEEESEBE=FRKL - B

EZTEARSEHNEBE  NEETZERERDHE
BHREFEATELE=EETERAEZFRA - F
TMEEHEE GEREMBY =58 REEAE
BHEZERE - BRZERAABTFE-_Z—TF+=8
=+—Hit: MYEBSZERAR-TRAFE-Z=
—F+=H—HL-
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19. Interests in Subsidiaries (Continued)

The above table includes the subsidiaries of the Company which, in the opinion
of the directors, principally affected the results of the Group for the year or
formed a substantial portion of the assets and liabilities of the Group at the
balance sheet date. To give details of other subsidiaries would, in the opinion

of the directors, result in particulars of excessive length.

None of the subsidiaries had any debt securities outstanding at the end of the

year or at any time during the year.

20. Interests in Jointly Controlled Entities

19. E{L I B A Bl R (@)

U EAARZHBLANERESRAE UG EE
BERAEERGE R EERAEEEEHEMTR
5l - EERAHFI MM B DFER S BEET
%o

RAFERBRRERNFEEARRE - MEQRILE
EIERESEE o

20. FEAS £ F 2 B A

THE GROUP
REE

2006 2005

HKS’000 HK$'000

FET FET

Share of net assets of jointly controlled entities L HREESIHE 2 EEFE — —
Amounts due from jointly controlled entities H [3)422 I 4648 P R TR IE 35,616 37,216
Less: Impairment loss recognised W ORERRER (22,447) (23,487)
13,169 13,729

The amounts due from jointly controlled entities as at 31st August, 2006 are
repayable on demand and such amounts have been classified as current assets
as, in the opinion of the directors, the amounts are expected to be realised
within one year from the balance sheet date.The amounts as at 31st August,
2005, in the opinion of the directors, would not be repayable within one year
from the balance sheet date and accordingly, such amounts have been classified

as hon-current assets.

In the opinion of the directors, the carrying values of amounts due from jointly

controlled entities approximate their fair values.

REZEARFNA=T— AHEEHBERIFHIRR
FEEREE - REESZER - HRZSRERRR
FREAR—FATEE  ZEFREIIBRBE
E-REEFZER R-ZEZRFNA=t-HZ
ESRTEEAE R —FREEREBI - KERE
WIBIERBEE -

RIBES2ER - HEHZHIHE I XROR 2 REESE
HAFVEERS -
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20. Interests in Jointly Controlled Entities (Continued) 20. FE(R A G HERER @
The summarised financial information in respect of the results, assets and AEEURREARZAEEFIMEZXE EER
liabilities of jointly controlled entities, extracted from the relevant management 8 HREEEEERE  HMEERMZENT ¢

accounts, which are accounted for using the equity method is set out below:

2006 2005
HK$'000 HK$000

FET FBT

Non-current assets FEREEE 22,382 23,087
Current assets REEE 1,882 2,680
Current liabilities ik Ih=KE (71,937) (703)
Net current (liabilities) assets 7B (BB EEEE (70,055) 1,977
Non-current liabilities EREBEE (1,084) (75,506)
Net liabilities 8EFE (48,757) (50,442)
Income A 2,936 3,002
Expenses S 9,712 1,152

The Group has discontinued recognition of its share of losses of its jointly REBE A LR EFE(L RIS 2 B518 - fik
controlled entities. The amounts of unrecognised share of those jointly BEREERE  RFERATTZEAREREGERE
controlled entities, extracted from the relevant management accounts, both EHEE 2 SBEOT ¢

for the year and cumulatively, are as follows:

2006 2005
HK$'000 HKS'000
FET FET
Unrecognised share of losses (profits) of R EEEAREREEHLE
jointly controlled entities for the year PEHIHAE 2 518 (BF) 3,609 (755)
Accumulated unrecognised share of losses of Rt R EREEHLE

jointly controlled entities PEHIHE 2 BB 24,378 25,221
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20. Interests in Jointly Controlled Entities (Continued) 20. FE(G H B GBS @)
Particulars of the jointly controlled entities of the Group at 31st August, 2006 REZEZRENA=+—RH  AEBEZHEEFIHE
are as follows: g

Proportion of

nominal value of

Place of issued ordinary
Form of incorporation share capital indirectly
Name of entity business structure and operation held by the Company Principal activity
AAF
o SRR CEEESS
HBERE EBHR ST ERTRAEEZLLE TEXEK
Hoopeston Limited Incorporated Hong Kong 50% Property holding
DEAES i S CLES
Simking Development Limited Incorporated Hong Kong 50% Property holding
BERRARAE DEAES B XSRS
21. Inventories 21. 78
THE GROUP
REE
2006 2005
HK$’000 HKS'000
FET FET
Spare parts B 176,503 121,056
Raw materials R 795,468 839,471
Work in progress B 294,031 331,346
Finished goods SURL M 297,174 251,550

1,563,176 1,543,423
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22. Trade and Other Receivables

22 EERHEMEINFIE

THE GROUP
REE

2006 2005
HKS'000 HKS'000
FET FET

Trade receivables &R ERIE
Not yet due R EIHA 701,580 729,439
Overdue 1 - 30 days @EAT - 30K 273,143 255,191
Overdue 31 - 60 days #@HA31 - 60K 141,380 181,887
Overdue > 60 days iB B B 60K 114,118 95,844
1,230,221 1,262,361
VAT recoverable AT E B E R 206,043 189,594
Other receivables, deposits and prepayments HAERRIE » FHRERFENRE 132,417 113,952
1,568,681 1,565,907

The Group allows an average credit period of 45 days to its trade customers.

Certain trade and other receivables of the Group are denominated in currencies

other than the functional currency of the relevant group entities.

In the opinion of the directors, the carrying amounts of trade and other

receivables approximate their fair values.

23. Bank Deposits with Restricted Use/Short-Term Bank
Deposits/Bank Balances and Cash

The bank deposits with restricted use represent deposits placed by the Group

that are with restricted use, for tax and custom duties to be incurred by the

Group.The bank deposits with restricted use and short-term bank deposits carry

variable interest rates. In the opinion of the directors, the carrying amounts of

these balances approximate their fair values.

Certain bank balances and cash of the Group are denominated in currencies

other than the functional currency of the relevant group entities.

REERMUFHHLREHPTEEEF o

REEETEEREMERRFIRRAGREEERZ
WEEEWLINEREE -

i

REEF2ER » EERHMBWFIR 2 REERE
DR EERE -

23. BRFIAEZRITEFR/ERRITE
RARTEERAE

BIRHI AR ZRTERIEAEBZRITER - BE

RERRY - ARSEBERERBE L 2AE - &

SARBIARZRITER KR TR T B

EiHH - RBEB 2R REWEASZREESE

HAPEEREE -

REBETRTEFRRETEUEGREEER 26
BERLUINEREE -

©
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24. Trade and Other Payables and Bills Payable

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

LRRHAMEMNKEREMRE
PEHE - EEEAREZERIFAT :

THE GROUP

REE
2006 2005
HK$000 HK$’000
FET FET
Not yet due REIHA 295,732 347,960
Overdue 1 - 30 days BERT - 30K 27,065 21,984
Overdue 31 - 60 days iBHA31 - 60K 12,368 10,083
Overdue > 60 days iR EBIR60K 8,985 6,311
344,150 386,338

All bills payable of the Group are not yet due at the balance sheet dates.

Certain trade and other payables and bills payable of the Group are
denominated in currencies other than the functional currency of the relevant

group entities.

In the opinion of the directors, the carrying amounts of trade and other payables

and bills payable approximate their fair values.

25. Amounts Due to Minority Shareholders
The amounts are unsecured, non-interest bearing and are repayable on demand.
In the opinion of the directors, the carrying amounts of these balances

approximate their fair values.

REER » IEREE 2 BNREBETIAREIH

m

FEEETEXRAMEMTUERENRIER AR
SEERZDEEBLSINEREE -

ﬂ}

RIBESZER  #XRHMENRERENREZ
IRE(EHEAE NP EERS -

25. RO EIRRFIE
SEHEW KR > BELNRERESREE - 8
BEEYER  RSRELG S REAERLATER
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26. Bank Borrowings and Bank Overdrafts 26. IRITEERIRITES
THE GROUP THE COMPANY
REE ¥iN/NE]
2006 2005 2006 2005
HK$'000 HK$'000 HK$'000 HK$'000
FET FET FET FET
Bank loans RITIERR 2,078,120 2,071,800 1,849,620 1,781,000
Import bills loans EOER 94,283 130,698 — —
Bank overdrafts RITEX 3,415 3,147 — —
2,175,818 2,205,645 1,849,620 1,781,000
Repayable as follows: ERTHIEARERE :
On demand or within one year EEREES —FA 347,828 295,645 37,830 19,500
More than one year, but not —F L EE
exceeding two years T8 252,267 533,160 239,967 440,860
More than two years, but not ME LB
exceeding three years THRB=4F 466,730 408,660 462,830 356,360
More than three years, but not =FUEE
exceeding four years FEBBME 437,663 420,260 437,663 416,360
More than four years, but not ML BB
exceeding five years TRBRF 413,365 220,420 413,365 220,420
More than five years RFEHE 257,965 327,500 257,965 327,500
2,175,818 2,205,645 1,849,620 1,781,000
Less: Amount due on demand or W EESRERD
within one year shown under —FREAEE
current liabilities EARBAEEE
- bank borrowings — —RITIEE—
due within one year —FREH (344,413) (292,498) (37,830) (19,500)
— bank overdrafts —RITEX (3,415) (3,147) — —

Amount due after one year —FRIEEE 1,827,990 1,910,000 1,811,790 1,761,500
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26. Bank Borrowings and Bank Overdrafts (Continued)

The above bank borrowings are unsecured at the balance sheet dates.

The average effective interest rate (which is also equal to contracted variable

interest rate) on the Group’s borrowings is 4.7% (2005:2.2%) per annum.

Certain bank borrowings of the Group are denominated in currencies other

than the functional currency of the relevant group entities.

In the opinion of the directors, the carrying amounts of bank borrowings

approximate their fair values.

27. Obligations under Finance Leases

26. RITEBERIRITES @)
REER » B2 RITEELEIKT -

AREBRTEE ZFHIERFFNR (WITAER ST L
ZIZEFER) B4T7% (ZTEZEREFE  22%) °

REEETRITEERUEHEEEER 2 eEE R
INEHEE -

REES2ER @ RTEEZREERE A FEER
%- o

27. A S BT ERX

THE GROUP
rEE
Present value
Minimum of minimum
lease payments lease payments
REEERH
REEERH ZREEERE
2006 2005 2006 2005
HKS$'000 HKS'000 HKS'000 HKS'000
FET FET FET FET
Repayable as follows: AR T HIHBERE :
Within one year —F R 5,207 17,400 5,049 16,728
More than one year, but not —FLHEE
exceeding two years TR 446 5,110 440 4,995
More than two years, but not RMEL LB
exceeding three years THRBA=F — 440 — 435
5,653 22,950
Less: Future finance charges R Z B E A (164) (792)
Present value of lease obligations HEERMERRZEE 5,489 22,158 5,489 22,158
Less: Amount due within W —FREESEE
one year shown EAREBARS
under current liabilities 1EHH (5,049) (16,728)
Amount due after one year —FRIATE 440 5,430




EEHEE(EE)FARLT == 558

NOTES TO THE FINANCIAL STATEMENTS - B/ 75 3R 3R Mf =%

For the year ended 31st August, 2006
BE—ZEERF/\A=1+—HILFE

27. Obligations under Finance Leases (Continued)
The Group’s obligations under finance leases are secured by the lessors’charge

over the leased assets.

It is the Group’s policy to lease certain of its plant and machinery under finance
leases.The average lease term is 5 years. The average effective interest rate
(which is also equal to contracted variable interest rate) of the Group’s
obligations under finance leases is 6.5% (2005: 2.8%) per annum. No

arrangements have been entered into for contingent rental payments.

In the opinion of the directors, the carrying amounts of obligation under finance

leases approximate their fair values.

28. Derivative Financial Instruments

Derivatives not under hedge accounting:

27. I E AT ERAR @)
AREE SIS AE MBS AEAA 2RSS EE
iz

AEBZBERDUNBEHESXNEEEETHRER
8 o VIGHEFHATT - AEEVHEHERTIRN
ZFHEREFNE(WTEREFT L 2FBHFER) B
65% (ZTERFE : 2.8%) o WERAHESFEZ
T8 e

REEF2ER  MHAERMRIZRAEREELD
FEERS °

28. TTESRIT H
R BEHMABRZFTETA

THE GROUP AND THE COMPANY

AEBRAQT
2006 2005
Assets Liabilities Assets Liabilities
EE afiE &E afE
HK$’000 HK$’000 HK$’000 HKS$'000
FET FET FET FET
For value of: B :
Interest rate swap F 245 HA — 1,666 — —
Foreign currency forward contract RHINESH 493 — — —

493 1,666 = =
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28. Derivative Financial Instruments (Continued)

The principal terms of the interest rate swap outstanding at 31st August, 2006

28. (TE€®m T B @)

REZBZARFENA=+—H  FIRSMERETERF

are as follows: MAF :
Notional amount Maturity Swaps
e L] ZHR =5
HK$130,500,000 3 December 2007 From HIBOR to LIBOR
130,500,000/ 7T —EZEFE+ZA=H HAEBRITRAEFEEZMBURITRZERE

The principal terms of the foreign currency forward contract outstanding at

31st August, 2006 are as follows:

REZBERFNB=+—H  BEMNESHESRZE

ERFMOT -

Notional amount Maturity Exchange rates
BETHE EHH E=

Buy US$24,000,000 27 April 2007 HKS$/US$

H A24,000,0003% 7T —2ELFMA-T LA BITHET

The above derivatives are measured at fair value at each balance sheet date,
determined based on the quoted prices from financial institutions for equivalent

instruments.

EAATE TARSEAH B UAPREETE - X

BENZEHMEBUASETAZREMEE
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29. Deferred Tax

The following are the major deferred tax liabilities (assets) recognised by the

B R ¥R AR BT RE

29. IRFAEFH IR
AREERAD AR RS BRI RIB RS R

Group and the Company and movements thereon during the current and prior FTEEREFEEE (BE) REEFHNT !
reporting periods:
THE GROUP REE
Accelerated Revaluation
tax of Tax
depreciation properties losses Others Total
RAIBIATE MES HIAEE Hith Mg
HKS'000 HKS'000 HKS'000 HKS'000 HKS'000
FET FET FEx FET FEr
(Note)
(fizt)
At 1st September, 2004 as originally stated R=ZFZMENA—BELZ5] 10456 33,624 (1,659) (2412) 40,009
Effects of changes in accounting policies ~ &t BERNE 2 & 12,897 (33,624) — — (20,727)
At 1st September, 2004 R-BEMNENA—H
(as restated) (E51) 23,353 — (1,659) 2412) 19,282
Charge (credit) to the consolidated RirERERERR
income statement (as restated) Bk GTA) (&E7) 1,328 — 8 (5,067) (3,731)
At 31st August, 2005 R=ZEZRENA=1-H
(as restated) (E71) 24,681 — (1,651) (7,479) 15,551
Charge (credit) to the consolidated WiRE W iR A
income statement kR GEA) (22,383) — (8,507) 589 (30,301)
At 31st August, 2006 RZEERFENA=1—H 2,298 — (10,158) (6,890) (14,750)
Note: HtaE -

Included in others represent mainly deferred tax assets arising from unrealised profit on
inventories and unrealised profit on transfer of plant and equipment between subsidiaries
and deferred tax liabilities arising from withholding tax charged on certain overseas
subsidiaries at the amount of approximately HK$2,142,000 (2005: HK$2,234,000),
HK$4,090,000 (2005:HK$5,542,000) and HK$3,093,000 (2005:HK$4,593,000) respectively.

BREEMDERATFE 2 ARSRASNHE QB 2 B
BRREFR 2 ASFRNRAEE ZEESEEE © KA
ETBIMBARHBRZENRAEEZELEREEE 2
BI#%52,142,0008 T (ZZ2ZHFE 1 2,234,000/ 7T)
4,090,000/8 7T (ZBZHFE : 5,542,000 7T) £ 3,093,000
BT (ZZZRFE 4,593,000 T) °
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29. Deferred Tax (Continued)

At 31st August, 2006, the Group had unused tax losses of approximately
HK$117,736,000 (2005:HK$42,276,000) available for offset against future profits.
A deferred tax asset has been recognised in respect of approximately
HK$84,650,000 (2005:HK$9,434,000) of such losses. Of the recognised tax losses,
approximately HK$84,650,000 (2005: Nil) being the tax losses generated by
certain PRC subsidiaries of the Group in the current year as it is expected that
future taxable profits will be available against which the tax losses can be utilised
after management had considered the future profitability of these subsidiaries.
No deferred tax asset has been recognised in respect of the remaining
HK$33,086,000 (2005:HK$32,842,000) due to the unpredictability of future profit

streams.The unrecognised tax losses may be carried forward indefinitely.

In addition, at 31st August, 2006, the Group had other deductible temporary
differences of approximately HK$3,451,000 (2005: Nil) in respect of accelerated
tax depreciation.No deferred tax asset has been recognised in relation to such
deductible temporary differences as it is not certain that taxable profits will be

available against which the deductible temporary differences can be utilised.

For the purposes of balance sheet presentation, certain deferred tax assets and
liabilities have been offset. The following is an analysis of the deferred tax

balances for reporting purposes:

29, IRFEBLIE ()

REFERENA=1+—H > AEETHFERKER
REFMzARERBEEENS117,736,0008 T
(ZZZRFEE © 42,276,000/ 7T) ° MHLEEBETL
84,650,000/8 T (ZEZHFE : 9,434,000/ 7T) E
BRAA—HELEE - ETERRZBEFED
84,650,000/8 T (ZEZHFE : F) AEAEEE TH
BB ATRREEMEENBIEEE  CHEEE
ZERZEMB LR ZRRERIFE % - FETRRZE
FB BRI IR BIEES - HAZHIEEER
33,086,000/ 7T (ZEERFE © 32,842,000/ 7T)
REETERIN R 2 BFIFR AR B ERSELREE
E o BARBR 2T IR TR ERAELRS -

ot REBEARENA=1+—H  NEEREMT
R E R E £ 2R AT BT E 443,451,000/ 7T
(CZZTHFE | 8) o AARAEEERS 2R 1E
MEHU AR E R ER - BURBERERZ TR TR
MERRBELEE o

HREERERZEIINE B TEERREERERE
TR - AT R ZI|MM S 2 EEBIREERDAT

2006 2005

HKS'000 HKS'000

FET FET

(restated)

(E2l)

Deferred tax liabilities BRI IBEEE 7,084 29,268
Deferred tax assets EERIRE E (21,834) (13,717)

(14,750) 15,551
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29. Deferred Tax (Continued) 29, IRERLIE ()
THE COMPANY ¥ N/NE|
Accelerated tax
depreciation
RAIBIAITE
HKS000
FET
At 1st September, 2004 R-ZEZENFEAA—H (185)
Charge to the income statement AU RN IIRR 187
At 31st August, 2005 R-ZZEZRENBE=+—AH 2
Charge to the income statement U R A FIRR 134
At 31st August, 2006 R-ZZEERENB=+—A 136
30. Share Capital 30. IR 7<
Number of ordinary
shares of HK$0.20 each
HIRE{E0.20/8 T Amount
ZEBROHE o]
2006 & 2005 2006 & 2005
HK$'000
FET
Authorised: EERA
At beginning and end of the year A FERR R AR 1,400,000,000 280,000
Issued and fully paid: ERITRHZRA

At beginning and end of the year NEFERRRERERE 794,010,960 158,802
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31. Share Options

A share option scheme (the“Option Scheme”), which will expire on 24th January,
2012, was adopted by the Company at the Extraordinary General Meeting held
on 25th January, 2002.The primary purpose of the Option Scheme is to provide
the Company with a flexible means of giving incentives to, rewarding,
remunerating, compensating and/or providing benefits to the employees and
for such other purposes as the board of directors of the Company may approve
from time to time. Under the Option Scheme, the board of directors of the
Company may offer to full time employees, including full time executive
directors, of the Company and/or its subsidiaries who have completed the
probation period options to subscribe for shares in the Company in accordance
with the terms of the Option Scheme for the consideration of HK$1 for each lot
of share options granted.The total number of shares in respect of which options
may be granted under the Option Scheme is not permitted to exceed 10% of
the shares of the Company in issue at the date of approval of the Option Scheme.
The Company may seek approval from shareholders of the Company in general
meeting to refresh the 10% limit. In addition, the maximum number of shares
which may be issued upon exercise of all outstanding options granted and yet
to be exercised under the Option Scheme and any other share option schemes
of the Company shall not exceed 30% (or such higher percentage as may be
allowed under the Listing Rules) of the total number of shares in issue from
time to time.The number of shares in respect of which options may be granted
to any employee in any 12-month period is not permitted to exceed 1% of the
total number of shares of the Company in issue, subject to approval from
shareholders of the Company. Options granted must be taken within 28 days
of the date of grant or such longer or shorter period as the board of directors of
the Company may think fit. The minimum period for which an option must be
held before it can be exercised is one year or such other period as the board of
directors of the Company may think fit commencing from the date of grant
(“Hold-up period”). An option period, at the absolute discretion of the board of

directors of the Company, shall commence on the expiry of the Hold-up period

31. R AE

—BER=E——F— A=+ B FHNRRES S
(MRS ER =2 2=F— A=+ RAEAH
HRIREAS L3RG - IR BT ER HAA
AFAEESATHE - 5210 - B - BEK/SRIE
HERRFADDEBSTRE > S B TS 12
H—ETESR o RISTRE B AAAEEET
BRRES B RRBETAATR/SENBATE
BER BN RES (BEIHNTED) RRE
RBADARYD  SREZRREZNERIET -
RIERRIE BT > RREM BT 2 RO
B3 TSRBRRET BBAUES B 2 D RITROE
H210% o AATTEREAY ERBEHAE - B
Fi10%:2 LR o WIRERRES BIRA D AEAE
HoR AR BIT BB M R T I~ R AR T e T B
T2RHBE  BSTERBAATTEERITRE
BB 230% SRS ERBIR S 8B LR « BE
EREHAES A —(ESMEF+ =18 B 2R
A ERTESEERREZRVEE - BSTEE
BANTCRITROBE 1% - EELAERRE
BHAZBANAATESE B TN AR E
RFFERTORRE - BEELARDNEE B —
FHANTNESE D TNEMBE (BEH) 62
RS A AEHRE - BB ATESR RS
HEIERMERE SRS EREHR T ERTER
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31. Share Options (Continued)
and expire no later than the 10th anniversary of the date of grant.The exercise
price is determined by the board of directors of the Company and will be at

least the highest of the followings:
a) the closing price of shares at the date of grant of a share option;

b) the average closing price of the shares for the five business days

immediately preceding the date of grant; and
¢) the nominal value of a share.

No share options were granted or exercised during the year and no share

options were outstanding during the year or at the balance sheet date.

31. IR HE (@)
BHARTBERER - ABERAATESSST -
EXEBUT=EESEES

a) KRORIRERLBNOKHE

b) RONFBRERLB 2R HEEER 2 FHW
e R
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FEERLEDRBERREIITERRAFAREER
B INERRIR AR o

32. Reserves 32. e
THE COMPANY
¥iN/NE]
Capital
Share redemption Retained
premium reserve profits Total
Bz B RIF
e HEEl &1 ZF| ®E
HK$000 HKS'000 HKS'000 HKS'000
FET FET FET FET
At 1st September, 2004 R-ZEZENFEAA—H 197,124 210 402,531 599,865
Profit for the year R=FEER — — 43,972 43,972
Dividends paid 2fRE — — (83,371) (83,371)
At 31st August, 2005 R-_ZEEHEFNR=+—AH 197,124 210 363,132 560,466
Effect of change in accounting policy & 5TEERIUE 2 S48 — — (1,504) (1,504)
At 1st September, 2005 R-ZEZEREFAA—H
(as restated) (E%Y) 197,124 210 361,628 558,962
Profit for the year =EERF — — 186,132 186,132
Dividends paid 2RE — — (91,311) (91,311)
At 31st August, 2006 R-EERFNA=T—H 197,124 210 456,449 653,783

The Company’s reserves available for distribution to shareholders as dividends

at 31st August, 2006 represented the retained profits of approximately

HK$456,449,000 (2005: HK$363,132,000).

SHERE © 363,132,000/87T) °

RZZEEARFENA=1+—H I2EBERRREZR
NEEE U3 REERR) 85456,449,0008 T (2=
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33. Capital Commitments

33. EAEIE

THE GROUP
REE
2006 2005
HK$’000 HKS'000
FET FET
Capital expenditure in respect of the PEBEEYE
acquisition of property, plant and HESREEZ
equipment contracted for but not RN EETKRRE
provided in the financial statements RERI 2 EREE 143,109 157,705
Capital expenditure in respect of the TEREBEYE
acquisition of property, plant and Hes kB2
equipment authorised but not ERUEERELD
contracted for ZEREX 48,576 60,552

The Company had no significant capital commitments at the balance sheet

dates.

34. Operating Leases

REEH » ARBAEERNERRE o

34, £EHE

The Group as lessee: REBEREMEA :
THE GROUP
rEH
2006 2005
HKS'000 HKS000
FET FET
Minimum lease payments paid under eEEREEREMR
operating leases during the year: WEREREESRE
Land and buildings T RIETF 38,207 29,375
Plant and machinery S BR 33,701 36,222

71,908 65,597
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34. Operating Leases (Continued)
At the balance sheet date, the Group had future minimum lease payments under

non-cancellable operating leases which fall due as follows:

REER » AEEFAAIEE 2 EEHENARRRR
HEXHRTHEHARAM -

THE GROUP
REE
2006 2005

Land and Plant and Land and Plant and
buildings machinery buildings machinery

TR T
BF BB HERR BF B E#Es
HKS000 HK$000 HK$000 HK$'000
FET FET FET FET
Within one year —FR 50,443 23,075 18,815 27,798

In the second to fifth year FFEERFAN(ER

inclusive MEBIEER) 168,012 48,182 87,817 74,520
Over five years BEHNE 90,046 19,822 85,626 35,131
308,501 91,079 192,258 137,449

Operating lease payments represent rentals payable by the Group for certain
of its office premises and factories. Leases are negotiated for terms ranging
from one to twenty five years for land and buildings and from two to ten years

for plant and machinery.There is no contingent rental arrangement.

The Group as lessor:

Gross rental income earned from investment properties of the Group during
the year was approximately HK$6,923,000 (2005: HK$9,656,000). The related
outgoings amounted to approximately HK$817,000 (2005: HK$567,000).

EEHEXHNAKEREETHOER TR BN
BE - KEH2HEFHRLRBFINF—=
“HHEFZE  BREEERANTF =T F2E - X
AEHREE R -

REEEZHBEA

REEREERREVEMRE ZHSRALED
#6,923,0008 7T (ZEZHFE : 9,656,000 TT) °
HEBMMZEANA817,0008 T (ZEZTHFE :
567,000/ 7T) ©



FOUNTAIN SET (HOLDINGS) LIMITED 2006 Annual Report

NOTES TO THE FINANCIAL STATEMENTS - B7f #5 3R 3R Mf =%

For the year ended 31st August, 2006
BE—EEANFNNA=1T—HIFE

34. Operating Leases (Continued)
At the balance sheet date, the Group had contracted with tenants, in respect of

rented premises, for the following future minimum lease receipts:

34 EEHEE @)
AEER - AEEFEAYEREESTIANN%
REEASKRANT :

THE GROUP
REE

2006 2005
HK$’000 HKS'000
FET FET
Within one year —FRr 2,735 11,456
In the second to fifth year inclusive F_ERERFRN(BEMEEEER) 2,633 20,461
Over five years BEUE — 2,534
5,368 34,451

The Company had no significant operating lease commitments or arrangements

at the balance sheet dates.

35. Contingent Liabilities

THE GROUP

At 31st August, 2005, the Group had contingent liabilities of 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.

THE COMPANY

(@) The Company has given limited guarantees to various banks to secure
general banking and loan facilities granted to certain subsidiaries. At the
balance sheet date, the aggregate amounts utilised by these subsidiaries

amounted to approximately HK$498,334,000 (2005: HK$803,056,000).

(b) The Company has given limited guarantees to various banks and finance
companies to secure finance lease obligations of certain subsidiaries.
At the balance sheet date, the aggregate obligations of the subsidiaries
under these leases amounted to approximately HK$5,489,000 (2005:
HK$22,158,000).

REER » ADRAWEE RS EHERERZH -

35. HARERE

REE

R-ZZERFNA=+—H ~AEEHRHEREZ
EERUGRIEREE 2SR E1E£937,992,0008 7T © A
“EERENAST—H  LEMEREZEEER

RIERE -

PN

(@) ARTEEMBZRERTHTFERSZER  FH
ZERTHETEHOMBRAR —RERRERZ
B - NEEH  ZEMBRAREERAZE
F#$5498,334,000B T (ZTTHEE
803,056,0007&7T) °

(b) ANDTFEMZERTRIABA TR TFERSZ
BR EAZERITRUB DG TIHHHE
DNEMBHERE ZET - REER » ZE5M
B AR 2 B S & A BRFUARRE 40 535,489,000
BT (ZERRFE 1 22,158,0008 7T) ©
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36. Retirement Benefits Schemes

The Group operates a defined contribution scheme registered under the
Occupational Retirement Schemes Ordinance (the “ORSO Scheme”) and a
Mandatory Provident Fund Scheme (the “MPF Scheme”) established under the
Mandatory Provident Fund Scheme Ordinance for all the eligible employees of
the Group in Hong Kong.The assets of both schemes are held separately from
those of the Group in funds under the control of trustees.The retirement benefits
cost charged to the consolidated income statement represents the
contributions payable to the funds by the Group at rates specified in the rules

of the schemes.

Employees of the Group in other jurisdictions currently participate in state-
sponsored pension scheme or defined contribution schemes operated by the
Government of such jurisdictions.The Group are required to contribute a certain
percentage of their payroll to the schemes to fund the benefits. The only
obligation of the Group with respect to the schemes is to make the required

contributions.

At the balance sheet date, there was no significant forfeited contribution, which
arose upon employees leaving the retirement benefits schemes, available to

reduce the contribution payable in the future years.

The retirement benefits scheme contributions, net of forfeited contributions
of approximately HK$553,000 (2005: HK$1,405,000), amounting to
approximately HK$20,008,000 (2005: HK$19,048,000) has been charged to the

consolidated income statement.

B R ¥R AR BT RE

36. RIRFEHFT S

REEEERERZER AT BURGIEM R A ERRE
a8l (R E) RARB R DN RS8R
Bl HR I NE S 8 (GEE S8 FrrE e
ERZAEEERES - EME BINEETIHER
ABNFAREE - ERERERATRZRAER
SEIRA DA KERE BB R E 2 A

=h
FA °

FEBEMBEEBE 2 BER ESEZAEERS
SE C BZRNEAE SIS E BT - AREA

EEEFIN 25 E B 2 LR T 2ETEERERE
T ARBHZETE 2 -—EERZREF LM
K e

REER » RESRHRRERG IR W2 R
RER - LLFIRI A AEHRAR R FE 2 B -

SEFE NG RINRZBAEANFEHRSETE
#%520,008,000/8 7T (ZZEZHFE : 19,048,000/
70)  BEREHRR R Z HF#553,0008 T (ZFF
FHFE © 1,405,000 7T) °
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37. Related Party Disclosures

(@) Related party transactions
During the year, the Group paid rentals amounting to approximately
HK$105,000 (2005: HK$840,000) to a company controlled by Trustcorp
Limited. Trustcorp Limited is the trustee of the Ha Trust, a discretionary
trust set up by Mr.Ha Chung Fong for the benefit of his family.Mr.Ha Chung
Fong is the Chairman and Managing Director of the Company.The rentals
were charged in accordance with the terms of the tenancy agreements
entered into between the Group and that company. The tenancy

agreements expired in November 2005.

During the year, the Group sold fabrics amounting to approximately
HK$266,000 (2005: HK$726,000) to a company controlled by the spouse
of Mr.Ha Kam On, Victor, the Executive Director of the Company.The fabrics
were sold in accordance with the terms of each individual contract entered

into between the Group and that company on an order-by-order basis.

(b) Related party balances
Details of the Group’s outstanding balances with related parties are set

out in the consolidated balance sheet and in note 20.

(c) Compensation of key management personnel
The remuneration of directors and other members of key management

during the year was as follows:

37. HEAA T 2 E

(a)

HEALRS
AREEAREBERFHEE41050008 T (ZE2H
FZ 1 840,000/ T) F— B Trustcorp Limited
FriZt 2 A 8] © Trustcorp Limited Zthe Ha Trust
ZZFEA 0 Mthe HaTrust B —IEHEMFEEH
HREREMAL ZBEEE - ENFEET
RATEFRESHLEE - HEHRIBAEE
ERZ N RFT L 2 HAER M AT - HAR ==
SRET—-AE-

REEAEE R —RAE R L E Z BB AE
HIE A 7 HE4266,0008 T (ZEZTHFE !
726,000587T) Z A€ o B ek BN AT
B o mIEZHE D KIEAREEEZ A TR E
BIRTEEAEFTET 2 & NIRRT o

MHEAA T 24k
AEFEABA T 2EBFBRIINGEEE
BERNMFE20R

TEEBASZHE
REEESRHBETEEEASZHMOT -

THE GROUP
EHE

2006 2005
HK$'000 HK$'000
FET FET
Short-term benefits EERA 32,997 37,430
Post-employment benefits ZEEEF 1,257 1,372
34,254 38,802

The remuneration of directors and key management is determined by the board

of directors having regard to the performance of individuals and market trends.

EERIEEEASZHNIRESSREZIRAR
MISBRMETE o
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