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FINANCIAL REVIEW

For the year ended 31 December 2006, the Group’s sales rose
21.1% to HK$2,487.5 million from HK$2,054.1 million in 2005.
The rise in sales was mainly attributable to Sportswear
Manufacturing Business and Sportswear Distribution Business.
The Group’s gross profit amounted to HK$863.4 million,
representing an increase of about 14.7%; while gross profit
margin dropped from 36.7% in 2005 to 34.7% in 2006, mainly
due to the increase in production cost mainly resulting from the
inflation of labour cost and production overhead cost of our
operations in the PRC, and the effect of the appreciation of the
RMB.

Operating profit increased by HK$12.2 million, or 3.5%, to
HK$357.2 million, as compared with 2005. The increase was
primarily due to an increase in operating profit of HK$40.4 million
for Sportswear Distribution Business, offset by the decrease in
operation profit of HK$12.3 million and HK$5.0 million for Active
and Outer Wear Business and Sportswear Manufacturing Business
respectively and the recognition of the value of services in respect
of the Pre-IPO Share Options granted to several executive
Directors and a consultant of HK$10.9 million which is not
allocated to any business segments.

Finance income increased significantly to HK$25.7 million from
HK$4.6 million in 2005. This was mainly due to the increase in
interest income from bank deposits relating to share subscription,
including over subscription during the subscription period of the
Company’s initial public offering and proceeds from the issuance
of new shares. Finance costs increased to HK$21.6 million from
HK$16.8 million mainly due to a bridge loan which was settled
before the year end. Profits tax remained stable at HK$77.4 million
in both 2005 and 2006, while effective tax rates decreased slightly
to 21.4% in 2006 from 23.2% in 2005. Minority interest increased
to HK$22.8 million from HK$13.9 million in 2005 mainly due to the
full year effect of a 25% equity interest of T&S HK held by Umbro
Group which was disposed of in September 2005.

The Group’s profit attributable to equity holders increased by 7.9%
to HK$260.6 million, achieving a net profit margin of 11.4%.

The Directors do not recommend the payment of a final dividend
in 2006 as the Company was just shortly listed in September
2006.
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BUSINESS REVIEW

The Group is an integrated manufacturer and distributor for
renowned international sports brands and active and outer wear.
It runs three continuously growing broad lines of business that
serves diverse geographical markets. Sales performances of
different business lines are summarised below:

Sportswear Manufacturing Business

The Group’s Sportswear Manufacturing Business is principally
engaged in the manufacture of sportswear products on an OEM
basis for international sports brands, including but not limited to
adidas, Reebok, Umbro and Diadora. Most of the goods are
exported to Europe. During the year ended 31 December 2006,
sales from the Sportswear Manufacturing Business increased by
33.3% to HK$1,488.4 million when compared with last year. Its
contribution to the Group’s total sales increased from 53.4% to
58.5%. The strong sales growth was a result of increased orders
from key customers that had been consolidating their supplier
base and who appreciated the high quality and standards of the
Group’s sportswear products, and also due to the Group’s
expanded production capacity.

The Group was able to pass material cost on to its customers, but
not labour cost and production overhead of the sector, which
increased due to the rise in minimum salary levels and tightened
labour supply in the cities where our factories are located, and
appreciation of the RMB. All taken into account, gross profit
margin for the segment lowered from 31.2% at HK$348 million
last year to 27.6% at HK$410 million this year.

The segmental operating expense increased by 40.9% to
HK$78.6 million which was higher than the 33.3% growth in
revenue. The higher expense mainly comprised HK$11.4 million
increase in quota costs, HK$12.5 million increase in delivery and
insurance expense, HK$5.2 million increase in directors’ fee for
appointing directors for a public company, HK$9.3 million in
special bonuses to employees, and HK$16.1 million on new hires
for the Group’s different operational functions.

Segmental operating profit margin therefore decreased to 10.2%
at HK$151.4 million from 14.0% at 156.4 million in 2005.
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The following tables set forth the breakdown of sales of our
Sportswear Manufacturing Business by activities for the years
ended 31 December 2005 and 2006:

BEBAINEDREEXBHER Breakdown of sales of our Sportswear Manufacturing Business
by activities
Z2EBRE “2ERE
2006 2005
FET FET
HK$°000 % HK$°000 %
BEREE Sportswear
manufacturing 1,193,789 80.2 902,833 80.9
ERREBERES Sourcing and trading
(ftz) of sportswear (Note) 206,090 13.8 173,055 15.5
=il Fabric knitting 83,647 5.6 33,835 3.0
BREE Accessories
manufacturing 4,824 0.4 6,918 0.6
i Total 1,488,350 100.0 1,116,641 100.0
ftet Note:

ARFRBRESEBHIEEFBEASENOEME
FrUXGmEaAEREEEEESRNTE -
AURBRESEBRBRASENEDREES
B REBHANBREERBEERR ARAE
ERLEERREN  ARERBEMBILED
REZEERMFETLEE - ARFEEBRDH
EBFHENERYAZEREER  MAKED
ESHERREEAREBREETHS2# R
LWEBEBTREREDRD HEY -

This sourcing and trading business is classified as part of our Sportswear
Manufacturing Business because all these customers are our OEM
customers who place orders with us for manufacturing sportswear of their
own brands. We engage other independent manufacturers to manufacture
these products instead of producing them at our own facilities after
considering factors such as cost effectiveness and product requirements
and for better allocations of our production resources and capacities. This
business is distinct from our Sportswear Distribution Business as all the
products sold under our Sportswear Distribution Business are licensed
branded products of which we have obtained relevant exclusive licences
from the respective brand owners for distribution in certain markets.
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by geographical locations

Breakdown of sales of our Sportswear Manufacturing Business

—EERE —ETIE
2006 2005
FET FET
HK$°000 % HK$’000 %

HOSEERE (A1) Export Sales (Note 1)

BUM Europe 988,886 69.1 744,064 68.8

IS North America 80,447 5.6 70,852 6.5

M (REEF Asia excluding PRC

kE#E) and Hong Kong 181,369 12.7 77,746 7.2
Hith (ffiF2) Others (Note 2) 82,722 5.8 85,280 7.9
1,333,424 93.2 977,942 90.4

it $5 E K8 Domestic Sales

HE PRC 93,239 6.5 95,725 8.9

B Hong Kong 5,133 0.3 7,924 0.7

98,372 6.8 103,649 9.6
1,431,796 100.0 1,081,591 100.0
B2 ENHEERE Inter-segment sales 56,554 35,050
HME Total 1,488,350 1,116,641
Bfat - Notes:
1. HEFNHEUANEEMRNZRLEN®M 1. The geographical location of our sales is determined by the final
E ° destination to where our products are delivered.

2. HMBERMN wEMNRFPR- 2. Others include Australia, Central America and Middle East.
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Sportswear Distribution Business

The Group has the exclusive rights to distribute sportswear,
footwear, accessories and sports equipment under the UMBRO
brand in the PRC and Hong Kong. Sales of Sportswear
Distribution Business increased by 24.9% to HK$416.0 million in
2006. The growth was mainly attributed to the increased demand
for UMBRO Products in the PRC. Sales of the segment
accounted for 16.4% of the Group’s total sales as compared to
15.9% in 2005. At the end of the year, approximately 1,050
points of sale were set up, among which approximately 890 were
located in the PRC. For the year ended 31 December 2006, gross
profit margin maintained at 39.1%. Segmental operating profit
margin increased to 27.9% at HK$116.0 million against 23.0% at
76.7 million in 2005 was primarily due to tighter control of general
and administrative cost and a gain of HK$9.2 million resulting
from change of estimated licence fees payable. During the year,
the Group reassessed its estimates of the expected future
revenues from the licensed business. The estimated future
revenues were reduced and consequently the estimated licence
fees payable were reduced by approximately HK$9.2 million
which was credited to other income in the consolidated income
statement.

To enhance the image of UMBRO brand and promote its
products, the Group increased the proportion of marketing and
advertising expenses to sales from 3.2% in 2005 to 7.2% in 2006,
It spent approximately HK$29.8 million, mainly on sponsoring the
Indoor 5-a-side Football Match in the PRC organised by the
Football Association of China in early 2006, two Premiership
football teams, Chang Chun Ya Tai and Henan Jian Ye.

In March 2006, the Group acquired a 50% equity interest in Win
Sports, a jointly controlled entity of the Group, which holds the
exclusive rights to distribute branded sportswear and accessories
of four European soccer teams, namely Manchester United
Football Club, Barcelona Football Club, Juventus Football Club
and Paris Saint-Germain Football Club. Additionally, Win Sport
also runs 14 retail shops in Hong Kong, under the names of
“Sport Corners” and “Futbol Trend”. The first soccer mega store
in Hong Kong, Futbol Trend, was recently opened in January
2007 in Langham Place, Mongkok. Even though the full impact of
this business has not yet been reflected in the Group’s results,
the management is pleased to see positive market response.
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Shortly after the year-end, in March 2007, the Group completed

the subscription of an additional 25% interest in Win Sports,
increasing our shareholding interest in this company to 75%. The
subscription has given the Group operational control over our
Sportswear Retail Business and a strengthened strategic platform
to expand our retail and wholesale business in Hong Kong, and
subsequently the PRC.

The following tables set forth the breakdown of sales of our
Sportswear Distribution Business for the years ended 31
December 2005 and 2006:

Breakdown of sales of our Sportswear Distribution Business
by product categories

—ETARF —EZREF
2006 2005
FEL FET
HK$°000 % HK$°000 %
Bk 2 Apparel 277,440 66.7 237,009 71.0
25) Footwear 118,790 28.6 76,003 23.0
fiL Accessories 16,640 4.0 14,427 4.3
BEAM Sports equipment 3,178 0.7 5,720 1.7
HE Total 416,048 100.0 333,159 100.0

B BREER-ZERFE+ZA=1+-HZR
AEBNHEEZEHER  HEBERTTARE
EHEZHEREENES  WILERBR
REBROHEBNBHERD -

“EEREER

Note: As Win Sports was our jointly-controlled company as at 31
December 2006, its results were equity accounted for as shares of
loss of jointly controlled entities and were not reflected in the total
sales from Sportswear Distribution Business.
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Breakdown of sales of our Sportswear Distribution Business

by geographical regions

ZEERF “ETRF
2006 2005
FET FHET

HK$°000 % HK$°000 %
RE (Ha1) The PRC (Note 1)
ER Eastern region 143,529 34.5 130,449 39.2
5] Northern region 90,445 21.7 66,684 20.0
M Southern region 57,615 13.8 41,221 12.4
Ei] Western region 85,536 20.6 47,694 14.3

377,125 90.6 286,048 85.9
BERRRM (Ffi2) Hong Kong and

Macau (Note 2) 36,476 8.8 46,493 14.0
R (Ki3) Taiwan (Note 3) 2,447 0.6 618 0.1
Wz Total 416,048 100.0 333,159 100.0
Kzt - Notes:
1. EROFZHE IHE LEWRHI 1. Eastern region included Anhui Province, Jiangsu Province, Shanghai
=1 Municipal and Zhejiang Province.

FLEELRT - HBE  TLHE - BT
& EHE REL AELARE - BS
& WEE WES KES - REF 8
EOREAERFELEHREAE -

EHERREY EXRY EAEMKER
E-BEE TEE  HLE TIRERE
=R

ERGFEEMNE DIE - -EFE - BEE
REREED -

RARMHEEEAD  HEABTBNHEE
e

AEBE-ZZRENARRERELYE
UMBROZ S5 7% -

Northern region included Beijing Municipal, Gansu Province, Hebei
Province, Heilongjiang Province, Jilin Province, Liaoning Province,
Inner Mongolia Autonomous Region, Qinghai Province, Shandong
Province, Shanxi Province, Shaanxi Province, Tianjin Municipal,
Ningxia Hui Autonomous Region and Xinjiang Uygur Autonomous
Region.

Southern region included Fujian Province, Guangdong Province,
Guangxi Zhuang Autonomous Region, Hainan Province, Henan
Province, Hubei Province, Jiangxi Province and Hunan Province.

Western region included Guizhou Province, Sichuan Province,
Yunnan Province, Tibet Autonomous Region and Chongging
Municipal.

Sales generated in Macau were minimal and hence, were grouped
under the sales generated in Hong Kong.

Our UMBRO distribution operation in Taiwan began in September
2005.
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AEBEAFEHEFTEANUMBROER D We have an extensive distribution network for UMBRO Products
HERE R-_EEAF+-A=+—-H & in the Greater China. As at 31 December 2006, we had a total of
EEAEBEEBIORDHEE  EFEAZHE over 110 distributors operating a network of approximately 890
ENRAKRANEIETEE  HEXEEN retail outlets across the PRC for sale of our UMBRO Products.
UMBROER ° b4 » AEETEBES B Additionally, we also sold our UMBRO Products through over 150
MEAEEBISOBTEEREELE retail outlets and concession counters in Hong Kong, Macau and
UMBROE R - 2T EERKBEIEBXRIE  Taiwan. This network of retail outlets includes stand-alone stores
UMBROEmMEFME - UK EEUMBROE selling exclusively the UMBRO Products and sports specialty
mRHEMREERNESAREE/ESEE  stores or concession counters selling UMBRO Products and
BeTEBT-ZEZERETZA=Z+—HK products of other brands. The following map shows the locations
TEENE . of these retail outlets as at 31 December 2006:
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TRIH-ZEERFER-ZZEEANEF+ZA= The following table sets forth the geographical distribution of the
+—-BEARPEHLEUMBROERHNEEER retail outlets and concession counters selling UMBRO Products

EEBENHED M in the Greater China as at 31 December 2005 and 2006:
TEEREER
WA HE
Approximate
number of
retail outlets and
concession counters
“EERE C—EEZIHE
2006 2005
FEEIHBRENTERE Retail outlets operated by our distributors
o The PRC
ER Eastern region 316 235
#ib Northern region 263 163
M Southern region 146 116
Ei] Western region 163 108
888 622
5k Hong Kong 140 132
P Macau 3 2
=3 Taiwan 10 10
AEENFESFAKLEMNEERE Concession counters operated
under concession arrangement
B8 (M) Hong Kong (Note) 5 5
CEi Total 1,046 771
Wtat - Note:
EEERESTERHERE R EHREAREE The concession counters are operated in department stores or sports
BRE o specialty stores under concession arrangements.
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ZEEREFR

Active and Outer Wear Business

The Group is the dominant manufacturer and wholesaler of active
wear for the NYL brand (a brand owned by “Martin Stuart
Limited”) to about 30 department stores and retail store chains,
comprising a total of approximately 5,000 stores, across the US.
The Group is also engaged in sourcing outer wear and other
apparels for Sears Canada. Sales of this business grew only
marginally mainly due to the delay purchase orders from some
customers which had over-stocked in 2005 when the quota
system was temporarily abolished and the merger of some of our
customers at the beginning of 2006. Also, the unexpected global
warm weather in the last quarter of 2006 brought seasonal
setback to this business.

Sales of Active and Outer Wear Business slightly increased by
0.1% to HK$639.7 million. Its contribution to the Group’s total
sales decreased from 30.6% to 25.1%. Gross profit margin
increased to 45.4% from 42.8% due to the tighter control of raw
material costs.

The segmental operating expenses, however, increased by
18.6% or HK$29.8 million due to the increase in freight and
insurance charge by HK$11.0 million, HK$10.2 million increase in
commission paid to the brand owner of NYL and the additional
HK$6.4 million in quota cost. The increase in freight and
insurance charge and quota cost was the result of customers who
stocked up in 2005 delaying orders to the last quarter of 2006,
thus requiring production to be shifted to our factories in the PRC
from our production facility in Jordon. The increase in commission
was due to the full year effect of the rise in commission rate from
13.0% in the first half of 2005 to 14.5% in the second half of
2005.
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The following table sets forth the breakdown of sales of our
Active and Outer Wear Business for the years ended 31
December 2005 and 2006:

Breakdown of sales of our Active and Outer Wear Business by

business activities

—EEXRE —EEREF
2006 2005
FET FET

HK$°000 % HK$’000 %
ES Business activities
NYLZ #% NYL Business 532,494 83.2 544 575 85.2
HiREEK Outer Wear Business 107,181 16.8 94,766 14.8
#EE Total 639,675 100.0 639,341 100.0

BEXRARBERBSRERAR

AABBEZEEANEAARBRAMLEH#]T
HBRFERE NMKREERMBITHIE
& $#738,400,000/8 T - ZEMBRER D
ERBEZE-ZZERF+-A=+—-HLEE
RER-ZZEAFENA-ZTEAHENER
ERMBREMESREARAEUATAE

—  #997,000,000/8 T BIEBREAEBMA F
BHEERER -

—  #952,000,0007% 7t A {E#& R UMBROE
MAEER  UMBROERKRHREER
WRBEEREHETE -

RZBBAE+ZA=+—0 FEREF
HERA-MEBRT - EERBUZFE
REFER-FEAENATEAZER
ERFHBOFRER o

Use of proceeds from the initial public offering

Proceeds from the issue of new shares of the Company for listing
on the Stock Exchange in September 2006, after deducting
related share issuance expenses, amounted to approximately
HK$738.4 million. Such proceeds had been partially utilised
during the year ended 31 December 2006 in accordance with the
proposed use of proceeds allocation set out in the Prospectus
dated 25 August 2006:

- approximately HK$97 million for expanding our sportswear
manufacturing capacity in the PRC.

- approximately HK$52 million for expanding the operations of
the distribution of UMBRO Products, brands promotion and
marketing activities, for the UMBRO Products and the
Soccer Team Products.

As at 31 December 2006, the balance of the net proceeds had
been deposited with a bank in Hong Kong. The Directors intend
to utilise such net proceeds in the manner disclosed in the
Prospectus dated 25 August 2006.
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FINANCIAL POSITION AND LIQUIDITY

As at 31 December 2006, the total assets of the Group were
HK$1,949.1 million, representing an increase of approximately
55.3% as compared with a year ago. The Group maintained a
strong and healthy financial position.

For the year ended 31 December 2006, the Group’s net cash used
in operating activities amounted to HK$36.6 million, compared to
net cash generated of HK$111.0 million in 2005. The change was
mainly due to the increase in inventories and trade receivables and
decrease in amounts due to related parties. Net cash (cash and
cash equivalents less bank borrowings) of the Group as at 31
December 2006 amounted to HK$567.4 million, an increase of
HK$366.4 million compared to 2005. Such increase was mainly a
result of the net proceeds of HK$738.4 million received from the
initial public offering in September 2006 and the exercise of the
over-allotment option in the same month less other cash outflow
(comprising mainly net cash used in investing activities and
distribution of dividends by subsidiaries to the other shareholders
prior to the reorganisation).

As at 31 December 2006, the Group’s average trade receivables
turnover was 62.0 days (2005: 58.1 days). Average trade
payables turnover was 53.5 days (2005: 60.1 days). Average
inventory turnover was 53.2 days (2005: 48.6 days).

The Group generally finances its operations and business
development with internally generated resources. As at 31
December 2006, the Group's net current assets amounted to
HK$921.8 million (2005: HK$303.1 million). The current ratio
improved from 1.58 times as at 31 December 2005 to 3.08 times
as at 31 Decemer 2006.

As as 31 December 2006, the capital structure of the Company
was constitued exclusively of 1,245,000,000 ordinary shares of
HK$0.1 each. The total amount of outstanding borrowings was
HK$10.7 million (2005: HK$2.4 million), all being short-term
loans. All the borrowings were subject to interests payable at
fixed rates. The Group did not enter into any interest rate swap to
hedge against risks associated with interest rates. And the
gearing ratio of the Group stood at a low level of 0.55% (2005:
0.19%).
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The Group’s sales and major materials purchase are mostly
denominated in US Dollars, while certain purchases or expenses,
e.g. staff cost and the PRC domestic raw material cost, are
settled in other currencies, such as HK$ and RMB. During the
review period, the Group did not use any derivative instruments
to hedge against foreign currency exposure as the Directors
considered such exposure will not be significant.

EMPLOYEE AND REMUNERATION POLICIES

As at 31 December 2006, the Group had approximately 13,000
employees (2005: 8,049 employees). The Group remunerates its
employees based on their performance, working experience and
prevailing market conditions. Other employee benefits include
mandatory provident fund, insurance, medical coverage and a
share option scheme.

PROSPECTS

The Group successfully launched its IPO on the Stock Exchange
on 6 September 2006. The listing marked a distinct achievement
in the Group’s history.

To sustain the growth momentum, the Group will (1) work closely
with its customers of international sports brands to expand its
Sportswear Manufacturing Business; (2) capture the growth
prospects of Sportswear Retail and Distribution Business in the
PRC by further expanding the distribution network and enhancing
the product designs; and (3) leverage the effective business
model with brand owners in the US to expand Active and Outer
Wear Business.

Sportswear Manufacturing Business

Anticipating growth for its Sportswear Manufacturing Business,
the Group planned to increase monthly production capacity from
approximately 2.6 million pieces of garments per month to 3.4
million pieces by the end of 2007 via establishing new and
expanding existing production facilities in the PRC and Vietnam.
The Group will also enhance its productivity in order to minimise
the pressure from labour cost and production overhead, thus
tightening the operating expenses. Besides, the Group has
decided to shut down the factory in the Philippines due to its low
efficiency.
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Besides, the Group will add facilities for fabric dyeing, embroidery
and other services to enhance textile development capability and
develop more value-added services. This is expected to enhance
the Group’s vertically integrated operation and enable it to stay
ahead of its competitors.

Sportswear Distribution Business

With consumption power of the people in the PRC constantly
growing, and the 2008 Beijing Olympics approaching, public
interest in, and awareness of sports and fitness is expected to
further increase. To capitalise on these trends, the Group will:

® increase the number of retail stores and concession counters
of UMBRO Products in the PRC from approximately 890 as at
31 December 2006 to 1,200 outlets by the end of 2007;

® continue to invest a certain proportion to sales of resources
into advertising, marketing and sponsorship to enhance brand
awareness and loyalty to licensed brands;

¢ dedicate resources together with Umbro Group to new product
design and development;

® enhance the pricing of UMBRO Products; and

e set up factory to manufacture products for its brand partners
or UMBRO to ensure better quality and time-to-market.

Moreover, Umbro Group has increased its stake in T&S HK, a
subsidiary of the Company, from 25% to 40% in March 2007. It
also extended the term of the Group’s exclusive distributorship of
UMBRO Products in the Greater China to 2020. These moves
evidenced the commitment of both parties to achieving win-win
results.

Active and Outer Wear Business

After years of development, NYL products have a stable market
share in the US. To boost the market share of the brand, the
Group will ride on established customer awareness and the
market position of the brand to introduce a new series of products
for different age groups and genders. The Group will also work
with different brand owners to create new brands in order to
enrich our product portfolio.




