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Interim Results

The board of directors (the “Board”) of Huafeng

Text i le  Internat ional  Group L imi ted ( the

“Company”) is  p leased to announce the

unaudited condensed consolidated results of the

Company and its subsidiaries (the “Group”) for

the six months ended 31 March 2007 (the

“Period”). The interim results for the Period are

unaudited, but have been reviewed by the audit

commi t tee  o f  the  Company ( the  “Aud i t

Committee”).
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Condensed Consolidated Income Statement

For the six months ended 31 March 2007

Six months ended 31 March

2007 2006

(Unaudited) (Unaudited)

Notes HK$’000 HK$’000

TURNOVER 3 320,984 279,191
Cost of services provided

and cost of sales (223,517) (200,792)

Gross profit 97,467 78,399
Other income 5,078 5,093
Selling and distribution expenses (12,552) (9,180)
Administrative expenses (24,618) (14,580)
Other operating expenses (92) (4,094)

PROFIT FROM
OPERATING ACTIVITIES 4 65,283 55,638

Finance costs 5 (10,501) (5,955)

PROFIT BEFORE TAX 54,782 49,683
Income tax expense 6 (1,332) (1,236)

PROFIT FOR THE PERIOD 53,450 48,447

Attributable to:
Equity shareholders of

the Company 53,696 49,265
Minority interests (246) (818)

53,450 48,447

DIVIDEND 7 22,012 8,805

EARNINGS PER SHARE
Basic 8 HK6.1 cents HK6.3 cents 

Diluted 8 HK6.1 cents HK6.3 cents 
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Condensed Consolidated Balance Sheet

As at 31 March 2007

31 March 30 September
2007 2006

(Unaudited) (Audited)

Notes HK$’000 HK$’000

NON-CURRENT ASSETS
Property, plant and equipment 515,436 435,305
Prepaid land lease payments 29,856 11,490
Intangible assets 35,698 32,553
Available-for-sale financial assets 2,480 1,461
Deposits paid for acquisition

of long-term assets 28,634 56,634

612,104 537,443

CURRENT ASSETS
Inventories 74,802 74,624
Trade receivables 9 195,079 124,853
Prepayments, deposits

and other receivables 44,023 37,901
Prepaid land lease payments 309 309
Cash and bank balances 198,147 191,797

512,360 429,484

CURRENT LIABILITIES
Trade payables 10 49,494 28,108
Other payables and accruals 53,498 49,008
Interest-bearing borrowings 94,200 108,192
Provision for taxation 2,931 2,247

200,123 187,555

NET CURRENT ASSETS 312,237 241,929

TOTAL ASSETS LESS
CURRENT LIABILITIES 924,341 779,372
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Condensed Consolidated Balance Sheet

As at 31 March 2007

31 March 30 September
2007 2006

(Unaudited) (Audited)

Notes HK$’000 HK$’000

NON-CURRENT LIABILITIES
Interest-bearing borrowings 258,883 171,035
Deferred tax 19,247 14,197

278,130 185,232

NET ASSETS 646,211 594,140

CAPITAL AND RESERVES
Share capital 11 8,805 8,805
Reserves 629,492 577,175

Equity attributable to equity holders
of the Company 638,297 585,980

Minority interests 7,914 8,160

646,211 594,140
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Condensed Consolidated Statement of Changes in Equity

For the six months ended 31 March 2007

Attributable to equity holders of the Company

Reserves

Share-
Properties based

Share Share revaluation payment Translation Retained Minority
capital premium reserve reserve reserve profits Total interests Total

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

At 1 October 2005 (Audited) 7,746 135,186 32,050 — 12,672 300,513 488,167 10,724 498,891
Issue of bonus shares 387 (387 ) — — — — — — —
Increase in Reserves — 3,776 — — — — 3,776 — 3,776
Profit for the Period — — — — — 49,265 49,265 (819) 48,446
Exchange differences on

translation of foreign
operations — — — — (1,016) — (1,016) — (1,016)

Deficit on revaluation on
plant and machinery — — (694) — — — (694) — (694)

At 31 March 2006 8,133 138,575 31,356 — 11,656 349,778 539,498 9,905 549,403

Representing:
At 31 March 2006 after

proposed interim dividend  531,365
Proposed interim dividend 8,133

Equity attributable
equity holders of the Company 539,498

At 1 October 2006 (Audited) 8,805 164,835 22,128 — 12,468 377,744 585,980 8,160 594,140
Profit for the Period — — — — — 53,696 53,696 (246) 53,450
Exchange differences on

translation of foreign
operations — — — — (2,380) — (2,380) — (2,380)

Recognition of share-based
payments — — — 5,403 — — 5,403 — 5,403

Dividends paid — — — — — (4,402) (4,402) — (4,402)

At 31 March 2007 8,805 164,835 22,128 5,403 10,088 427,038 638,297 7,914 646,211

Representing:
At 31 March 2007 after

proposed interim dividend 620,687
Proposed interim dividend 17,610

Equity attributable to
equity holders of the Company 638,297
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Condensed Consolidated Cash Flow Statement

For the six months ended 31 March 2007

Six months ended 31 March

2007 2006

(Unaudited) (Unaudited)

HK$’000 HK$’000

NET CASH INFLOW/(OUTFLOW)  

 FROM OPERATING ACTIVITIES 36,365 (52,520)

NET CASH OUTFLOW FROM

INVESTING ACTIVITIES (76,386) (4,339)

NET CASH INFLOW FROM

FINANCING ACTIVITIES 48,751 60,194

INCREASE IN CASH AND

CASH EQUIVALENTS 8,730 3,335

CASH AND CASH EQUIVALENTS

AT THE BEGINNING OF PERIOD 191,797 88,367

EFFECT OF FOREIGN EXCHANGE

RATE CHANGES (2,380) (1,251)

CASH AND CASH EQUIVALENTS

AT END OF PERIOD 198,147 90,451

ANALYSIS OF BALANCES OF

CASH AND CASH EQUIVALENTS

AT END OF PERIOD

Cash and bank balances 198,147 90,451



11

Notes to Financial Statements

For the six months ended 31 March 2007

1. BASIS OF PREPARATION

This unaudited interim financial report has been

prepared in accordance with the applicable

disclosure provisions of the Rules Governing the

Listing of Securities on The Stock Exchange of

Hong Kong Limited (the “Listing Rules”),

inc lud ing  compl i ance  w i th  Hong  Kong

Accounting Standard (“HKAS”) 34, Interim

financial reporting, issued by the Hong Kong

Institute of Certified Public Accountants (the

“HKICPA”). It was authorised for issuance on 25

June 2007.

The unaudited interim financial report has been

prepared in  accordance wi th  the same

accounting policies adopted in the 2006 annual

financial statements.

The preparation of an interim financial report in

conformity with HKAS 34 requires management

to make judgements, estimates and assumptions

that affect the application of policies and

reported amounts of assets and liabilities,

income and expenses on a year to date basis.

Actual results may differ from these estimates.

1.

34

34
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Notes to Financial Statements

For the six months ended 31 March 2007

This unaudited interim financial report contains

condensed consolidated financial statements

and selected explanatory notes. The notes

inc lude  an  exp lana t i on  o f  e ven t s  and

t ransac t ions  tha t  a re  s ign i f i can t  to  an

understanding of the changes in financial

position and performance of the Group since the

2006 annua l  f inanc ia l  s ta tements .  The

unaudited condensed consolidated interim

financial statements and notes thereon do not

include all of the information required for full

se t  o f  f inancia l  s ta tements prepared in

accordance with Hong Kong Financial Reporting

Standards (“HKFRSs”, which term collectively

includes HKASs and Interpretations).

The financial information relating to the financial

year ended 30 September 2006 that is included

in the interim financial report as being previously

reported information does not constitute the

Company’s statutory financial statements for that

financial year but is derived from those financial

statements. Statutory financial statements for the

year ended 30 September 2006 are available

from the Company’s registered office. The

auditors have expressed an unqualified opinion

on those financial statements in their report

dated 25 January 2007.
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Notes to Financial Statements

For the six months ended 31 March 2007

2. CHANGES IN ACCOUNTING POLICIES

The HKICPA has issued a number of new and

revised HKFRSs that are effective or available

for early adoption for accounting periods

beginning on or after 1 January 2006. The Board

has determined the accounting policies to be

adopted in the preparation of the Group’s annual

financial statements for the year ending 30

September 2007, on the basis of HKFRSs

currently in issue. The adoption of these new

HKFRSs did not result in substantial changes in

the Group’s accounting policies.

The HKFRSs that will be effective or are available

for voluntary early adoption in the annual

financial statements for the year ending 30

September 2007 may be affected by the issue

of additional interpretations or other changes

announced by the HKICPA subsequent to the

date of issuance of this interim report. Therefore

the policies that will be applied in the Group’s

financial statements for that period cannot be

determined with certainty at the date of issuance

of this interim financial report.

2.
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Notes to Financial Statements

For the six months ended 31 March 2007

3. SEGMENT INFORMATION

Segment information is presented by way of two

segment formats:

(i) on a primary segment reporting basis, by

geographical segment; and

(ii) on a secondary segment reporting basis,

by business segment.

The principal activities of the Group are the

provis ion of fabrics processing services,

manu fac tu r e  and  sa l e  o f  f ab r i c s  and

manufacture and sale of yarns, which are

managed according to the geographical location

of customers.

Each of the Group’s geographical segment,

based on the location of customers, represents

a strategic business unit that offers services to

customers located in different geographical areas

which are subject to risks and returns that are

different from those of other geographical

segments.

3.

(i)

(ii)
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Notes to Financial Statements

For the six months ended 31 March 2007

(a) Geographical segments based on the

location of customers

Africa,
Australia and

The Philippines Greater China North America Consolidated

2007 2006 2007 2006 2007 2006 2007 2006

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

Segment revenue:
Sales to external

customers 120,678 104,558 167,933 148,493 32,373 26,140 320,984 279,191

Segment results 56,367 37,621 11,877 6,830 15,121 9,671 83,365 54,122

Unallocated revenue 5,078 5,093
Unallocated expenses (23,160) (3,577)

Profit from operating
activities 65,283 55,638

Finance costs (10,501) (5,955)

Profit before tax 54,782 49,683
Income tax expenses (1,332) (1,236)

Profit for the Period 53,450 48,447

(b) Business segments

Fabrics processing
services, manufacture Manufacture

and sale of fabrics and
sale of yarns Consolidated

2007 2006 2007 2006 2007 2006

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

Segment revenue:
Sales to external

customers 268,344 229,077 52,640 50,114 320,984 279,191

Total revenue 268,344 229,077 52,640 50,114 320,984 279,191

(a)

(b)
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Notes to Financial Statements

For the six months ended 31 March 2007

4. PROFIT FROM OPERATING ACTIVITIES

The Group’s profit from operating activities is

arrived at after charging:

Six months ended 31 March

2007 2006

(Unaudited) (Unaudited)

HK$’000 HK$’000

Amortisation of goodwill — 1,926

Depreciation 20,486 17,987

Employee share option benefits 5,403 —

5. FINANCE COSTS

Six months ended 31 March

2007 2006

(Unaudited) (Unaudited)

HK$’000 HK$’000

Interest on bank loans and

overdrafts wholly repayable

within five years 10,501 5,724

Bank charges — 231

10,501 5,955

4.

5.
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Notes to Financial Statements

For the six months ended 31 March 2007

6. INCOME TAX EXPENSE

Six months ended 31 March

2007 2006

(Unaudited) (Unaudited)

HK$’000 HK$’000

PRC enterprise income tax

— current — 1,332 1,830

— deferred — — (594)

Tax charge for the Period 1,332 1,236

No provision for Hong Kong profits tax is required

since the Group has no assessable profit arising

in Hong Kong during the Period (2006: Nil).

Tax charge on profits assessable in the PRC had

been calculated at the rates of tax prevailing in

the jurisdictions in which the Group operates,

based on existing legislation, interpretations and

practices in respect thereof.

6.
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Notes to Financial Statements

For the six months ended 31 March 2007

7. DIVIDEND

Six months ended 31 March

2007 2006

(Unaudited) (Unaudited)

HK$’000 HK$’000

Interim dividend declared
after the interim period 2
of 2 cents (2006: 1 cent)
per share 1 17,610 8,805

Final dividend in respect
of the financial year ended
30 September 2006,
approved and paid during
the following interim period,
of 0.5 cents (year ended 0.5
30 September 2005: Nil)
per share 4,402 —

22,012 8,805

The interim dividend has not been recognised

as a liability at the balance sheet date.

8. EARNINGS PER SHARE

(a) Basic earnings per share

The calculation of basic earnings per

share for the Period is based on the

Group’s net profit attributable to equity

s h a r e h o l d e r s  f o r  t h e  P e r i o d  o f

approximately HK$53,696,000 (2006:

HK$49,265,000) and the weighted

average number of 880,479,600. (2006:

781,148,459).

7.

8.

(a)

53,696,000

49,265,000

880,479,600

781,148,459
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Notes to Financial Statements

For the six months ended 31 March 2007

(b) Diluted earnings per share

The calculation diluted earnings per

share for the Period is based on the

Group’s net profit attributable to equity

s h a r e h o l d e r s  f o r  t h e  P e r i o d  o f

approximately HK$53,696,000 (2006:

HK$49,265,000) and the weighted

average number of 880,519,053. (2006:

781,148,459).

9. TRADE RECEIVABLES

The Group normally allows credit terms to well-

established customers ranging from 30 to 120

days. Impairment is made for outstanding debts

aged over one year.

An aging analysis of the trade receivables as at

the balance sheet date, based on the date of

recognition of the service income or goods sold,

is as follows:

31 March 30 September
2007 2006

(Unaudited) (Audited)

HK$’000 HK$’000

0 —  30 days 0  30 81,345 44,402
31 —  60 days 31  60 49,384 36,403
61 —  90 days 61  90 44,810 33,029
Over 90 days 90 19,540 11,019

195,079 124,853

(b)

53,696,000

49,265,000

880,519,053

781,148,459

9.

30 120
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Notes to Financial Statements

For the six months ended 31 March 2007

10. TRADE PAYABLES

The Group normally obtains credit terms ranging

from 30 to 90 days from its suppliers.

An aging analysis of the trade payables as at the

balance sheet date, based on the date of receipt

of consumables or goods purchased, is as

follows:

31 March 30 September

2007 2006

(Unaudited) (Audited)

HK$’000 HK$’000

0 —  30 days 0  30 22,533 12,799

31 —  60 days 31  60 14,659 9,148

61 —  90 days 61  90 7,315 2,717

Over 90 days 90 4,987 3,444

49,494 28,108

10.

30 90 
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Notes to Financial Statements

For the six months ended 31 March 2007

11. SHARE CAPITAL

31 March 30 September

2007 2006

(Unaudited) (Audited)

HK$’000 HK$’000

Authorised:

2,000,000,000 ordinary 2,000,000,000

shares of HK$0.01 each  0.01 20,000 20,000

Issued and fully paid:

880,479,600 880,479,600

(2006: 880,479,600)

ordinary shares of 880,479,600

HK$0.01 each  0.01 8,805 8,805

11.



22 Huafeng Textile International Group Limited Interim Report 2007

Notes to Financial Statements

For the six months ended 31 March 2007

A summary of the movements in the issued share

capital of the Company is as follows:

As at 30 September 2006

Number of Nominal value

shares issued of shares issued

Note ’000 HK$’000

At 1 October 2005 774,552 7,746

Shares issued on distribution

of bonus shares a 38,728 387

Shares issued on exercise

of share options b 67,200 672

At 30 September 2006 880,480 8,805

As at 31 March 2007

Number of Nominal value

shares issued of shares issued

Note ’000 HK$’000

As at 1 October 2006 and

31 March 2007 880,480 8,805
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Notes to Financial Statements

For the six months ended 31 March 2007

a. On 25 January 2006, the directors

recommended a bonus issue of shares

(“Bonus Issue”) and approved in the

Company’s annual general meeting held

on 24 February 2006. The Bonus Issue

has been made on the basis of 1 share,

credited as fully paid, for every 20

existing shares then held.

b. On 2 May 2006, the Company granted

6 7 , 2 0 0 , 0 0 0  s h a r e  o p t i o n s  a t  a

subscription price of HK$0.395 per share

to 10 employees of the Company and its

subsid iar ies or  i ts  invested ent i ty

according to the share option scheme

operated by the Company, resulting in the

issue of 67,200,000 shares of HK$0.01

each for a total cash consideration,

before expenses, of approximately

HK$26,544,000. The excess of the

subscription consideration received over

the nominal value of shares issued,

a m o u n t e d  t o  a p p r o x i m a t e l y

HK$25,872,000, was credited to the

share premium account. All share options

were exercised on 12 May 2006 and 17

May 2006.

12. CONTINGENT LIABILITIES

As at 31 March 2007, the Group did not have

any s igni f icant cont ingent l iabi l i t ies (30

September 2006: Nil).

As at 31 March 2007, the Company had provided

corporate guarantee to the extent of HK$250

million (30 September 2006: HK$27 million) for

banking facilities granted to a subsidiary, which

were utilised to the extent of HK$250 million (30

September 2006: HK$27 million).

a.

20

1

b.

0 . 3 9 5

67,200,000

10

67,200,000

0.01

26,544,000

25,872,000

12.

250,000,000

27,000,000

250,000,000

27,000,000
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Notes to Financial Statements

For the six months ended 31 March 2007

13. COMMITMENTS

At the balance sheet date, the Group had the

following capital commitments:

31 March 30 September
2007 2006

(Unaudited) (Audited)

HK$’000 HK$’000

Purchases of plant
and machinery 10,088 10,088

14. BUSINESS COMBINATIONS

On 1 December 2006, the Group acquired 100%

of the share capital of United Glory Development

Limited (“United Glory”). The principal asset of

United Glory is a wholly owned subsidiary, Shishi

Huarun Knitting & Dyeing Co., Ltd (“Huarun

Knitting”). Huarun Knitting is principally engaged

in the business of fabric processing in the PRC.

Details of net assets acquired and goodwill are

as follows:

HK$’000

Purchase consideration 85,000
Fair value of net assets

acquired — shown as below   (82,118)

Goodwill 2,882

13.

14.

United Glory Development L imi ted

United Glory 100% United

Glory
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Notes to Financial Statements

For the six months ended 31 March 2007

Goodwill arose from the acquisition is attributable

to the anticipated profitability of the company’s

operations and the anticipated future operating

synergies.

The assets and liabil it ies arising from the

acquisition are as follows:

Acquiree’s
carrying
amount

Fair value

HK$’000 HK$’000

Cash and cash equivalents 193 193
Property, plant and equipment 65,854 65,854
Prepaid land lease payments 5,893 5,893
Available-for-sale financial assets 437 437
Inventories 5,730 5,730
Receivables 29,150 29,150
Payables (9,887) (9,887)
Borrowings (10,202) (10,202)
Deferred tax liabilities (5,050) (5,050)

Net assets acquired 82,118 82,118

HK$’00

Purchase consideration settled
in cash 85,000

Deposit paid for acquisition
of a subsidiary (28,000)

Cash and cash equivalents
in a subsidiary acquired (193)

Cash outflow on acquisition 56,807

There were no acquisitions for the year ended

30 September 2006.
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Notes to Financial Statements

For the six months ended 31 March 2007

15. RELATED PARTY TRANSACTIONS

During the period, the Group paid rentals of

approximately HK$Nil (2006: HK$400,000) to

the minority shareholder of a subsidiary,

Shenyang Huafeng Dyeing & Printing Co., Ltd.

(“Shenyang Huafeng”), in respect of Shenyang

Huafeng’s factory premises.

During the period, the shareholder of the minority

shareholder of a subsidiary, Shenyang Huafeng,

advanced approximately HK$2,913,000 (2006:

HK$Nil) to Shenyang Huafeng. The advance is

unsecured, interest-free and repayable on demand.

The directors of the Company are of the opinion

that the above transactions with related parties

were conducted on normal commercial terms in

the ordinary course of the Group’s business.

15.

400,000

2,913,000
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Notes to Financial Statements

For the six months ended 31 March 2007

16. SHARE-BASED PAYMENTS

Equity-settled share option scheme

The Company operates a share option scheme

(the “Scheme”) for the purpose of providing

incentives and rewards to eligible participants

who contribute to the success of the Group’s

operations. Eligible participants of the Scheme

include the Company’s directors (including

independent non-executive directors), employee

of the Group, suppliers of goods or services,

customers, persons or ent i t ies providing

research, development or other technological

support  to the Group, and any minor i ty

shareholders in the Company’s subsidiaries. The

Scheme became effective on 30 August 2002

and, unless otherwise cancelled or amended, will

remain in force for 10 years from that date.

The maximum number of unexercised share

options currently permitted to be granted under

the Scheme is an amount equivalent, upon their

exercise to 10% of the shares of the Company

in issue at any time. The maximum number of

shares issuable under share options to each

eligible participant in the Scheme within any 12-

month year, is limited to 1% of the shares of the

Company in issue at any time. Any further grant

of share options in excess of this limit is subject

to shareholders’ approval in a general meeting.

16.

10%

1%
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Notes to Financial Statements

For the six months ended 31 March 2007

Share options granted to a director, chief

executive or substantial shareholder of the

Company, or to any of their associates, are

sub jec t  to  approva l  in  advance by  the

independent non-execut ive directors.  In

addit ion, any share options granted to a

substantial shareholder or an independent non-

executive director of the Company, or to any of

their associates, in excess of 0.1% of the shares

of the Company in issue at any time or with an

aggregate value (based on the closing price of

the Company’s shares at the date of the grant)

in excess of HK$5 million, within any 12-month

year, are subject to shareholders’ approval in

advance in a general meeting.

The offer of a grant of share options may be

accepted within 21 days from the date of the

offer, upon payment of a nominal consideration

of HK$1 in total by the grantee. The exercise

year of the share options granted is determinable

by the directors, and commences after a certain

vesting period and ends on a date which is not

later than 10 years from the date of the grant of

the share options or the expiry date of the

Scheme, if earlier.

0.1%

5,000,000

21

1
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For the six months ended 31 March 2007

The exercise price of the share options is

determinable by the directors, but may not be

less than the higher of (i) the closing price of

the Company’s shares as stated in the Stock

Exchange’s daily quotation sheet on the date of

the offer of grant, which must be a trading day;

(ii) the average closing price of the Company’s

shares as stated in the Stock Exchange’s daily

quotation sheets for the five trading days

immediately preceding the date of the offer of

the grant; and (iii) the nominal value of the

Company’s shares.

Details of the specific category of options are as

follows:

Date of grant Vesting date Exercise period Exercise price

HK$

23 March 2007 23 March 2007 23 March 2007 to 22 March 2010 0.522

(i)

(ii)

(iii)
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For the six months ended 31 March 2007

Details of the share options outstanding during

the period are as follows:

2007 2006

Weighted Weighted

average average

Number of exercise Number of exercise

share price share price

options options

HK$ HK$

Outstanding at the

beginning of the period — — — —

Granted during the period 88,000,000 0.522 — —

Exercised during the period — — — —

Outstanding at end of

the period 88,000,000 0.522 — —

Exercisable at the end of

the period 88,000,000 0.522 — —

In 2007, options were granted on 23 March

2007. The estimated fair value of the options is

approximately HK$5,403,000. 5,403,000
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For the six months ended 31 March 2007

The fair value was calculated using the Black-

Scholes pricing model. The inputs into the model

were as follows:

2007 2006

Spot price HK$0.520 —

Exercise price HK$0.522 —

Expected volatility 47.98% —

Expected life 0.5 year —

Risk free rate 3.66% —

Expected dividend yield 4.00% —

Expected volatility was determined by calculating

the historical volatility of the Company’s share

price over the previous 0.5 year. The expected

life used in the model has been adjusted, based

on management’s best estimate, for the effects

of non transferability, exercise restrictions and

behavioral considerations.

17. POSSIBLE IMPACT OF AMENDMENTS, NEW

STANDARDS AND INTERPRETATIONS

ISSUED BUT NOT YET EFFECTIVE FOR THE

SIX MONTHS ENDED 31 MARCH 2007

Up to the date of issue of this unaudited

condensed interim financial report, the HKICPA

has issued a number of amendments, new

standards and interpretations which are not yet

effective for the year ending 30 September 2007.

17.
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For the six months ended 31 March 2007

The Group is in the process of making an

assessment of  what the impact of  these

amendments ,  new s tandards  and  new

interpretations is expected to be in the period of

initial application. So far it has concluded that

the adoption of them is unlikely to have a

significant impact on the Group’s results of

operations and financial position.

In addition, the following developments may

result in new or amended disclosures in the

interim financial report:

Effective for

accounting periods

beginning on or after

HKFRS 7 Financial instruments: disclosures 1 January 2007

7

Amendments to HKAS 1 Presentation of financial statements: 1 January 2007

Capital disclosures

1



33

Management Discussion and Analysis

Being a major player in fabric processing and yarn

spinning in Southern China with factories in

Fujian, Jiangsu and Liaoning provinces, the

Group constantly seeks ways to expand its

business presence and to further strengthen its

market position.

The Group’s recent efforts in facilities expansion

and improving overall efficiencies are bearing

fruits, as shown in the increase in turnover and

improved margins. As demand for fabric

processing services remains strong on the back

of a robust economy in China, there are signs of

prices firming up over the past few months. The

Group is well-positioned to take advantage of such

a favourable trend and to benefit from the strong

demand.

The Board believes that there is still much room

for the expansion in textile fabric processing

industry as well as the apparel market in China

and overseas. The Group is committed to

r e s e a r c h  a n d  d e v e l o p m e n t  f o r  m o r e

environmental friendly fabric printing techniques.

With the objective to enhance shareholders’ value

in mind, we will look for suitable downstream

expansion opportunities in the retail distribution

business.
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15% 321,000,000

279,000,000

24% 97,000,000

78,000,000

2% 30% 10%

54,000,000

49,000,000

Financial Review

For the six months ended 31 March 2007, the

Group’s turnover increased by 15% to HK$321

million (corresponding period in 2006: HK$279

million) while gross profit grew by 24% to HK$97

million (corresponding period in 2006: HK$78

million). Gross profit margin improved by 2% to

30%. Profit attributable to equity shareholders

grew to HK$54 million (corresponding period in

2006: HK$49 million), representing a year-on-

year increase of 10%.

The increase in turnover for the Period under

review was mainly attributable to the satisfactory

performance of the newly acquired fabric

processing business, Shishi Huarun Knitting and

Dyeing Co. Ltd (“Huarun Knitting”), in October

2006 and also the sales growth in overseas

markets.  Cont inuous product ion systems

improvement raised the overall efficiency and

resulted in better gross profit margins.

Business Review

As a leading fabric processor in Fujian, China,

the Group continued business growth through

acquisition of profitable fabric processing plants

and constant expansions. High quality demand

and new technological developments playing a

vital role in profit growth. The Group remain

committed to research & development and sales

of upstream products, to maximize benefits from

larger economies of scale and to enhance profit.
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17%

268,000,000

16%

5% 52,000,000

120,000

13,000 80%

1,300,000

At present, the Group owns and operates six

plants: Huafeng Knitting Co. Ltd. (“Huafeng

Knitting”), Lingfeng Dyeing and Weaving Co. Ltd.

(“Lingfeng”) and the newly-acquired Huarun

Knitting in Shishi City, Fujian are for the fabric

processing operations. Shenyang Huafeng Dyeing

& Printing Co. Ltd. (“Shenyang Huafeng”)

specializes in fabric processing and printing

(corduroy and muslin). The Group’s two major

yarn spinning operations are Fenghua Textile Co.

Ltd. (“Fenghua Textile”) and Huafeng Textile

(Lianyungang) Co. Ltd. (“Lianyungang Huafeng”).

Business Analysis

For the six months ended 31 March 2007,

turnover from fabric processing business

amounted to HK$268 million, representing a 17%

year-on-year increase, and was the significant

contributor to the Group’s turnover. The remaining

16% was contributed by the yarn spinning

business, which amounted to HK$52 million and

5% higher than last year’s.

The Group’s total fabric processing capacity

expanded to 120,000 tonnes while yarn spinning

capacity reached 13,000 tonnes as at the end of

the Period under review. Average utilization rate

was over 80%.

Facilities at Shenyang Huafeng and Lianyungang

Huafeng were leased to a third party for

management which brought to the Group stable

rental income of approximately HK$1,300,000.
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48%

52%

121,000,000

15%

24% 32,000,000

13%

Geographic Analysis

The Group’s exports sales to the Philippines,

Africa, Australia and North America accounted

for 48% of the Group’s turnover while the balance

of 52% are domestic sales in the Greater China

region.

For the six months ended 31 March 2007, the

Philippines was the largest contributor to the

Group’s total turnover, accounting for HK$121

million and grew by 15% as compared to the

corresponding period last year. Turnover from

Africa, Australia and North America increased by

24% year-on-year to HK$32 million. The Greater

China region reported an increase of 13% in

turnover.

Prospects

Shishi City in Fujian province is well-known as

the manufacturing and distribution hub of textile

and clothing in the Southern China region. The

new Shishi textile centre, which is due to open in

late 2007 will further consolidate its leading

position in China. The Group expects to continue

to focus its business expansion around the Shishi

region for its geographical advantage as the

centre for textile industry.
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30,000,000

The successful acquisitions of Lingfeng and

Huarun Knitting in the past two years have

enabled the Group to expand market share. The

Group wil l continue to search for suitable

acquisition opportunities both horizontally and in

the downstream retail distribution business in

China.

New production facilities of Huafeng Knitting is

expected to commence in the 4th quarter of

2007, which will add 30 million metres to the

existing capacity to cater to the expected increase

in sales. Production systems upgrading will be

continued at various plants to further enhance

efficiency and improve margins.

Concurrently, the Group is exploring opportunities

on the construction of a new fabric manufacturing

plant, adjacent to its existing facilities in Shishi.

With multiple plants in close proximity, the Group

would have maximum flexibility in allocation of

resources to achieve considerable cost savings

in operating expenses. The upstream expansion

into fabric manufacturing would also complement

the Group’s exist ing businesses in fabric

processing and yarn spinning, offering a one-stop

comprehensive services to clients, at the same

time, enhancing the Group’s profit margin.

The Group announced in December 2006 the

plans to have its shares listed on Korea Exchange

through a Korean Depository Receipt (KDR)

programme and the application for the listing is

being processed by Korea Exchange.
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36,000,000 49,000,000

353,000,000

27% 73%

28%

72%

29%

71%

(i) (ii)

(iii)

(iv)

With all these efforts, the Group strives to lay a

strong foundation for further growth and to

become one of the most established integrated

textile industry players in China.

Liquidity and Financial Resources
During the Period under review, the Group

principally met its funding requirements by cash

flows from operations and bank borrowings. The

net cash inflow from operating activities and

financing activities were approximately HK$36

million and HK$49 million respectively.

As at 31 March 2007, the Group’s total bank

borrowings amounted to approximately HK$353

million, of which 27% was short term bank

borrowings and 73% was long term bank

borrowings. Besides, 28% of the total bank

borrowings was subject to fixed interest rates

while 72% was subject to floating interest rates.

The Group’s bank borrowings were primarily

denominated in Renminbi and Hong Kong dollars.

For the Group’s total bank borrowings as at 31

March  2007 ,  29% o f  the  ba lance  was

denominated in Renminbi and 71% of the

balance was denominated in Hong Kong dollars.

As at  31 March 2007, the Group’s bank

borrowings were secured by (i) certain plant and

machinery of the Group; (ii) certain prepaid land

lease payment and buildings of the Group; (iii)

corporate guarantees given by the Company and

its subsidiaries; and (iv) charges over the equity

of its subsidiaries.
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Whi le the Group has increased i ts  bank

borrowings, the gearing rat io,  which was

calculated on the basis of total bank borrowings

to the total shareholders’ equity, increased from

0.48 as at 30 September 2006 to 0.55 as at 31

March 2007. The gearing ratio of 0.55 is

considered to be at a reasonable level.

As at 31 March 2007, the Group had current

assets of approximately HK$512 million and

current liabilities of approximately HK$200

million. The current ratio, which was calculated

on the basis of current assets to the current

liabilities, improved from 2.29 as at 30 September

2006 to 2.56 as at 31 March 2007, owing

primarily to the increased level of long term

financing. The current ratio of 2.56 was at a

healthy level and indicated that the Group’s

liquidity remained sound.

Capital Structure

There was no change in the Group’s capital

structure for the six months ended 31 March

2007, the total number of issued share capital of

the Company as at  31 March 2007 was

880,479,600.
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Foreign Exchange Exposure
Most assets, liabilities and transactions of the
Group are denominated in Renminbi (“RMB”),
except overseas sales are denominated in United
States dollars (“USD”) and Hong Kong dollars
(“HKD”). In view of the currency peg between
HKD and USD and relatively stable RMB at
HKD1.00 equals to RMB0.98, the fluctuations of
foreign currencies did not have a significant
impact on the performance of the Group.

Capital Expenditures
During the Period under review, the total capital
expenditure of the Group was approximately
HK$78 million, of which approximately HK$57
million was used for the balance of purchase price
of United Glory Development Ltd which in terms
own 100% of Shishi Huarun Knitting Factory and
approximately HK$8 million was used for the
expansion of fabric processing production
capacity.

Charges on Assets
As at 31 March 2007, the Group’s leasehold land
and building with an aggregate net book value of
approximately HK$20 million and plant and
machinery with an aggregate net book value of
approximately HK$100 million were pledged to
banks to secure banking facilities granted to the
Group.

Contingent Liabilities
As at 31 March 2007, the Group did not have
any s igni f icant  cont ingent  l iabi l i t ies (30
September 2006: Nil).
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250,000,000

27,000,000

250,000,000

27,000,000

Shishi  Huarun

K n i t t i n g  F a c t o r y U n i t e d  G l o r y

Development Ltd 85,000,000

2,200

2,230

88,000,000

As at 31 March 2007, the Company had provided

corporate guarantee to the extent of HK$250

million (30 September 2006: HK$27 million) for

banking facilities granted to a subsidiary, which

were utilised to the extent of HK$250 million (30

September 2006: HK$27 million).

Material Acquisition or Disposal
of Subsidiaries and Associated
Companies
The  Group  has  acqu i red  Un i t ed  G lo r y

Development Ltd which owns 100% of Shishi

Huarun Knitting Factory at a total consideration

of HK$85 million. The transaction was completed

on 1 December 2006.

Employment Information
As at 31 March 2007, the Group had a total of

approximately 2,200 (2006: 2,230) employees in

Hong Kong, Macau and the PRC. The Group’s

emoluments policies are formulated on the

performance of individual employee and on the

basis of the salary trends in various regions, and

are reviewed periodically.

In addition, the Group maintains a share option

scheme for the purpose of providing incentives

and rewards to the eligible participants for their

contributions to the Group. The share option

scheme was adopted on 30 August 2002. As at

31 March 2007, there were totalling 88,000,000

share options were granted to the Company’s

employees and no share option has been exercised.
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Interim Dividend

The Board has resolved to pay interim dividend

of HK2 cents per share for the six months ended

31 March 2007 (2006: HK1 cent). The total

dividend will be approximately HK$17,610,000

(2006: HK$8,805,000). The dividend will be

payable on or around 17 August 2007 to

shareholders whose names appear on the

Register of Members on 27 July 2007.

Closure of Register of Members

The register of members of the Company will be

closed from 23 July 2007 to 27 July 2007 (both

days inclusive), during which period no transfer

of shares will be registered. In order to qualify for

the interim dividend, all transfers accompanied

by the relevant share certificates, must be lodged

with the Company’s Registrar, Union Registrar

Limited, at Room 1803, Fook Lee Commercial

Centre, Town Place, 33 Lockhart Road, Wanchai,

Hong Kong no later than 4:00 p.m. on 20 July

2007.

2

1

17,610,000 8,805,000

33

1803
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Directors’ Interests and Short
Positions in Shares and
Underlying Shares

As at 31 March 2007, the interests of the directors

of the Company or their respective associates in

the shares and underlying shares of the Company

or its associated corporations (within the meaning

of Part XV of the Securities and Future Ordinance

(the “SFO”)) which are required to be notified to

the Company and The Stock Exchange of Hong

Kong Limited (the “Stock Exchange”) pursuant

to Divisions 7 and 8 of Part XV of the SFO, or as

recorded in the register required to be maintained

pursuant to Section 352 of the SFO, or as

otherwise notified to the Company or the Stock

Exchange pursuant to the Model Code for

Securities Transaction by Directors of Listed

Companies (the “Model Code”) in the Listing

Rules were as follows:

Long positions

Ordinary Shares of HK$0.01 each of the Company

XV

XV 7 8

352

0.01

Approximate

percentage

Type of Number of of shareholding

Name of director Capacity interest shares held in the Company

Mr. Cai Zhenrong Beneficial owner Personal 427,140,000 48.51%
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Save as disclosed above, as at 31 March 2007,

none of the directors of the Company or their

respective associates had any interest or short

positions in the shares, underlying shares or

debentures of the Company or any of i ts

associated corporations (within the meaning of

Part XV of the SFO) which are required to be

notified to the Company and the Stock Exchange

pursuant to Divisions 7 and 8 of Part XV of the

SFO, or as recorded in the register required to

be maintained pursuant to Section 352 of the

SFO, or as otherwise to be notified to the Company

or the Stock Exchange pursuant to the Model

Code in the Listing Rules.

Substantial Shareholders’
Interests and Short Positions
in Shares and Underlying
Shares

As at 31 March 2007, to the best knowledge of

the directors of the Company, the following person

(other than a director of the Company) who had

interests or short positions in the shares and

underlying shares of the Company which would

fall to be disclosed to the Company under the

provision of Division 2 and 3 of Part XV of the

SFO, or which were recorded in the register

required to be kept by the Company pursuant to

Section 336 of the SFO:

XV

XV

7 8

352

XV 2 3

336
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Long positions

Ordinary Shares of HK$0.01 each of the Company

Approximate

percentage

Number of of shareholding

Name of shareholder Capacity shares held in the Company

Ms. Su Liyuan Interest of spouse 427,140,000 48.51%

(Note)

Note: These 427,140,000 shares are held and

beneficially owned by Mr. Cai Zhenrong, an

executive director of the Company and the

spouse of Ms. Su Liyuan. Under the SFO, Ms.

Su Liyuan is deemed to be interested in these

427,140,000 shares.

Save as disclosed above, as at 31 March 2007,

no person, other than the directors of the

Company whose interests are set out in the

section “Directors’ interests and short positions

in shares and underlying shares” above, had any

interest or short positions in the shares or

underlying shares of the Company which are

required to be notified to the Company and the

Stock Exchange under the provisions of Divisions

2 and 3 of Part XV of the SFO, or which were

recorded in the register required to be kept by

the Company pursuant to Section 336 of the SFO.

0.01

427,140,000

427,140,000

XV 2 3

336
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Director’s Rights to Acquire
Shares or Debentures

Save as disclosed under the headings “Directors’

interests and short positions in shares and

underlying shares ” and “Note 16 to the Financial

Statement”, at no time during the Period was the

Company, its subsidiaries or any of its associated

corporations (within the meaning of Part XV of

the SFO) a party to any arrangements to enable

the directors of the Company or their associates

(as defined in the Listing Rules) to acquire

benefits by means of acquisition of shares in, or

debentures of, the Company or any other body

corporate.

Purchase, Sale or Redemption of
Listed Securities of the Company

Neither the Company nor any of its subsidiaries

purchased, sold or redeemed any of the

Company’s listed securities during the Period.

Model Code for Securit ies
Transactions by Directors

The Company has adopted the Code of Conduct

regarding securities transactions by directors as

set out in Appendix 10 of the Listing Rules during

the Period and all directors have complied with

required standard of dealings set out therein.

16

XV
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Corporate Governance

In the opinion of the directors, the Company has

complied with the Code on Corporate Governance

Practices (the “CG Code”) as set out in Appendix

14 to the Listing Rules during the six months

ended 31 March 2007 except for the following

deviations:

Code A.2.1

Under the code provision A.2.1 of the CG Code,

the roles of chairman and chief executive officer

should be separate and should not be performed

by the same individual. The Company does not

at present have any officer with the title of “chief

executive officer” but the Chairman of the Board,

Mr. Cai Zhenrong, provides overall leadership for

the Board and takes the lead to ensure the Board

acts in the best interest of the Group. The daily

management of the Group’s business is shared

among the executive directors of the Company.

The Group will endeavour to ensure that there is

a clear division of these responsibilities at the

Board level to maintain a balance of power and

authority.

A.2.1

A.2.1
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Code A.4.1

Under the code provision A.4.1 of the CG Code,

non-executive directors should be appointed for

a specific term, subject to re-election. The current

independent non-executive directors of the

Company, namely Ms. Choy So Yuk, Mr. Lawrence

Gonzaga and Mr. Wong Siu Hong are not

appointed for specific terms, but are subject to

retirement by rotation and re-election at the

annual general meeting of the Company in

accordance with the Company’s articles of

association.

Audit Committee

The Company has es tab l ished an Audi t

Committee in accordance with the requirements

of the CG Code for the purposes of reviewing and

providing supervision over the Group’s financial

reporting process and internal controls. The Audit

Committee comprises three independent non-

executive directors of the Company. This interim

results have been reviewed and approved by the

Audit Committee, but have not been audited by

the auditors of the Company. During the Period,

a regular meeting of the Audit Committee has

been held.

On behalf of the Board

Cai Yangbo

Executive Director

Hong Kong, 25 June 2007

A.4.1

A.4.1

Lawrence Gonzaga
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