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Five-Year Financial Summary

The following is a summary of the published consolidated results and of the assets and liabilities of Huafeng Group

Holdings Limited (the “Company”) and its subsidiaries (collectively, the “Group”) for the last five financial years:

RESULTS
Year ended 30 September
2011 2010 2009 2008 2007
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
TURNOVER 727,266 773,383 712,217 806,695 747,063
PROFIT FROM OPERATIONS 23,859 88,416 152,220 123,215 126,358
Finance costs (17,607) (12,734) (13,701) (21,240) (23,516)
Loss on disposal of subsidiaries (140,155) - - - -
(LOSS)/PROFIT BEFORE TAX (133,903) 75,682 138,519 101,975 102,842
Income tax expense (4,553) (7,213) (5,958) (10,786) (3,899)
(LOSS)/PROFIT BEFORE
NON-CONTROLLING INTERESTS (138,456) 68,469 132,561 91,189 98,943
Non-controlling interests - - 96 (173) 6,418
(LOSS)/PROFIT FOR THE YEAR
ATTRIBUTABLE TO OWNERS
OF THE COMPANY (138,456) 68,469 132,657 91,016 105,361
ASSETS, LIABILITIES AND NON-CONTROLLING INTERESTS
At 30 September
2011 2010 2009 2008 2007
HK$’000 HIK$'000 HIK$'000 HIK$'000 HIK$'000
(restated) (restated) (restated) (restated)
NON-CURRENT ASSETS 1,091,308 1,233,512 1,153,214 890,936 746,973
CURRENT ASSETS 830,635 842,513 605,912 920,883 563,094
TOTAL ASSETS 1,921,943 2,076,025 1,759,126 1,811,819 1,310,067
CURRENT LIABILITIES 287,285 434,720 369,062 506,003 381,345
NON-CURRENT LIABILITIES 162,833 154,237 86,598 152,237 201,764
NON-CONTROLLING INTERESTS - - - 1,953 1,747
TOTAL LIABILITIES 450,118 588,957 455,660 658,240 583,109
NET ASSETS 1,471,825 1,487,068 1,303,466 1,153,579 726,958

Note 1:  The summary of the results, assets, liabilities and non-controlling interests of the Group for the years ended 30 September 2007
and 2008 are extracted from the Company’s annual report 2008 prepared in accordance with International Financial Reporting
Standards, with restatement as mentioned in note 3 below.

Note 2:  The summary of the results, assets, liabilities and non-controlling interests of the Group for the year ended 30 September 2009
and 2010 are extracted from the Company’s annual report 2010 prepared in accordance with International Financial Reporting
Standards, with restatement as mentioned in note 3 below.

Note 3:  The comparatives of assets, liabilities and non-controlling interests have been restated to reflect the effect of adoption of new

and revised accounting policies in 2011 (see note 2 to the financial statements).
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Chairman’s Statement R

e

FINAL RESULTS

On behalf of the board of directors of the Company (the “Board”), | am pleased to present the Group’s audited results
for the year ended 30 September 2011 (the “Year”). The Group’s consolidated revenue for the Year decreased by
6.0% to approximately HK$727.3 million (2010: approximately HK$773.4 million). Gross profit decreased by 39.2% to
approximately HK$111.1 million (2010: approximately HK$182.6 million). Loss attributable to owners of the Company
amounted to approximately HK$138.5 million (2010: profit after tax attributable to owners of the Company approximately
HK$68.5 million). The loss after tax was mainly attributable to a significant loss of approximately HK$140.2 million resulting
from the disposal of entire equity interests of Elite League Investments Limited (“Elite”) and its subsidiary, Lingfeng Dyeing
& Weaving Co., Ltd. (“Lingfeng”). Excluding this one-off loss, profit attributable to owners of the Company for the Year
amounted to approximately HK$1.7 million, representing a decrease of 97.5% as compared to that of 2010.

BUSINESS REVIEW

During the Year, many uncertainties in the macro business environment posed great challenges to the business
environment of China’s textile industry. In addition, a lot of textile enterprises in the industry were facing tremendous
operating pressures due to the appreciation of the Renminbi (“RMB”) and volatility of raw material prices. However,
leveraging on its good reputation, leading position in the industry and strong customer base, the Group overcame these
challenges and maintained relatively stable development through commitment to customer relationship management and
strict cost control measures.

During the Year, turnover from the Group’s fabric processing services, which consists of the manufacture and sale of
fabrics, decreased by 11.6% to approximately HK$600.1 million. Turnover from the manufacture and sale of yarns and
blankets amounted to approximately HK$127.2 million during the Year.

Benefiting from continuously rapid development of the Chinese economy as well as its strong domestic consumption
market, domestic sales of the Group continued to maintain steady progress. Average selling price of products was
generally stable as well. This effectively mitigated the effects in the volatility of raw material procurement costs as well as
rising wage levels. In addition, the Group steadily implemented its long-term strategy of diversified business development.

For coastal urban areas such as Fujian Province where Lingfeng was located, production costs increased significantly as
compared with inland regions, which lead to a substantial contraction in profitability of the fabric processing and textile
export industry. In order to preserve overall competitiveness and solid financial performance, the Group sold the entire
equity interests of Elite and its subsidiary, Lingfeng on 1 September 2011, which relieved the financial burden caused by
additional capital expenditure required to improve product quality of Lingfeng and laid a solid foundation for the realization
of the Group’s long-term strategy of diversified business development.

PROSPECTS

Many uncertainties in the overall operating environment, together with rising prices of raw materials as well as growing
international trade protectionism, will bring great challenges to future development of the Chinese textile industry in terms
of exports. In view of this, the Group will dedicate efforts to maintaining steady development of its current business in the
domestic market, capturing opportunities arising from continuous growth of the Chinese consumption market, so as to
promote the long-term stable development of the Group’s overall business. In addition, the Group will actively implement
its long-term strategy of diversified business development, so as to enhance its revenue sources and profitability, and
ultimately create greater returns for the shareholders of the Company.



Chairman’s Statement

APPRECIATION

| would like to take this opportunity to express my hearty thanks and gratitude to the Group’s management and staff who
dedicated their endless efforts and devoted services, and to our shareholders, suppliers, customers and bankers for their
continuous support.

Cai Zhenrong
Chairman

Hong Kong, 30 December 2011
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Management Discussion and Analysis L‘WE*

FINANCIAL PERFORMANCE

During the Year, the Group’s consolidated revenue decreased by 6.0% to approximately HK$727.3 million (2010:
approximately HK$773.4 million). Among which, turnover from the fabric processing services, manufacture and sale of
fabrics amounted to approximately HK$600.1 million (2010: approximately HK$678.5 million), representing 82.5% of
total sales. Turnover attributable to the manufacture and sale of yarns and blankets segment amounted to approximately
HK$127.2 million (2010: approximately HK$94.9 million), representing 17.5% of total sales.

During the Year, gross profit of the Group decreased by 39.2% to approximately HK$111.1 million (2010: approximately
HK$182.6 million) and gross margin decreased by 8.3% from 23.6% in 2010 to 15.3% in 2011. The loss after tax was
mainly attributable to a significant loss of approximately HK$140.2 million resulting from the disposal of Elite and Lingfeng.
Excluding this one-off loss, profit attributable to owners of the Company for the Year amounted to HK$1.7 million,
representing a decrease of 97.5% as compared to that of 2010.

BUSINESS DEVELOPMENT AND OUTLOOK

During the Year, rising inflation rate in China led to a significant increase of raw material and production costs. Volatility
of cotton prices since last year also led to difficulties in cost control for textile enterprises. Meanwhile, the consistent
appreciation of the RMB against the United States dollar (“USD”), the impact of the debt crisis in Europe and the US
together with increasing market competition led to the decreased demand from overseas markets. In spite of the
unfavorable operating challenges during the Year, leveraging on its good reputation and strong customer base, the Group
maintained its overall business competitiveness through strict cost control measures and flexible marketing strategies.

The first phase of the Group’s newly established plants in Jiangxi has begun trial production of blankets and contributed
to a revenue of approximately HK$32.7 million during the Year (2010: HK$1.1 million). As the demand for blankets in the
domestic market is increasing, we foresee that the revenue contributed by the Jiangxi plant will continuously increase in
the coming future. The Group is convinced that the growing China economy and rising household income in China will
provide enormous impetus for future development of the Group’s blanket production and sales.

In April 2010, the Group signed a memorandum of understanding (“MOU”) in relation to the proposed acquisition of 67.5%
equity interest in a gold mine in Liaoning Province of the PRC. Subsequently, the Company and the vendor entered into
the First, Second, Third, Fourth and Fifth Supplemental MOU on 20 July 2010, 20 October 2010, 20 January 2011, 20
April 2011 and 20 July 2011 respectively. The due diligence exercise on the gold mine is still under way and requires more
time to complete.

On 2 August 2011, the Group entered into a sale and purchase agreement with Golden Treasure Star Investments
Limited to dispose 100% of the issued share capital of wholly owned subsidiaries of the Company. The disposal was
completed on 1 September 2011 and constitutes a discloseable transaction for the Company under Rule 14.06(2) of the
Rules Governing the Listing of Securities (the “Listing Rule”) on The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”). The Board considers that the disposal was beneficial to the Group because of uncertainties regarding the
financial turnaround of Lingfeng and possible financial burden caused by additional capital expenditure required to improve
product quality in light of the continuous economic downturn and increasingly intense competition in the provision of the
fabric processing services.



Management Discussion and Analysis

Looking ahead, the global economy will continue to be volatile due to the debt crisis in Europe and the US, and Chinese
textile exports will be further slowed. In addition, price volatility of raw materials used for textile production, continuous
appreciation of the RMB, increasing inflation rate which leads to rising wage levels and other production costs, will all
result in a more demanding operating environment for the Chinese textile industry.

To meet future challenges, the Group will continue to implement its strict cost control measures and dedicate efforts
to penetrating the domestic market in order to steadily develop its current business. Meanwhile, the Group will
proactively search for potential favourable expansion, merger and acquisition opportunities, realize its long-term business
diversification strategy, and use proceeds from disposal of subsidiaries as working capital to develop other businesses
with potential, so as to further enhance its revenue sources and profitability and bring maximum returns to shareholders.

ANALYSIS BY CUSTOMER GEOGRAPHICAL REGIONS

Sales to customers located in the China region accounted for 64.6% of total sales in 2011. The Philippines market
continued to be an important market for the Group, accounting for 27.2% of total sales in 2011. The remaining revenue of
8.2% was generated from customers located in Africa, Australia, North America and Taiwan, etc.

LIQUIDITY AND FINANCIAL RESOURCES

At 30 September 2011, the Group had current assets of approximately HK$830.6 million (2010: approximately HK$842.5
million, as restated) and current liabilities of approximately HK$287.3 million (2010: approximately HK$434.7 million). The
current ratio (calculated as current assets to current liabilities) increased from 1.94 as at 30 September 2010 to 2.89
as at 30 September 2011. The gearing ratio (calculated as the total bank borrowings and the convertible bonds to total
shareholders’ equity) had decreased from 0.18 as at 30 September 2010 to 0.13 as at 30 September 2011. These ratios
were at reasonably adequate levels as at 30 September 2011 while the Group had sufficient resources in meeting its
short-term and long-term obligations.

During the Year, the net cash inflow from operating activities and net cash used in financing activities were approximately
HK$227.0 million and approximately HK$52.9 million respectively (2010: net cash inflow of approximately HK$66.8 million
and net cash generated from approximately HK$168.5 million respectively).

Total bank borrowings decreased by 66.4% to approximately HK$48 million (2010: approximately HK$142.8 million)
during the Year, of which approximately HK$48 million (2010: approximately HK$142.8 million) was repayable within one
year and HKS$Nil (2010: approximately HK$Nil) was repayable more than one year. The total bank borrowings, which
subject to fixed interest rates and floating interest rates, were 0% and 100% respectively. The Group’s bank borrowing
as at 30 September 2011, 100% of the balance was denominated in Hong Kong dollars (“‘HK$”). There were no seasonal
adjustments with respect to the Group’s borrowings. At 30 September 2011, the Group’s bank borrowing was secured by
corporate guarantees given by the Company.
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Management Discussion and Analysis

CAPITAL STRUCTURE

During the Year, there were no changes in Capital Structure and the total number of issued share capital of the Company
as at 30 September 2011 was 1,446,838,580 ordinary shares.

CAPITAL EXPENDITURE AND MATERIAL ACQUISITION

During the Year, the total capital expenditure and material acquisition of the Group for the expansion of various plants and
erection of new buildings was approximately HK$131.8 million (2010: approximately HK$148.6 million).

FOREIGN EXCHANGE EXPOSURE

Most assets, liabilities and transactions of the Group are denominated in RMB and HK$, except overseas sales which are
denominated in USD. In view of the currency peg between HK$ and USD and a relatively strong RMB at HK$1.00 equal
to RMBO0.82 (as at 30 September 2011), the fluctuations of foreign currencies did not have a significant impact on the
performance of the Group.

CONTINGENT LIABILITIES

At the end of the reporting period, the Group has issued a guarantee of approximately HK$12,200,000 (2010: HK$NIl)
jointly with an executive director of the Company and two independent third parties to a bank in respect of a banking
facility granted to a former subsidiary. The maximum liability of the Group at the end of the reporting period under
the guarantee is the outstanding amount of the bank loan to the former subsidiary at that date of approximately
HK$12,200,000 (2010: HK$NIl).

CHARGES OF ASSETS

The Group’s bank borrowings are secured by certain buildings of the Group with a total carrying value of approximately
HK$Nil at 30 September 2011 (2010: approximately HK$42.0 million), and corporate guarantees given by the Company
and Nil (2010: two) subsidiaries of the Company.

EMPLOYMENT INFORMATION

At 30 September 2011, the total number of employees of the Group in Hong Kong, Macau and the PRC is 1,470 (2010:
2,324). The Group’s emoluments policies are based on the performance of individual employees and on the basis of the
salary trends in various regions, and are reviewed periodically.

For the Year, the total staff costs (including directors’ emoluments) amounted to approximately HK$85.0 million (2010:
approximately HK$96.2 million), the amount including approximately HK$0.52 million related to the equity-settled share-
based payments (2010: approximately HK$20.6 million). The Company maintains a share option scheme for the purpose
of providing incentives and rewards to the eligible participants for their contributions to the Group.
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MATERIAL ACQUISITIONS AND DISPOSALS OF SUBSIDIARIES

On 2 August 2011, Treasure Wealth Assets Limited (“Treasure Wealth”), a wholly-owned subsidiary of the Company,
and Golden Treasure Star Investments Limited (the “Purchaser”) entered into an agreement, pursuant to which Treasure
Wealth agreed to sell and the Purchaser agreed to acquire the entire issued share capital of Elite and Lingfeng for a total
consideration of HK$103.2 million, of which (i) HK$50 million will be settled by cash upon completion; and (i) HK$53.2
million will be settled by cash three years from the date of completion. All conditions precedent under the agreement have
been fulfilled and the completion took place on 1 September 2011. The disposal constitutes a discloseable transaction for
the Company under Rule 14.06(2) of the Listing Rules.

Saved as the information stated above, the Group had no material acquisition or disposal of any subsidiaries of the
Company for the Year.

ADDITIONAL INFORMATION
Memorandum of Understanding

On 21 April 2010, the Company entered into the memorandum of understanding with a vendor (the “Vendor”), an
independent third party, in relation to a proposed acquisition of an entire registered capital in a company (the “Target
Company”). The Target Company is incorporated in the British Virgin Islands and is principally engaged in investment
holding and is expected to hold 67.5% effective interest in a gold mine in Liaoning Province of the PRC. The consideration
of the acquisition was RMB400 million. Further details are set out in the Company’s announcement dated 21 April 2010.

On 20 July 2011, the Company and the Vendor entered into a fifth supplemental memorandum of understanding, pursuant
to which the Company extended the exclusive period from fifteen calender months to twenty one calendar months from
the date of the memorandum of understanding for conducting due diligence exercise on the Target Company.

DUAL LISTING

On 28 December 2006, the Company made a pre-application to the Korea Exchange (the “KRX”) for the establishment of
the Korea Depository Receipts Programme (the “KDR”) on the KRX and the Company applied to the relevant authorities
for the listing of not more than 300 million new shares (equivalent to 6 million KDRs) under the KDR, by way of public
offering in KRX on 16 February 2007. The offering was approved by the Financial Supervisory Service of Korea on 9
November 2007. Subsequently the Company was successfully dual listing in both Hong Kong and Korea on 26 November
2007. For further details, please refer to the Company’s announcements dated 27 December 2006, 16 February 2007, 27
June 2007, 23 October 2007 and 9 November 2007 together with the Company’s circular dated 28 February 2007. The
disclosure agent in Korea is Value C&l Consulting Co., Ltd.
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Report of the Corporate Governance

CORPORATE GOVERNANCE

The Company has adopted most of the code provisions as stated in the Code on Corporate Governance Practices (the
“CG Code”) contained in Appendix 14 to the Listing Rules and the Board is committed to complying with the CG Code to
the extent that the Directors consider it to be practical and applicable to the Company.

The corporate governance principles of the Company emphasize an effective Board, sound internal control, appropriate
independence policy, and transparency and accountability to the shareholders of the Company. The Board will continue to
monitor and revise the Company’s governance policies in order to ensure that such policies may meet the general rules
and standards required by the Listing Rules. The Company had complied with the CG Code throughout the Year with the
following deviation:

Code Provision A.2.1

Up to the date of this announcement, no individual was appointed as chief executive officer of the Company. The role
of the chief executive officer has been performed collectively by all the executive Directors, including the chairman of
the Company. The Board considers that this arrangement allows contributions from all executive Directors with different
expertise and is beneficial to the continuity of the Company’s policies and strategies and the interest of the shareholders of
the Company as a whole.

MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS

The Company has adopted the Model Code for Securities Transactions by Directors of Listed Issuers (the “Model Code”)
set out in Appendix 10 of the Listing Rules as its own code of conduct regarding securities transactions by the Directors.
Having made specific enquiry by the Company, all Directors have confirmed their compliance with the required standard
set out in the Model Code during the Year.
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BOARD

The Board is responsible for directing the strategic objectives of the Group and overseeing the management of the
business. The Directors are responsible for leadership and control of the Group.

A)

B)

Board Composition

The Board currently comprises five executive Directors and three independent non-executive Directors, serving the
important functions of guiding the management.

The Board members during the Year and up to the date of this report were:
Executive Directors

Mr. Cai Zhenrong (Chairman)

Mr. Cai Zhenyao

Mr. Cai Zhenying

Mr. Cai Yangbo (Managing Director)
Mr. Choi Wing Toon

Independent Non-executive Directors

Mr. Lawrence Gonzaga
Ms. Choy So Yuk, JP
Mr. Wong Siu Hong

The biographical details of the Directors and the relationships among them are set out in “Directors’ Biographies”
on pages 30 to 31 of this report. Save as disclosed in the section headed “Directors’ Biographies”, none of the
Directors has any financial, business, family or other material or relevant relationships among members of the
Board.

Role and Function

The Board is responsible for formulating the strategic business development, reviewing and monitoring the
business performance of the Group, as well as preparing and approving financial statements. The Directors,
collectively and individually, are aware of their responsibilities to the Shareholders, for the manner in which the
affairs of the Group are managed and operated. As and when necessary, the Directors can access to the advice
and services of the company secretary of the Company, and in the appropriate circumstances, seeking of
independent professional advice at the Group’s expense to ensure that the Board procedures, and all applicable
rules and regulations are followed.
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Report of the Corporate Governance

C)

The Board gives clear directions as to the powers delegated to the management for the management and
administration functions of the Group, in particular, with respect to the circumstances where management should
report back and obtain prior approval from the Board before making decisions or entering into any commitments
on behalf of the Group. The Board fully supports the senior management to discharge its duties and responsibilities
in all circumstances. The Board will review those arrangements on a periodic basis to ensure that they remain
appropriate to the needs of the Group.

Appropriate insurance cover for the Directors’ and officers’ liabilities in respect of legal actions against the Directors
and officers of the Company arising out of corporate activities of the Group has been arranged by the Company.

Meeting Records

There were 5 Board meetings held for the Year. The following was an attendance record of the Board meetings
held:

Attendance at meetings
Board Members held for the Year

Executive Directors

Mr. Cai Zhenrong (Chairman) 4/5
Mr. Cai Zhenyao 3/5
Mr. Cai Zhenying 3/5
Mr. Cai Yangbo (Managing Director) 5/5
Mr. Choi Wing Toon 5/5

Independent Non-executive Directors

Mr. Lawrence Gonzaga 5/5
Ms. Choy So Yuk, JP 5/5
Mr. Wong Siu Hong 5/5
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D) Independent Non-executive Directors

During the Year, the Board at all times met the requirements of the Listing Rules relating to the appointment of at
least three independent non-executive directors with at least one independent non-executive director possessing
appropriate professional qualifications, or accounting or related financial management expertise.

The Company has received written annual confirmation from each independent non-executive Director of his/
her independence pursuant to rule 3.13 of the Listing Rules. Based on the contents of such confirmation, the
Company considers that all three independent non-executive Directors are independent. The independent non-
executive Directors bring a wide range of business and financial expertise, experiences and independent judgement
to the Board. Through active participation in Board meetings, taking the lead in managing issues involving potential
conflict of interests and serving on Board committees, all independent non-executive Directors make various
contributions to the effective direction of the Company.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

The Chairman is Mr. Cai Zhenrong while the Company does not at present have any individual with the title of “chief
executive officer”. The Chairman’s responsibility is to manage the Board and the role of the chief executive officer has been
performed collectively by all the executive Directors, including the Chairman.

The Board considers that this arrangement allows contributions from all executive Directors with different expertise and is
beneficial to the continuity of the Company’s policies and strategies and the interest of the Shareholders as a whole.

APPOINTMENTS, RE-ELECTION AND REMOVAL OF DIRECTORS

According to the recommended best practice A.4.4 of the CG code, the listed issuers are recommended to set up a
nomination committee with a majority of members thereof being independent non-executive directors. The Company does
not have a nomination committee as the role and function of such a committee are performed by the Board. The Board is
responsible for the formulation of nomination policies, making recommendations to Shareholders on Directors standing for
re-election, providing sufficient biographical details of Directors to enable Shareholders to make an informed decision on
the re-election, and where necessary, nominating directors to fill casual vacancies.

The Chairman may in conjunction with the other Directors from time to time review the composition of the Board in
particular to ensure there are appropriate numbers of Directors on the Board. The Board also may identify and nominate
qualified individuals for appointment as new directors of the Company. During the Year under review, no meeting was held
by the Board for nomination of new director.
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Report of the Corporate Governance

BOARD COMMITTEES

The Board has also established the following committees with defined terms of reference:—

° Audit Committee

° Remuneration Committee

Each Board committee makes decisions on matters within its terms of reference and applicable limits of authority. The

terms of reference as well as the structure and membership of each committee will be reviewed from time to time.

A)  Audit Committee

The Company has established an audit committee (the “Audit Committee”) which consists of three independent
non-executive Directors.

Composition of the Audit Committee

Mr. Lawrence Gonzaga (Chairman)
Ms. Choy So Yuk, JP
Mr. Wong Siu Hong

Role and Function

The Audit Committee is mainly responsible for:

discussing with the external auditor before the audit commences and the nature and scope of audit;

reviewing the draft Company’s annual and interim accounts before submission to, and providing advice and
comments to the Board;

reviewing the external auditor’s management letter and considering the appointment of external auditor,
their audit fees and questions of resignation or dismissal;

discussing problems and reservations arising from the annual and interim accounts and matters that the
external auditor may wish to discuss (in the absence of the management, where necessary); and

assessing the risk environment and reviewing internal control procedure of the Group.
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B)

i

Meeting Record

The Audit Committee met twice during the Year, particular in reviewing the interim and annual results, and the
internal control of the Group. The following was an attendance record of the Audit Committee meetings for the
Year:

Attendance at meetings

Audit Committee Members held for the Year
Mr. Lawrence Gonzaga (Chairman) 2/2
Ms. Choy So Yuk, JP 2/2
Mr. Wong Siu Hong 2/2

During the Year, the Audit Committee has discussed the auditing and financial reporting matters, the internal control
and risk management systems, and the annual and interim accounts. The audited financial statements of the Group
for the Year have been reviewed by the Audit Committee.

Remuneration Committee

The Company has established a remuneration committee (the “Remuneration Committee”) which consists of three
independent non-executive Directors.

Composition of the Remuneration Committee
Mr. Lawrence Gonzaga (Chairman)

Ms. Choy So Yuk, JP
Mr. Wong Siu Hong
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Report of the Corporate Governance

Role and Function

The Remuneration Committee is mainly responsible for:

Vi

vii.

vii.

reviewing any significant changes in human resources policies and structure made in line with the then
prevailing trend and business requirements;

making recommendations to the Board on the Company’s policy and structure for all remuneration of the
Directors and senior management and on the establishment of a formal and transparent procedure for
developing policy on such remuneration;

determining the specific remuneration packages of all executive Directors and senior management, including
benefits in kind, pension rights and compensation payments, including any compensation payable for loss
or termination of their office or appointment, and make recommendations to the Board of the remuneration
of non-executive Directors;

considering factors such as salaries paid by comparable companies, time commitment and responsibilities
of the Directors, employment conditions elsewhere in the Group and desirability of performance-based
remuneration;

reviewing and approving performance-based remuneration by reference to corporate goals and objectives
resolved by the Board from time to time;

reviewing and approving the compensation payable to executive Directors and senior management in
connection with any loss or termination of their office or appointment to ensure that such compensation is
determined in accordance with relevant contractual terms and that such compensation is otherwise fair and
not excessive for the Company;

reviewing and approving compensation arrangements relating to dismissal or removal of the Directors for
misconduct to ensure that such arrangements are determined in accordance with relevant contractual terms
and that any compensation payment is otherwise reasonable and appropriate;

ensuring that no Director or any of his associates is involved in deciding his own remuneration; and
advising the Shareholders on how to vote in respect of any service contract of the Director which shall

be subject to the approval of Shareholders (in accordance with the provisions of rule 13.68 of the Listing
Rules).



Report of the Corporate Governance

Meeting Record

The Remuneration Committee met twice during the Year. The following was an attendance record of the
Remuneration Committee meeting for the Year:

Attendance at meetings

Remuneration Committee Members held for the Year
Mr. Lawrence Gonzaga (Chairman) 2/2
Ms. Choy So Yuk, JP 2/2
Mr. Wong Siu Hong 2/2

During the Year, the Remuneration Committee has reviewed the remuneration package of the Board members and
the senior management of the Company.

SHAREHOLDERS’ RIGHTS

It is the Company’s responsibility to ensure the Shareholders’ interest. To do so, the Company maintains on-going
dialogue with the Shareholders to communicate with them and encourage their participation through annual general
meetings or other general meetings. Registered Shareholders are notified by post for the Shareholders’ meetings by
sending the notice of meeting, circular and proxy form.

Any registered Shareholder is entitled to attend the annual and extraordinary general meetings, provided that their
shares have been recorded in the register of members of the Company. Detailed procedures for conducting a poll will be
explained to the Shareholders at the commencement of the general meeting and the chairman of the meeting will answer
all questions from the Shareholders in relation to the voting by way of poll.

Adequate notice period and all the relevant materials will be given and sent to the Shareholders at least 20 clear business
days before the annual general meetings and at least 10 clear business days before extraordinary general meetings
respectively. Shareholders who are unable to attend a general meeting may complete and return to the share registrar

of the Company the proxy form enclosed with the notice of meeting to give proxy to their representatives, another
Shareholder or chairman of the meetings.

Shareholders or investors can enquire by putting their proposals with the Company through the following means:—
Hotline no.: 2549 0669

By post: Room 2105, West Tower, Shun Tak Centre, 200 Connaught Road Central, Hong Kong
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Report of the Corporate Governance

AUDITOR’S REMUNERATION

During the Year, the remuneration paid and payable to the auditor of the Company, RSM Nelson Wheeler, for the provision
of the Group’s audit services and non-audit services amounted to HK$1,900,000 and HK$936,000 respectively.

DIRECTORS’ AND AUDITOR’S RESPONSIBILITIES FOR THE FINANCIAL
STATEMENTS

The Directors are responsible for the preparation of the consolidated financial statements for each financial period which
give a true and fair view of the state of affairs of the Group and of the results and cash flows for the period. In preparing
the consolidated financial statements for the Year, the Directors have selected appropriate accounting policies and applied
them consistently, made judgements and estimates that are prudent, fair and reasonable and on a going concern basis.
The Directors acknowledge their responsibility for preparing the consolidated financial statements of the Group. Having
made appropriate enquiries, the Board is not aware any material uncertainties relating to events or conditions which may
cost significant doubt over the Group’s ability to continue as a going concern. It is the auditor’s responsibility to form an
independent opinion, based on their audit, on those consolidated financial statements and to report their opinion solely to
the Shareholders, as a body, and for no other purpose. They do not assume responsibility towards or accept liability to any
other person for the contents of the auditor’s report.

INTERNAL CONTROL

During the Year, the Board complied with the code provision on internal control as set out in the CG code. The Board
is responsible for the Group’s system of internal control and for reviewing its effectiveness. The management of the
Company has established a set of comprehensive policies, standards and procedures in areas of operational, financial and
risk controls for safeguarding assets against unauthorized use or disposition; for maintaining proper accounting records;
and for ensuring the reliability of financial information to achieve a satisfactory level of assurance against the likelihood of
the occurrence of fraud and errors. During the Year, the Board has conducted a review of the effectiveness of the system
of internal control of the Company and its principal subsidiaries with no material issues noted.

The Board also considered that there is adequate resources, qualifications and experience of staff in the Group to monitor
the Group’s accounting and financial reporting functions. The Company will ensure such matters are under review by the
Board periodically and training programmes will be provided to the staff whenever necessary to ensure their knowledge
and experience are adequate to discharge their duties.
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INVESTOR RELATIONS

To enhance its transparency, the Company encourages dialogue with institutional investors and analysts. Extensive
information about the Company’s activities is provided in its interim and annual reports, which are sent to Shareholders,
analysts and interested parties. The Company also maintains regular communication with the media. The Company’s
news releases, announcements and publications are circulated timely, to all major news media. The same materials are
also available on the Company’s website. Media briefings are organized from time to time to relay details of the Group’s
latest business initiatives and market development plans.

Regular meetings are also held with institutional investors and analysts to disseminate financial and other information
related to the Group and its business. These activities keep the public aware of the Group’s activities and foster effective
communication.

The Group’s investor relation firm in Hong Kong is Elite Investor Relations Limited while handling corporate relations in
Korea is Value C&l Consulting Co., Ltd.
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Report of the Directors

The Directors are pleased to present their report and the audited consolidated financial statements of the Group for the
Year.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding. Details of its principal activities of the principal subsidiaries
are set out in note 34 to the financial statements. There were no significant changes in the nature of the Group’s principal
activities during the Year.

SEGMENT INFORMATION

Details of the segment information of the Group for the Year are set out in note 8 to the financial statements.

RESULTS AND DIVIDENDS

The results of the Group for the Year and the state of affairs of the Group as at that date are set out in the financial
statements on pages 34 to 96.

The Board does not recommend the payment of a final dividend for the Year (2010: HK$Nil).
CLOSURE OF REGISTER OF MEMBERS

The register of members of the Company will be closed from Tuesday, 21 February 2012 to Friday, 24 February 2012,
both days inclusive, during which period no transfers of shares shall be effected. In order to qualify for attending the
forthcoming annual general meeting, all properly completed transfer forms accompanied by the relevant share certificates
must be lodged with the Company’s Hong Kong branch share registrar, Union Registrars Limited at 18/F, Fook Lee
Commercial Centre, Town Place, 33 Lockhart Road, Wanchai, Hong Kong for registration not later than 4:00 p.m. on
Monday, 20 February 2012.
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FIVE-YEAR FINANCIAL SUMMARY

A summary of the results and of the assets and liabilities of the Group for the last five financial years is set out on page 3
of this report.

PROPERTY, PLANT AND EQUIPMENT

Details of the movements in the property, plant and equipment of the Group during the Year are set out in note 15 to the
financial statements.

SHARE CAPITAL
Details of the movements in the Company’s share capital during the Year are set out in note 29 to the financial statements.

CONVERTIBLE BONDS AND WARRANTS

Details of the convertible bonds and warrants issued by the Company are set out in note 27 and 30 to the financial
statements respectively.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s articles of association or the laws of the Cayman
Islands, being the jurisdiction in which the Company was incorporated, which would oblige the Company to offer new
shares on a pro rata basis to the existing Shareholders.

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 Year.

RESERVES

Details of the movements in the reserves of the Company and of the Group during the Year are set out in note 33 to the
financial statements and the consolidated statement of changes in equity on page 37 of this report.

DISTRIBUTABLE RESERVES

At 30 September 2011, the Company had distributable reserves of approximately HK$781,639,000 Under the Companies
Law, Cap. 22 (Law 3 of 1961, as consolidated and revised) of the Cayman Islands, the share premium account of the
Company of approximately HK$633,071,000 as at 30 September 2011, is distributable to the Shareholders provided that
immediately following the date on which the dividend is proposed to be distributed, the Company will be in a position to
pay off its debts as and when they fall due in the ordinary course of business. The share premium account may also be
distributed in the form of fully paid bonus shares.
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Report of the Directors

MAJOR CUSTOMERS AND SUPPLIERS

For the Year, the percentage of sales attributable to the Group’s five largest customers was less than 30%.
The percentage of purchase attributable to the Group’s five largest supplier was 30.6%.

Neither the Directors, any of their associates nor any Shareholders (which to the best knowledge of the Directors who
owned more than 5% of the Company’s issued share capital) had any beneficial interest in the Group’s five largest
customers and/or five largest suppliers during the Year.

DIRECTORS

The Directors during the Year and up to the date of this report were as follows:
Executive Directors

Mr. Cai Zhenrong (Chairman)

Mr. Cai Zhenyao

Mr. Cai Zhenying

Mr. Cai Yangbo (Managing Director)
Mr. Choi Wing Toon

Independent Non-executive Directors

Mr. Lawrence Gonzaga

Ms. Choy So Yuk, JP

Mr. Wong Siu Hong

In accordance with article 108 of the Company’s articles of association, Mr. Cai Zhenyao, Mr. Choi Wing Toon and Mr.

Lawrence Gonzaga will retire by rotation and, being eligible, offer themselves for re-election at the forthcoming annual
general meeting of the Company.

BIOGRAPHICAL DETAILS OF DIRECTORS

Biographical details of the Directors are set out on pages 30 to 31 of this report.
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DIRECTORS’ SERVICE AGREEMENTS

Each of the executive Directors has entered into a service agreement with the Company for a term of three years
commencing from 1 August 2002, which continues thereafter until terminated by either party giving not less than three
months’ notice in writing to the other party.

As at the date of this report, each of the independent non-executive Directors has re-entered into a letter of appointment
with the Company for a terms of two years from 16 January 2011 to 15 January 2013, which can be terminated by either
party giving not less than one month notice in writing to the other party.

Each of the Directors is subject to the provisions for retirement by rotation and re-election at the annual general meeting of
the Company in accordance with the Company’s articles of association.

Save as disclosed above, no Director proposed for re-election at the forthcoming annual general meeting has service
agreement with the Company which is not determinable within one year without payment of compensation, other than
statutory compensation.

DIRECTORS’ INTERESTS IN CONTRACTS

No Director had a material interest, either directly or indirectly, in any contract of significance to the business of the Group
to which the Company or any of its subsidiaries was a party during or at the end of the Year.

MANAGEMENT CONTRACTS

No contract concerning the management and administration of the whole or any substantial part of the business of the
Company was entered into or in existence during the Year.

CONNECTED TRANSACTIONS

There was no transaction which should be disclosed in this report as connected transaction in accordance with the
requirements of the Listing Rules.
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RELATED PARTY TRANSACTIONS
Details of the related party transactions are set out in note 38 to the financial statements.

DIRECTORS’ AND CHIEF EXECUTIVES’ INTERESTS AND SHORT POSITIONS IN
SHARES, UNDERLYING SHARES AND DEBENTURES

As at 30 September 2011, the interests and short positions of the Directors and chief executives of the Company or
their respective associates in the shares, underlying shares and debentures of the Company or any of its associated
corporations (within the meaning of Part XV of the Securities and Futures Ordinance (Cap. 571, Laws of Hong Kong) (the
“SFQO”) 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 (including interests or short positions which they were taken or deemed to have under such provisions of
the SFO), or as recorded in the register of interests required to be maintained by the Company pursuant to Section 352
of the SFO, or as otherwise notified to the Company or the Stock Exchange pursuant to the Model Code as set out in
Appendix 10 of the Listing Rules were as follows:

Long Positions
Ordinary shares of HK$0.01 each of the Company

Approximate

percentage
Number of of shareholding
Name of Director Capacity Type of interest shares held in the Company
Mr. Cai Zhenrong Beneficial owner Personal 463,041,000 32.00%
Mr. Cai Zhenyao Beneficial owner Personal 58,472,000 4.04%
(Note 1)
Mr. Cai Zhenying Beneficial owner Personal 13,220,000 0.91%
é (Note 2)
5
§ Mr. Cai Yangbo Beneficial owner Personal 14,270,000 0.99%
< Mr. Choi Wing Toon Beneficial owner Personal 2,000,000 0.14%
I
£ Ms. Choy So Yuk, JP Beneficial owner Personal 1,200,000 0.08%
£
P (Note 2)
£
=}
[<]
T Mr. Wong Siu Hong Beneficial owner Personal 1,200,000 0.08%
S
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8
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Notes:

1. These shares include 13,220,000 shares which are the share options granted to Mr. Cai Zhenyao under the share option scheme
adopted by the Company on 30 August 2002 (the “Share Option Scheme”).

2. These shares are the share options granted to the Directors by the Company under the Share Option Scheme.

Save as disclosed above, as at 30 September 2011, none of the Directors and chief executives 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 its 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 (including interests or short
positions which they were taken or deemed to have under such provisions of the SFO), or as recorded in the register of
interests 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.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR DEBENTURES

Save as disclosed under the heading “Directors’ and chief executives’ interests and short positions in shares, underlying
shares and debentures” and “Share option scheme”, at no time during the Year 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 or their associates (as defined in the Listing Rules) to acquire benefits by means of the acquisition of shares in, or
debentures of, the Company or any other body corporate.
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SHARE OPTION SCHEME

The following table discloses details of the Company’s share options held by the Directors and employees of the Group
and other participants pursuant to the Share Option Scheme and movements in such holdings during the Year:

Number of share option
Outstanding Granted Lapsed Exercised  Outstanding
Name or category of Exercise as at during during during as at
participant Date of grant  Exercise period price 1.10.2010 the Year the Year the Year 30.9.2011
(HKS)

Directors

Mr. Cai Zhenyao 1.3.2010 1.3.2010 - 052 13,220,000 - - - 13,220,000
28.2.2015

Mr. Cai Zhenying 1.3.2010 1.3.2010 - 052 13,220,000 - - - 13,220,000
28.2.2015

Ms. Choy So Yuk, JP 1.3.2010 1.3.2010 - 0.52 1,200,000 - - - 1,200,000
28.2.2015

Subtotal 27,640,000 - - - 27,640,000

Employees 5.12.2008 5.12.2008 - 0.125 35,400,000 - - - 35,400,000
4.12.2011

Employees 11.5.2009 11.5.2009 - 0.255 123,920,000 - - - 123,920,000
10.5.2014

Employees 1.3.2010 1.3.2010 - 0.52 66,100,000 - - - 66,100,000
28.2.2015

Employees 4.4.2011 442011 - 0.40 - 3,400,000 - - 3,400,000
3.4.2016

Other participants 4.4.2011 442011 - 0.40 - 141,200,000 - - 141,200,000
3.4.2016

Total 253,060,000 144,600,000 - - 397,660,000
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Report of the Directors

During the Year, no options was exercised under the Share Option Scheme.

Details of the specific categories of options are as follows:

Year Date of grant Exercise period Exercise price

HK$S
2008 5.12.2008 5.12.2008 - 4.12.2011 0.125
2009 11.5.2009 11.5.2009 - 10.5.2014 0.255
2010 1.3.2010 1.3.2010 - 28.2.2015 0.52
2011 4.4.2011 4.4.2011 - 3.4.2016 0.40

If the options remain unexercised after the exercise period from the date of grant, the options will expire. Options are
forfeited if the employee leaves the Group before the options vest.

The closing price of the Company’s share immediately before 4 April 2011, the date of grant of the 2011 options, was
HK$0.395. The fair value of the options granted during the Year, measured at the date of grant on 4 April 2011, was
approximately HK$22,116,000. The following significant assumptions were used to derive the fair value, using the Binomial
Option Pricing Model. The inputs into the model were as follows:

Weighted average share price HK$0.4
Weighted average exercise price HK$0.4
Expected volatility 75%
Expected life 5 year
Risk free rate 1.88%
Expected dividend yield 0%

Expected volatility was determined by calculating the historical volatility of the Company’s share price over the previous
5 year of the share option issued in current year. The expected life used in the model has been adjusted, based on the
Group’s best estimate, for the effects of non transferability, exercise restrictions and behavioral considerations.

The variables and assumptions used in estimating the fair value of the share options are based on the Director’s best
estimate. Changes in subjective input assumptions can materially affect the fair value estimate.

The fair value determined at the grant date of the equity-settled share-based payments is expensed on a straight-line
basis over the vesting period, based on the Group’s estimate of shares that will eventually vest and be adjusted for the
effect of non market-based vesting conditions. Details of the accounting policy for equity-settled shared-based payment
transactions are set out in the Group’s financial statements for the year ended 30 September 2011.
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Report of the Directors

SUBSTANTIAL SHAREHOLDERS’ INTERESTS AND SHORT POSITIONS IN SHARES,
UNDERLYING SHARES AND DEBENTURES

As at 30 September 2011, to the best knowledge of the Directors, the following person (other than a Director and chief
executives of the Company) who had interests or short positions in the shares, underlying shares and debentures of the
Company which would fall to be disclosed to the Company under the provision of Divisions 2 and 3 of Part XV of the SFO,
or which were recorded in the register of interests required to be kept by the Company pursuant to Section 336 of the
SFO:

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 463,041,000 32.00%

(Note)

Note: These 463,041,000 shares are held and beneficially owned by Mr. Cai Zhenrong, an executive Director. Ms. Su Liyuan is the wife
of Mr. Cai Zhenrong and is deemed to be interested in these 463,041,000 shares under the SFO.

Save as disclosed above, as at 30 September 2011, no person, other than the Directors and chief executives of the
Company whose interests are set out in the section “Directors’ and chief executives’ interests and short positions in
shares, underlying shares and debentures” above, had any interest or short positions in the shares, underlying shares
or debentures 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 of interests required to be
kept by the Company pursuant to Section 336 of the SFO.

DIRECTORS’ INTERESTS IN COMPETING BUSINESSES

During the Year, no Directors or their respective associates (as defined in the Listing Rules) are considered to have an
interest in a business which competes or is likely to compete, either directly or indirectly, with the business of the Group.
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PUBLIC FLOAT

As far as the information publicly available to the Company is concerned and to the best knowledge of the Directors, at
least 25% of the Company’s issued share capital were held by members of the public as at the date of this report as
required under the Listing Rules.

AUDITOR

The financial statements have been audited by RSM Nelson Wheeler who will retire at the forthcoming annual general
meeting of the Company and, being eligible, offer themselves for re-appointment. A resolution for the re-appointment
of RSM Nelson Wheeler as auditor of the Company will be proposed at the forthcoming annual general meeting of the
Company.

ON BEHALF OF THE BOARD

Cai Zhenrong
Chairman

Hong Kong, 30 December 2011
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Directors’ Biographies & ‘M?T

EXECUTIVE DIRECTORS

Mr. Cai Zhenrong, aged 64, is the founder, the chairman and an executive Director of the Group. He is also a director of
the subsidiaries of the Company. Mr. Cai Zhenrong is responsible for the overall strategic planning, business development
and strategic investments of the Group. Mr. Cai Zhenrong has over 20 years of experience in the textile industry. He
established East South Asia Trading Co. Ltd. in 1988 as an investment vehicle for the investment and establishment
of Huafeng Knitting Co., Ltd. Shishi City, Fujian (“Huafeng Knitting”). Since the establishment of Huafeng Knitting, Mr.
Cai Zhenrong has devoted a significant amount of time in the Philippines for the Group’s business management and
development. Mr. Cai Zhenrong is the brother of Mr. Cai Zhenyao and Mr. Cai Zhenying; the father of Mr. Cai Yangbo; and
the cousin of Mr. Choi Wing Toon.

Mr. Cai Zhenyao, aged 57, is an executive Director and the finance director of the Group. He is also a director of one
of the subsidiaries of the Company. Mr. Cai Zhenyao was the factory and operations manager in Fujian Province Shishi
City Hanjiang Liantang Plastic and Metal Manufactory during the period from 1985 to 1988, and was the deputy general
manager of Fujian Province Shishi City Hanjiang Liantang Xinda Knitting Manufactory during the period from 1988 to 1992.
Mr. Cai Zhenyao has been responsible for the Group’s overall organisational and finance systems management since
joining the Group in 1993, including the establishment of employees benefits system, production management system,
accounting and treasury system and internal control system. Mr. Cai Zhenyao is the brother of Mr. Cai Zhenrong and Mr.
Cai Zhenying; the uncle of Mr. Cai Yangbo; and the cousin of Mr. Choi Wing Toon.

Mr. Cai Zhenying, aged 55, is an executive Director and the marketing director of the Group. He is also a director of one
of the subsidiaries of the Company. Mr. Cai Zhenying was the sales manager of Fujian Province Shishi City Huangguanba
Textile Company Limited during the period from 1988 to 1992. Mr. Cai Zhenying has been responsible for the Group’s
sales, marketing and promotion functions since joining the Group in 1993. Mr. Cai Zhenying is principally responsible for
the formulation and administration of the marketing and promotion activities of the Group as well as customers’ liaison for
the Group. He has accumulated in-depth knowledge in relation to the fabric processing industry, the credit standing and
the needs and preferences of the Group’s customers. Mr. Cai Zhenying is the brother of Mr. Cai Zhenrong and Mr. Cai
Zhenyao; the uncle of Mr. Cai Yangbo; and the cousin of Mr. Choi Wing Toon.

Mr. Cai Yangbo, aged 37, is a managing and executive Director. Mr. Cai Yangbo was appointed as the managing Director
on 16 January 2010. He is also a director of the subsidiaries of the Company. Mr. Cai Yangbo was the deputy general
manager of Fujian Province Shishi City Yongningzi Yingmingfeng Knitting Factory during the period from 1993 to 1996 and
was principally responsible for production and business management. Mr. Cai Yangbo has been responsible for the overall
production factory management and human resources of the Group since joining the Group in 1996. Mr. Cai Yangbo is the
son of Mr. Cai Zhenrong; the nephew of Mr. Cai Zhenyao and Mr. Cai Zhenying.

Mr. Choi Wing Toon, aged 61, is an executive Director and the marketing and promotion manager of the Group. He
is also a director of the subsidiaries of the Company. Mr. Choi Wing Toon was a proprietor engaged in fabrics trading
and processing agency services prior to joining the Group. Mr. Choi Wing Toon has been responsible for the overseas
sales and marketing activities of the Group since joining the Group in 1997. Mr. Choi Wing Toon is the cousin of Mr. Cai
Zhenrong, Mr. Cai Zhenyao and Mr. Cai Zhenying.
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INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. Lawrence Gonzaga, aged 37, was appointed as independent non-executive Director in August 2002. He is also the
chairman of the audit committee and the remuneration committee of the Company. Mr. Lawrence Gonzaga graduated
from De La Salle University in the Philippines in 1993 with a bachelor of science degree in commerce majoring in
business management. Mr. Lawrence Gonzaga has worked in a securities company in the Philippines for over 14 years.
Mr. Lawrence Gonzaga is a member of the Market Technicians Association and holds the Chartered Market Technician
(“CMT”) designation.

Ms. Choy So Yuk, JP (“Ms. Choy”), aged 61, was appointed as an independent non-executive Director in August
2002. She is also a member of the audit committee and the remuneration committee of the Company. She obtained her
Bachelor of Science and Master of Philosophy degrees from the University of Hong Kong in 1974 and 1980 respectively.
Ms. Choy was the founding managing director of SHK International Services Limited (which was subsequently acquired
by Ms. Choy and changed its name to Oriental-Western Promotions Limited). Ms. Choy is also an independent non-
executive director of Loudong General Nice Resources (China) Holdings Limited, the shares of which are listed on the
main board of the Stock Exchange (Stock Code: 988). Ms. Choy holds a wide variety of political, social and academic
positions, such as a Deputy of the National People’s Congress of China, a Member of the Fujian Provincial Committee of
the Chinese People’s Political Consultative Conference, and a director of Fujian Middle School. Ms. Choy was a member
of the Legislative Council in Hong Kong from 1998 to 2008.

Mr. Wong Siu Hong, aged 43, was appointed as independent non-executive Director in September 2004. He is also
a member of the audit committee and the remuneration committee of the Company. Mr. Wong Siu Hong obtained a
bachelor of business degree, majoring in accounting and commercial law in Australia. Mr. Wong Siu Hong is currently
the chief financial officer and company secretary of Heng Tai Consumables Group Limited (“Heng Tai”), a company
listed on the Main Board of the Stock Exchange. Mr. Wong Siu Hong is responsible for Heng Tai’s financial planning and
management and corporate governance. Prior to joining Heng Tai, Mr. Wong Siu Hong had worked in a multinational
accounting firm and has over 14 years of experience in accounting and auditing. Mr. Wong Siu Hong is a Certified Public
Accountant of the Hong Kong Institute of Certified Public Accountants and the CPA Australia. Mr. Wong Siu Hong is also
an independent non-executive director of Costin New Materials Group Limited, a company listed on the main board of the
Stock Exchange (Stock Code: 2228).
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Independent Auditor’s Report L‘m -

RSM Nelson Wheeler oo Gt
this 2 (B E) B EE Leo Gardens Two,

. ) 28 Yun Ping Road,
Certified Public Accountants Hong Kong

TO THE SHAREHOLDERS OF
HUAFENG GROUP HOLDINGS LIMITED
(Incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of Huafeng Group Holdings Limited (the “Company”) and its
subsidiaries (collectively referred to as the “Group”) set out on pages 34 to 96, which comprise the consolidated statement
of financial position as at 30 September 2011, and the consolidated income statement, consolidated statement of
comprehensive income, consolidated statement of changes in equity and consolidated statement of cash flows for the
year then ended, and a summary of significant accounting policies and other explanatory information.

DIRECTORS’ RESPONSIBILITY FOR THE CONSOLIDATED FINANCIAL
STATEMENTS

The directors of the Company are responsible for the preparation of consolidated financial statements that give a true and
fair view in accordance with International Financial Reporting Standards issued by the International Accounting Standards
Board and the disclosure requirements of the Hong Kong Companies Ordinance, and for such internal control as the
directors determine is necessary to enable the preparation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these consolidated financial statements based on our audit and to report
our opinion solely to you, as a body, and for no other purpose. We do not assume responsibility towards or accept liability
to any other person for the contents of this report. We conducted our audit in accordance with International Standards
on Auditing issued by the International Federation of Accountants. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the auditor’s judgement, including the assessment of the risks
of material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation of consolidated financial statements
that give a true and fair view in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by the directors, as
well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
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Independent Auditor’s Report

OPINION

In our opinion, the consolidated financial statements give a true and fair view of the state of affairs of the Group as at
30 September 2011 and of the Group’s results and cash flows for the year then ended in accordance with International
Financial Reporting Standards and have been properly prepared in accordance with the disclosure requirements of the
Hong Kong Companies Ordinance.

RSM Nelson Wheeler
Certified Public Accountants
Hong Kong

30 December 2011
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Consolidated Income Statement

For the year ended 30 September 2011

2011 2010
Note HK$’000 HK$’000
TURNOVER 6 727,266 773,383
Cost of services rendered and cost of sales (616,170) (5690,737)
GROSS PROFIT 111,096 182,646
Other income 7 12,421 10,489
Selling and distribution expenses (22,390) (21,642)
Administrative expenses (66,782) (71,026)
Fair value change on investment properties 17 3,290 568
Other operating expenses (13,776) (12,619)
PROFIT FROM OPERATIONS 23,859 88,416
Finance costs 10 (17,607) (12,734)
Loss on disposal of subsidiaries 35(a) (140,155) -
(LOSS)/PROFIT BEFORE TAX (133,903) 75,682
Income tax expense 11 (4,553) (7,213)
(LOSS)/PROFIT FOR THE YEAR ATTRIBUTABLE TO
OWNERS OF THE COMPANY 12 (138,456) 68,469
(LOSS)/EARNINGS PER SHARE 14

Basic

(HK9.57 cents)

HK4.97 cents

Diluted

N/A

HK4.10 cents




Consolidated Statement of Comprehensive |

For the year ended 30 September 2011

¥

nco

2011 2010
Note HK$’000 HK$’'000
(LOSS)/PROFIT FOR THE YEAR (138,456) 68,469
Other comprehensive income:
Exchange differences on translating foreign operations 102,444 (560)
Exchange differences reclassified to profit or loss on
disposal of subsidiaries 35(a) (20,215) -
Gains on property revaluation 24,788 6,733
Deferred tax relating to gains on property revaluation (5,920) (1,655)
OTHER COMPREHENSIVE INCOME FOR THE YEAR,
NET OF TAX 101,097 4,518
TOTAL COMPREHENSIVE INCOME FOR THE YEAR
ATTRIBUTABLE TO OWNERS OF THE COMPANY (37,359) 72,987

Huafeng Group Holdings Limited ¢ Annual Report 2011
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Consolidated Statement of Financial Position 4-3

At 30 September 2011

At 30 September At 1 October

2011 2010 2009
Note HK$’000 HK$'000 HK$'000
(restated) (restated)
NON-CURRENT ASSETS
Property, plant and equipment 15 909,591 1,082,485 992,531
Investment properties 17 51,606 44,872 44,304
Intangible assets 18 7,398 38,356 39,492
Available-for-sale financial assets 19 1,281 4,265 4,265
Deposits paid for acquisition of long-term assets 20 68,232 63,534 72,622
Other long-term receivable 21 53,200 - -
1,091,308 1,238,512 1,153,214
CURRENT ASSETS
Inventories 22 56,208 65,578 61,617
Trade receivables 23 152,147 184,851 164,795
Prepayments, deposits and other receivables 109,947 193,373 70,302
Fixed bank deposits 24 154,901 154,901 -
Bank and cash balances 24 357,432 243,810 309,198
830,635 842,513 605,912
CURRENT LIABILITIES
Trade payables 25 30,243 48,394 44,952
Other payables and accruals 194,626 228,567 193,926
Interest-bearing borrowings 26 48,000 142,787 118,162
Current tax liabilities 14,416 14,972 12,022
287,285 434,720 369,062
NET CURRENT ASSETS 543,350 407,793 236,850
TOTAL ASSETS LESS CURRENT LIABILITIES 1,634,658 1,641,305 1,390,064
NON-CURRENT LIABILITIES
Interest-bearing borrowings - - 62,343
Convertible bonds 27 137,328 128,970 -
Deferred tax liabilities 28 25,505 25,267 24,255
162,833 154,237 86,598
NET ASSETS 1,471,825 1,487,068 1,303,466
CAPITAL AND RESERVES
Share capital 29 14,468 14,468 12,395
Reserves 33 1,457,357 1,472,600 1,291,071
TOTAL EQUITY 1,471,825 1,487,068 1,303,466

Approved by the Board of Directors on 30 December 2011

Cai Yangbo
Director

Choi Wing Toon
Director



Consolidated Statement of Changes in Eqmty

For the year ended 30 September 2011

Properties Share-based  Convertible
Share Share  revaluation Warrants payment bonds  Translation Retained Total
capital premium reserve reserve reserve reserve reserve profits equity
Note HK$'000 HKS'000 HK$'000 HK$'000 HKS'000 HK$'000 HK$'000 HKS'000 HKS'000
(note 33(c)(i)  (note 33(c)(i)) (note 30)  (note 33(c)i)) (note 27)  (note 33(c)(iv))

t 1 October 2009 12,395 415,055 40,045 - 21,905 - 144,858 669,208 1,308,466
Total comprehensive income for the year - - 5,078 - - - (560) 68,469 72,987
Recognition of share-based payments 31 - - - - 20,620 - - - 20,620
Recognition of equity component of

convertible bonds 21 - - - - - ,383 - - 21,383
Shares issued on exercise of share options ~ 29(a) 2,073 85,469 - - (14,468) - - - 73,074
Issue of warrants 30 - - - 2,149 - - - - 2,149
Dividends paid - - - - - - - (6,611) (6,611)
Changes in equity for the year 2,073 85,469 5,078 2,149 6,152 21,383 (560) 61,858 183,602
At 30 September 2010 14,468 500,524 45128 2,149 28,057 21,388 144,298 731,066 1,487,068
Representing:

At 30 September 2010 after proposed

final dividend 1,487,068
Proposed final dividend 13 _
Equity attributable to owners of

the Company 1,487,068

t 1 October 2010 14,468 500,524 45,123 2,149 28,057 21,383 144,298 731,066 1,487,068
Total comprehensive income for the year - - 18,868 - - - 82,229 (138,456) (37,359)
Recognition of share-based payments 31 - - - - 22,116 - - - 22,116
Disposal of subsidiaries - - 97) - - - - 97 -
Disposal of properties - - (997) - - - - 997 -
Changes in equity for the year - - 17,774 - 22,116 - 82,229 (137,362) (15,243)
At 30 September 2011 14,468 500,524 62,897 2,149 50,173 21,383 226,527 593,704 1,471,825
Representing:

At 30 September 2011 after proposed

final dividend 1,471,825
Proposed final dividend 13 -
Equity attributable to owners of

the Company 1,471,825
Note: The share premium account of the Group includes:

(i) the premium arising from the issue of new shares; and
(i) the difference between the nominal value of the share capital of the subsidiaries acquired over the nominal value

of the share capital of the Company issued in exchange therefor pursuant to a reorganisation scheme (“the Group
Reorganisation”) to rationalise the structure of the Group in preparation for the public listing of the Company’s shares
on the Main Board of The Stock Exchange of Hong Kong Limited on 30 August 2002. Further details of the Group
Reorganisation and the subsidiaries acquired pursuant thereto are set out in Appendix IV “Statutory and General

Information” in the Company’s prospectus dated 20 August 2002.
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Consolidated Statement of Cash Flows

For the year ended 30 September 2011

2011 2010
Note HK$’000 HK$’000
(restated)
CASH FLOWS FROM OPERATING ACTIVITIES
(Loss)/profit before tax (133,903) 75,682
Adjustments for:
Bank interest income (3,195) (3,287)
Finance costs 17,607 12,734
Depreciation 82,497 70,967
Loss on disposal of subsidiaries 140,155 -
Loss on disposals of property, plant and equipment 4,867 11,050
Deficit on revaluation of buildings - 112
Amortisation of technical know-how 1,175 1,136
Fair value change on investment properties (3,290) (568)
Property, plant and equipment written off 8,711 1,457
Equity-settled share-based payments 22,116 20,620
Operating profit before working capital changes 136,740 189,903
Decrease/(increase) in inventories 6,372 (3,961)
Increase in trade receivables (25,300) (20,056)
Decrease/(increase) in prepayments, deposits and
other receivables 76,433 (132,292)
(Decrease)/increase in trade payables (10,983) 3,442
Increase in other payables and accruals 48,929 34,641
Cash generated from operations 232,191 71,677
Income tax paid (5,159) (4,906)
§ Net cash generated from operating activities 227,032 66,771
] CASH FLOWS FROM INVESTING ACTIVITIES
£
; Purchase of property, plant and equipment 35(b) (131,355) (148,574)
-*g Proceeds from disposals of property, plant and equipment 35(b) 2,150 3,351
” Disposal of subsidiaries 35(a) 46,767 -
._g Increase in fixed bank deposits - (154,901)
2 Deposits paid for acquisition of long-term assets - (12,496)
g Interest received 1,259 12,508
“§ Net cash used in investing activities (81,179) (800,112)
I




Consolidated Statement of Cash Flows

For the year ended 30 September 2011

2011 2010
HK$’000 HK$’000
(restated)
CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from issue of convertible bonds - 145,500
Proceeds from issue of warrants - 2,149
Proceeds from shares issued on exercise of share options - 73,074
Bank loans raised 54,900 147,120
Repayment of bank loans (98,567) (184,838)
Finance costs paid (9,249) (7,881)
Dividends paid - (6,611)
Net cash (used in)/generated from financing activities (52,916) 168,513
NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS 92,937 (64,828)
Effect of foreign exchange rate changes 20,685 (560)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 243,810 309,198
CASH AND CASH EQUIVALENTS AT END OF YEAR 357,432 243,810

ANALYSIS OF CASH AND CASH EQUIVALENTS
Bank and cash balances 357,432 243,810
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Notes to the Financial Statements

For the year ended 30 September 2011

1. GENERAL INFORMATION

The Company was incorporated in the Cayman Islands as an exempted company with limited liability under the
Companies Law of the Cayman Islands. The address of its registered office is Cricket Square, Hutchins Drive, P.O.
Box 2681, Grand Cayman KY1-1111, Cayman Islands. The address of its principal place of business is Room
2105, West Tower, Shun Tak Centre, 200 Connaught Road Central, Hong Kong. The Company’s shares are listed
on the Main Board of The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) and the Korea Exchange
under the Korea Depository Receipts Programme.

The Company is an investment holding company. The principal activities of its principal subsidiaries are set out in
note 34 to the financial statements.

2. ADOPTION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING
STANDARDS

In the current year, the Group has adopted all the new and revised International Financial Reporting Standards
(“IFRSs”) issued by the International Accounting Standards Board that are relevant to its operations and effective
for its accounting year beginning on 1 October 2010. IFRSs comprise International Financial Reporting Standards;
International Accounting Standards (“IAS”); and Interpretations. The adoption of these new and revised IFRSs
did not result in significant changes to the Group’s accounting policies, presentation of the Group’s financial
statements and amounts reported for the current year and prior years except as stated below.

Classification of Land Leases

Amendments to IAS 17 “Leases” deleted the guidance in IAS 17 that when the land has an indefinite economic life,
the land element is normally classified as an operating lease unless title is expected to pass to the lessee by the
end of the lease term.

The Group reclassifies a land lease as a finance lease if the lease transfers substantially all the risks and rewards
incidental to ownership to the Group, e.g. at the inception of the lease the present value of the minimum lease
payments amounts to at least substantially all of the fair value of the land.
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Notes to the Financial Statements

For the year ended 30 September 2011

2. ADOPTION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING
STANDARDS (continued)

Classification of Land Leases (continued)

Amendments to IAS 17 has been applied retrospectively and resulted in changes in the consolidated amounts
reported in the financial statements as follows:

At 30 September At 1 October

2011 2010 2009

HK$’000 HK$'000 HK$'000

Increase in Property, plant and equipment 96,016 86,800 67,023
Decrease in Prepaid land lease payments (96,016) (86,800) (67,023)

The Group has not applied the new IFRSs that have been issued but are not yet effective. The Group has already
commenced an assessment of the impact of these new IFRSs but is not yet in a position to state whether these
new IFRSs would have a material impact on its results of operations and financial position.

3. SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in accordance with IFRSs and the applicable disclosures required
by the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”)
and by the Hong Kong Companies Ordinance.

These financial statements have been prepared under the historical cost convention, as modified by the revaluation
of buildings and investment properties which are carried at their fair values.

The preparation of financial statements in conformity with IFRSs requires the use of certain key assumptions
and estimates. It also requires the directors to exercise its judgements in the process of applying the accounting
policies. The areas involving critical judgements and areas where assumptions and estimates are significant to
these financial statements, are disclosed in note 4 to the financial statements.
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Notes to the Financial Statements

For the year ended 30 September 2011

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

The significant accounting policies applied in the preparation of these financial statements are set out below.
(@) Consolidation

The consolidated financial statements include the financial statements of the Company and its subsidiaries
made up to 30 September. Subsidiaries are entities over which the Group has control. Control is the power
to govern the financial and operating policies of an entity so as to obtain benefits from its activities. The
existence and effect of potential voting rights that are currently exercisable or convertible are considered
when assessing whether the Group has control.

Subsidiaries are consolidated from the date on which control is transferred to the Group. They are de-
consolidated from the date the control ceases.

The gain or loss on the disposal of a subsidiary that results in a loss of control represents the difference
between (i) the fair value of the consideration of the sale plus the fair value of any investment retained in
that subsidiary and (i) the Company’s share of the net assets of that subsidiary plus any remaining goodwill
relating to that subsidiary and any related accumulated foreign currency translation reserve.

Intragroup transactions, balances and unrealised profits are eliminated. Unrealised losses are also eliminated
unless the transaction provides evidence of an impairment of the asset transferred. Accounting policies of
subsidiaries have been changed where necessary to ensure consistency with the policies adopted by the
Group.

Non-controlling interests represent the equity in subsidiaries not attributable, directly or indirectly, to the
Company. Non-controlling interests are presented in the consolidated statement of financial position and
consolidated statement of changes in equity within equity. Non-controlling interests are presented in the
consolidated income statement and consolidated statement of comprehensive income as an allocation of
profit or loss and total comprehensive income for the year between the non-controlling shareholders and
owners of the Company.

Profit or loss and each component of other comprehensive income are attributed to the owners of the
Company and to the non-controlling shareholders even if this results in the non-controlling interests having a
deficit balance.
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Notes to the Financial Statements

For the year ended 30 September 2011

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(a)

(b)

Consolidation (continued)

Changes in the Company’s ownership interest in a subsidiary that do not result in a loss of control are
accounted for as equity transactions (i.e. transactions with owners in their capacity as owners). The carrying
amounts of the controlling and non-controlling interests are adjusted to reflect the changes in their relative
interests in the subsidiary. Any difference between the amount by which the non-controlling interests
are adjusted and the fair value of the consideration paid or received is recognised directly in equity and
attributed to the owners of the Company.

Business combination and goodwill

The acquisition method is used to account for the acquisition of a subsidiary in a business combination.
The cost of acquisition is measured at the acquisition-date fair value of the assets given, equity instruments
issued, liabilities incurred and contingent consideration. Acquisition-related costs are recognised as
expenses in the periods in which the costs are incurred and the services are received. |dentifiable assets
and liabilities of the subsidiary in the acquisition are measured at their acquisition-date fair values.

The excess of the cost of acquisition over the Company’s share of the net fair value of the subsidiary’s
identifiable assets and liabilities is recorded as goodwill. Any excess of the Company’s share of the net fair
value of the identifiable assets and liabilities over the cost of acquisition is recognised in consolidated profit
or loss as a gain on bargain purchase which is attributed to the Company.

In a business combination achieved in stages, the previously held equity interest in the subsidiary is
remeasured at its acquisition-date fair value and the resulting gain or loss is recognised in consolidated
profit or loss. The fair value is added to the cost of acquisition to calculate the goodwill.

If the changes in the value of the previously held equity interest in the subsidiary were recognised in other
comprehensive income (for example, available-for-sale investment), the amount that was recognised in other
comprehensive income is recognised on the same basis as would be required if the previously held equity
interest were disposed of.
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Notes to the Financial Statements ‘:ﬁ ;

3 -

-

»
For the year ended 30 September 2011

3. SIGNIFICANT ACCOUNTING POLICIES (continued)
(b) Business combination and goodwill (continued)

Goodwill is tested annually for impairment or more frequently if events or changes in circumstances indicate
that it might be impaired. Goodwill is measured at cost less accumulated impairment losses. The method
of measuring impairment losses of goodwill is the same as that of other assets as stated in the accounting
policy (u) below. Impairment losses of goodwill are recognised in consolidated profit or loss and are not
subsequently reversed. Goodwill is allocated to cash-generating units that are expected to benefit from the
synergies of the acquisition for the purpose of impairment testing.

The non-controlling interests in the subsidiary are initially measured at the non-controlling shareholders’
proportionate share of the net fair value of the subsidiary’s identifiable assets and liabilities at the acquisition
date.

(c) Foreign currency translation
i Functional and presentation currency

[tems included in the financial statements of each of the Group’s entities are measured using
the currency of the primary economic environment in which the entity operates (the “functional
currency”). The consolidated financial statements are presented in Hong Kong dollars (“HKD”), which
is the Company’s functional and presentation currency.

(i) Transactions and balances in each entity’s financial statements

Transactions in foreign currencies are translated into the functional currency on initial recognition
using the exchange rates prevailing on the transaction dates. Monetary assets and liabilities in foreign
currencies are translated at the exchange rates at the end of each reporting period. Gains and losses
resulting from this translation policy are recognised in profit or loss.

Non-monetary items that are measured at fair values in foreign currencies are translated using the
exchange rates at the dates when the fair values are determined.

When a gain or loss on a non-monetary item is recognised in other comprehensive income, any
exchange component of that gain or loss is recognised in other comprehensive income. When a gain
or loss on a non-monetary item is recognised in profit or loss, any exchange component of that gain
or loss is recognised in profit or loss.
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Notes to the Financial Statements

For the year ended 30 September 2011

3. SIGNIFICANT ACCOUNTING POLICIES (continued)
(c) Foreign currency translation (continued)
(i) Translation on consolidation

The results and financial position of all the Group entities that have a functional currency different
from the Company’s presentation currency are translated into the Company’s presentation currency
as follows:

- Assets and liabilities for each statement of financial position presented are translated at the
closing rate at the date of that statement of financial position;

- Income and expenses for each income statement are translated at average exchange rates
(unless this average is not a reasonable approximation of the cumulative effect of the rates
prevailing on the transaction dates, in which case income and expenses are translated at the
exchange rates on the transaction dates); and

- All resulting exchange differences are recognised in the translation reserve.

On consolidation, exchange differences arising from the translation of the net investment in foreign
entities and of borrowings are recognised in the translation reserve. When a foreign operation is sold,
such exchange differences are recognised in consolidated profit or loss as part of the gain or loss on
disposal.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets
and liabilities of the foreign entity and translated at the closing rate.

(d) Property, plant and equipment

Buildings comprise mainly factories and offices. Buildings are carried at fair values, based on periodic
valuations by external independent valuers, less subsequent depreciation and impairment losses. Any
accumulated depreciation at the date of revaluation is eliminated against the gross carrying amount of the
asset and the net amount is restated to the revalued amount of the asset. All other property, plant and
equipment are stated at cost less accumulated depreciation and impairment losses.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to the
Group and the cost of the item can be measured reliably. All other repairs and maintenance are recognised
in profit or loss during the period in which they are incurred.
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For the year ended 30 September 2011

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(d)

(e)

Property, plant and equipment (continued)

Revaluation increases of buildings are recognised in profit or loss to the extent that the increases reverse
revaluation decreases of the same asset previously recognised in profit or loss. All other revaluation
increases are credited to the properties revaluation reserve as other comprehensive income. Revaluation
decreases that offset previous revaluation increases of the same asset remaining in the properties
revaluation reserve are charged against the properties revaluation reserve as other comprehensive income.
All other decreases are recognised in profit or loss. On the subsequent sale or retirement of a revalued
building, the attributable revaluation increases remaining in the properties revaluation reserve is transferred
directly to retained profits.

Depreciation of property, plant and equipment is calculated at rates sufficient to write off their cost or
revalued amounts less their residual values over the estimated useful lives on a straight-line basis. The
principal useful lives are as follows:

Leasehold land Over the lease terms
Buildings The shorter of the lease terms

and 10 to 40 years
Plant and machinery 5 - 15 years
Furniture, fixtures, office equipment and motor vehicles 5 -10 years

The residual values, useful lives and depreciation method are reviewed and adjusted, if appropriate, at the
end of each reporting period.

Construction in progress represents buildings under construction and plant and machinery pending
installation, and is stated at cost less impairment losses. Depreciation begins when the relevant assets are
available for use.

The gain or loss on disposal of property, plant and equipment is the difference between the net sales
proceeds and the carrying amount of the relevant asset, and is recognised in profit or loss.

Investment properties

Investment properties are land and/or buildings held to earn rentals and/or for capital appreciation. An
investment property is measured initially at its cost including all direct costs attributable to the property.

After initial recognition, the investment property is stated at its fair value based on valuation by an external
independent valuer. Gains or losses arising from changes in fair value of the investment property are
recognised in profit or loss for the period in which they arise.



Notes to the Financial Statements

For the year ended 30 September 2011

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(e)

(f)

Investment properties (continued)

If an item of property, plant and equipment becomes an investment property because its use has changed,
any difference between the carrying amount and the fair value of this item at the date of transfer is
recognised as a revaluation of property, plant and equipment.

The gain or loss on disposal of an investment property is the difference between the net sales proceeds and
the carrying amount of the property, and is recognised in profit or loss.

Leases

(0

The Group as lessee
Operating leases

Leases that do not substantially transfer to the Group all the risks and rewards of ownership of
assets are accounted for as operating leases. Lease payments (net of any incentives received from
the lessor) are recognised as an expense on a straight-line basis over the lease term.

Finance leases

Leases that substantially transfer to the Group all the risks and rewards of ownership of assets
are accounted for as finance leases. At the commencement of the lease term, a finance lease is
capitalised at the lower of the fair value of the leased asset and the present value of the minimum
lease payments, each determined at the inception of the lease.

The corresponding liability to the lessor is included in the statement of financial position as finance
lease payable. Lease payments are apportioned between the finance charge and the reduction of
the outstanding liability. The finance charge is allocated to each period during the lease term so as to
produce a constant periodic rate of interest on the remaining balance of the liability.

Assets under finance leases are depreciated the same as owned assets over the shorter of the lease
term and their estimated useful lives.
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For the year ended 30 September 2011

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(f)

(9)

(h)

(i)

Leases (continued)
(i) The Group as lessor
Operating leases

Leases that do not substantially transfer to the lessees all the risks and rewards of ownership of
assets are accounted for as operating leases. Rental income from operating leases is recognised on
a straight-line basis over the term of the relevant lease.

Technical know-how

Technical know-how acquired by the Group is stated at cost less accumulated amortisation and impairment
losses.

Amortisation is charged to profit or loss on a straight-line basis over the estimated useful lives of technical
know-how unless such lives are indefinite. Technical know-how are amortised from the date they are
available for use and the estimated useful lives are ten years from the date they are available for use
according to the agreements entered by the Group for acquisition of the technical know-how.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined using the weighted
average basis. The cost of finished goods and work in progress comprises raw materials, direct labour and
an appropriate proportion of all production overhead expenditure, and where appropriate, subcontracting
charges. Net realisable value is the estimated selling price in the ordinary course of business, less the
estimated costs of completion and the estimated costs necessary to make the sale.

Recognition and derecognition of financial instruments

Financial assets and financial liabilities are recognised in the statement of financial position when the Group
becomes a party to the contractual provisions of the instruments.

Financial assets are derecognised when the contractual rights to receive cash flows from the assets
expire; the Group transfers substantially all the risks and rewards of ownership of the assets; or the Group
neither transfers nor retains substantially all the risks and rewards of ownership of the assets but has not
retained control on the 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 in other comprehensive income is recognised in profit or loss.
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3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(i)

@)

Recognition and derecognition of financial instruments (continued)

Financial liabilities are derecognised when the obligation specified in the relevant contract is discharged,
cancelled or expires. The difference between the carrying amount of the financial liability derecognised and
the consideration paid is recognised in profit or loss.

Investments

Investments are recognised and derecognised on a trade date basis where the purchase or sale of
an investment is under a contract whose terms require delivery of the investment within the timeframe
established by the market concerned, and are initially measured at fair value, plus directly attributable
transaction costs.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets not classified as trade and other
receivables. Available-for-sale financial assets are subsequently measured at fair value. Gains or losses
arising from changes in fair value of these investments are recognised in other comprehensive income, until
the investments are disposed of or there is objective evidence that the investments are impaired, at which
time the cumulative gains or losses previously recognised in other comprehensive income are recognised in
profit or loss.

Impairment losses recognised in profit or loss for equity investments classified as available-for-sale financial
assets are not subsequently reversed through profit or loss. Impairment losses recognised in profit or
loss for debt instruments classified as available-for-sale financial assets are subsequently reversed and
recognised in profit or loss if an increase in the fair value of the instruments can be objectively related to an
event occurring after the recognition of the impairment loss.

For available-for-sale equity investments that do not have a quoted market price in an active market and
whose fair value cannot be reliably measured and derivatives that are linked to and must be settled by
delivery of such unquoted instruments, they are measured at cost less any identified impairment losses at
the end of each reporting period.

-
S
)
]
=
<)
<
[
o
®
5
c
c
<
L]
B
@
£
E
3
(2]
2
£
3
)
I
o
=]
<
(&
o
c
o
2
©
E
I




-
S
)
&
=
1<)
<
1)
o
©
5
f=
[
<
L]
B
53
£
E
3
(2]
2
£
3
)
I
o
=]
<
(&)
=)
c
o
Z
©
E
I

Notes to the Financial Statements ﬁ&;

i

For the year ended 30 September 2011

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(k)

0

(m)

Trade and other receivables

Trade and other receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market and are recognised initially at fair value and subsequently measured
at amortised cost using the effective interest method, less allowance for impairment. An allowance for
impairment of trade and other receivables is established when there is objective evidence that the Group
will not be able to collect all amounts due according to the original terms of receivables. The amount of the
allowance is the difference between the receivables’ carrying amount and the present value of estimated
future cash flows, discounted at the effective interest rate computed at initial recognition. The amount of the
allowance is recognised in profit or loss.

Impairment losses are reversed in subsequent periods and recognised in profit or loss when an increase in
the receivables’ recoverable amount can be related objectively to an event occurring after the impairment
was recognised, subject to the restriction that the carrying amount of the receivables at the date the
impairment is reversed shall not exceed what the amortised cost would have been had the impairment not
been recognised.

Cash and cash equivalents

For the purpose of the statement of cash flows, cash and cash equivalents represent cash at bank and on
hand, demand deposits with banks and other financial institutions, and short-term highly liquid investments
which are readily convertible into known amounts of cash and subject to an insignificant risk of change
in value. Bank overdrafts which are repayable on demand and form an integral part of the Group’s cash
management are also included as a component of cash and cash equivalents.

Financial liabilities and equity instruments

Financial liabilities and equity instruments are classified according to the substance of the contractual
arrangements entered into and the definitions of a financial liability and an equity instrument under IFRSs. 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 for specific financial liabilities and equity instruments are
set out below:

Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred, and subsequently
measured at amortised cost using the effective interest method.

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement
of the liability for at least 12 months after the reporting period.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

(m)

Financial liabilities and equity instruments (continued)
Financial guarantee contract liabilities

Financial guarantee contract liabilities are measured initially at their fair values and are subsequently
measured at the higher of:

- the amount of the obligations under the contracts, as determined in accordance with IAS 37
“Provisions, Contingent Liabilities and Contingent Assets”; and

- the amount initially recognised less cumulative amortisation recognised in profit or loss on a straight-
line basis over the terms of the guarantee contracts.

Convertible bonds

Convertible bonds which entitle the holder to convert the bonds into a fixed number of equity instruments
at a fixed conversion price are regarded as compound instruments consist of a liability and an equity
component. At the date of issue, the fair value of the liability component is estimated using the prevailing
market interest rate for similar non-convertible debt. The difference between the proceeds of issue of the
convertible bonds and the fair value assigned to the liability component, representing the embedded option
for the holder to convert the bonds into equity of the Group, is included in equity as convertible bonds
reserve. The liability component is carried as a liability at amortised cost using the effective interest method
until extinguished on conversion or redemption.

Transaction costs are apportioned between the liability and equity components of the convertible bonds
based on their relative carrying amounts at the date of issue. The portion relating to the equity components
is charged directly to equity.

Trade and other payables

Trade and other payables are stated initially at their fair value and subsequently measured at amortised cost
using the effective interest method unless the effect of discounting would be immaterial, in which case they
are stated at cost.

Equity instruments

Equity instruments issued by the Company are recorded at the proceeds received, net of direct issue costs.
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Notes to the Financial Statements

For the year ended 30 September 2011

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(n)

(o)

Revenue recognition
Revenue is measured at the fair value of the consideration received or receivable and is recognised when it
is probable that the economic benefits will flow to the Group and the amount of revenue can be measured
reliably.
Revenue from the provision of fabric processing services is recognised when the services are rendered.
Revenue from the sales of manufactured goods is recognised on the transfer of significant risks and rewards
of ownership, which generally coincides with the time when the goods are delivered and the title has passed
to the customers.
Interest income is recognised on a time-proportion basis using the effective interest method.
Subcontracting fee income is recognised when the subcontracting services are rendered.
Rental income is recognised on a straight-line basis over the lease term.
Employee benefits
i Employee leave entitlernents
Employee entitlements to annual leave and long service leave are recognised when they accrue to
employees. A provision is made for the estimated liability for annual leave and long service leave as a
result of services rendered by employees up to the end of the reporting period.
Employee entitlements to sick leave and maternity leave are not recognised until the time of leave.
(i) Pension obligations
The Group contributes to defined contribution retirement schemes which are available to all
employees. Contributions to the schemes by the Group and employees are calculated as a

percentage of employees’ basic salaries. The retirement benefit scheme cost charged to profit or
loss represents contributions payable by the Group to the funds.
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3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(o)

(p)

(q)

Employee benefits (continued)
(i) Termination benefits

Termination benefits are recognised when, and only when, the Group demonstrably commits itself to
terminate employment or to provide benefits as a result of voluntary redundancy by having a detailed
formal plan which is without realistic possibility of withdrawal.

Share-based payments

The Group issues equity-settled share-based payments to certain directors and employees. Equity-settled
share-based payments are measured at the fair value (excluding the effect of non market-based vesting
conditions) of the equity instruments at the date of grant. The fair value determined at the grant date of the
equity-settled share-based payments is expensed on a straight-line basis over the vesting period, based
on the Group’s estimate of shares that will eventually vest and adjusted for the effect of non market-based
vesting conditions.

Equity-settled share-based payments to those persons that provide the nature of business development to
the Group are measured at the fair value of the services received or if the fair value of the services rendered
cannot be reliably measured, at the fair value of the equity instruments granted. The fair value is measured
at the date the Group receives the services and recognised as expenses.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets,
which are assets that necessarily take a substantial period of time to get ready for their intended use or
sale, are capitalised as part of the cost of those assets, until such time as the assets are substantially
ready for their intended use or sale. Investment income earned on the temporary investment of specific
borrowings pending their expenditure on qualifying assets is deducted from the borrowing costs eligible for
capitalisation.

To the extent that funds are borrowed generally and used for the purpose of obtaining a qualifying asset,
the amount of borrowing costs eligible for capitalisation is determined by applying a capitalisation rate
to the expenditures on that asset. The capitalisation rate is the weighted average of the borrowing costs
applicable to the borrowings of the Group that are outstanding during the period, other than borrowings
made specifically for the purpose of obtaining a qualifying asset.

All other borrowing costs are recognised in profit or loss in the period in which they are incurred.
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Notes to the Financial Statements

For the year ended 30 September 2011

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(r)

(s)

Government grants

A government grant is recognised when there is reasonable assurance that the Group will comply with the
conditions attaching to it and that the grant will be received.

Government grants relating to income are deferred and recognised in profit or loss over the period to match
them with the costs they are intended to compensate.

Taxation
Income tax represents the sum of the current tax and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit recognised
in profit or loss 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 end of the reporting
period.

Deferred tax is recognised on differences between the carrying amounts of assets and liabilities in the
financial statements and the corresponding tax bases used in the computation of taxable profit. 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, unused tax losses or unused tax credits 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
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 the end of each reporting period and reduced to
the extent that it is no longer probable that sufficient taxable profits will be available to allow all or part of the
asset to be recovered.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

(s)

®

Taxation (continued)

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, based on tax rates that have been enacted or substantively enacted by the end of
the reporting period. Deferred tax is recognised in profit or loss, except when it relates to items recognised
in other comprehensive income or directly in equity, in which case the deferred tax is also recognised in
other comprehensive income or directly in equity.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax
assets against current tax liabilities and when they relate to income taxes levied by the same taxation

authority and the Group intends to settle its current tax assets and liabilities on a net basis.

Related parties

A party is related to the Group if:

(0

(i)

)

(v)

(i)

directly or indirectly through one or more intermediaries, the party controls, is controlled by, or is
under common control with, the Group; has an interest in the Group that gives it significant influence
over the Group; or has joint control over the Group;

the party is an associate;

the party is a joint venture;

the party is @ member of the key management personnel of the Company or its parent;

the party is a close member of the family of any individual referred to in (i) or (iv);

the party is an entity that is controlled, jointly controlled or significantly influenced by or for which
significant voting power in such entity resides with, directly or indirectly, any individual referred to in

(iv) or (v); or

the party is a post-employment benefit plan for the benefit of employees of the Group, or of any
entity that is a related party of the Group.
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For the year ended 30 September 2011

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(u)

(v)

(w)

Impairment of assets

At the end of each reporting period, the Group reviews the carrying amounts of its tangible and intangible
assets except goodwill, investments, investment properties, inventories and receivables to determine
whether there is any indication that those assets have suffered an impairment loss. If any such indication
exists, the recoverable amount of the asset is estimated in order to determine the extent of any impairment
loss. Where it is not possible to estimate the recoverable amount of an individual asset, the Group estimates
the recoverable amount of the cash-generating unit to which the asset belongs.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use,
the estimated future cash flows are discounted to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money and the risks specific to the asset.

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 or cash-generating unit is reduced to its recoverable amount. An
impairment loss is recognised immediately in profit or loss, unless the relevant asset is carried at a revalued
amount, in which case the impairment loss is treated as a revaluation decrease.

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 (net of amortisation or depreciation)
had no impairment loss been recognised for the asset or cash-generating unit in prior years. A reversal of an
impairment loss is recognised immediately in profit or loss, unless the relevant asset is carried at a revalued
amount, in which case the reversal of the impairment loss is treated as a revaluation increase.

Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain timing or amount when the Group has a present legal or
constructive obligation arising as a result of a past event, it is probable that an outflow of economic benefits
will be required to settle the obligation and a reliable estimate can be made. Where the time value of money
is material, provisions are stated at the present value of the expenditures expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required, or the amount cannot be
estimated reliably, the obligation is disclosed as a contingent liability, unless the probability of outflow is
remote. Possible obligations, whose existence will only be confirmed by the occurrence or non-occurrence
of one or more future events are also disclosed as contingent liabilities unless the probability of outflow is
remote.

Events after the reporting period

Events after the reporting period that provide additional information about the Group’s position at the end
of the reporting period or those that indicate the going concern assumption is not appropriate are adjusting
events and are reflected in the financial statements. Events after the reporting period that are not adjusting
events are disclosed in the notes to the financial statements when material.
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4.

CRITICAL JUDGEMENTS AND KEY ESTIMATES
Critical judgements in applying accounting policies

In the process of applying the accounting policies, the directors have made the following judgements that have
the most significant effect on the amounts recognised in the financial statements apart from those involving
estimations, which are dealt with below.

Legal titles of certain land and buildings

As stated in notes 15 and 17 to the financial statements, the titles of certain buildings and land were not transferred
to the Group as at 30 September 2011. Despite the fact that the Group has not obtained the relevant legal titles,
the directors determine to recognise those buildings and land use rights as property, plant and equipment and
investment properties on the grounds that they expect the transfer of legal titles in future should have no major
difficulties and the Group is in substance controlling those buildings and land.

Key sources of estimation uncertainty

The key assumptions concerning the future, and other key sources of estimation uncertainty at the end of the
reporting period, that have a significant risk of causing a material adjustment to the carrying amounts of assets and
liabilities within the next financial year, are discussed below.

(@ Property, plant and equipment and depreciation, technical know-how and amortisation

The Group determines the estimated useful lives and related depreciation charges and amortisation charges
for the Group’s property, plant and equipment and technical know-how based on the historical experience
of the actual useful lives and residual values of property, plant and equipment and technical know-how of
similar nature and functions. The Group will revise the depreciation charges and amortisation charges where
useful lives and residual values are different to those previously estimated, or it will write-off or write-down
technically obsolete or non-strategic assets that have been abandoned or sold.

(b) Impairment of goodwill

Determining whether goodwill is impaired requires an estimation of the value in use of the cash-generating
unit to which goodwill has been allocated. The value in use calculation requires the Group to estimate the
future cash flows expected to arise from the cash-generating unit and a suitable discount rate in order
to calculate the present value. The carrying amount of goodwill at the end of the reporting period was
approximately HK$2,882,000 after an impairment loss of HK$Nil.
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Notes to the Financial Statements

For the year ended 30 September 2011

4.

CRITICAL JUDGEMENTS AND KEY ESTIMATES (continued)

Key sources of estimation uncertainty (continued)

(]

@

(e

Impairment loss for bad and doubtful debts

The Group makes impairment loss for bad and doubtful debts based on assessments of the recoverability
of the trade and other receivables, including the current creditworthiness and the past collection history of
each debtor. Impairments arise where events or changes in circumstances indicate that the balances may
not be collectible. The identification of bad and doubtful debts requires the use of judgement and estimates.
Where the actual result is different from the original estimate, such difference will impact the carrying value
of the trade and other receivables and doubtful debt expenses in the year in which such estimate has been
changed. If the financial conditions of the debtors were to deteriorate, resulting in an impairment of their
ability to make payments, additional allowances may be required.

Allowance for slow-moving inventories

Allowance for slow-moving inventories is made based on the ageing and estimated net realisable value of
inventories. The assessment of the allowance amount involves judgement and estimates. Where the actual
outcome in future is different from the original estimate, such difference will impact the carrying value of
inventories and allowance charge/write-back in the period in which such estimate has been changed.

Fair values of buildings and investment properties

The Group appointed an independent professional valuer to assess the fair values of the buildings and
investment properties. In determining the fair values, the valuer has utilised a method of valuation which
involves certain estimates. The directors have exercised their judgement and are satisfied that the method of
valuation is reflective of the current market conditions.
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5. FINANCIAL RISK MANAGEMENT

The Group’s activities expose it to a variety of financial risks: foreign currency risk, credit risk, liquidity risk and
interest rate risk. The Group’s overall risk management programme focuses on the unpredictability of financial
markets and seeks to minimise potential adverse effects on the Group’s financial performance.

(a)

(b)

Foreign currency risk

The Group has minimal exposure to foreign currency risk as most of its business transactions, assets and
liabilities are principally denominated in HKD and Renminbi (“RMB”) which are the functional currencies of
the principal operating entities of the Group. The Group currently does not have a foreign currency hedging
policy in respect of foreign currency transactions, assets and liabilities. The Group will monitor its foreign
currency exposure closely and will consider hedging significant foreign currency exposure should the need
arise.

At 30 September 2011, if the HKD had weakened one per cent against the United States dollars
(“USD”) with all other variables held constant, consolidated profit after tax for the year would have
been approximately HK$1,551,000 (2010: HK$1,553,000) higher, arising mainly as a result of the net
foreign exchange gain on bank and cash balances and receivables denominated in USD. If the HKD had
strengthened one per cent against the USD with all other variables held constant, consolidated profit after
tax for the year would have been approximately HK$1,551,000 (2010: HK$1,553,000) lower, arising mainly
as a result of the net foreign exchange loss on bank and cash balances and receivables denominated in
USD.

Credit risk

The carrying amount of the bank and cash balances, trade and other receivables included in the
consolidated statement of financial position represents the Group’s maximum exposure to credit risk in
relation to the Group’s financial assets.

The Group has no significant concentrations of credit risk.

It has policies in place to ensure that sales are made to customers with an appropriate credit history.

The credit risk on bank and cash balances is limited because the counterparties are banks with high credit-
ratings assigned by international credit-rating agencies.
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Notes to the Financial Statements

For the year ended 30 September 2011

5.

FINANCIAL RISK MANAGEMENT (continued)

(c)

(d)

Liquidity risk

The Group’s policy is to regularly monitor current and expected liquidity requirements to ensure that it
maintains sufficient reserves of cash to meet its liquidity requirements in the short and longer term.

The maturity analysis of the Group’s financial liabilities is as follows:

Less than Between 1 Between 2 Over
1year and2years and5 years 5 years
HK$’000 HK$'000 HK$’000 HK$'000
At 30 September 2011
Interest-bearing borrowings 48,672 - - -
Trade payables 30,243 - - -
Other payables and accruals 194,626 - - -
Convertible bonds 1,500 151,466 - -
At 30 September 2010
Interest-bearing borrowings 104,980 42,815 - -
Trade payables 48,394 - - -
Other payables and accruals 228,567 - - -
Convertible bonds 1,453 1,500 151,466 -

Interest rate risk

At 30 September 2011, the Group’s fixed bank deposits denominated in USD amounting to approximately
HK$155 million (2010: HK$155 million) and at fixed interest rate of 1.2% per annum (2010: 1.2% per
annum) and therefore are subject to fair value interest rate risk.

The Group’s exposure to interest-rate risk also arises from its bank deposits and bank borrowings. These
deposits and borrowings bear interests at variable rates varied with the then prevailing market condition.

At 30 September 2011, if interest rates at that date had been 100 basis points lower with all other variables
held constant, consolidated profit after tax for the year would have been approximately HK$2,167,000
(2010: HK$470,000) lower, arising mainly as a result of the net effect of lower interest income on bank
deposits and lower interest expense on bank borrowings. If interest rates had been 100 basis points
higher, with all other variables held constant, consolidated profit after tax for the year would have been
approximately HK$2,167,000 (2010: HK$470,000) higher, arising mainly as a result of the net effect of
higher interest income on bank deposits and higher interest expense on bank borrowings.
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5. FINANCIAL RISK MANAGEMENT (continued)

(e) Categories of financial instruments at 30 September:

2011 2010
HK$’000 HK$’000
Financial assets:
Loans and receivables (including cash and cash equivalents) 758,198 623,925
Available-for-sale financial assets 1,281 4,265
Financial liabilities:
Financial liabilities at amortised cost 407,819 546,396

(f) Fair value

The carrying amounts of the Group’s financial assets and financial liabilities as reflected in the consolidated
statement of financial position approximate their respective fair values.

6. TURNOVER

The Group’s turnover represents the net invoiced value of services rendered and goods sold to customers, after
allowances for trade discounts and returns.

2011 2010

HK$’000 HK$’000

Provision of fabric processing services 582,840 659,163
Sale of goods 144,426 114,220
727,266 773,383
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Notes to the Financial Statements ;

For the year ended 30 September 2011

S u

7. OTHER INCOME

2011 2010

HK$’000 HK$’000

Bank interest income 3,195 3,287
Subcontracting income 1,974 1,908
Government grants 387 2,193
Net foreign exchange gains - 160
Rental income 2,892 2,781
Waiver of debt by other creditor 3,587 -
Others 386 160
12,421 10,489

8. SEGMENT INFORMATION

The Group has two reportable segments as follows:
- Provision of fabric processing services and manufacture and sale of fabrics
- Manufacture and sale of yarns and blankets

The Group’s reportable segments are strategic business units that offer different products and services. They are
managed separately because each business requires different technology and marketing strategies.

The accounting policies of the operating segments are the same as those described in note 3 to the financial
statements. Segment profits or losses do not include unallocated other income, unallocated corporate expenses,
finance costs and loss on disposal of subsidiaries. Segment assets do not include investment properties, bank and
cash balances and unallocated corporate assets. Segment liabilities do not include interest-bearing borrowings,
current tax liabilities, deferred tax liabilities, convertible bonds and unallocated corporate liabilities.
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8.

SEGMENT INFORMATION (continued)

Provision of fabric
processing services
and manufacture and
sale of fabrics

Manufacture and sale of
yarns and blankets

Consolidated

2011 2010 2011 2010 2011 2010
HK$’000 HK$' 000 HK$’000 HK$'000 HK$’000 HK$'000
REVENUE
Revenue from external customers 600,073 678,505 127,193 94,878 727,266 773,383
Segment profit/(loss) 83,955 138,829 (23,693) (9,335) 60,262 129,494
Unallocated other income 12,421 10,489
Unallocated corporate expenses (48,824) (51,567)
Profit from operations 23,859 88,416
Finance costs (17,607) (12,734)
Loss on disposal of subsidiaries (140,155) -
(Loss)/profit before tax (133,903) 75,682
Income tax expense (4,553) (7,213)
(Loss)/profit for the year (138,456) 68,469
Provision of fabric
processing services
and manufacture and Manufacture and sale of
sale of fabrics yarns and blankets Consolidated
2011 2010 2011 2010 2011 2010
HK$’000 HK$’000 HK$’000 HK$'000 HK$’000 HK$’000
ASSETS
Segment assets 743,143 1,127,422 560,379 503,647 1,303,522 1,631,069
Unallocated assets 618,421 444,956
Consolidated total assets 1,921,943 2,076,025
LIABILITIES
Segment liabilities 164,878 227,717 57,546 47,096 222,424 274,813
Unallocated liabilities 227,694 314,144
Consolidated total liabilities 450,118 588,957
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Notes to the Financial Statements

For the year ended 30 September 2011

8. SEGMENT INFORMATION (continued)

Provision of fabric
processing services

and manufacture and

Manufacture and sale of

Lt Lt

sale of fabrics yarns and blankets Unallocated Consolidated
2011 2010 2011 2010 2011 2010 2011 2010
HK$'000 | HK$'000 | HK$'000 | HK$'000 | HK$000 | HK$000 | HK$'000 | HK$'000
(restated) (restated) (restated)
Other segment information:
Addition to segment non-current assets 81,605 54,516 50,211 106,411 9 143 131,825 161,070
Depreciation and amortisation 58,930 55,855 24,670 16,176 72 72 83,672 72,103
Property, plant and equipment written off 8,587 1,457 124 - - - 8,711 1,457
Loss on disposals of property,
plant and equipment 4,867 11,050 - - - - 4,867 11,050
Geographical information:
2011 2010
HK$’000 HK$’'000
The Philippines 197,412 223,341
The People’s Republic of China (the “PRC”) 469,582 449,746
Australia 4,598 14,273
United States of America 19,335 29,349
Canada 8,315 10,312
Republic of Mozambique 2,965 14,328
Taiwan 25,059 32,034
Consolidated total 727,266 773,383

In presenting the geographical information, revenue is based on the locations of the customers. All of the Group’s
non-current assets are located in the PRC.

Revenue from major customers:

There are no major customers contributing over 10% of the Group’s revenue for the years ended 30 September

2010 and 2011.
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9. DIRECTORS’ EMOLUMENTS AND FIVE HIGHEST PAID EMPLOYEES

Details of emoluments of the directors of the Company disclosed pursuant to the Listing Rules and section 161 of
the Hong Kong Companies Ordinance are as follows:

For the year ended 30 September 2011

Salaries, Retirement
allowances Equity-settled benefits
and benefits Discretionary  share-based scheme Total
Name of director Fees in kind bonus payments contributions  emoluments
HK$'000 HK$’000 HK$’000 HK$’000 HK$'000 HK$’000
Executive directors
Mr. Cai Zhenrong - 450 20 - - 470
Mr. Cai Zhenyao - 304 - - - 304
Mr. Cai Zhenying - 304 - - - 304
Mr. Cai Yangbo - 1,800 - - - 1,800
Mr. Choi Wing Toon - 318 25 - 12 355
Independent non-executive
directors
Ms. Choy So Yuk, sp 120 - - - - 120
Mr. Lawrence Gonzaga 120 - - - - 120
Mr. Wong Siu Hong 120 - - - - 120
Total 360 3,176 45 - 12 3,593
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For the year ended 30 September 2011

9. DIRECTORS’ EMOLUMENTS AND FIVE HIGHEST PAID EMPLOYEES (continued)

For the year ended 30 September 2010

Salaries, Retirement
allowances Equity-settled benefits
and benefits Discretionary share-based scheme Total
Name of director Fees in kind bonus payments  contributions emoluments
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Executive directors
Mr. Cai Zhenrong - 450 20 1,673 - 2,043
Mr. Cai Zhenyao - 304 - 2,162 - 2,466
Mr. Cai Zhenying - 304 - 2,162 - 2,466
Mr. Cai Yangbo - 1,369 - 2,162 - 3,531
Mr. Choi Wing Toon - 300 25 327 12 664
Independent non-executive
directors
Ms. Choy So Yuk, /P 120 - - 196 - 316
Mr. Lawrence Gonzaga 120 - - 196 - 316
Mr. Wong Siu Hong 120 - - 196 - 316
Total 360 2,727 45 8,974 12 12,118

There was no arrangement under which a director waived or agreed to waive any emoluments during the year
(2010: HK$NIl).
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For the year ended 30 September 2011

Notes to the Financial Statements 5

9. DIRECTORS’ EMOLUMENTS AND FIVE HIGHEST PAID EMPLOYEES (continued)

The five highest paid individuals in the Group during the year included two (2010: four) directors whose
emoluments are reflected in the analysis presented above. The emoluments of the remaining three (2010: one)
individuals are set out below:

2011 2010

HK$’000 HK$’'000

Basic salaries, housing benefits, other allowances and benefits in kind 1,838 666
Equity-settled share-based payments 367 327
Retirement benefits scheme contributions 24 12
2,229 1,005

The emoluments fell within the following bands:

Number of individuals

2011 2010

Nil to HK$1,000,000 3 -
HK$1,000,001 to HK$1,500,000 - 1

During the year, no emoluments were paid or payable by the Group to any of the directors or five highest paid
individuals as an inducement to join, or upon joining the Group, or as compensation for loss of office (2010:
HIK$NIl).

10. FINANCE COSTS

2011 2010

HK$’000 HK$’000

Interest on bank loans and overdrafts 5,188 5,721
Interest on convertible bonds 9,811 4,934
Bank charges 2,608 2,079
17,607 12,734
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For the year ended 30 September 2011

11. INCOME TAX EXPENSE

2011 2010
HK$’000 HK$’000

Current tax — the PRC enterprise income tax
Provision for the year 4,629 7,217
Under-provision in prior year 26 639
4,655 7,856
Deferred tax (note 28) (102) (643)
4,553 7,213

No provision for Hong Kong Profits Tax is required since the Group has no assessable profit for the year (2010:
HKSNil).

Tax charge on profits assessable elsewhere have been calculated at the rates of tax prevailing in the countries in
which the Group operates, based on existing legislation, interpretations and practices in respect thereof.

Under the Law of the People’s Republic of China on Enterprise Income Tax (the “EIT Law”) and Implementation
Regulation of the EIT Law, the tax rate of the PRC subsidiaries is 25% from 1 January 2008 onwards.

A reconciliation between the income tax expense and the product of profit before tax multiplied by the PRC
enterprise income tax rate is as follows:

2011 2010

HK$’000 HK$’'000

(Loss)/profit before tax (133,903) 75,682

£ Tax at the PRC enterprise income tax rate of 25% (33,476) 18,921

§' Tax effect of income that is not taxable (32,020) (41,725)

] Tax effect of expenses that are not deductible 64,776 40,282
c

£ Under-provision in prior year