Management Discussion and Analysis & I & &

Business Review

The Group's turnover for this year was HK$4,720
million, a 10% increase compared to last year. Net
profit from ordinary activities attributable to
shareholders was HK$530 million, an increase of 14%
over last year. Gross profit margin increased by 3%
from last year. The Board has recommended a final
dividend of HK12 cents (2001: HK9 cents) per share.
Including interim dividend, total dividend per share
will be HK20 cents, an increase of 33% over last year's

HK15 cents.

Turnover for the fabric business increased slightly by 4%
to HK$2,688 million. This represented 57% of the total
turnover. During the year, 19% of its sales was to the
associate garment manufacturing business. Product
prices had fallen sharply following the US September 11
incident, consequently our profit margin was affected.
Prices eventually stabilised in March this year. To
counter the situation, the Management strove to control
costs and to increase productivity. From February this
year, our new 700,000 sq.ft. factory in Dongguan has
commenced production. Although production had been
affected for a short period due to the relocation of
equipment, since then capacity has been increased
significantly. The Group’s manufacturing activities are
still concentrated in Ma Chong, Dongguan. The factory
measures about 6 million sq.ft., and employs about
7,000 workers.
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Sales for the retail business was HK$1,994 million, a
rise of 19%, and represented 42% of total turnover.
Our focus for development remained to be Mainland
China. At the year end, there were 831 retail outlets in
Mainland China, about 40% of them were self-owned.
In order to cater to a broader spectrum of customers,
we have maintained our multi-brand strategy in this
market. Already well known in China, ‘Baleno’ remains
our major brandname. Our other brandnames, ‘S&K’,
‘I.P. Zone’, '‘Bambini’, ‘Baleno Attitude’ and ‘ebase’
have all found their own niches, and cater to different
types of customers. At the year end, the development
in Mainland China, Hong Kong, Taiwan and Singapore

was as below:
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Mainland China th B X B

2002 2001 2000 1999 1998
Net sales (HK$ million) HEFHE(BARAT) 1,359 1,199 783 557 522
Net sales increase in percentage HEFHEZBMAD X 13% 53% 4% 7% 281%
Retail floor area (sq.ft.)*# ZEEEEE (FRR)* # 274,280 204,296 119,502 85,084 92,340
Number of sales associates* EEEgR 3,741 2,732 1,487 1,291 1,155
Number of outlets* Ehi Gl 831 637 377 232 193
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Hong Kong -

2002 2001 2000 1999 1998
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Net sales (HK$ million) L E(FEAT) 310 295 179 159 166
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in percentage 5% 65% 13% (4%) 181%

Retail floor area (sq.ft.)*# ZEREEE (FRR)* 33,627 33,684 23748 16,448 13,306
Number of sales associates* EEEYE 212 251 142 124 117
Number of outlets* g E* 37 39 21 18 19
Taiwan "iE

2002 2001 2000 1999 1998
Net sales (HK$ million) HEZHE(FEAT) 282 188 69 80 64
Net sales increase/(decrease) HEFRHE2EM/

in percentage (RD) Bo= 50% 172% (14%) 25% 0

Retail floor area (sq.ft.)*# SEREER (FHR) 106,321 82979 23273 26060 27,409
Number of sales associates* EEEgE 469 365 98 105 120
Number of outlets* Ehi Gl 114 9 39 39 37
Singapore ¥ bn 4%

2002 2001 2000 1999 1998
Net sales (HK$ million) HEFH(BEER) 43 = = = =
Retail floor area (sq.ft.)*# ZEREEE (FAR) 4 11,107 = = = =
Number of sales associates* EEEYE 112 = = = =
Number of outlets* P g E* 15 = = = =
* As at 31 March 3 M3B 318
#  For Self-managed Stores # BEE
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Profit contributed by our associated garment
manufacturing business was HK$62 million, an increase
of 10%. During the period, about 87% of the fabric
used was supplied within the group. Sales to the retail
business was about 16% of its sales. Products prices
were also temporarily affected by the US September 11
incident, hence affecting profit margin. As quotas were
not required for exports from Vietnam to the US, our
Vietnam factory supplied mainly to American
brandnames, while our factory in China serviced mostly
Asian brandnames. At the year end, production area in
Mainland China and Vietnam totalled roughly 1.1
million sq.ft. and employed about 13,000 workers.

FINANCIAL CONDITION

Liquidity & Financial Resources

Liquidity of the Group remained sound. The net cash
inflow from operating activities reached a record of
HK$778 million for the year (2001: HK$567 million). As
at 31 March 2002, improvement was achieved in the

following liquidity indicators:

(@) the cash and cash equivalents was HK$557 million
(2001: HK$355 million);

(b) the total liabilities to shareholders’ equity ratio
and the current ratio at the year end were 0.4
(2001: 0.5) and 2.3 (2001: 1.9) respectively;

(c) the interest coverage ratio for the year was 103

times, compared with 86 times of 2001.
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As the cash inflow from operating activities remained
strong during the year, funds required for daily
operation and capital expenditure were mainly

financed by internal cash flows.

The Group remained prudent in managing its financial
resources. At the year end, the unutilised banking
facilities were HK$775 million (2001: HK$803 million).
The Group's contingent liabilities were HK$100 million
(2001: HK$112 million), which were mainly related to

discounted export bills.

Foreign Exchange and Interest Rate Risks

During the year, the revenue and procurement of the
Group were mainly denominated in US dollar, HK dollar
and Renminbi. The Group had entered into forward
foreign exchange contracts and other financial

instruments to reduce foreign exchange risks.

At 31 March, 2002, the only outstanding HKD bank
borrowing of HK$59 million with maturity in April 2005
was of HIBOR based loan. Since the US economic
recovery remains unclear, so drastic increase in interest

rate is not expected.
Pledge of Assets
At the year end, total assets of HK$2 million (2001:

HK$79 million) were pledged for the arrangement of

credit facilities.
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HUMAN RESOURCES

As at 31 March 2002, the Group had about 11,500
(2001: 10,100) employees in The PRC and Singapore.
The remuneration of the employees was largely based
on industry practice and the performance of individual

employee.

OUTLOOK

The Management remains optimistic about all the

businesses of the Group.

The Group is one of the largest suppliers of knitted
fabric in the world. As brandname retailers have
tightened their requirements when choosing suppliers,
a large proportion of their orders have gone to the
more established manufacturers. Unable to meet the
demand for fast delivery, the smaller suppliers are
gradually being crowded out. When the quota system
for garments is abolished after the year 2004, more
orders will further be centralised with the larger
suppliers. We believe that our market share will
increase continuously, so we expect to expand our
productivity by 15% to 20% each year. To cope with
our expansion, 2.5 million sq.ft. of land will be added
to our existing 6 million sq.ft. in Dongguan shortly. As
there is still ample space available for expansion
adjacent to our factory site, there is no plan for
development in other places. The new eco-friendly
coal-fired generator system will be completed in
September this year, we expect fuel costs to be

significantly reduced when this is in use.
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Same as for the knitted fabric business, the market
share of the garment manufacturing business is
expected to be on the rise. After the abolishment of the
quota system, we foresee business from global retailers
to rise significantly. For the coming year, we expect to

increase productivity by 25%.

The focus of the retail business will continue to be
Mainland China. Development in other parts of Asia
will depend on their respective economic conditions.
Our major brandname ‘Baleno’ has become very well
known in Mainland China. In the coming year we will
put more effort into developing ‘S&K’ which is targeted
at younger customers. Compared with ‘Baleno’, 'S&K’
is a less familiar brand. In the coming year we plan to
promote ‘S&K’ in a new light, and we expect to open
100 to 150 new retail outlets solely for this brand. For
the other brands, ‘Baleno’, 'I.P. Zone’, 'Baleno
Attitude’, ‘Bambini’ and ‘ebase’, steady development is
planned for the coming year. As the retail business has
established itself firmly in the market, we expect its

performance to grow steadily in the future.

The Management has made comprehensive
development plans for the future, and has progressed
accordingly. No major obstacles or difficulties ahead
are foreseen, hence we are confident about the results

for the coming year.
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