Directors’ Report

The directors present the annual report and audited financial
statements for the year ended 31st December, 2004.

The Company is an investment holding company. The Group
is engaged principally in the manufacture and sale of
footwear products. The activities of its principal subsidiaries,
associates and jointly controlled entities are set out in notes
11, 12 and 13, respectively, to the financial statements.

The results of the Group for the year ended 31st December,
2004 are set out in the consolidated income statement on
page 16.

An interim dividend of Hong Kong 1 cent per ordinary share
amounting to US$943,000 was paid during the year. The
directors do not recommend the payment of a final dividend.

Details of movements during the year in the property, plant
and equipment of the Group are set out in note 10 to the
financial statements.

Details of movements during the year in the share capital
of the Company are set out in note 19 to the financial
statements.

The directors of the Company during the year and up to
the date of this report were:

EXECUTIVE DIRECTORS:

Mr. Thomas Wu Chen San (Chairman)

Mr. Michael Wu Jenn Chang (Deputy Chairman)
Mr. Jackson Wu Jenn Tzong

Mr. Arthur Yang Chih Chieh

Mr. Steven Ho Chin Fa

NON-EXECUTIVE DIRECTOR:
Mr. Yang Hui Kuan  (resigned on 27th September, 2004)

INDEPENDENT NON-EXECUTIVE DIRECTORS:

Ms. Fang Yen Ling
Mr. Chang Ho Hsi
Mr. Liu Chung Kang,

(appointed on 27th September, 2004)

Helios (appointed on 27th September, 2004)
Mr. Sanford Kent
Dawson (resigned on 27th September, 2004)

In accordance with Clause 87(1) of the Company’s Bye-laws,
Ms. Fang Yen Ling and Mr. Liu Chung Kang, Helios retire by
rotation and, being eligible, offer themselves for re-election
at the forthcoming annual general meeting. The terms of
office of non-executive directors are subject to retirement
by rotation in accordance with the provisions of the
Company'’s Bye-laws.
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Each of the executive directors has entered into a service
contract with the Company for a term of three years
commencing 25th September, 1996 and continuing
thereafter until terminated by either party giving to the other
party a period of advance notice in writing ranging from
three to six months.

None of the directors being proposed for re-election at the
forthcoming annual general meeting has an unexpired
service contract with the Company or any of its subsidiaries
which is not determinable by the Group within one year
without payment of compensation, other than statutory
compensation.

Long positions

(@) Ordinary shares of HK$0.10 each of the Company

Name of director Capacity

Michael Wu Jenn Chang Beneficial owner
Jackson Wu Jenn Tzong

Arthur Yang Chih Chieh

Beneficial owner
Family (Note 1)

At 31st December, 2004, the interests of the directors and
their associates in the share capital of the Company and its
associated corporation, as recorded in the register
maintained by the Company pursuant to Section 352 of
the Securities and Futures Ordinance (the “SFO"), or as
otherwise notified to the Company and The Stock Exchange
of Hong Kong Limited (the “Stock Exchange”) pursuant to
the required standard set out in Appendix 10 to the Listing
Rules (the “Model Code”) for Securities Transactions by the
Directors, were as follows:

Number of Percentage of the

issued ordinary issued share capital

(b) Ordinary shares of the associated corporation of the Company

Pegasus Footgear Management Limited (note 2)

Name of director

Thomas Wu Chen San

Michael Wu Jenn Chang
Jackson Wu Jenn Tzong
Arthur Yang Chih Chieh

Pegasus International Holdings Limited

Capacity

Beneficial owner (note 3)
Corporate (note 4)
Corporate (note 5)
Corporate (note 6)

shares held of the Company
8,000,000 1.09%
1,000,000 0.14%
7,193,970 0.98%
16,193,970 221%
Number of Percentage of the issued

issued ordinary

share capital of the

shares held associated corporation
3,235 16%

6,470 32%

6,470 32%

474 2%

16,649 82%
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Notes:

1. Mr. Arthur Yang Chih Chieh is deemed under the SFO to be interested in the said shares held by his wife.

2. Pegasus Footgear Management Limited is the holding company of the Company.

3. The shares are jointly held by Mr. Thomas Wu Chen San and Mrs. Peggy Wu, a married couple.

4. The shares are entirely held by M. W. Investment Limited, a company owned by Mr. Michael Wu Jenn Chang.

5. The shares are entirely held by J. W. Investment Limited, a company owned by Mr. Jackson Wu Jenn Tzong.

6. The shares are entirely held by A & M Management Limited, a company jointly owned by Mr. Arthur Yang Chih Chieh and his
wife.

Save as disclosed above, at 31st December, 2004, none of the directors nor their associates had any interests or short positions

in the shares, underlying shares or debentures of the Company or any associated corporation.

Details of the Company’s share option scheme are set out
in note 21 to the financial statements.

No share options were granted or exercised during the year.
As 31st December, 2004, no share options of the Company
were outstanding.

At no time during the year was the Company, its holding
company or subsidiaries, a party to any arrangements to
enable the directors of the Company to acquire benefits by
means of the acquisition of shares in, or debentures of, the
Company or any other body corporate.

Name of shareholder

Pegasus Footgear Management Limited

Capacity

Beneficial owner

No contracts of significance to which the Company, its
holding company or any of its subsidiaries was a party and
in which a director of the Company had a material interest,
whether directly or indirectly, subsisted at the end of the
year or at any time during the year.

As at 31st December, 2004, the register of substantial
shareholders maintained by the Company pursuant to
Section 336 of the SFO shows that other than the interests
disclosed above in respect of certain directors, the following
shareholder had notified the Company of relevant interest
in the issued share capital of the Company.

Number of Percentage of the

issued ordinary issued share capital

shares held of the Company
%
468,743,940 64

The details of the directors’ interests in Pegasus Footgear Management Limited are disclosed under the section headed

“Directors’ interests in shares” above. Save as disclosed above, the Company has not been notified of any other interests or

short position in the issued share capital of the Company as at 31st December, 2004.
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For the year ended 31st December, 2004, the largest
customer of the Group accounted for approximately 58%
of the Group’s turnover. The five largest customers
accounted for approximately 91% of the Group’s turnover.
For the year ended 31st December, 2004, the aggregate
purchases attributable to the Group’s five largest suppliers
were less than 30% of total purchases.

None of the directors, their associates or any shareholder
which, to the knowledge of the directors, owned more than
5% of the Company’s issued share capital had any interest
in the share capital of any of the five largest customers of
the Group.

In the opinion of the directors, the Company has complied
throughout the year ended 31st December, 2004 with the
Code of Best Practice as set out in Appendix 14 of the Rules
Governing the Listing of Securities on the Stock Exchange
(the “Listing Rules”).

The Company has adopted a code of conduct regarding
securities transactions by directors on terms no less exacting
than the Model Code. Having made specific enquiry of all
directors, all directors confirmed they have complied with
the required standard set out in the Model Code and the
code of conduct regarding securities transactions by directors
adopted by the Company.

The Company has received, from each of the independent
non-executive directors, an annual confirmation of his
independence pursuant to Rule 3.13 of the Listing Rules.
The Company considers all of the independent non-
executive directors are independent.

Pegasus International Holdings Limited

The Company has maintained a sufficient public float
throughout the year ended 31st December, 2004.

There is no provision for pre-emptive rights under the
Company’s Bye-laws although there are no restrictions
against such rights under the laws in Bermuda.

Messrs. Deloitte Touche Tohmatsu have acted as auditors
of the Company for the past three years. A resolution will
be submitted to the annual general meeting to re-appoint
them as auditors of the Company.

On behalf of the Board
Thomas Wu Chen San
Chairman

Hong Kong, 21st April, 2005



