On behalf of the board of directors (the “Board”) of the
Group, | am pleased to present to our shareholders the
Group’s annual results for the year ended 31 December
2005.

2005 was the first full financial year after the Group’s IPO,
and we are pleased to report satisfactory performance for
the year in lines with our business development plans. The
Group's turnover increased by 35.3% to approximately
RMB1,916 million. Profit for the year increased by 31.5%
to approximately RMB180.2 million. Earnings per share were
RMBO0.21, compared to RMB0.19 in 2004.
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The Board recommended a final dividend of HK$0.065 per
share in respect of the financial year ended 31 December
2005. Subject to approval of the shareholders at the
forthcoming Annual General Meeting, the dividend for the
year represents a 33% payout of the net profit for the year.

2005 was a roller-coaster year for the textile industry in
China, the unstable market environment has an impact on
most of the export oriented textile and garment
manufacturers and brought challenges to the PRC textile
industry. The Group, well positioned as the upstream
supplier of high value-added core-spun cotton textile
products in China, was not severely affected by the
safeguard measures placed on China by the US and the EU.
Instead, the Group further enhanced its market position as
a specialist in the core-spun cotton textile sector. During
the year, the Group entered into a cooperative agreement
with DOW Chemical for the application of DOW XLA fiber
in core-spun yarn products.

During the year, the Group's "quick-response” flexible
operation strategy and high quality products have further
gained recognition and orders from customers. Sales of yarn
increased substantially by 76.4% to RMB947.9 million and
sales of fabrics increased by 12.1% to RMB944.1 million.

To cope with the growing number of orders and to achieve
economies of scale, the Group continued to expand its
production capacity by leasing production facilities and
organic expansion in 2005. Currently, the Group has 10
production bases, spanning across Xuzhou, Taizhou and
Nantong of Jiangsu Province and Jinhua of Zhejiang Province
with total gross floor area of 747,500 sq m. As the Group
continued to proactively expand its yarn production capacity,
the number of spindles exceeded 400,000 as at 31
December 2005, with an estimated annual production
capacity of yarn reaching 80,000 tonnes. In addition, the
Group has over 1,000 shuttleless looms with an annual
production capacity of over 90 million meters of grey fabrics.
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The Group continued to implement its product
differentiation strategy in 2005 with innovative new core-
spun cotton textile products including spandex stretch and
other quality elastic yarn and grey fabrics. Capitalising on
the Group's expertise in new product development and
extensive customer recognition, those high-end new
products such as core spun yarn with DOW XLA elastic fiber
have gradually commenced commercialised production in
2005.

Furthermore, the Group established Texhong (China)
Investment Co., Ltd. in Shanghai as its regional headquarter
in China, teamed with well diversified professional
management, the Group has successfully centralized sales
and marketing, logistics and purchasing, financial
management and human resources management on Group
basis, with each manufacturing subsidiaries as a cost center
focusing on enhancing labor productivities and quality. We
believe that the Group has established an international
standard operating platform providing core resources for
the Group’s further expansion.

Following the signing of the textile agreement between the
US and the PRC governments on 8 November 2005, it is
believed that 2006 will be relatively stable for the PRC textile
industry. However, potential threats arising from trade
protectionism and international trade disputes on textile and
garment products are likely to continue and may impact on
the PRC textile industry in the near future, Columbia has
recently commenced anti-dumping investigation in January
2006. In addition, the rapid growth of textile industries in
developing countries such as India and Pakistan poses
challenges to PRC's textile manufacturers. All of these will
accelerate the consolidation of the textile industry in the
PRC, which will further enhance the competitiveness and
economies of scale of large-scale textile enterprise. It is also
believed that those most competitive PRC textile
manufacturers will actively explore quota-free overseas
markets and other international markets by leveraging on
the trading platforms and textile expertises in Hong Kong
and other regions.

“EENFASEEEZR(CEMBRERR
FERFORETMBERBRRMmE N ME
2 E 58 N AR M IR A - 2 RE AN SR (B T EE
R EERI AR TP HHMERNRR %
2R 5K B hE AR EDOWX LA 1H4
HOBEN _ZETRFRFRABE(CLER

Be

AN REBER DR AT (RE)IREBR
RAERERPBIMARER- WA T 2T bH)
EXEEER-AKERNES TRESKERE
A REE TSGR YR 5108 - A BB
MABER SREEFRARTNNEIRAE
EOMBTER FEERAFT LA LI
EAKEERY BREENRETE BAE
B —FEREHRZLOBHER-

BEE_ZETRF+—ANBPEETEEHE
BomEH ME_SERFHENBITESS
ARRE R R TE #im MK 2 B SR
HEMBERRE 2 BB R BEERB R TA
ZRREBETEDEHBITE PlINFRLE
R-_ZFTRF—ARBERREHEAZ-
FEREPBRNEE R EEATE S5 4 UR
AR - fit i B 47y 4k £ 2R T e S K TS PR B - AR T
ERINEPENBITENRS E—FRAK
BB R ) MARER R I FBEH
Bl AT NS BE R RSN AACE
BR B B0/ SN 55 - (R B 5 BY 08 I LA b [ Y
BV akBESAABRKRTS

ANNUAL REPORT 2005



Looking ahead, China will remain as the Group’s core market
and it is expected that the sales in China will attain
outstanding increase due to the rapid growth in
consumption power. Being one of the top 20 most
competitive cotton textile manufacturers in China and a
leading enterprise of core-spun cotton textile products, the
Group is confident that, in 2006, its market position will be
further enhanced in line with its expansion plans.

In addition, the Group will implement “3+1" partnership
strategy to build up a partnership relationship with certain
garment manufacturers and brand retailers and to enhance
its competitiveness in export markets by introducing
international talents and European designers for its garment
fabrics business. Leveraging on the Group’s reputable
product quality, it is expected that the garment fabrics export
business will achieve robust growth and extend its
geographical reach. In view of the possible international
textile trade disputes, the Group will keep a close eye on
the latest development of the export market, and at the
same time, explore other market opportunities in quota free
areas, such as establishing strategic partnership with some
Asean Countries and tapping into the garment market in
Asia. In the long run, Texhong Textile is committed to
becoming a leading vertically integrated cotton textile
supplier in the international market.

Positioned as one of the leading core-spun cotton textile
manufacturers in China, the Group will continue to expand
its upstream yarn production capacity in the coming years
to achieve high operational efficiency through economies
of scale. As the Group has expanded substantially in the
yarn production capacity in 2005, it is expected that the
newly added production capacity will contribute and leading
to an impressive growth for the Group in 2006. The
weighted average number of spindles in 2006 will exceed
400,000, resulting in a drastic increase of 48% in the
production capacity of yarn as compared to the weighted
average of 270,000 in 2005. Besides, the Group will
maintain its flexible strategies to expand its operating scale
by seeking for more opportunities of low cost acquisition
and organic expansion, with a target yarn production
capacity of 550,000 spindles by the end of 2006.
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On behalf of the Board, | would like to express my sincere
thanks to all the shareholders for their continuous support.
Also, | would like to take this opportunity to thank all our
dedicated staff members for their valuable contribution
during the year.

Hong Tianzhu
Chairman

Hong Kong
3 April 2006
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