Chairman’s Statement
FERES

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
2006.

RESULTS

In line with the Group’s business expansion strategy, the
Group has continued to grow significantly and gained
market shares in upstream high value-added core-spun
cotton textile market in 2006. Sales of core-spun yarn have
achieved another year of record high, which grew by
70.8%, compared to the growth of 76.4% in 2005. During
the year, the Group’s turnover increased by 39.2% to
RMB2,667.2 million. Gross profit rose by 17.6% to
RMB402.9 million and profit attributable to shareholders
increased by 5.7% to RMB190.5 million. Earnings per
share were RMBO0.22, compared to RMB0.21 in 2005.

DIVIDEND

The Board has resolved to declare a final dividend of
HKDO0.04 per share. Subject to the approval of the
shareholders at the forthcoming Annual General Meeting,
total dividend per share for 2006 will amount to HKDO0.07,
the dividend for the year represents a 32% payout of the
total net profit for the year.
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OUTLOOK

The EU and US textile agreements with China will expire
in 2007 and 2008, respectively. It is expected that potential
threats arising from trade protectionism is likely to appear
again in China’s textile and garment trading with the EU,
the US and other developed countries. Restrictions on
the export of China’s textile and garment products and
potential disputes in textile and garment trading might
further reduce the growth magnitude of the export sector
of China’s textile industry. As a result, considerable
amounts of the textile and garment orders from the EU
and the US have been shifted from China to other
countries in Asia. In addition, China’s textile industry is
facing several challenges including the increase in labour
and energy costs and continuous appreciation of the RMB,
which have reduced the cost competitive advantage of
the textile manufacturing sector in China. Furthermore, it
is expected that the recent increase in import duty of
imported cotton will result in a further erosion of the cost
competitiveness of China’s textile industry.

The recent industry policy of the Chinese Government on
restricting the capacity growth of those high-energy
consumption and low value-added manufacturing sector
and encouraging Chinese manufacturers to invest
overseas indicated that the rising pressure in cost will
become a major concern of China’s textile industry in the
coming years. In order to pursue long term growth of the
Group’s business, it is the Group’s policy to review its
business development strategies and to evaluate its
investment opportunities regularly. To overcome the
challenge of cost pressure in China and to explore the
market opportunities in ASEAN Countries, the Group has
made a strategic move to shift its yarn capacity expansion
focus from low-cost acquisitions in China to expansion in
Vietnam.

Phase | of the Vietham expansion plan comprises 70,000
spindles. The Group kicked off the construction work of
the factory site on 28 November 2006 and has completed
the superstructure and the roof construction of the factory
building and office building. It is expected that the
installation of machinery and equipment will be
substantially completed in the second quarter of 2007 and
the Group plans to commence production in the third
quarter of 2007. The construction costs and relevant
capital expenditure for Phase | are estimated to be about
RMB230 million, which is to be financed by the Group’s
internal resources. It is the Group’s plan to gradually
expand its yarn production capacity in Vietham to
approximately 350,000 spindles before the end of 2008,
representing an increase of approximately 74.5% to the
Group’s yarn production capacity of 470,000 spindles as
at 31 December 2006.
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OUTLOOK (Continued)

Investment policy in China will be gradually shifted from
capacity growth oriented acquisitions to value creation
oriented investments. It is the Group’s principal
development strategy to become a leading vertically
integrated manufacturer of high value-added core-spun
cotton textile products in the international textile market.
To achieve such business strategy, the Group has been
constantly looking for investment or cooperation
opportunities with reputable dyeing and printing
manufacturers and textile trading firms.

Looking ahead, China will remain as the Group’s core
market and it is expected that our sales of high value-
added core-spun cotton textile products will continue to
attain outstanding growth due to the increasing demand
of high value-added upstream textile products in China.
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