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The Directors of the Company submit their report together
with the audited accounts of the Company for the year
ended 31 December 2006.

The Company is an investment holding company. The
Group is principally engaged in the manufacture and sale
of yarn, grey fabrics and garment fabrics. The principal
activities of each of the subsidiaries of the Company are
set out in note 33 to the accompanying financial
statements.

No segment information is presented as the Group
operates in one business and one geographical segment
— manufacture and sale of yarn, grey fabrics and garment
fabrics in Mainland China. No geographical analysis of
assets, liabilities and capital expenditures is presented
as substantially all of the Group’s assets, liabilities and
capital expenditures were located in Mainland China.

The results of the Group for the year ended 31 December
2006 are set out in the consolidated income statement
on page 58 of this annual report.

The Board has recommended a final dividend of HKD0.04
per share in respect of the financial year ended 31
December 2006 to shareholders whose names appeared
on the register of members on 9 May 2007 at 11:59 p.m.
In order to qualify for the proposed final dividend, all
transfer documents accompanied by the relevant share
certificates must be lodged with the Company’s share
registrar, Computershare Hong Kong Investor Services
Limited no later than 4:30 p.m. on 9 May 2007.

Details of movements in the reserves of the Group during
the year ended 31 December 2006 are set out in note 14
to the accompanying financial statements.

Details of the movements in property, plant and equipment
of the Group during the year ended 31 December 2006
are set out in note 6 to the accompanying financial
statements.

Details of the movements in share capital of the Company
are set out in note 12 to the accompanying financial
statements.
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The Company’s distributable reserves as at 31 December
2006 is set out in note 14 to the accompanying financial
statements.

There is no provision for pre-emptive rights under the
Company’s articles of association and the laws of the
Cayman Islands, which would oblige the Company to offer
new Shares on a pro-rata basis to its existing
shareholders.

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 2 of this annual report.

During the year, neither the Company nor any of its
subsidiaries purchased, sold or redeemed any of the
Company’s listed securities.

A share option scheme (the “Share Option Scheme”) was
adopted pursuant to a written resolution of all the then
shareholders of the Company passed on 21 November
2004 (“Adoption Date”).

The purpose of the Share Option Scheme is to enable
the Group to grant options to selected participants as
incentives or rewards for their contributions to the Group.
All directors, employees, suppliers of goods or services,
customers, persons or entities that provide research,
development or other technological support to the Group,
shareholders of any member of the Group, advisers or
consultants of the Group and any other group or classes
of participants who have contributed or may contribute
by way of joint venture, business alliance or other business
arrangement and growth of the Group are eligible to
participate in the Share Option Scheme.

The Share Option Scheme will remain in force for a period
of 10 years after the Adoption Date.
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The total number of Shares which may be allotted and
issued upon exercise of all options to be granted under
the Share Option Scheme and any other share option
scheme adopted by the Group must not in aggregate
exceed 10% of the Shares of the Company in issue on
the Listing Date (“General Scheme Limit”). The Company
may renew the General Scheme Limit with shareholders’
approval provided that each such renewal may not exceed
10% of the Shares in the Company in issue as at the date
of the shareholders’ approval.

The maximum number of Shares which may be issued
upon exercise of all outstanding options granted and yet
to be exercised under the Share Option Scheme and any
other share option scheme adopted by the Group must
not in aggregate exceed 30% of the Shares in issue from
time to time.

Unless approved by shareholders of the Company, the
total number of Shares issued and to be issued upon
exercise of the options granted under the Share Option
Scheme and any other share option scheme of the Group
(including both exercised or outstanding options) to each
participant in any 12-months period shall not exceed 1%
of the issued share capital of the Company for the time
being (“Individual Limit”).

An option may be accepted by a participant within 21 days
from the date of the offer of grant of the option. A nominal
consideration of HK$1 is payable on acceptance of the
grant of an option.

An option may be exercised in accordance with the terms
of the Share Option Scheme at any time during a period
to be determined and notified by the Directors to each
grantee, which period may commence on a day after the
date upon which the offer for the grant of options is made
but shall end in any event not later than 10 years from the
date of grant of the option, subject to the provisions for
early termination thereof. Unless otherwise determined
by the Directors and stated in the offer of the grant of
options to a grantee, there is no minimum period required
under the Share Option Scheme for the holding of an
option before it can be exercised.
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The subscription price for the Shares under the Share
Option Scheme will be a price determined by the Directors,
but shall not be less than the highest of (i) the closing
price of Shares as stated in the Stock Exchange’s daily
quotations sheet on the date of the offer of grant, which
must be a business day; (ii) the average closing price of
the Shares as stated in the Stock Exchange’s daily
quotations for the five trading days immediately preceding
the date of the offer of grant; and (iii) the nominal value of
the Shares.

As at 31 December 2006, no option was granted under
the Share Option Scheme.

Another share option scheme (the “Pre-IPO Share Option
Scheme”) was adopted pursuant to a written resolution
of all the then shareholders of the Company passed on
21 November 2004 for the primary purpose of recognising
and rewarding the contribution of certain directors, senior
management, employees, consultants and advisers of the
Group to the growth and development of the Group and
the listing of the Shares on the Stock Exchange.

The principal terms of the Pre-IPO Share Option Scheme
are similar to the terms of the Share Option Scheme
except that:

(i) the classes of eligible participants are different from
that of the Share Option Scheme;

(i) the General Scheme Limit, the Individual Limit and
the restrictions on grant of options to a connected
person do not apply;

(iii) the rules of the Pre-IPO Share Option Scheme were
adopted unconditionally but the exercise of any
option is conditional on the Stock Exchange granting
listing of, and permission to deal in, any Shares to
be issued pursuant to the exercise of options granted
under the Pre-IPO Share Option Scheme on or
before 30 days after the date of the Prospectus,
failing which such options granted and the Pre-IPO
Share Option Scheme shall forthwith lapse; and

(iv) the Directors may only grant options under the Pre-
IPO Share Option at any time with a period
commencing from 21 November 2004 and ending at
9:00 a.m. on the Listing Date.

RIFBEES RO ZRBESORESE
EERROR (ABREE BE) ()R H B E
BHEM(ARZEER) EMXMEBRKER
EPRED 2 W& (il B R L B RE R L
FEf 2 AR AEBIAEBARER L
PR B0 2 P U 8 - R (i) Bt 2 T fE -

RZZERFHA=1T—H0 #EREBK
TR EE-

EE %&%?%UEKQ% w%k%ﬁ
IDR-ZFEMF+—A -+ —BELRR
Bz k%%%ﬁﬁ%%@ﬁﬁ%ﬂ%%%?
é% ERERE EE AREZHEXEMK
BRHAREZKERERARBH AR
FERSE X A TP VE R A T DARE R S B 35

!Fﬂ%

fiR TR BB

S A

BRARBENBEREE R
B iE T &2 RARAREL M T FIERSRER S -

() AREBZ2EELREBRETSIETR:

(i) [ABBEA LR DERIEZ — R EIRE
1875 BR &8 B2 PR ) 3 38 1

(i) BAXAREBEEABRERS 2 HRER
IR B 2 T EAFARA
AR ERNREES =T EIREY
IRAFIEE R AT B 2 R H B IR
BITEMAS T EIT 2 ROBIEERR
FrEmkBEERAAEE GRIZEER
HEIE R B R AR E R ERAETE
15 BB S 3 K

(iv) EEEJE-_2TNF+—A=+—H
BEFWE LTI LR A bEER
BEE X AMBEEAERETERLE
R

37



ANNUAL REPORT 2006

As at 31 December 2006, the number of Shares in respect
of which options had been granted and remained
outstanding under the Pre-IPO Share Option Scheme was
4,342,000, representing approximately 0.498% of the
Shares of the Company in issue at that date.

Details of the outstanding share options as at 31
December 2006 which have been granted under the Pre-
IPO Share Option Scheme are as follows:

Number of option shares

R-ZEERE+-_A=+—B REBEBXAHE
BEBBRETEERE M RITHFERRE
mA] FE317 21D EE &4,342,000% 8% 15
HERZBHARR RSB 2 40.498%

RZETRETZA=Z+—HRBE XA
T A R AT B T 18 R 1T (6 2 BB A
ZFHIBEIT:

BREE
Outstanding Outstanding
at1 at 31
January December
2006 Exercised 2006 Exercise
R-BERE during R=-BEXRE price  Exercisable period
Date of grant -A—H the year T=A=+—H TEE  TESR
R A HATE  FRETER i RATHE HK$  (Note)
Ao (M)
Mr. Zhang 21 November 1,200,000 - 1,200,000 0.69 three years
Chuanmin 2004 commencing from
RERKE i3 and including the
+-A=t+-8 date falling six
months after the
Listing Date
=F
EEEr i ik
mAEAE RS
Mr. Sha Tao 21 November 1,158,000 - 1,158,000 0.69 three years
DB 2004 commencing from
—ZEME and including the
+—A=1+—8 date falling six

Mr. Hu Zhiping 21 November 1,158,000 -
BEFEE 2004
—TEIMmE
+-A=t+-8
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ZETREEFER
Number of option shares
fBREHE
Outstanding Outstanding
at1 at 31
January December
2006 Exercised 2006 Exercise
R-EERE during R-ZBEARE price  Exercisable period
Date of grant —-A—-AH theyear t=A=t+—H IHE IEER
REBAH WATE  FREAE e RATBE HK$  (Note)
o ()
Mr. Yin Jianhua 21 November 826,000 - 826,000 0.69 three years
FRELE 2004 commencing from
—ZIQNE and including the
+-A=+-H date falling six
months after the
Listing Date
=%
B i EESETE
wmAEAERRR
Total 4,342,000 - 4,342,000
@y

Note:During the first one year and the first two years of the
exercise period, each grantee may not exercise his option
exceeding one-third and two-thirds respectively of the total
number of underlying Shares in respect of the options
granted to him.

The fair value of options determined using the Black-
Scholes valuation model was RMB433,000. The
significant inputs into the model were share price of
HK$0.69 per share at the grant date, exercise price shown
above, standard deviation of expected share price returns
of 30%, expected life of options of 0.5 years, expected
dividend paid out rate of zero and annual risk-free interest
rate of 2.88%. The volatility measured at the standard
deviation of expected share price returns is based on
statistical analysis of daily share prices over the year after
the Group’s IPO.
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The Directors during the year were:

Mr. Hong Tianzhu

Mr. Zhu Yongxiang

Mr. Tang Daoping

Mr. Gong Zhao

Mr. Ting Leung Huel, Stephen*
Ms. Zhu Lanfen*

Mr. Cheng Longdi*

* Independent non-executive Directors

In accordance with article 108(A) of the Company’s articles
of association, Mr. Hong Tianzhu, Mr. Zhu Yongxiang and
Mr. Ting Leung Huel, Stephen will retire from office by
rotation and, being eligible, offer themselves for re-election
at the forthcoming annual general meeting.

Each of Mr. Hong Tianzhu, Mr. Zhu Yongxiang, Mr. Tang
Daoping and Mr. Gong Zhao, all being executive Directors,
has entered into a service contract with the Company for
an initial term of three years commencing from 21
November 2004, and will continue thereafter for
successive term of one year until terminated by not less
than three month’s notice in writing served by either party
on the other expiring at the end of the initial term or at
any time thereafter.

Mr. Ting Leung Huel, Stephen, Ms. Zhu Lanfen and Mr.
Cheng Longdi are independent non-executive directors
and were appointed for an initial term of one year
commencing from 21 November 2004 renewable
automatically for a successive term of one year each
commencing from the next day after the expiry of the then
current term, unless terminated by not less than three
months’ notice in writing at the end of the initial term or at
any time thereafter.

Save as disclosed above, none of the Directors has a
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.
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The Company has received from each of its independent
non-executive Directors confirmation of his/her
independence and the Company considers that each of
them to be independent based on the guidelines set out
in Rule 3.13 of the Listing Rules.

Save as disclosed in this annual report, no contracts of
significance in relation to the Group’s business to which
the Company, its subsidiaries, the controlling shareholder
of the Company or any of its subsidiaries was a party and
in which a Director had a material interest, whether directly
or indirectly, subsisted at the end of the year or at any
time during the year.

Details of the emoluments of the Directors on a named
basis during the year under review are set out in note 21
to the accompanying financial statements.

Details of the five highest paid individuals during the year
under review are set out in note 21 to the accompanying
financial statements.

Remuneration policy of the Group is reviewed regularly,
making reference to legal framework, market condition
and performance of the Group and individual staff
(including the Directors). The remuneration policy and
remuneration packages of the executive Directors and
member of the senior management of the Group are
reviewed by the Remuneration Committee, which are
detailed in the paragraph headed “Remuneration
Committee” under the section headed “Corporate
Governance Report” of this report.

Particulars of the Group’s retirement benefit schemes are
set out in note 21 to the accompanying financial
statements.
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Brief biographical details of directors and senior
management as at the date of this annual report are set
out on pages 28 to 31 of this annual report.

At 31 December 2006, the interests and short positions
of each Director and chief executive of the Company in
the Shares, underlying shares and debentures of the
Company and its associated corporations (within the
meaning of Part XV of the Securities and Futures
Ordinance, Chapter 571 of the laws of Hong Kong (the
“SFQ”), as recorded in the register maintained by the
Company under Section 352 of the SFO or which would
have to be notified to the Company and the Stock
Exchange pursuant to Divisions 7 and 8 of Part XV of the
SFO (including interests and short positions, if any, which
they are taken or deemed to have under such provisions
of the SFO) and the Model Code for Securities
Transactions by Directors of Listed Companies contained
in the Listing Rules, were as follows:

BEENERAEREERAFTHREABZEEEN
BN R FEHRFE28EFE31H-

RIZEEXRF+_A=Z1+—H ARQRREER
TTERBERNARR REREEZE (EXRES
EBIESTIERF RS IKAIE+RES ([FEFH
MEREER]]) ) BRp ARG REEEPE
BIREFES M EEGIE35215 LR AR
RIATHEZZRMRzEmdioRE R E
BEDPEGOIETRIMETRESDEER
MARRB R R T ERmSORE (BIEREE
F R E GO R ZERC B E SR e
BRHEZIOAR) KB EMRRFEH EHA
RESENTEAFRFIBRETAUREABARN
RE R BB 2R RN T:

Number of Shares held

REROHE
Name of Number of
Group member/ ordinary
associated shares
Name of directors corporation Nature of (Note 1)
of the Company AEEREATF/ interest EBRROHE Percentage
AQREEHE BerEER BRME (Hizt1) Batt
Mr. Hong Tianzhu the Company Interest of controlled 551,500,000 (L) 63.25%
HRBEE /NG| corporation(s) (Note 2)
PREEGEA BV S (hiz2)
the Company Beneficial owner 4,400,000 (L) 0.50%
F\UN] ERlAA
Mr. Zhu Yongxiang the Company Interest of controlled 248,520,000 (L) 28.50%
KRS /N corporation(s) (Note 3)
PREEGEA BV S (H1e3)
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Notes:

1.

The letter “L” denotes the person’s long position in the
Shares.

Among these 551,500,000 Shares, as to 388,000,000
Shares are registered in the name of and beneficially owned
by New Green Group Limited, the entire issued share
capital of which is beneficially owned by Hong Kong Tin
Hong Industrial Limited, a company 100% owned by Mr.
Hong Tianzhu and as to 163,500,000 Shares are registered
in the name of and beneficially owned by Trade Partner
Investments Limited, the entire issued share capital of
which is beneficially owned as to 50.64% by Mr. Hong
Tianzhu. Under the SFO, Mr. Hong Tianzhu is deemed to
be interested in all the Shares held by New Green Group
Limited and Trade Partner Investments Limited.

Among these 248,520,000 Shares, as to 85,020,000
Shares are registered in the name of and beneficially owned
by Wisdom Grace Investments Limited, the entire issued
share capital of which is beneficially owned by Mr. Zhu
Yongxiang and as to 163,500,000 Shares are registered
in the name of and beneficially owned by Trade Partner
Investments Limited, the entire issued share capital of
which is beneficially owned as to 41.36% by Mr. Zhu
Yongxiang. Under the SFO, Mr. Zhu Yongxiang is deemed
to be interested in all the Shares held by Wisdom Grace
Investments Limited and Trade Partner Investments
Limited.

[LIRKZALTRERDZFE -

5551,500,000/% 8%+ 388,000,000 A% A
New Green Group Limited (New Green Group
Limited2 3 2 TR ARBFBRLEXFR
RAEREA AARNEEERRBZL AR
100% #wm) BERIEREREEATR:
163,500,000% LA Trade Partner Investments
Limited CARME £ B A 2 H 2 HTRD
#)50.64%1Em) BERIERERHA AT
BIBFES REE KR XXM EEBERR
New Green Group Limited &, Trade Partner
Investments Limited#4 2 FT ARG B #E
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Wisdom Grace Investments Limited (& % &f
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So far as the Directors are aware, as at 31 December
2006, the interests or short position of the persons other
than a Director or chief executive of the Company in the
Shares or underlying shares or debenture of the Company
which were recorded in the register required to be kept
by the Company pursuant to Section 336 of the SFO were

as follows:

Ordinary Shares of the Company:

Name of the
substantial shareholder

FRRAETERR

New Green Group Limited

Trade Partner Investments Limited

Wisdom Grace Investments Limited

Hong Kong Tin Hong Industrial Limited
BEERILEXARAR

Ms. KE Luping
DS e

Ms. ZHAO Zhiyang
HEHLL

Mr. Cheah Cheng Hye
HE/LE

Value Partners Limited

Consolidated Press Holdings
Limited
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ANAE 2 EEAR
Number of Shares held
FERGHA
Number of ordinary
Nature of shares
interests (Note 1)
EmME BEEREA
(Hia1)
Beneficial owner 388,000,000 (L)
E=mEEA (Note 2)
(fzt2)
Beneficial owner 163,500,000 (L)
ESBEAA (Note 3)
(K7t3)
Beneficial owner 85,020,000 (L)
ExBEBA (Note 4)
(Kizta)
Interest of controlled 388,000,000 (L)
corporation(s) (Note 2)
PriztilE A iER (ffF2)
Interest of spouse 555,900,000 (L)
fo Bt (Notes 5)
(K5t5)
Interest of spouse 248,520,000 (L)
[ e (Note 6)
(Kzte)
Interest of controlled 52,538,000 (L)
corporation(s) (Note 7)
PriztilE A iER (ff77)
Investment manager 52,538,000 (L)
BEEE (Note 7)
(Fzt7)

Beneficial owner

BB

43,624,000 (L)

Percentage

Bok

44.5%

18.75%

9.75%

44.5%

63.75%

28.50%

6.02%

6.02%
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Notes:

1.

The letter “L” denotes the person’s long position in the
Shares.

These 388,000,000 Shares are registered in the name of
and beneficially owned by New Green Group Limited, the
entire issued share capital of which is beneficially owned
by Hong Kong Tin Hong Industrial Limited, a company
100% beneficially owned by Mr. Hong Tianzhu. Under the
SFO, each of Hong Kong Tin Hong Industrial Limited and
Mr. Hong Tianzhu is deemed to be interested in all the
Shares held by New Green Group Limited.

These 163,500,000 Shares are registered in the name of
and beneficially owned by Trade Partner Investments
Limited, the entire issued share capital of which is
beneficially owned as to 50.64% by Mr. Hong Tianzhu,
41.36% by Mr. Zhu Yongxiang, 2.24%, 1.68%, 1.68%,
1.68%, 0.36% and 0.36% by Mr. Sha Tao, Mr. Tang
Daoping, Mr. Gong Zhao, Mr. Hu Zhiping, Mr. Yin Jianhua
and Mr. Zhang Chuanmin. Under the SFO, each of Mr.
Hong Tianzhu and Mr. Zhu Yongxiang is deemed to be
interested in all the Shares held by Trade Partner
Investments Limited.

These 85,020,000 Shares are registered in the name of
and beneficially owned by Wisdom Grace Investments
Limited, the entire issued share capital of which is
beneficially owned by Mr. Zhu Yongxiang. Under the SFO,
Mr. Zhu Yongxiang is deemed to be interested in all the
Shares held by Wisdom Grace Investments Limited.

Ms. Ke Luping is the spouse of Mr. Hong Tianzhu. Under
the SFO, Ms. Ke Luping is taken to be interested in the
same number of Shares in which Mr. Hong Tianzhu are
interested.

Ms. Zhao Zhiyang is the spouse of Mr. Zhu Yongxiang.
Under the SFO, Ms. Zhao Zhiyang is taken to be interested
in the same number of Shares in which Mr. Zhu Yongxiang
are interested.

Based on the disclosure of interest forms filed by Mr. Cheah
Cheng Hye and Value Partners Limited on 29 September
2006, these 52,538,000 Shares are registered in the name
of Value Partners Limited, which is controlled by Mr. Cheah
Cheng Hye. Under the SFO, Mr. Cheah Cheng Hye is
deemed to be interested in all the Shares held by Value
Partners Limited.
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Save as disclosed under the section headed “Share
Options” above, at no time during the 12 months ended
31 December 2006 was the Company, its holding
company or its subsidiaries a party to any arrangements
which enabled the Directors (including their spouses or
children under 18 years of age), to acquire benefits by
means of acquisition of Shares in or debenture of the
Company or any other body corporate.

No contracts concerning the management and
administration of the whole or any substantial part of the
business of the Company were entered into or subsisted
during the year under review.

The percentages of purchases and sales for the year
attributable to the Group’s major suppliers and customers
are as follows:

Purchases
— the largest supplier 13%
— five largest suppliers combined 34%
Sales
— the largest customer 4%
— five largest customers combined 15%

None of the Directors, their associates or any shareholder
(which to the knowledge of the directors owns more than
5% of the Company’s share capital) had an interest in the
major suppliers or customers noted above.
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Hong Kong Tin Hong Industrial Limited is a private
company incorporated in Hong Kong with limited liability
and wholly-owned by Mr. Hong Tianzhu, an executive
Director. Hong Kong Tin Hong Industrial Limited has
interest in the following textile related business (the
“Excluded Businesses”) which do not form part of the
Group and are either complementary to or likely to
compete, directly or indirectly, with the Group’s business
in China. Details of the Excluded Businesses are as
follows:

(a) Tianhong Printing and Dyeing (Wuxi) Co., Ltd.
(“Tianhong Printing and Dyeing”)

Tianhong Printing and Dyeing is a wholly foreign-
owned enterprise incorporated in China, the entire
equity interest of which is owned by Hong Kong Tin
Hong Industrial Limited. Tianhong Printing and
Dyeing is principally engaged in the provision of
printing and dyeing services and sale of garment
fabrics to garment manufacturers and trading agents.
Tianhong Printing and Dyeing sells its products
mainly in Jiangsu Province and Shanghai
Municipality of China. The management team of the
Group is basically independent from the
management team of Tianhong Printing and Dyeing.

(b) Nantong Textile Group Co., Ltd. (“Nantong
Textile”)

Nantong Textile is owned as to 39% by Hong Kong
Tin Hong Industrial Limited. Nantong Textile is
principally engaged in printing, dyeing of fabrics and
selling of garment fabrics. Garment fabrics produced
by Nantong Textile mainly include dyed and printed
cotton fabrics, linen cotton blended fabrics and
polyester cotton blended fabrics. Hong Kong Tin
Hong Industrial Limited has no shareholding or
management control over Nantong Textile.

The Group’s principal business is the production and sale
of yarn and grey fabrics. It is not engaged in printing and
dyeing work and does not maintain any printing and dyeing
facilities. The Directors are of the view that both Tianhong
Printing and Dyeing and Nantong Textile do not pose any
competition to the Group as the principal businesses of
Tianhong Printing and Dyeing and Nantong Textile are
principally different from the principal business of the
Group. The relationship between the Group and each of
Tianhong Printing and Dyeing and Nantong Textile is
customer and supplier. The Group has to subcontract the
printing and dyeing work to produce garment fabrics.
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Although the Group’s business of the sale of garment
fabric may compete with that of Tianhong Printing and
Dyeing and Nantong Textile, as garment fabric is not a
principal product of the Group and a majority of the
Group’s garment fabric products are sold to overseas
customers while Tianhong Printing and Dyeing and
Nantong Textile mainly sell their garment fabric products
to PRC customers, the directors of the Company are of
the opinion that such potential competition does not impact
on the financial position and operations of the Group.

The Group has over 20 other printing and dyeing service
providers. The Directors believe the Group does not have
to rely on Tianhong Printing and Dyeing and/or Nantong
Textile to carry on its business given that the sales of
grey fabrics by the Group to Tianhong Printing and Dyeing
and Nantong Textile as a percentage of the Group’s total
turnover for the year under review were only about 0.02%
and 0.0% respectively and purchases from Tianhong
Printing and Dyeing and Nantong Textile as a percentage
of the Group’s total sales of garment fabrics for the year
under review were only about 1.5% and 0.8% respectively.

Nevertheless, in order to further delineate the respective
businesses between the Group and Tianhong Printing and
Dyeing and Nantong Textile and to protect the Group from
any possible direct and indirect competition from Tianhong
Printing and Dyeing and Nantong Textile in respect of the
Group’s core business of manufacture and sale of yarn
and grey fabrics and the export sale of garment fabrics.
Mr. Hong Tianzhu has given an irrevocable and
unconditional non-compete undertaking in favour of the
Company that he will not, and will procure, to the extent
within his voting powers in the relevant associate, his
associates, not:

(i) to engage in the business of the manufacture and
sale of yarns and grey fabrics and the business of
export sales of garment fabrics;

(i) to solicit any existing employees of the Group for
employment by him or his associates (excluding the
Group);

(iii) to make use of any information pertaining to the
business of the Group which may have come to the
knowledge in his capacity as the controlling
shareholder of the Group or, as the case may be, as
a Director for the purpose of competing with the
business of the Group.
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The non-compete undertaking has taken effect from the
Listing Date and shall expire on the earlier of (i) the date
on which Mr. Hong Tianzhu and his associates cease to
hold in aggregate, 30% or more of the issued share capital
of the Company; or (ii) the date on which the Shares cease
to be listed on the Stock Exchange.

During the year under review, the following continuing
connected transactions (the “Transactions”) have been
entered into by the Group to which the Stock Exchange
has granted waivers to the Company from strict
compliance with the announcement and/or independent
shareholders’ approval requirements under Chapter 14A
of the Listing Rules:

(a) Sales of the Group’s grey fabrics to Tianhong
Printing and Dyeing

Tianhong Printing and Dyeing is a company 100%
owned by Hong Kong Tin Hong Industrial Limited, a
controlling shareholder of the Company and the
entire issued share capital of which is owned by Mr.
Hong Tianzhu, an executive Director.

Pursuant to an agreement (the “Tianhong Sale
Agreement”) dated 21 November 2004 and entered
into between the Group as vendor and Tianhong
Printing and Dyeing as purchaser, Tianhong Printing
and Dyeing agreed to purchase grey fabrics from
the Group at market prices and on such terms of
sales based principally on the standard terms of sales
of the Group from time to time and such other terms
as are no more favourable as those applicable to
the sales of comparable grey fabrics to independent
third parties. The Tianhong Sale Agreement has a
term expiring on 31 December 2006 unless
terminated earlier by three month’s written notice by
either party.

During the year under review, the Group had sold
from time to time its grey fabrics to Tianhong Printing
and Dyeing on normal commercial terms and were
no more favourable than those available to
independent third party purchasers. The aggregate
sales of the Group’s grey fabrics to Tianhong Printing
and Dyeing amounted to approximately
RMB499,000, it did not exceed the annual monetary
cap of RMB30.5 million for year 2006.
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(b)

(c)

50

Purchases of garment fabrics by the Group from
Tianhong Printing and Dyeing

Pursuant to an agreement (the “Tianhong Purchase
Agreement”) dated 21 November 2004 and entered
into between the Group as purchaser and Tianhong
Printing and Dyeing as vendor, Tianhong Printing
and Dyeing agreed to sell garment fabrics to the
Group at market prices and on such terms of sales
based principally on its standard terms of sales form
time to time and such other terms as are no less
favourable to the Group as those applicable to the
sales of comparable garment fabrics to independent
third parties. The Tianhong Purchase Agreement has
a term expiring on 31 December 2006 unless
terminated earlier by three month’s written notice by
either party.

During the year under review, the Group had
purchased garment fabrics from Tianhong Printing
and Dyeing from time to time and on normal
commercial terms and were no less favourable than
those available to independent third party
purchasers. The aggregate purchases of garment
fabrics by the Group from Tianhong Printing and
Dyeing amounted to approximately RMB2,973,000,
it did not exceed the annual monetary cap of
RMB31.3 million for year 2006.

Sales of Group’s grey fabrics to Nantong Textile

Nantong Textile is owned as to 39% by Hong Kong
Tin Hong Industrial Limited, a controlling shareholder
of the Company and the entire issued share capital
of which is owned by Mr. Hong Tianzhu, an executive
Director.

Pursuant to an agreement (the “Nantong Sale
Agreement”) dated 21 November 2004 and entered
into between the Group as vendor and Nantong
Textile as purchaser, Nantong Textile agreed to
purchase grey fabrics from the Group at market
prices and on such terms of sales based principally
on the standard terms of sales of the Group from
time to time and such other terms as are no more
favourable as those applicable to the sales of
comparable grey fabrics to independent third parties.
The Nantong Sale Agreement, has a term expiring
on 31 December 2006 unless terminated earlier by
three months’ written notice by either party.

(b) Z<EEME[E KU ENF R R

(c)

REREE (ERET) BXIEIR (1F
REDNR_ZFZNF+—A=-1+—H
RIS 2 W ([ RILERAE W] ) - RULEN
RRABATMERASBHEER EHE
FHRAXTBRBEASEERE ZERIHE
sk T BB AR F RIS AERE
REVBLE =T HE R HLE R ER e
R RALIR B 1 < F AR — T T RF
T A=t —RER EEAI— A=A
AEEBAREFE L ERRRIN

R EREFE - AR5 [ A — AR 7 3 (6T B
AR UL EN SRR BB A - 1 6K AN AL )
BUYF=NERERZ G- AEER =
TENFE MR N LARE 2 B 458
#)3E NR#2,973,00070 W TEBHAR
31,300,000 CFE ©F LR

BREEA A ELEE TS

MBMHBAARRREREREERLE
EERAR (A2 HTRABRT
EEHRNELEHE) HEI9% MR-

BERER (EAEH) BEReLE (1E
BEA)R_ZTEENF+—A=+—H
RNz ((mBEERE]) mash
BREUTERAEEEELM HHEE
BREETERBEAEEER 2 EEIHE
1§30 M B B2 G BREA
REBLE = FHEERHEEEZHRm 2
BR-mBEEME 2 FHR_ZETRF
+—A=+—8ERH HER— A U=
AEmMBRIIEERIEZ BB



(c)

(d)

Sales of Group’s grey fabrics to Nantong Textile
(Continued)

During the year under review, the Group had sold
from time to time its grey fabrics to Nantong Textile
on normal commercial terms and were no more
favourable than those available to independent third
party purchasers. The aggregate sales of the Group’s
grey fabrics to Nantong Textile amounted to
approximately RMB140,000, it did not exceed the
annual monetary caps of RMB5.5 million for the year
2006.

Purchases of garment fabrics by the Group from
Nantong Textile

Pursuant to an agreement (the “Nantong Purchase
Agreement”) dated 21 November 2004 and entered
into between the Group as purchaser and Nantong
Textile as vendor, Nantong Textile agreed to sell
garment fabrics to the Group at market prices and
on such terms of sales based principally on its
standard terms of sales from time to time and such
other terms as are no less favourable to the Group
as those applicable to the sales of comparable
garment fabrics to independent third parties. The
Nantong Purchase Agreement has a term expiring
on 31 December 2006 unless terminated earlier by
three months’ written notice by either party.

During the year under review, the Group had
purchased garment fabrics from Nantong Textile from
time to time and on normal commercial terms and
were no less favourable than those available to
independent third party purchasers. The aggregate
purchases of garment fabrics by the Group from
Nantong Textile amounted to approximately
RMB1,564,000, it has not exceed the annual
monetary cap of RMB1.6 million for year 2006.
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The independent non-executive Directors had reviewed
the Transactions and confirmed that the Transactions
have been entered into:

(i) in the ordinary and usual course of business of the
Group;

(i) either on normal commercial terms, or, if there are
not sufficient comparable transactions to judge
whether they are on normal commercial terms, on
terms no less favourable to the Group than terms
available to or from (as appropriate) independent
third parties; and

(iii) in accordance with the relevant agreement governing
them on terms that are fair and reasonable and in
the interests of the shareholders of the Company as
a whole.

The Directors confirm that the disclosure requirements in
accordance with Chapter 14A of the Listing Rules has
been complied with by the Company.

The related party transactions disclosed in the note 32 of
the Company’s financial statements, all the other related
party transactions fall under the scope of “continuing
connected transaction”, in Chapter 14A of the Listing
Rules.

The Company has adopted the Securities Code on terms
no less exacting than the terms of the Model Code for
Securities Transactions by Directors of Listed Companies
(“Model Code”) as set out in Appendix 10 to the Listing
Rules. The Company has made specific enquiry on all
the directors of the Company, and all its directors
confirmed that they have complied with the Securities
Code and the Model Code during the year under review.

Based on the information that is publicly available to the
Company and within the knowledge of the Directors at
the date of this annual report, there was a sufficient
prescribed public float of the issued shares of the
Company under the Listing Rules at any time during the
financial year ended 31 December 2006.
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The Company has established an audit committee which
comprises three independent non-executive Directors,
namely Mr. Ting Leung Huel, Stephen, Ms. Zhu Lanfen
and Mr. Cheng Longdi. Mr. Ting Leung Huel, Stephen is
the chairman of the audit committee. The rights and duties
of the audit committee comply with the Code Provisions.
The audit committee is responsible for reviewing and
supervising the Group’s financial reporting process and
internal control system and providing advice and
recommendations to the Board.

The audit committee had reviewed the audited results of
the Group for the financial year ended 31 December 2006.

The remuneration committee of the Directors comprises
three independent non-executive Directors, namely
Mr. Ting Leung Huel, Stephen, Ms. Zhu Lanfen and
Mr. Cheng Longdi and the chairman and executive
Director Mr. Hong Tianzhu. Mr. Ting Leung Huel, Stephen
is the chairman of the remuneration committee. The
remuneration committee has rights and duties consistent
with those set out in the Code Provisions. The
remuneration committee is principally responsible for
formulating the Group’s policy and structure for all
remunerations of the Directors and senior management
and providing advice and recommendations to the Board
of Directors.

Neither the Company nor any of its subsidiaries is
engaged in any litigation or arbitration of material
importance and no litigation or claim of material
importance was known to the Directors to be pending or
threatened against the Company or any of its subsidiaries
during the year under review.

The financial statements have been audited by
PricewaterhouseCoopers who will retire and, being
eligible, offer themselves for re-appointment at the
forthcoming annual general meeting.

On behalf of the Board

Hong Tianzhu
Chairman

Hong Kong, 18 April 2007
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