YANGTZEKIANG GARMENT MFG. CO., LTD. % 7L # 1% fi 4 R 2* &

MANAGEMENT DISCUSSION AND ANALYSIS

The Group s turnover for the year ended 31st March,
2004 was HK$1,493 million compared with HK$1,238
million for the year ended 31st March, 2003. The
Group’s profit from ordinary activities after share of
profits less losses of associates, taxation and minority
interest was HK$69 million compared with last year’s
profit of HK$33 million

GARMENT BUSINESS

We operate our woven clothing business under the
name of Yangtzekiang Garment Mfg. Co., Ltd. and
knitted business under the name of Hong Kong Knitters
Ltd. Our products include men’s and women’s shirts,
trousers, shorts, polo shirts, T-shirts and fleeces. Our
head office in Hong Kong is the sales and management
office for the whole Group. In Hong Kong, we
concentrate on the role of garment trading as well as
all the sales and overall control of our production
facilities in China, Macau, Malaysia, Myanmar,
Bangladesh, Sri Lanka, Cambodia and Lesotho in
Africa.

Exquisite Knitters (Guangzhou) Ltd. in Panyu, China
operates a vertical setup factory from knitting, dyeing
and finishing of fabrics to the manufacturing of
garments — mainly high quality mercerized knitted polo

shirts.

Whampoa Garment Mfg. (Guangzhou) Co., Ltd. also
in Panyu China was set up in November 2002 mainly
for the manufacture of high quality men’s and ladies
woven shirts to non-quota markets. After 2005 when
there will be no quota required to export to the U.S.
and E.U., we can use the facilities of this factory to

export to these places.
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MANAGEMENT DISCUSSION AND ANALYSIS

We have two factories in high manufacturing cost
locations. One is in Macau — Tac Cheong Lda and the
other one is in Malaysia — Yangtzekiang Industries
Sdn. Bhd. These two factories have been drastically
trimmed down and as a result we have reduced the
losses incurred by these factories over the last few
years.

During the current year of 2003/04, we have sold our
factory in Myanmar - Yangtzekiang Industries
(Myanmar) Ltd. to the local management. However
we have entered into an agreement with the local
management to continue manufacturing garments for
us to sell to our existing customers, thus expanding
our garment trading business.

Bangladesh remains an important area for us in woven
shirts production. We have over a dozen factories that
we have production agreements with. We have over
30 staff in our Bangladesh office overseeing all this
production and our products are mainly for the
European market. However after 2005 when there will
be no more quota, we may see a shift of business to
China.

Hongkong Knitters Lanka (PVT) Ltd. in Sri Lanka
recorded another year of losses. We shall review
whether this factory will have the potential to be
profitable after 2005 when we will no longer need to
pay for quota in the open market.

Our factory in Cambodia — YGM (Cambodia) Ltd.
started production in the year 2000 manufacturing
woven bottoms as well as some polo shirts. We had
not been profitable in Cambodia since the beginning.
However this year there was a big turn around as all
our production lines were fully booked and our
productivity has increased significantly due to good
management and lack of labour disputes which often
happened in the past. The Cambodian Government is
working to obtain duty free access into the U.S. and
E.U. If this is successful, we may expect more
opportunities for growth in Cambodia.
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H.K. International Knitters (Proprietary) Ltd. in
Lesotho Africa was set up in September 2002 to take
advantage of its quota free status for garment export
to the U.S.A. and import duty concessions granted by
the U.S. Government to Lesotho. This preferential
treatment, which was due to expire this year, was
further extended by the U.S. Government till 2007.
However as the productivity there was relatively lower
and due to the appreciation of South African currency
(Rand) which is basically pegged to Gold prices, we
have suffered losses in this operation in the current

year.

In Wuxi China we have two spinning and weaving
mills. Wuxi Changxin Textile Co., Ltd. had recorded
another year of good results, while Wuxi YGM Textiles
Co., Ltd. of which we own 70% has produced good
profit for the first year of operation. Wuxi is the place
where we anticipate further expansion in textiles as
we believe there will be many factories setting up to
take advantage of the quota free access to the U.S.
and E.U. and hence great demand for textile products
will be inevitable. However we expect that profits for
the forthcoming year will be reduced because we have
in our inventory at 31st March, 2004 some high priced
cotton that was purchased when cotton prices were at
the high end.

Qinghai Changqing Aluminium Corporation in
Qinghai, China — an aluminium smelter has seen
another profitable year despite our earlier concern
about the power shortage and high raw material costs.
However we do expect that this concern may
negatively impact its result next year.
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MANAGEMENT DISCUSSION AND ANALYSIS

Yangtzeklang S.A. recorded another year of profits
while the general market in France was not buoyant.
We were helped by the continual strength of the Euro
exchange rate. However our newly acquired men’s
underwear brand JIL has suffered losses due to lower
than expected sales and very heavy overhead expenses.
We plan to drastically cut down the expenses for the
coming year and the losses of JIL should be somewhat
contained. Our main customers for Yangtzekiang S.A.
are hyper markets in France. In these past two years,
we have signed many well known brands as licensees
such as NAFNAF and Daniel Hechter etc, for such
customers. We hope this will increase sales and profits
in the future.

W. Haking Enterprises Ltd. had added a new electrical
razor product to its production. With the increase in
production, we expect satisfactory results in this
coming year.

LIQUIDITY AND FINANCIAL RESOURCES

As at 31st March, 2004, the Group has cash and bank
balances and total bank borrowings of HK$63 million
(as at 31st March, 2003: HK$45 million) and HK$588
million (as at 31st March, 2003: HK$419 million)
respectively. The Group’s gearing ratio, calculated on
the basis of net bank borrowings (i.e. total bank
borrowings less cash and bank balances) over
shareholders’ equity, was 127% (as at 31st March,
2003: 106%).
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The increase in bank borrowings was mainly due to
the funding requirement of a joint venture, Wuxi YGM
Textile, for its business development and construction
of plant and machinery. During the year under review,
two medium term loans amounting to US$18 million
and RMB58 million have been drawn down by Wuxi
YGM Textile, which are secured by its machinery and
certain land and buildings. As at 31st March, 2004,
Wuxi YGM Textile has unsecured revolving bank loans
amounting to RMB191 million, which are repayable
within one year and are guaranteed by Wuxi Changxin
Textile Co., Ltd. The Group is confident that Wuxi
YGM Textile has sufficient liquidity and financial
resources to meet its commitment and working capital
requirements.

Except for the guarantee provided by Wuxi Changxin
Textile Co., Ltd disclosed above, the Group does not
provide any further guarantees for loans borrowed by
Wuxi YGM Textile. The maximum potential liability
to the Group is the net assets of this associate
attributable to the Group.

The Group adopts a prudent policy to hedge the
fluctuation of exchange rates. Most of the operating
activities are denominated in Hong Kong dollars or
United States dollars. For those denominated in other
currencies, the Group may enter into forward contracts
to hedge its receivable and payable denominated in
foreign currencies against the exchange rate
fluctuations.

EMPLOYMENT AND REMUNERATION
POLICIES

As at 31st March, 2004, the Group, including its
subsidiaries but excluding associates, employed
approximately of 6,400 employees. Remuneration
package are determined by reference to employees’
performance and the prevailing salary levels in the
market. In addition, the Group provides year end
double pay, provident fund scheme, medical insurance
and training to staff.
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