Following the abolition of the export quota system on 1
January 2005, exports of textile products in China increased
significantly in the first quarter of 2005. The sudden surge
in the export sales had become a major concern to overseas
textile enterprises, in particular, the US and the EU textile
sectors, which pressured their governments to implement
special protection policies against some of the textile
products in China. A series of textile trade disputes,
implementation of special protection measures and the re-
imposition of quota system on the export of textile and
garment products in China by EU and the US spelled
uncertainties for the export markets of textile enterprises in
China. PRC textile enterprises confronted a difficult and
complicated market environment in the year under review
until the signing of the textile agreement between the US
and China governments on 8 November 2005.
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Management Discussion & Analysis

While the international trading environment proved
unfavorable to the export of textile products in China in
2005, demand from domestic market in China has grown
substantially as a result of the continual economic growth
of China. As shown in the above table, the sales value of
China textile industry in 2005 is estimated to reach
RMB2,000 billion, representing a 27.2% growth as
compared to 2004, which is higher than the growth of the
export of China textile and apparel of 20.6%. More
importantly, the persistent increase in the consumption
power of residents in China contributed to the increasing
demand for higher quality textile products. High value-added
textile materials designed to enhance the quality and value
of textile products are instrumental in satisfying the market
demand for quality textile products. In addition, overseas
manufacturers of branded apparel flocking to establish
plants in China or outsourcing production to the PRC
enterprises also helps spurring the market demand for high
value-added upstream textile products. The burgeoning
market environment has provided impetus for upstream
textile sector.

Following the signing of the textile agreements between
China and the US/EU governments in 2005, it is believed
that the textile industry in China will be relatively more stable
in 2006 to 2008. However, potential threats arising from
trade protectionism and international trade disputes on
textile and garment products are likely to continue and may
impact on textile industry in China in the near future. Textile
and garment enterprises with lower competitiveness will
be posed with mounting challenges. Such development
trend will expedite the consolidation process of the
fragmented textile industry in China and create attractive
merger and acquisition opportunities for larger scaled textile
manufacturers with higher competitiveness.

The Group is one of the world’s largest suppliers of core-
spun cotton textile products, engaging in the sales of yarn,
grey fabrics and garment fabrics with focuses on
manufacturing high value-added core-spun yarn.
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Management Discussion & Analysis &% B 515 & 2 #7

The Group's “quick — response” flexible operation strategy
and high quality products have further gained recognition
and orders from customers in 2005 and sales have increased
substantially.

Sales Volume

EmHEE

Yarn (ton) #Wiax (W)
Grey fabrics (million meters) HHm(EEXK)
Garment fabrics (million meters) EE (BEX)

The Group's yarn and grey fabrics were sold to over 17
provinces and cities in China, including Jiangsu Province,
Zhejiang Province, Guangdong Province, Shandong Province
and Shanghai. While garment fabrics was exported to
numerous regions such as Europe, North America, South
Korea, Hong Kong, Bangladesh, etc. The Group’s sales in
each market recorded significant growth in 2005, in which
sales revenue of China market posted a year-on-year growth
of 34.1% to RMB1,718.4 million and export sales amounted
to RMB197.5 million, representing a 46.8% growth from
last year.

In February 2005, the Group leased a plant with five factories
in Xuzhou, Jiangsu Province from Jiangsu Yinyu Sanlian
Group Limited at an annual rent of RMB3.96 million, adding
87,000 spindles and 84 shuttleless looms for the Group.
The plant commenced operations in April, soon after the
upgrade of production facilities. At the same time, the Group
expanded the production facilities of Xuzhou Texhong
Yinfeng Textile Co., Ltd. by adding 12,600 spindles for
manufacturing core-spun cotton yarn, which have been put
into production in March 2005. Furthermore, in March 2005,
the Group commenced construction of its new plant with
100,000 spindles in Suining County, Xuzhou, Jiangsu
Province. Equipping with machineries and production
facilities, the new plant has gradually commenced
production since December 2005.
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Turnover

The Group's turnover comprises the sales of yarn, grey fabrics
and garment fabrics. Market demand for the Group’s
products continued to surge in 2005. In addition, the Group
fulfilled more orders with its newly expanded capacity,
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leading to a substantial growth in turnover. Turnover by — SAFI& E3BRIE:
products are shown as below,
change
between
2005 and
2004
—ZTTRF
% of total % of total Eand
2005 1h48%R 2004 1G4 —TTPUEF
—TTRHE Bk —ZTTWF EXald 2
RMB’000 RMB’000
ARBTFT ARETT
Yarn Wiz 947,947 49.6% 537,241 37.9% 76.4%
Grey fabrics wm 742,193 38.7% 704,653 49.8% 5.3%
Garment fabrics g 201,949 10.5% 137,381 9.7% 47.0%
Other textile products — H 454 23,876 1.2% 36,577 2.6% -34.7%
Total BT 1,915,965 100% 1,415,852 100%

The Group’s spandex stretch textile products were well-
received by the market, in which sales attributable to
spandex stretch yarn were the greatest contribution to the
total turnover. Furthermore, the Group further expanded
its garment fabrics to more overseas and domestic
customers, in which sales of garment fabrics increased by
47% as compared to 2004.

Gross profit and gross profit margin

As the Group has enhanced production efficiency, increased
production in high value-added product and adopted
centralised procurement and sales to realize economies of
scale, the Group’s gross profit margin further improved to
17.9% (2004: 16.2%). The Group’s gross profit was also
increased in line with the increase in turnover and
improvement in margin, surging 49.4% to RMB342.7
million.
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Cost Structure

For the year ended 31 December 2005, the Group’s cost of
goods sold increased by 32.6% from RMB1,186.5 million
for 2004 to RMB1,573.3 million as a result of the increase
in sales. Set out below is a breakdown of the Group’s cost
of goods sold.
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Cost of Sales Breakdown
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Others
Ef10.1%

Selling and Marketing Costs

For the year ended 31 December 2005, the Group’s selling
and marketing costs amounted to RMB50.9 million,
representing an increase of 70.9% as compared to previous
year. Included in the selling and marketing costs for 2005,
transportation costs amounted to RMB32.1 million (or
63.1% of the total selling and marketing costs), representing
an increase of 69.8% as compared to RMB18.9 million for
2004. The increase in transportation costs was partly due
to the general increase in transportation service charges
during the year and partly due to the increase in sales to
customers in distant area, such as Guangdong and
Shandong provinces. In addition, staff costs, marketing and
promotion expenses also increased substantially in 2005 as
a result of expansion of the Group’s domestic and export
sales team and extra efforts on the marketing activities.
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General and Administrative Expenses

The Group's general and administrative expenses amounted
to RMB90.0 million for the year ended 31 December 2005,
representing and increase of 86.7% as compared to
RMB48.2 million for 2004. The increase was mainly due to
the increase in staff costs as a result of building the Group’s
regional headquarter in Shanghai with well diversified
talents. The Directors believe that Group has established an
international standard operating platform providing core-
competence for the Group’s further expansion.

Finance Costs

The Group's finance costs amounted to RMB19.9 million
for the year ended 31 December 2005, representing an
increase of RMB6.7 million as compared to RMB13.2 million
for 2004. The increase in finance costs was due to the
increase in overall bank borrowings for the Group’s business
expansion during the year.
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Cash flow HeERE
2005 2004
ZEBHF ZETEF
RMB’000 RMB’000
AR%BTR ARETT
Restated
gl
Net cash generated from operating activities /&&ZESHSIRE F5HE 173,919 180,124
Net cash used in investing activities BEEBERSFE (259,804) (74,105)
Net cash generated from financing activities & EBBRE FHE 98,612 103,149

Cash and cash equivalents at 31 December R+=—A=+—HB#H

ReERBSEEBY 259,972 247,245
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For the year ended 31 December 2005, net cash inflow
generated from operating activities amounted to RMB173.9
million. The decrease in net cash generated from operating
activities was mainly due to the increase in the Group’s
inventory level of cotton in order to meet the production
requirement of the newly constructed 100,000 spindles yarn
factory in Suining Xuzhou. The net cash used in investing
activities amounted to RMB259.8 million, which was mainly
used for the machinery and other capital expenditures of
the new yarn factory. During the year under review, the
net cash generated from financing activities amounted to
RMB98.6 million, representing the net increase in bank
borrowings, including a 7-year term loan of US$9 million
borrowed by Xuzhou Texhong Times Textile Co., Ltd. from
DEG-Deutsche Investitions-UND Entwicklungsgesellschaft
MBH for the partial financing of the capital expenditure of
the new yarn factory, the remaining part was mainly
financed by the Group’s IPO proceeds.

Liquidities and financial resources

As at 31 December 2005, the Group's bank and cash
balances (including pledged bank deposits) amounted to
RMB268.8 million (as at 31 December 2004: RMB254.4
million).

As a result of business expansion in 2005, the Group's
inventories and trade and bills receivables increased by
RMB102.3 million and RMB30.2 million to RMB266.7 million
and RMB162.2 million, respectively (as at 31 December
2004: RMB164.4 million and RMB132.0 million). The
inventory turnover days and trade receivable turnover days
were 50 days and 28 days respectively, compared to 46
days and 30 days in 2004.

To cater for working capital requirement as a result of the
Group's business expansion in 2005, the Group’s short-term
bank borrowings increased by RMB50.9 million to
RMB278.8 million as at 31 December 2005, as compared
to RMB227.9 million as at 31 December 2004.

As at 31 December 2005, the Group’s financial ratios were
as follows:
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Current ratio ik 2) s =S 1.33 1.49
Debt to equity ratio BEERLE 0.47 0.40
Net debt to equity ratio BEFERESLE R 0.11 0

%3 2005



Management Discussion & Analysis &% B 51 5 & 2 #7

Borrowings

As at 31 December 2005, the Group had outstanding short-
term borrowings of RMB278.8 million (2004: RMB227.9
million). The short-term borrowings were raised mainly for
working capital purpose and business expansion in 2005.
All of the short-term borrowings were denominated in
Renminbi and bearing interest at rates ranging from 5.0%
t0 8.0% per annum (2004: 5.0% to 8.0% per annum). The
loan period ranged from 6 months to 1 year.

Of the total short-term borrowings, RMB139.9 million
(2004: RMB119.4 million) was unsecured and the remaining
balance was secured.

The secured assets as at 31 December 2005 were
summarized below:

. Certain land use rights, buildings and machinery and
equipment with an aggregated net book value of
RMB158.9 million (2004: RMB154.4 million);

. Bank balance of RMB Nil (2004: RMB7.1 million);

. Bills receivable of RMB Nil (2004: RMB2 million).

In addition, as at 31 December 2005, the Group had an
outstanding unsecured long term bank loan of RMB72.9
million (2004: Nil), which was denominated in US$ and
bearing interest at a LIBOR based floating interest rate.

Foreign exchange risk

The Group mainly operates in the PRC. Most of the Group’s
transactions, assets and liabilities are dominated in RMB.
RMB is not freely convertible into other foreign currencies.

Foreign exchange risk arises from future commercial
transactions, recognised assets and liabilities and net
investments in foreign operations. The Group manages its
foreign exchange risks by performing regular review and
monitoring its foreign exchange exposures.

Capital expenditure

For the year ended 31 December 2005, the capital
expenditure of the Group amounted to RMB294.4 million
(2004: RMB81.6 million), mainly for the addition of plants
and machinery for the newly constructed factory in Suining,
Xuzhou.
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Contingent liabilities

As at 31 December 2005, the Group had contingent
liabilities of RMB21.9 million (as at 31 December 2004:
RMB21.9 million). Such amount represented government
grants obtained from the Management Committee of
Taizhou Economic Development Zone in connection with
the Group’s purchase of a piece of land in Taizhou, Jiangsu
Province, the PRC.

Human Resources

As at 31 December 2005, the Group had 10,015 full-time
staff (as at 31 December 2004: 6,634). New employees were
recruited to cater for the Group’s business expansion during
the year. The Group offers its staff competitive remuneration
schemes. In addition, discretionary bonuses and share
options may also be granted to eligible staff based on
individual and Group's performance. The Group is
committed to nurturing a learning and sharing culture in
the organisation. Heavy emphasis is placed on the training
and development of individual staff and team building, as
the Group’s success is dependent on the contributions of
all functional divisions comprising of skilled and motivated
staff.

Dividend policy

The Board intends to maintain a long term, stable dividend
payout ratio, providing shareholders with a reasonable
return. The Board has recommended a final dividend of
HK$0.065 per share in respect of the financial year ended
31 December 2005 to shareholders whose names appeared
on the register of members on 11 May 2006. 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.
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