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Turnover
ExE
RMB
million
AR
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588.3
750
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0
1H2004 1H2005 1H2006
Gross Profit and Gross Profit Margin (%) Net Profit and Net Profit Margin (%)
EFREFRE (%) AR RAERIE (%)
RMB RMB
% million % million
AR® AR
20 300 12 160
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250 10 9.4% 93%
16 14.8% 209.1 9 W
11.6 120
14
200 8
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10 150 6 80
527
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Non-current assets
Property, plant and
equipment
Land use rights
Deferred income
tax assets

5 BF
Note
Bt &t
ERBEE
LE N3
B 3
T AR 4
BEFBHEE

Total non-current assets kR B EEHLE

Current assets

Inventories

Trade and bills
receivables

Prepayments, deposits
and other receivables

Pledged bank deposits

Cash and cash
equivalents

Total current assets

Current liabilities
Trade and bills
payables
Accruals and
other payables
Borrowings
Current income tax
liabilities

Total current liabilities

RBEE

rE

EWKE S R
ERHE 5

ERRIE - Ee
REMEBEYERER 6

BEMRITER

ReRASEED

RBEEAE

REBAE
ENES K
RENIA 7
FEEtE AR
H A & R 3R

BE 9

EHMERHAR

Co

REBAERARE

A BES

BlER

30 June 31 December
2006 2005
Unaudited Audited
R-BEXRF RZZEZRF
~NA=Z+H +-A=+—H
RIBER KEZ
RMB’000 RMB'000
AR¥FT ARETF T
634,792 598,315
55,494 56,098
2,132 3,428
692,418 657,841
344,535 266,662
224,455 162,190
135,919 46,245
163,081 8,858
268,477 259,972
1,136,437 743,927
340,934 167,269
101,454 110,491
439,165 278,805
13,147 4,232
894,700 560,797
FHEIRE RS 2006 AUHBEEBERLQA



Condensed Consolidated Balance Sheet BFiSR S EE & ER

30 June 31 December
2006 2005
Unaudited Audited
R-ZBEXRF RZZETHF
XA=+8 +=A=+-8
KRS EZX R
Note RMB’000 RMB’000
Kt &t AR FT ARETFT
Net current assets RBEEFE 241,737 183,130
Total assets less MEER
current liabilities REAE 934,155 840,971
Non-current liabilities ¥ REBEE
Borrowings (ERET 9 113,001 72,913
Deferred income tax BEFMBHAE
liabilities 11,480 11,744
Total non-current kRBEBEEE
liabilities 124,481 84,657
Net assets EEFE 809,674 756,314
Equity R R %
Capital and reserves RATREREE A
attributable to JE A AR AN K o
the Company'’s
equity holders
Share capital fi% A< 10 92,842 92,842
Reserves & 1 716,832 663,472
Total Equity RRERERE 809,674 756,314
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Unaudited
Six months ended 30 June
RBERK
BEXA=+ALAXEA
2006 2005
—EBEXE —ETTREF
Note RMB’000 RMB’000
Bt AR FT AEBT T
Sales iHE 58 11 1,198,004 845,623
Cost of goods sold $HE B AR 12 (988,871) (696,744)
Gross profit EX 209,133 148,879
Other gains H i A 11 23,962 3,934
Selling and marketing HERMTIHERE
costs Bl % 12 (32,392) (19,773)
General and —RERITHEAX
administrative expenses 12 (51,719) (35,654)
Operating profit rEHRR 148,984 97,386
Finance costs W% E A 13 (17,109) (8,179)
Profit before income  BRATEB B AER
tax 131,875 89,207
Income tax expense FEHEAX 14 (20,237) (9,560)
Profit for the period, ZNYNGI g
attributable to equity A AERN
holders of the Company £ A3 7l 111,638 79,647
Earnings per share for AT BREFEA
profit attributable to & {5 R 4
the equity holders of &ERZEFI
the Company, (BIRARE)
expressed in RMB
per share 15
- Basic — &R RMBA K %0.1285T RMBA KR#0.0917T
— Diluted — 8y RMBAR%0.128T RMBAR¥0.0917T
Dividends ;3-8 16 26,929 =
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ﬁ;ﬁ ﬂ AR

Balance at 1 January
2005

Profit for the period

Total recognised income
for the six months
ended 30 June 2005

Employee share option
scheme
- value of employee
services

Transfer to statutory
reserves

Balance at 30 June
2005

Balance at 1 January
2006

Profit for the period

Total recognised income
for the six months
ended 30 June 2006

Dividends in respect of
the year ended
31 December 2005

Transfer of revaluation
reserves to retained
earnings
- gross
- deferred income tax

Balance at 30 June
2006

TEXHONG TEXTILE GROUP LIMITED

AR EHE
Unaudited
REER
Share Other  Retained
capital reserves  earnings Total
BAE  HifEE RBEEAN @t
Note RMB'000  RMB'000  RMB'000  RMB’000
Wit ARETFT ARETT ARETT AREFT
R-BZLfE
—A—HWEe 92,842 408,607 74,222 575,671
i Sheg] - - 79,647 79,647
BHE_ZZAE,A
=t+HIAEA
BRERKARE - = 79,647 79,647
EEBREE
-EERKEE
= 1,935 = 1,935
BREZEERE
= 2,174 (2,174) =
R-BZLfE
NAZTENE 92,842 412,716 151,695 657,253
R-BEXE
—A—-HWEe 92,842 427,509 235,963 756,314
HEDR A - = 111,638 111,638
BE-TTRF
~NAZTHLEAREA
BRERRARE - = 111,638 111,638
BE_ZTHF
+-A=+—8
EFEEZRE 16 - = (58,278)  (58,278)
BEhFERERE
RB % F
-8 = (1,203) 1,203 =
—EREMER = 264 (264) =
R-ZBEXRE
NAZTENER 92,842 426,570 290,262 809,674
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Cash flows from
operating activities — net

Cash flows from investing
activities
— purchases of property,
plant and equipment
— proceeds on disposal of
property, plant and
equipment

Cash flows from investing
activities — net

Cash flows from financing
activities
— dividends paid
- new bank loans

— repayment of borrowings

— increase in pledged
bank deposits

Cash flows from financing
activities — net

Net increase/(decrease) in

cash and cash equivalents

Cash and cash equivalents
at 1 January

Cash and cash equivalents
at 30 June

BRFRSETRER

Unaudited
Six months ended 30 June
RIBERK
BEANAB=1tHILEAEA
2006 2005
— 7 = /\q—: :;ﬁgﬁﬁﬁ
RMB’000 RMB’000
AR%T T ARETFT
KEEEZES
MEFE 89,445 (30,879)
?Xﬁ%f%zfﬁim %
—-BEWE BE
By (69,579) (60,248)
— ﬁf@% B &
RERTBRE
662 488
REEBZHERE
B (68,917) (59,760)
MEEHKZRE
nE
—BEARE (58,278) (25,000)
—FEBITER 434,457 72,968
—BEEE (234,009) =
— BHEFIRTT
1 5738 N (154,223) (61,196)
ﬁﬂﬁ%ﬁ%zfﬁim %
F R (12,053) (13,228)
BeRRESEED
#n, Cld) F58 8,475 (103,867)
R—A—BzZzRER
ReEEY 259,972 247,245
RANAZ+HZEA®
LB EEY 268,447 143,378

REE S

& 2006
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Texhong Textile Group Limited (“the
Company”) and its subsidiaries (together
“the Group"”) is principally engaged in the
manufacturing and sales of yarns, grey
fabrics and dyed fabrics.

The Company was incorporated in the
Cayman lIslands on 12 July 2004 as an
exempted company with limited liability
under the Companies Law of the Cayman
Islands. The Company’s shares have been
listed on the main board of The Stock
Exchange of Hong Kong Limited (”Stock
Exchange"”) since 9 December 2004.

The condensed consolidated interim financial
information was approved for issue by the
Board on 17 August 2006.

This condensed consolidated interim financial
information for the six months ended 30
June 2006 has been prepared in accordance
with Hong Kong Accounting Standard 34,
‘Interim financial reporting’. The interim
condensed financial report should be read
in conjunction with the annual financial
statements for the year ended 31 December
2005.

The accounting policies adopted are
consistent with those set out in the annual
financial statements for the year ended 31
December 2005.

The following new standards, amendments
to standards and interpretations are
mandatory for financial year ending 31
December 2006.

TEXHONG TEXTILE GROUP LIMITED INTERIM REPORT 2006
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Notes to Condensed Consolidated Financial Information f& 8 4% & 81 %5 & I ff &=

Amendment to HKAS 19, “Actuarial gains
and losses, group plans and disclosures”,
effective for annual periods beginning on or
after 1 January 2006. This amendment is not
relevant for the Group;

Amendment to HKAS 39, Amendment to
“The fair value option”, effective for annual
periods beginning on or after 1 January
2006. This amendment is not relevant for
the Group;

Amendment to HKAS 21, Amendment “Net
investment in a foreign operation”, effective
for annual periods beginning on or after 1
January 2006. This amendment is not
relevant for the Group;

Amendment to HKAS 39, Amendment “Cash
flow hedge accounting of forecast intragroup
transactions”, effective for annual periods
beginning on or after 1 January 2006. This
amendment is not relevant for the Group;

Amendment to HKAS 39 and HKFRS 4,
Amendment “Financial guarantee contracts”,
effective for annual periods beginning on or
after 1 January 2006. This amendment does
not have significant impact to the Group;

HKFRS 6, “Exploration for and evaluation of
mineral resources”, effective for annual
periods beginning on or after 1 January
2006. This standard is not relevant for the
Group;

EEEERAIE 190 2 54T [
5835 S A BIRBEE 2 —
TERFE—A—BHARRME
2R R BT TE
RRAKE:

BREGTERIFEIR 2 185] [
BUARFEARIN_ZZRF
—A—Bs @Gz FEH
4 BRIBIERT NE AR A R
[

EFEGTERBE 215 ZEFT R
BB 2 REFRIN_EE
NE-—A—BRARBRZF
[ HAfE A AR R IRER] N E AR
REME:

BREGFERIFE39 2185 [78
RAEFBARREARZSZ2HER
EUREHTREIR-_ZTRF
—A— B ERKRZFER
iAo BRIBIERT NE AR A R
=

BRGEREIRREBY
BRBERNFEAR ZEFT B
EREWIN_ZTRF—A—
B AR Fte 2 R HAM A R
REEITLTEHAEEEKE

By 48 .
A&

BEVBRMERFE6 [HEE
BRBHERAGEI N ZEEREF
—A— BN ERKRZFER
AR 2EENDEANARE
=
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Notes to Condensed Consolidated Financial Information f& B 4R & Bf 3§ & I ff =

HK(IFRIC)-Int 4, “Determining whether an
arrangement contains a lease”, effective for
annual periods beginning on or after 1
January 2006. The Group has reviewed its
contracts. Some of them are required to be
accounted for as leases in accordance with
HKAS 17, “Leases”. However, these leases
are operating leases, and their reclassification
has had no impact on the expense recognised
in respect of them;

HK(IFRIC)-Int 5, “Rights to interests arising
from decommissioning, restoration and
environmental rehabilitation funds”, effective
for annual periods beginning on or after 1
January 2006. This interpretation is not
relevant for the Group; and

HK(IFRIC)-Int 6, “Liabilities arising from
participating in a specific market — waste
electrical and electronic equipment”,
effective for annual periods beginning on or
after 1 December 2005. This interpretation
is not relevant for the Group.

The following new standards, amendments
to standards and interpretations have been
issued but are not yet effective for 2006 and
have not been early adopted:

HK(IFRIC)-Int 7, “Applying the Restatement
Approach under HKFRS 29", effective for
annual periods beginning on or after 1 March
2006. Management do not expect the
interpretation to be relevant for the Group;

HK(IFRIC)-Int 8, “Scope of IFRS/HKFRS 2",
effective for annual periods beginning on or
after 1 May 2006. Management is currently
assessing the impact of HK(IFRIC) — Int 8 on
the Group’s operations;

TEXHONG TEXTILE GROUP LIMITED INTERIM REPORT 2006
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Notes to Condensed Consolidated Financial Information f& 8 4% & 81 %5 & I ff &=

HK(IFRIC)-Int 9, “Reassessment of Embedded
Derivatives”, effective for annual periods
beginning on or after 1 June 2006.
Management believes that this interpretation
should not have a significant impact on the
reassessment of embedded derivatives as the
Group already assess if embedded derivative
should be separated using principles
consistent with HK(IFRIC)-Int 9; and

HKFRS 7, “Financial instruments:
Disclosures”, effective for annual periods
beginning on or after 1 January 2007. HKAS
1, “Amendments to capital disclosures”,
effective for annual periods beginning on or
after 1 January 2007. The Group assessed
the impact of HKFRS 7 and the amendment
to HKAS 1 and concluded that the main
additional disclosures will be the sensitivity
analysis to market risk and capital disclosures
required by the amendment of HKAS 1. The
Group will apply HKFRS 7 and the
amendment to HKAS 1 from annual periods
beginning 1 January 2007.

EE (BRMEAREERE
g) —REBEFR[EBMFEAS
MEIAIR-ZTRERA—
B AR FtE 2 R I A R
EEERE ARANKED G
NETETARBANERE
(BB BERBRRERSR) —
REEIREBM —H2RUIHA
RIE WRHEREBEIGHEN
FEASTETAEBRERY
2R

EXEVBERBRERNEIR [ 7
TABEIR=-_ZEZTLF—A8
— Bk AR FEBELE
WMo BBGEERFE 150 [IRAE
ENET IR +F—A—
Hsk A& B ts 2 G E BE £
AEBEFTHESHBEBRRE
RIE 7R R BB ERIE 15
I ZHE BRATEREI
WEEEAKREE S LR
B9 ZAEET TR TE £ 1% B R
ERAFEBEZHRES T -AE
EHE—_TET+F—HA—HH
A FEHEREREEYE
RMERETR BB EL
F1R2IEE] -
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Notes to Condensed Consolidated Financial Information f& B 4R & Bf 3§ & I ff =

Six months ended
30 June 2005
Opening net book amount
as at 1 January 2005
Additions
Disposals
Depreciation (Note 12)

Closing net book amount
as at 30 June 2005

Six months ended
30 June 2006
Opening net book amount
as at 1 January 2006
Additions
Disposals
Depreciation (Note 12)

Closing net book amount
as at 30 June 2006

TEXHONG TEXTILE GROUP LIMITED

BHE-_ZTZTRF
NA=+THIEAER

R—TEZTRF—A—A
B B TE S B

//J E

H &

e (Hat12)

R-ZZEZTERFA=+H
HRAREFE

BZE-_ZZXF~A=1+H
1< 1E A
RZZTZEF—HA—H
Y REFE

NE

&

e (Biti12)

R=-ZBZBREXNA=1+H
R AR FE
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Property, plant
and equipment
ME-BERRKE
RMB’000

ARB T

352,843

69,968
(345)
(17,600)

404,866

598,315

62,200

(648)
(25,075)

634,792



Notes to Condensed Consolidated Financial Information f& 8 4% & 81 %5 & I ff &=

Six months ended
30 June 2005
Opening net book amount
as at 1 January 2005
Amortisation (Note 12)

Closing net book amount
as at 30 June 2005

Six months ended
30 June 2006
Opening net book amount
as at 1 January 2006
Amortisation (Note 12)

Closing net book amount
as at 30 June 2006

Trade receivables
Bills receivable

Land use rights

Less: Provision for impairment 5 : & Ug BR 3K

of receivables

I i 65 FARE
RMB’000
ARMF T
BE_ZTRHF
NA=+HIEANEAR
R-—_ZEZERF—HA—H
YR EFE 44,969
By (Kat12) (259)
R—_ZEZERFNA=1+H
BRERE FE 44,710
BE-_ZEEXREARA=1+H
1k 1@ A
R—ZZEZERF—HA—H
Y EEFE 56,098
By (Kat12) (604)
R-ZBEXEARNA=1+H
HARE@EFEE 55,494
30 June 31 December
2006 2005
—EEXREF —TTRF
ANB=+HB +=-A=+—H
RMB’000 RMB’000
AR¥FT ARETF T
FEUW B 5 5B 124,103 127,677
JE Ut 22 4% 308 103,629 37,790
227,732 165,467
B (3,277) (3,277)
224,455 162,190

HRHAE RS 2006
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Notes to Condensed Consolidated Financial Information f& B 4R & Bf 3§ & I ff =

The credit terms granted by the Group to its
customers are generally within 90 days. The
ageing analysis of the trade and bills
receivables was as follows:

0 to 30 days 0Z30H

31 to 90 days 31&£90H
91 to 180 days 91&180H
181 days to 1 year 181B&E1F
Over 1 year 1F A E

Deposits for purchases of BERMEZ

raw materials Ze
Deposits for acquisition of Wi — KM

a subsidiary (Note 20a) NAZES

(Kt a£20a)

Staff advances and loans BI#RKER
Other receivables H i U BR X
VAT recoverable FERIBETR
Prepayments T8 K18
Deposits Ze

TEXHONG TEXTILE GROUP LIMITED INTERIM REPORT 2006

AEEETHEFPHNEESH—
BAEIOAN-EWNE 5 REER
HHEREE DT :
30 June 31 December
2006 2005
—EEREF —TETRF
ANBA=+tHB +=ZA=+—H
RMB’000 RMB’000
AR¥FT ARETT
174,599 123,522
41,898 29,041
1,685 6,533
4,912 2,307
4,638 4,064
227,732 165,467
30 June 31 December
2006 2005
—EEREF —TTRF
ANBA=+tHB +=ZA=+—H
RMB’000 RMB’000
AR¥FT ARETT
97,955 40,957
26,000 -
2,875 1,770
1,367 303
999 111
5,026 2,590
1,697 514
135,919 46,245




Notes to Condensed Consolidated Financial Information f& 8 4% & 81 %5 & I ff &=

30 June 31 December

2006 2005

ZBEXRE ZTTRHF

AA=+H +ZA=+-—H

RMB’000 RMB’000

AR¥TT AEBT T

Trade payables FEfT & 5 I8 176,490 164,269

Bills payable FE T E AR RIE 164,444 3,000

340,934 167,269

The ageing analysis of the trade and bills ERNESREBRENRRD
payables was as follows: Mo

30 June 31 December

2006 2005

—EBEAX —ZETRF

AA=+H +ZA=+-—H

RMB’000 RMB’'000

AR¥TT AEBT T

0 to 90 days 0Z90H 314,046 155,815

91 to 180 days 91£180H 20,422 6,884

181 days to 1 year 181H & 14 3,787 2,337

Over 1 year 1F A E 2,679 2,233

340,934 167,269

FHIRERSE2006 | RUABEBEERADAF



Notes to Condensed Consolidated Financial Information f& B 4R & Bf 3§ & I ff =

Accrued wages and salaries

Other accrued expenses

Deposits from customers

Other deposits

Payables for purchase of

property, plant and
equipment

Payables for purchase of

property, plant and

equipment from liquidated X EEN IR

state-owned companies

Other payables

Taxation payables other than REfFFIE (%

enterprise income tax
(“EIT")

TEXHONG TEXTILE GROUP LIMITED

30 June 31 December
2006 2005
—EEXE —TETRF
~NA=+H +=ZA=+—H
RMB’000 RMB’000
AR¥TFT ARETFT
FEET T & X 5 13,601 14,550
HEfh st A 10,276 11,165
RFEES 13,271 9,893
HEMize 7,138 5,743
BEWE BER
R R R
25,173 33,582
BESEREARD
X¥ME-BEK
7,684 8,686
H h fE S BRX 17,296 20,118
Fr 1S B BR S1)
7,015 6,754
101,454 110,491

INTERIM REPORT 2006



Notes to Condensed Consolidated Financial Information f& 8 4% & 81 %5 & I ff &=

Current B &R
- Unsecured bank loans — K
RITER
— Unsecured government —EEA
loans BIFER
- Secured bank loans =k i
IRITE X
Non-current FE B R
— Unsecured bank loans —
RITER

As at 30 June 2006, bank loans bore interest
at rates ranging from 5.0% to 8.0% per
annum (2005: 5.0% to 8.0%).

Certain bank loans were secured by pledge
of the Group's inventories, land use rights
and buildings and machinery and equipment
with an aggregated net book amount of
approximately RMB229,866,000 as at 30
June 2006 (31 December 2005:
RMB173,088,000).

30 June 31 December
2006 2005
—EEXREF —TETRF
ANAB=+8B +=ZA=+—H
RMB’000 RMB’000
AR¥FTT ARMF T
302,165 128,405

- 11,500

302,165 139,905
137,000 138,900
439,165 278,805
113,001 72,913
552,166 351,718

KRBT RNFNA=1+H BT
BEXRDEFEERNTFL5.0EE
SBOEFEME(ZZTERAF:
5.0@%8.0@)

R-EERFEFAAA=+H ET
RITERDBEASEREFEE
R AR 229,866,0007T 2
GE LT FERAERET K2
RIBERE (T RFE+ =
B =+ —H8:@HARI#¥
173,088,0007T) °
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Notes to Condensed Consolidated Financial Information f& B 4R & Bf 3§ & I ff =

Movements in borrowings
are analysed as follows:

Six months ended
30 June 2005

Opening amount as at
1 January 2005
New bank borrowings

Closing amount as at
30 June 2005

Six months ended
30 June 2006
Opening amount as at
1 January 2006
New bank borrowings
Repayments of borrowings

Closing amount as at
30 June 2006

Authorised:
At 31 December 2005
and 30 June 2006

Issued and fully paid:
At 31 December 2005
and 30 June 2006

TEXHONG TEXTILE GROUP LIMITED

BEEZHOMMT
BE-_ZTZZTREA=1+H
1ER@EA RMB'000
AR¥FT
R-_ZEZTRHRFE—H—H
Y% 227,932
HIERITEE 72,968
R-ZZEZTERFA=+H
HRERE 300,900
BE-ZEEAEXA=1H
1EX1E B
RZTEEF—A—H
H¥ &8 351,718
HIEBITER 434,457
BEREE (234,009)
R-ZBEEAEARA=1+H
HREHE 552,166
Ordinary shares of
HK$0.1 each
EREEIBTHNEER
Number
of shares
BHEE
‘000 RMB’000
Fhg ARMTF T
EE
R-_ZEZTRHF
+=—A=+—8H
E_ZTTXEF
NAZ=Z1+H 4,000,000 425,881
BE#E#ITRHEE:
RZZTTREF
+=—A=+—8
Kk —ZEZRF
ANA=1+H 872,000 92,842
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Notes to Condensed Consolidated Financial Information f& 8 4% & 81 %5 & I ff &=

Revenue
The Group is principally engaged in the
manufacturing and sales of yarns, grey

(i) W=
AEBEEXBREER
HEYR BHREER

fabrics and dyed fabrics. Revenues Ko BRI T :
recognised are as follows:
Six months ended 30 June
BEXA=+tHLXER
2006 2005
—EETXRE ZTTRHF
RMB’000 RMB’000
AR¥TFT ARKT T
Sales S ERE
Sales of goods EmiEE (T
(exclude value-added BIELEB)
tax) 1,198,004 845,623
Other gains H A
Subsidy income 5 Bk A 22,802 3,790
Interest income B U A 1,160 144
23,962 3,934
1,221,966 849,557
Segment information (i) 2¥EH

The Group operated in one business
segment — manufacturing and sale of
yarns, grey fabrics and dyed fabrics. It
operates principally in one geographical
segment - Mainland China.
Substantially all of the Group’s assets
and capital expenditure were located
in Mainland China. Accordingly, no
analysis of the segment information is
presented.

AEBEEE—EHHE
—WEREEYR Eh
RREAK -AEAEE
R — o AR
BEBH AEMABS A
ERAXREHRERS
BB« [t 3 9 2515
FER S 7o
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Notes to Condensed Consolidated Financial Information f& B 4R & Bf 3§ & I ff =

Expenses included in cost of goods sold, X BEEERAN HERTS
selling and marketing costs and general and HEEASUR —REITEHAS
administrative expenses are analysed as AT :

follows:

Six months ended 30 June
BZEAA=1+HLAHEA

2006 2005

—EEXRE —ETRF

RMB’'000 RMB’000

AR¥FiT ARETFT

Cost of inventories FERKA 787,102 493,374

Employment costs EEKA 100,518 56,925
Depreciation and e R

amortisation (K3 %

(Note 3 and note 4) Kt at4) 25,679 17,859
Utilities NHEE 64,992 47,153
Transportation B 17,031 13,218
Consumables SHFE G 25,858 13,922
Subcontracting charges a2 17,339 24,625
Auditors’ remuneration ZE AN BN & 1,500 954

Six months ended 30 June
BEANA=tHLEXMEA

2006 2005
—EEBAREF —ZTRF
RMB’000 RMB’000

AREFTT AR T

Interest on bank borrowings AR L F RN B H
wholly repayable within BRERBTEE
five years B B 14,771 7,701
Other incidental borrowing ~ H M EEEEE
costs DN 3,368 478
Total borrowing costs EXEERAR
incurred FEg-C] 18,139 8,179
Less: amount capitalised in ~ J&: ¥ ¥ B 5E &
property, plant and BEE AR
equipment bt &% (1,030) =

17,109 8,179
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Notes to Condensed Consolidated Financial Information f& 8 4% & 81 %5 & I ff &=

Six months ended 30 June
BZEX~A=+HILAKEA

2006 2005
—EEXREF —TTRF
RMB’000 RMB’000
AR¥TFT ARMF T
Current income tax EHMEH
Mainland China enterprise B K e b 2
income tax (“EIT") e ([&
XREH) 19,205 9,694
Deferred income tax BIEFTET
In respect of utilisation of By
tax losses carried forward HIEE 18 255 =
In respect of temporary R ER
differences 1,041 -
In respect of buildings BFEH
revaluation (264) (134)
20,237 9,560

(i) Hong Kong profits tax
No provision for Hong Kong profits tax
has been made as the Group had no
assessable profit arising in or derived
from Hong Kong during the six months

(i) FEBAEH

HRAEERBE_TF
NENRA=ZTRHIEREAR
WA EBEERMRE
fa] FE AR Bt gk A - B30 Bt

ended 30 June 2006. BEBEMBHIEL #E-
R HASE AR RS 2006 XUHBEMBER DT



Notes to Condensed Consolidated Financial Information f& B 4R & Bf 3§ & I ff =

(i)

(iii)

TEXHONG TEXTILE GROUP LIMITED

Mainland China enterprise income
tax (“EIT")

The subsidiaries established in Mainland
China are subject to EIT at rates ranging
from 15% to 33% during the period.

Except for Texhong (China) Investment
Co., Ltd., an intermediate holding
company within the Group whose
applicable EIT rate is 15%, other
subsidiaries are wholly foreign owned
enterprises established in Mainland
China, and have obtained approvals
from the relevant Mainland China Tax
Bureau for their entitlement of
exemption from EIT for the first two
years and 50% reduction in EIT for the
next three years, commencing from the
first profitable year after offsetting all
unexpired tax losses carried forward
from the previous years in accordance
with the relevant tax rules and
regulations applicable to foreign
investment enterprises in Mainland
China.

Overseas income tax

The Company was incorporated in
Cayman Islands as an exempted
company with limited liability under the
Company Law of Cayman Islands and,
accordingly, is exempted from payment
of Cayman lIslands income tax. The
Company's subsidiaries established in
the British Virgin Islands were
incorporated under the International
Business Companies Acts of the British
Virgin Islands and, accordingly, are
exempted from payment of British
Virgin Islands income tax.

INTERIM REPORT 2006

(ii)

(iii)

HEKREREAER ([H
EmE/Btl)
INEECPNEID VA= PN
RIARHIAREHEI5%E
33%HMBEMAB-

BAEEZFNERA A
KIT (PR BEER AR
ZHALEMEBHRHER
15%4h MK B A 715
ANREKXERT NI
BECE CREERR
FERAKEINEDENERN
REBERAUERETE BREE
BB ARERSE B2t
B EEREERAERA
FEEENRIPHRES
BREEEFNNTERL R
BOEMBHME £
—FRERRREER

BINFREH
AARRBEHERE QA
ERFEREEMKLA
EHeERAR Bt K
NREREHNHESES
FTSHe R R BN E R
RS K SL B B A R AR
RERAEBERBER
BE FEM A SZ - [ bt 2
RANRBELBEERF
e



Notes to Condensed Consolidated Financial Information f& 8 4% & 81 %5 & I ff &=

Basic

Basic earnings per share is calculated by
dividing the profit attributable to equity
holders of the Company by the weighted
average number of ordinary shares in issue
during the period.

Profit attributable to equity ~ANARIREEFH
holders of the Company A FEAE 8 F

Weighted average number of 2 217 & B

ordinary shares in issue hniE

(thousands) (BAF31)
Basic earnings per share BRELREF

(RMB per share) (BRARE)

Diluted

Diluted earnings per share is calculated
adjusting the weighted average number of
ordinary shares outstanding to assume
conversion of all share options. For share
options a calculation is done to determine
the number of shares that could have been
acquired at fair value (determined as the
average annual market share price of the
Company'’s shares) based on the monetary
value of the subscription rights attached to
outstanding share options. The number of
shares calculated as above is compared with
the number of shares that would have been
issued assuming the exercise of the share
options.

B
BREARB T AL A B REFF
BARMGENFHAD HTE
iR ) IR S R E -

Six months ended 30 June
BZEX~A=+HILAKEA

2006 2005
—EER —ZETRF
RMB’000 RMB’000
AR¥TT ARMTF T
111,638 79,647
872,000 872,000
0.128 0.091

e
BREERNRHED ®T
EER AR O B A T BGHE
BRAABREDER - ABR
RET 5 R R 1T 56 48 AR 4 P Y
MRBENEBERELEFE
IARETE Al A 1B AR 7] F
BEEMSREE) RENk
DEE - & b TR A R0
BEHEHTRNHBE (BREE
PRt E TR EH R
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Notes to Condensed Consolidated Financial Information f& B 4R & Bf 3§ & I ff =

Profit attributable to equity A QA RKR#EREFS

holders of the Company A FE A8 5 T
Weighted average number of B 2%17 & @R
ordinary shares in issue hniE T8
(thousands) (AF&H)
Adjustments for share TR AR
options (thousands) (AF5H)
Weighted average number REstE Bk
of ordinary shares for SEHA K E B
diluted earnings per share A& hnE T35 8
(thousands) (AF&H)

Diluted earnings per share BREERF
(RMB per share) (BRARE)

A 2005 final dividend of HK$0.065 per
ordinary share, totaling HK$56,680,000
(equivalent to RMB58,278,000) was paid in
June 2006.

The Board has resolved to declare an interim
dividend of HK$0.03 per ordinary share,
amounting to a total dividend of
HK$26,160,000 (equivalent to
RMB26,929,000) in respect of the six months
ended 30 June 2006 (2005: Nil).

TEXHONG TEXTILE GROUP LIMITED INTERIM REPORT 2006

Six months ended 30 June
BEANA=tHLEKREA

2006 2005
—BEAE —ETHF
RMB’000 RMB’000
AR#EF T AREF T
111,638 79,647
872,000 872,000
1,737 1,737
873,737 873,737
0.128 0.091

AABRZZTEENFENAIKRN
T hFREREERE R
§%0.0657% It - & 56,680,000
BT (FHE R AR®58,278,000
JT) ©

EFESCHARRBE_ZTT N
EXNA=+THIEANEARZEH
HRE SR EBAR0.03EB L A&
26,160,000 T (FHER AR
#26,929,0007T) (—ZEZTRHE:
) o



Notes to Condensed Consolidated Financial Information f& 8 4% & 81 %5 & I ff &=

The Group had contingent liabilities not
provided for as follows:

Government grants obtained 7 & Z= M ,iéﬁ,)”l?

from the Management FEEE T
Committee of Taizhou ES E@E’\]
Economic Development BB &
Zone (Note (i) (Bt aE3))

The Directors of the Company and the
management of the Group anticipate that
no material liabilities will arise from the
above contingencies.

Note —

(i) During the year ended 31 December 2002,
Taizhou Century Texhong Textile Co., Ltd., a
wholly owned subsidiary, acquired a plot of
land in Mainland China for RMB26,289,000
and paid RMB4,400,000, with the remaining
balance of RMB21,889,000 covered by
government grants. The Group has obtained
a confirmation from the Management
Committee of Taizhou Economic
Development Zone, Jiangsu Province, that the
amount of RMB21,889,000 represents grants
to Taizhou Century Texhong Textile Co., Ltd.
by the Management Committee of Taizhou
Economic Development Zone, Jiangsu
Province, and such an amount had been
settled by the Management Committee of
Taizhou Economic Development Zone,
Jiangsu Province, with the relevant Land
Resources Bureau of Taizhou City and the
Group will not be responsible for the
payment of such an amount. However, in
case that the Management Committee of
Taizhou Economic Development Zone,
Jiangsu Province, is not the appropriate
authority responsible for the settlement, the
Group may be liable to pay the balance of
the acquisition cost amounting to
RMB21,889,000.

AEBERERBOIABEN

T
30 June 31 December
2006 2005
—EEXREF —TETRF
ANA=+H +ZA=+—H
RMB’000 RMB’000
AR¥FTT AR®TFT
21,889 21,889
PIN/N Té%&ﬁ%lﬁ’]%ﬁ
LR ASTEIGES
KEL"
B it —
() MRBEZZZE=F+-A=+

—BILLEE 2EKBRARH
ML RITAHEERARAA
R #26,289,0007T A — &L
RAPEBARES L BZFA
R #4,400,0007T A R
21,889,000 C A T A Bh &
o AL BB TIEHSETMNE
EHREEEZESHR Z
AR#21,889,0007T AT 44
RMNEEREREEZEGH
FHRM LRI EEER A F]
MBS TTERE RN ER
FREBEEEEERRTMML
HWERER BRI MZERE
AEBBTABEINZER
A o SR 5T Bk A e M 4
EREBEEE W FTHE
HIEREE S AARNEE K
BAXRER AR BREARE
21,889,0007T °

hEIRANE2006 | RUGHEEBAERDA



Notes to Condensed Consolidated Financial Information f& B 4R & Bf 3§ & I ff =

(a) Capital commitments (a) EXREE
Capital expenditure at the balance REERBEHREENE
sheet date but not yet incurred is as AAXMAT:
follows:
30 June 31 December
2006 2005
—EEREF —ETTREF
~B=+H +ZA=+—8H
RMB’'000 RMB’000

AREFTT AR T

Authorised, contracted B R #E I 5] 4 1fE
but not provided for REH
— purchase of property, —BEE#Z-

plant and equipment BB K& AE 136,743 61,265
(b) Operating leases (b) R&EHE

The Group had future aggregate N BARBE S 0] B L
minimum lease payments under non- REFEEHENARE
cancellable operating leases for land NHREEENKETED

and buildings as follows: T
30 June 31 December
2006 2005
—EBEX —ZETRF
ARBA=tH +ZA=+—H
RMB’'000 RMB’000
AR¥TFT ARB T
Not later than one year —%F R 5,441 4,632

Later than one year and —F % ZEZRF R
not later than
five years 279 1,510

5,720 6,142
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Notes to Condensed Consolidated Financial Information f& 8 4% & 81 %5 & I ff &=

(c) Raw material purchase
commitments

Authorised, contracted BEEEWLETA
but not provided for R B
— purchase of raw materials — B & R

The Group is controlled by New Green Group
Limited (incorporated in British Virgin
Islands), which owns 45% of the Company’s
shares. The remaining 55% of the shares are
widely held. The ultimate parent of the
Group is Hong Tianzhu.

(@) The Company's directors and the
Group’s management are of the view
that the following companies/
individuals are related parties of the
Group:

Name of related party

BT A8

Hong Tianzhu

R

New Green Group Limited

Tianhong Printing and
Dyeing (Wuxi) Co., Ltd.

Nantong Textile Group
Co., Ltd.

A 488 97 R 4 i o L 47 A
BR R A

() BEERMBZERE

30 June 31 December
2006 2005
—EERE —ETRF
ANA=+H +ZA=+—H
RMB’000 RMB’000

AREFT ARBETT

49,894 95,566

AEEHRHRBE L BHS M
BC N 3B AR B 45% R A 2
New Green Group Limited$% #i -
BRT55% MDAl AR A LTH
BoRNEE 7 RBEHARER
o

() ARBEERAEEN

-
BRERA TR, AT
AAEEAEY -

Relationship with the Group

BEAREE R R
Director

55
Shareholder
AR

Controlled by Hong Kong Tin Hong
Industrial Limited, a company
controlled by Hong Tianzhu,

a director

HEEBRIEXFERAA (EF
PN ek O D i

Associate company of Hong Kong
Tin Hong Industrial Limited,
a company controlled by Hong
Tianzhu
ERERLEBEAR AR GEXRH
ZHIE DR BB S QA
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Notes to Condensed Consolidated Financial Information f& B 4R & Bf 3§ & I ff =

(b) Sales/purchase of goods and services (b) HE BEERER®E

Six months ended 30 June
BZA<A=1+HILAEA

2006 2005
—EEBAREF —ZTRF
RMB’000 RMB’000

AREFTT AR T

Nantong Textile Group i %7 &% 1% A%

Co., Ltd. SEBE

AR A A
— Purchase of goods —-RBEEM 1,107 =
— Sales of goods —HEE M 4,688 =

Tianhong Printing and ~ RYT EN 3 (#48%)
Dyeing (Wuxi) Co., Ltd. AR A ]
— Purchase of goods -BEER 5,305 6,215
— Sales of goods —HEE M 4,552 8,512
(c) Key management compensation () EEEEEBHM

Six months ended 30 June
BZX<A=1+HILAKEA

2006 2005
—EEBAREF —ZTRF
RMB’000 RMB’000

AREFTT AR TFT

Wages, salaries and I8 %ek
bonuses TE4T 2,914 1,821
Pension costs (defined R {K& BN
contribution plans) (R EH
5T &) 94 3
Share options granted MEZEZEKEE
to directors and B PR A
employees - 1,935

3,008 3,759
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(d)

Notes to Condensed Consolidated Financial Information f& 8 4% & 81 %5 & I ff &=

Period-end balances arising from
sales/purchases of goods/services

Receivables from related
parties:

Nantong Textile Group
Co., Ltd.

Tianhong Printing and
Dyeing (Wuxi) Co., Ltd

Payables to related
parties:

Tianhong Printing and
Dyeing (Wuxi) Co., Ltd.

Deposits from
customers:

Nantong Textile Group
Co., Ltd.

Tianhong Printing and
Dyeing (Wuxi) Co., Ltd.

JFE L2 [B8 et 73 ROR

ESERE P

BRAT
RITENZ (& 85)

BR AT

& A<t B Btk 73 IR

RITENZ (& 85)
BERDA

BN

A 3 4 A R
ESERE P
BRRAA

RITENZ (& 85)
BRAT

These balances were unsecured, non-
interest bearing, and with no fixed

terms of repayment.

FRERRE IR 2006

(d) RE#HE BEER K

0 H R 45 6
30 June 31 December
2006 2005
—EBEREF —ZETRF
ANA=+H +ZA=+—H
RMB’000 RMB’'000
AR¥FT ARETF T
4,543 -
4,846 5,304
9,389 5,304
667 -
- 220
- 27
- 247
ZERBBERFE 28

B 48 [B) 7€ 48 R

RUGHEBERDA



Notes to Condensed Consolidated Financial Information f& B 4R & Bf 3§ & I ff =

(a)

TEXHONG TEXTILE GROUP LIMITED

On 18 July 2006, Texhong (China)
Investment Co., Ltd., a wholly-owned
subsidiary of the Company, entered into
a Sale and Purchase Agreement with
Yihua Group Company and Changzhou
Government to acquire the entire equity
interest in Yizheng Chemical Fiber
Changzhou Daming Company
("Yizheng Daming”) and the
procurement of the repayment of the
Debt by Yizheng Daming to Yihua
Group Company of RMB98,577,901
(equivalent to approximately
HK$94,786,443).

Total consideration of RMB98,577,901
was divided into two parts:

(1) RMB1 for the transfer of entire
equity interest in Yizheng Daming;
and

(2) the procurement of the repayment
of the Debt to Yihua Group
Company on behalf of Yizheng
Daming of RMB98,577,900.

As at 30 June 2006, RMB26,000,000
has been paid to Shanghai United
Assets and Equity Exchange as deposit
for the transaction. Such deposit will
become part of the consideration upon
the effective date of the Sale and
Purchase Agreement.

The transaction has been completed by
the date of this report.
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(a)

#:;”*itﬁ+ﬂ
CARREEKER
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eI BB han A UKEE
BRAE L & & M KA A
(TBEEKXRR]) 2R A
T 35 R AR 3 R AE KB A
tEBERAREERBEAR
#98,577,9017T (KB E
794,786,443 7T °

mKERSARTE
98,577,90175 7 AW AR 2
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Notes to Condensed Consolidated Financial Information f& 8 4% & 81 %5 & I ff &=

(b) On 1 August 2006, Jiangsu Century

Texhong Textile Co., Ltd., Taizhou
Texhong Yintai Textile Co., Ltd., Xuzhou
Texhong Times Textile Co., Ltd. and
Texhong (China) Investment Co., Ltd.,
wholly-owned subsidiaries of the
Company, entered into a facility
agreement (the “Facility Agreement”)
with a syndicate of banks for a loan
facility (“Facility”) of up to the principal
amount of US$35,000,000. Purpose of
the Facility is to re-finance the Group’s
existing indebtedness and financing the
Group's capital expenditure and
working capital requirements. The
Facility is for a term of three years and
is guaranteed by the Company and its
two subsidiaries, namely Taizhou
Century Texhong Textile Co., Ltd. and
Xuzhou Texhong Yinfeng Textile Co.,
Ltd. Save for the guarantee, the Facility
is unsecured. The amount of the Facility
represents approximately 33.7% of the
total amount of banking/credit facilities
(including the Facility) presently
available to the Group.

The Facility Agreement contains the
usual cross default provisions and a
further requirement that Mr. Hong
Tianzhu shall remain the chairman of
the Board and the Company’s single
largest shareholder. A breach of such
requirement will constitute an event of
default under the Facility Agreement,
and as a result, the Facility is liable to
be declared immediately due and
payable. The occurrence of such
circumstance may trigger the cross
default provisions of other banking/
credit facilities available to the Group
and, as a possible consequence, these
other facilities may also be declared to
be immediately due and payable.

RZZTEZEFEFNA—A8"
KRR 2= E N BAFTE
HEXTHHEBR QR
ZMRIB RS EAR D
BN RIOBERSEE
RAR KK (FE)FE
BRAREBEERAS S
%8 £ % 35,000,0003% 7T 2
EXBE ([ZERE])
IV E s ([BE %
F) o ZERMESEAAX
SEREEBKREFH
B UVBREAEBZEARN
X REBESCHE %
BEREAHP=F AR
A R EMRME A 7 Z=M
HERIHBER AR R
BMNRIMBLHEARD
AIIREER-BREBER
SN ZIEFE T o 5%
BERMEZEBAOBERAE
EEBATAEBAZETS
EERE (BEZERE)
HAFEH33.7% ©

(b)

MEWZHE RN
B ZHRERRMRE
HEBRBREFIIRR
AARE—RARR-R
BERmEHS ERZER
ERERAEER %A
B & A i 28 BB = 46 3 )
BE-BLEZBERANEGHE
BAEEEMA AR
T/ EEMEZRXKE
e ZEEMBERM
B E M HEE -
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Following the signing of the textile agreement
between the US and China governments on 8
November 2005, China textile industry has
experienced a relatively stable market environment
in the first half of 2006. According to the statistics
from the General Administration of Customs of
the PRC, for the period from January to June 2006,
total exports of the PRC textile products and
garments grew 24.5% from the corresponding
period last year to USD64.0 billion.

The re-imposition of quota system has restricted
the export growth rate of textile and garment
products to the United States and the European
Union, China textile enterprises paid more
attention to the domestic market, especially with
an expected GDP growth of more than 10% in
the PRC in 2006.

Despite the increasing domestic demand in the
PRC, textile enterprises are likely to face challenges
in the second half of 2006. The rise in oil price
will result in increase in raw material and
production costs of textile products. In addition,
competition from other emerging textile industry
in developing countries such as India and Pakistan
is likely to pose further pressure to PRC textile
manufacturers. In view of the challenges ahead,
textile enterprises will have to increase the added
value of their textile products through enhancing
technology innovation according to the “Eleventh
Five-year” plan set out by the PRC government in
early 2006. In addition, PRC textile industry will
expedite the consolidation process of the
fragmented textile enterprises in order to enhance
their production efficiency and benefit further from
economies of scale. Together with the
government’s support to the PRC textile industry,
such as adjusting the textile trade policies and
reducing the pressure of rising energy price
through increase in the energy production
capacity, it is believed that the PRC textile industry
will continue to grow in a healthy manner in the
second half of 2006.
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Management Discussion and Analysis &2 &= # & 5 #7

We are pleased to report another record high half-
year results of the Group for the six months ended
30 June 2006. During the period under review,
the Group’s turnover increased by 41.7% from
corresponding period last year to RMB1,198.0
million. Profit attributable to shareholders
increased by 40.2% from corresponding period
last year to RMB111.6 million. Earnings per share
for the half year were RMB0.128, compared to
RMBO0.091 for the corresponding period last year.
The Board has resolved to declare an interim
dividend of 3 HK cents per share for the six
months ended 30 June 2006.

The Group, well positioned as the upstream
supplier of high value-added core-spun cotton
textile products in China, was benefited from the
increasing demand of high quality textile products
from domestic market and has achieved a
substantial increase in sales volume of the Group's
core products (spandex stretch yarn and grey
fabrics) for the six months ended 30 June 2006:

Sales Volume

HEE

Spandex Stretch Yarn RimB N R

(ton) (W8)
Spandex Stretch [imsE NI
Grey Fabrics (B&XK)
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Six months ended 30 June
BEANA=tHLEAEA

2006 2005 Growth
—2BAE —TTH4 12 4§
26,823 16,247 65.1%
31.8 25.8 23.3%

(million meters)

The Group's yarn and grey fabrics were sold to
over 17 provinces and cities in the PRC, including
Jiangsu Province, Zhejiang Province, Guangdong
Province, Shandong Province, Shanghai and other
provinces. While garment fabrics was exported to
numerous countries such as Europe, North
America, South Korea, Hong Kong, Bangladesh,
etc.. As shown in above table, the Group’s sales
of spandex stretch yarn and grey fabrics in the
PRC market have achieved another record high
half-year results in terms of volume.
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Management Discussion and Analysis

The Group’s new production base with 100,000
spindles in Suining County, Xuzhou, Jiangsu
Province has commenced commercialised
production in the first quarter of 2006 and
achieved high utilization rate of over 95%. To
cope with the increasing demand of the Group’s
core-spun yarn and fabric products, the Group
has been keeping on looking for low cost
acquisition opportunities in the PRC. In July 2006,
the Group has acquired a state-owned textile
factory from Yizheng Group and Changzhou
Municipal Government. Currently, the Group has
11 production bases, spanning across Xuzhou,
Taizhou, Changzhou and Nantong and Jinhua of
Zhejiang Province with approximately 470,000
spindles and more than 1,100 shuttless looms,
representing an increase of 16.8% and 14.4% in
production capacity of yarn and fabrics
respectively, as compared to the Group's
production capacity at the beginning of 2006.

The Group continued to implement its product
differentiation strategy in 2006 with innovative
new core-spun cotton textile products including
spandex stretch and other quality elastic yarn and
grey fabrics. Co-operation with Dow Chemical
(China) Investment Co., Ltd. has benefited the
Group in developing more high-end textile
products and gaining market recognition as a
leading core-spun textile manufacturer in the PRC.

Furthermore, the Group has further strengthened
its sales and marketing efforts during the period
under review. The Group believe that Texhong
(China) Investment Co., Ltd., its regional
headquarter in Shanghai, has successfully
established an international-standard operating
platform and will be formally launched to the
market, to act as the sales window of the Group's
core-spun yarn and fabric products in the PRC, in
the fourth quarter of 2006 after obtaining all
necessary governmental approvals. The Directors
believe that the streamlined sales platform will
further enhance the Group’s market recognition
through a more focused sales efforts on quality
customers.
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Management Discussion and Analysis &2 &= # & 5 #7

Looking ahead, it is expected that the PRC textile
industry will face several challenges including the
rise in oil prices, potential appreciation in Renminbi
and macroeconomic control measures posted by
the Central Government of the PRC. Such
development will further restrict the rooms of
expansion for small to medium scale textile
enterprises as they are unlikely to have sufficient
funding for expansion under the tightening
monetary policy of the local Chinese banks. The
Group, leveraging on its status as a company
whose shares are listed on the main board of the
Stock Exchange, has the advantage of access to
foreign funding sources including capital market
and foreign banks. On 1 August 2006, the Group
has entered into the Facility Agreement for the
Facility of up to US$35 million with six foreign
banks. Part of the Facility obtained will be applied
to repay certain secured short-term bank loans
with local Chinese banks. This will enable the
Group to reduce its interest expenses and to
ensure a more healthy debt structure and
enhancing its financial position. The remaining
balance of the loan will be mainly applied to fund
future business expansion and acquisition of
assets.

China will remain as the Group's core market and
it is expected that sales in the PRC will increase
substantially due to the rapid growth in
consumption power. Being one of the top 20
cotton textile manufacturers in the PRC with high
competitiveness, and a leading enterprise of
spandex stretch yarn, the Group is confident that,
in 2006, its market position will be further
enhanced in line with its active expansion. Looking
ahead into the second half of 2006, the Group
expects the current growth on sales of spandex
stretch textile products will sustain. Thus, the
Group will continue to expand its upstream yarn
production capacity in order to gain extra market
share in the core-spun yarn market in the PRC
and benefit further from economies of scale, and,
in the long run, achieve sustainable growth in
both turnover and profit in the coming years.
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Management Discussion and Analysis &2 & &1 & & 2 4T

In respect of the export business of its garment
fabrics, the Group has gradually expanded its
export sales team in Hong Kong. Together with
the export sales team in Shanghai, the Group'’s
export sales and marketing capability was
substantially enhanced and will support its long
term goal in garment fabrics business. In view of
the possible international textile trading disputes,
the Group will keep a close eye on the latest
development of the garment manufacturers and
the export markets of garment fabrics, and at the
same time, explore other market opportunities,
such as establishing sales offices and production
bases in ASEAN countries, tapping into the
garment markets in Asia and building strategic
partnership with European textile enterprises.
Texhong is committed to becoming a leading
vertically integrated manufacturer of high value-
added core-spun cotton textile in the international
textile market.

As at 30 June 2006, the Group’s bank and cash
balances (including pledged bank deposits)
amounted to RMB431.5 million (As at 31
December 2005: RMB268.8 million).

As a result of business expansion in the period
under review, the Group's inventories and trade
and bills receivables increased substantially by
RMB77.8 million and RMB62.3 million to
RMB344.5 million and RMB224.5 million
respectively (As at 31 December 2005: RMB266.7
million and RMB162.2 million). The inventory
turnover days and trade receivable turnover days
remained at approximately 56 days and 29 days
respectively.

To cater for the expansion of its production
capacity and its business expansion, the Group'’s
bank borrowings increased by RMB200.5 million
to RMB552.2 million (As at 31 December 2005:
RMB351.7 million).
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Management Discussion and Analysis

As at 30 June 2006, the Group's financial ratios
were as follows:

Current ratio B b 3
Debt to equity ratio’ BERESL R
Net debt to equity ratio? 8 & % %8 # & Lt &2

! Total borrowings divided by total equity

2 Total borrowings net of cash and cash equivalents
divided by total equity

Majority of the Group’s sales, purchases are
denominated in RMB and US$. Since the Group's
bank borrowings are also denominated in RMB
and US$ and the Group has retained surplus funds
in both currencies, such foreign exchange exposure
is immaterial and could be effectively monitored.

For the foreign exchange risk arising from
transactions denominated in other currencies, the
Group managed to reduce such risk by entering
into foreign exchange forward contracts. In June
2006, the Group entered into a forward contract
to buy Euro against Renminbi for purchase of
machineries at a forward rate of 10.05, with a
total amount of RMB37.6 million; the forward
contract will expire in September 2006.

For the six months ended 30 June 2006, the
capital expenditure of the Group amounted to
approximately RMB62.2 million (For the six months
ended 30 June 2005: RMB70.0 million) which was
mainly utilized for the acquisition of property,
plant and equipment.
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Management Discussion and Analysis &2 & &1 & & 2 4T

As at 30 June 2006, the Group's inventories, land
use rights and buildings and machinery and
equipment with an aggregated net book amount
of approximately RMB229.9 million were pledged
to secure general banking facilities of the Group.

As at 30 June 2006, the Group had contingent
liabilities of RMB21.9 million (as at 31 December
2005: 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.

As at 30 June 2006, the Group had 10,912 full-
time staff (As at 31 December 2005: 10,015). New
employees were recruited to cater for the Group's
business expansion during the period under
review. 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 organization.
Heavy emphasis is placed on the training and
development of individual employees and team
building, as the Group’s success is dependent on
the contributions of all functional divisions
comprising of skilled and motivated staff.

The Board intends to maintain a long term, stable
dividend payout ratio, providing shareholders with
an equitable return. The Board has resolved to
declare an interim dividend of 3 HK cents per
share in respect of the six months ended 30 June
2006 to shareholders whose names appeared on
the register of members on 22 September 2006.
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The net proceeds from the issue of the Company’s
new shares (“Shares”, each a “Share”) in
December 2004 amounted to approximately
RMB194.0 million. As at 30 June 2006, a total of
approximately RMB178.3 million had been applied
as follows:

- as to approximately RMB155.0 million for
the expansion of the Group’s yarn production
operations;

- as to approximately RMB19.4 million for the
general working capital of the Group;

- as to approximately RMB2.1 million for
enhancing the Group’s product development
capability;

- as to approximately RMB1.8 million for the
design and installation of management
information system.

The remaining balance of approximately RMB15.7
million was placed as deposits with banks in Hong
Kong and the PRC, and will be used for the
installation of a management information system.
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Additional Information H fth &%}

During the period under review, 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.

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
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 issue as at the date of the
shareholders’ approval.
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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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Additional Information H fth &%}

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 30 June 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;
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(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 of the Company dated 30
November 2004, 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.

As at 30 June 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 in issue at
that date.
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Additional Information H fth &%}

Details of the outstanding share options as at 30
June 2006 which have been granted under the
Pre-IPO Share Option Scheme are as follows:

Number of option shares

BREZE

Outstanding
at 1 January
2006 Exercised
R=BZXRE  during the
Date of grant -fA-AH period
REBH i R AT BRTE

Mr. Zhang Chuanmin 21 November 1,200,000 -

RERE4E 2004
—ZEME
T-A=t+-AR

Mr. Sha Tao 21 November 1,158,000 -
A 2004
—ZEME
T-A=t+-AH
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Additional Information H fth &%}

Number of option shares

BREHR

Outstanding
at 1 January

2006 Exercised
BR=BBXRE  during the
Date of grant -fA-AH period
BERHE i R AT 6 BRTE
Mr. Hu Zhiping 21 November 1,158,000
HETEE 2004
—ZIME
+-A=+-H
Mr. Yin Jianhua 21 November 826,000
FRERE 2004
—ZIME
+-A=+-H
Total #2% 4,342,000

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.

Outstanding
at 30 June
2006
RZZEXRE
AB=TH

i RATE

1,158,000

826,000

4,342,000

Exercise
price
1R
HK$
BT

0.69

0.69

Exercisable
period
TRAR
(Note)
(Kizt)

three years
commencing
from and
including the
date falling
six months after
the Listing Date

=F
mETRBEE
mAEAER
R

three years
commencing
from and
including the
date falling
six months after
the Listing Date

=F
mETRBEE
mAEAER
R

Biat TSN EFREMF TREE
AD RIS TEEARERBE P
BEREZHBRNBEN =22
—R=pz=-
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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.

At 30 June 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 “SFO"), 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 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:
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Number of Shares held

392,400,000 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 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. Under the SFO, Mr. Hong is deemed
to be interested in all the Shares held by New
Green Group Limited and Trade Partner Investments
Limited.

FRERRE IR 2006

HERGHAE
Name of Group
member/
associated
Name of directors corporation Nature of Number of
of the Company rEERE interests shares Percentage
ARAREEHA BELEER EEME g7 g2 Eid
Mr. Hong Tianzhu the Company Interest of 555,900,000 (L) 63.75%
HER LS4 YiN/NE] controlled (Note 2)
("Mr. Hong") corporation(s) (Ktat2)
(THEEE] P % A
ok s
Mr. Zhu Yongxiang the Company Interest of 248,520,000 (L) 28.50%
KoKFF R A VNN controlled (Note 3)
corporation(s) (K1z#3)
PRIEHEA
B 25
Notes: 5t -
The letter “L” denotes the person’s long position 1. [LIRRZALTREG ZFR -
in the Shares.
Among these 555,900,000 Shares, as to 2. % 555,900,000/ B 17

$1392,400,000% LA New Green
Group Limited (& #E B TR A
HEBRIEXBRARERES"
REEBEREAZ AR 100%H %)
LEREREZHBAETR:
163,500,0000% A Trade Partner
Investments Limited (3 5 4 & &= ¥
BB BEITRHM50.64% %)
LERERERHER AT - BEFE
% R BB GG 2 5 A 1 1R A New
Green Group Limited 2 Trade Partner
Investments Limited¥ & Z FT & & 5
EHEER-
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3. 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.

So far as the Directors are aware, as at 30 June
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:
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Ordinary Shares of the Company:

ART2ZEBR:

Name of
substantial shareholder

TERREEEB

New Green Group Limited

Trade Partner Investments
Limited

Wisdom Grace Investments
Limited

Hong Kong Tin Hong
Industrial Limited

BERRILIBEEZERAA

Ms. Ke Luping
i L+

Ms. Zhao Ziyang
BEHRL

Mr. Cheah Cheng Hye
B 8 &

Value Partners Limited

Consolidated Press
Holdings Limited

Additional Information H fth &%}

Number of shares held

BEEROHE

Nature of Number of
interests shares
EEtE BB EA

Beneficial owner 392,400,000 (L)
ExnBEAA (Note 2)
(HiaE2)

Beneficial owner 163,500,000 (L)
ExnBEAA (Note 3)
(HiaE3)

Beneficial owner 85,020,000 (L)
ExAA (Note 4)
(Kiata)

Interest of controlled 392,400,000 (L)
corporation(s) (Note 2)
Bz dE A B R = (HiaE2)

Interest of spouse 555,900,000 (L)
i (B = (Note 5)
(HiaEs)

Interest of spouse 248,520,000 (L)
i (B = (Note 6)
(Kiste)
Interest of controlled 46,644,000
corporation(s) (Note 7)
Bz dE A B i (Hiat7)
Investment manager 46,644,000
KELE (Note 7)
(Hiat7)
Beneficial owner 43,624,000

EZBEAA
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Percentage

Aot

45%

18.75%

9.75%

45%

63.75%

28.50%

5.35%

5.35%

5%
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Notes:

TEXHONG TEXTILE GROUP LIMITED

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

These 392,400,000 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. Under the SFO,
each of Hong Kong Tin Hong Industrial Limited
and Mr. Hong 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, 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 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.
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1.

[LIKRZALTRBOZEFR-

#392,400,000/% }% 19 LANew Green
Group Limited (X 2 &2 /TR A A
ERRUBEERABIESEA
FEBEEBEEI00%ER) B&
RIEABERBEAEAER REEFR
HEKRA BEBRIEEBRAAR
BE A R B New Green
Group Limiteds B 2 FTERHDHE

2t

5o

% 163,500,000% A% 13 A Trade
Partner Investments Limited (E &
BT L L ROKFELRE

DR HE TRk BRIRE A R
EERE FRELERREREE
DR EZ#HAE50.64% * 41.36%
2.24% - 1.68% ~ 1.68% * 1.68% -
0.36%1:0.36%) H& RIERE R
BABR-BREEFREBE R
EERRKBELEEDRERE AR
Trade Partner Investments Limited+¥

BZRARMDEEEZ

7% 85,020,0008% % 19 LA Wisdom
Grace Investments Limited (¥ & Zf
BBEITRABRKELEEERESR)
%%&MEEE \%ﬁ}\Ana *E});mL
7 R EAGRD] - KRR AERR BN
Wisdom Grace Investments Limited
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5. Ms. Ke Luping is the spouse of Mr. Hong. Under
the SFO, Ms. Ke Luping is taken to be interested
in the same number of Shares in which Mr. Hong
are interested.

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

7. Based on the disclosure of interest forms filed by
Mr. Cheah Cheng Hye and Value Partners Limited
on 7 March 2006, these 46,644,000 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.

The Group was committed to maintaining high
level of corporate governance and has steered its
development and protected the interests of its
shareholders in an enlightened and open manner.

The Board comprises four executive Directors and
three independent non-executive Directors. The
Board has adopted the code provisions of the
Code of Corporate Governance Practices (“Code
Provisions”) set out in Appendix 14 of the Rules
Governing the Listing of Securities (“Listing Rules”)
on the Stock Exchange. During the reporting
period, the Company had complied with the Code
Provisions except for the following deviations:
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Code A.2.1 stipulates that the roles of chairman
and chief executive officer should be separate and
should not be performed by the same individual.
Mr. Hong is the chairman and chief executive
officer of the Company. The Board considers that
this structure will not impair the balance of power
and authority between the Board and the
management of the Company. The balance of
power and authority is ensured by the operations
of the Board, which comprises experienced and
high caliber individuals and meets regularly every
three months to discuss issues affecting operations
of the Company. The Board believes that this
structure is conductive to strong and consistent
leadership, enabling the Group to make and
implement decisions promptly and efficiently. The
Board has full confidence in Mr. Hong and believes
that his appointment to the posts of chairman
and chief executive officer is beneficial to the
business prospects of the Company.

Code A.4.2 (last sentence) stipulates that every
director, including those appointed for a specific
term, should be subject to retirement by rotation
at least once every three years.

In order to ensure full compliance with Code
A.4.2, a special resolution was passed to amend
the relevant provisions of the Articles at the annual
general meeting of the Company held on 18 May
2006, so that every Director is subject to
retirement by rotation at least once every three
years.
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The Company has adopted a code of conduct
regarding the Directors’ securities transactions on
terms not less exacting than the required standard
set out in the Model Code for Securities
Transactions by Directors of Listed Issuers set out
in Appendix 10 of the Listing Rules (“Model
Code"). After specific enquiry made by the
Company, all of the Directors confirmed that they
had complied with the required standard set out
in the Model Code and the code of conduct
regarding the Directors’ securities transactions
during the reporting period.

The Company has established an audit committee
which comprises three independent non-executive
Directors, including 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 has discussed with
management and reviewed the unaudited
consolidated accounts for the six months ended
30 June 2006.
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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. 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.

The Register of Members of the Company will be
closed from 18 September 2006 to 22 September
2006, both days inclusive, during which period
no transfer of shares can be registered. To qualify
for the interim dividend of 3 HK cents per Share
(which will be payable on or about 28 September
2006), shareholders must ensure that all transfer
documents accompanied by the relevant share
certificates must be lodged with the Company’s
share registrar, Computershare Hong Kong
Investor Services Limited, at Shops 1712-1716,
17th Floor, Hopewell Centre, 183 Queen's Road
East, Wanchai, Hong Kong, no later than 4:00 p.m.
on 15 September 2006.

By order of the Board

Texhong Textile Group Limited
Hong Tianzhu

Chairman

Hong Kong, 17 August 2006
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