MANAGEMENT DISCUSSION AND ANALYSIS

THRBHAWR S

In spite of severe market competition, the Group achieved
steady overall growth in 2006. The board of directors is
pleased to present to shareholders the encouraging results
of the Group. For the year ended 31st December, 2006, the
Group’'s revenues were HK$1,211.7 million (2005:
HK$1,103.8 million) and its gross profit increased to
HK$238.8 million (2005: HK$214.1 million). Profit attributable
to equity holders amounted to HK$68.1 million (2005:
HK$65.7 million). Excluding the HK$4.1 million fair value
gains on investment properties recorded last year, profit
attributable to equity holders for the current year would
show a growth of 10.5% over that of last year. Basic earnings
per share was 18.88 HK cents for the year under review
(2005: 18.25 HK cents).

Supported by the experienced and dedicated operation teams
of its various production bases, the Group continued to boost
the competitive capability of timely delivery of high quality
products and services at affordable prices to its international
clientele. Driven in part by expanded production capacity
and favourable response of customers to its high quality
products during the year, turnover of the Group increased
by 9.6% over last year’s. By product category, knit tops and
woven bottoms accounted for 78.4% and 21.6% respectively
of the Group's total turnover (2005: knit tops: 78.4%, woven
bottoms: 21.0% and knitted fabrics: 0.6%).

Gross profit of the Group for the financial year ended 31st
December, 2006 was HK$238.8 million (2005: HK$214.1
million), representing an increase of 11.5% as compared
with last year. Gross profit margin increased slightly from
last year's 19.4% to 19.7% for the current year, mainly
attributable to a mild increase in selling price and improved
production efficiency of the Group’s factories.
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Despite selling expenses, as a percentage of turnover,
increased from 3.7% to 3.8%, mainly because of higher
airfreight charges in the first half of 2006 that pushed up
delivery cost, the Group was able to maintain the overall
cost at a reasonable level. With the joint efforts of the Group’s
the quality
management of the latter's washing facilities was promptly

quality controllers and sub-contractors,

improved, facilitating smoother shipment in the second half
of 2006. As for administration expenses, as a percentage of
turnover, it increased from 8.6% to 8.9%.

The Group indirectly holds a 40% effective interest in
ShanDong WeiQiao HengFu Textile Limited (“SWHT"), which
manufactures knitted fabrics. Through aggressive marketing
efforts in the domestic market, SWHT has built up a
reputation for quality in the fabric mill industry. For the year
under review, it reported a turnover of HK$101.0 million
and a profit of HK$12.2 million. The Group's share of net
profit of SWHT was HK$4.9 million (2005: HK$0.3 million).

During the year under review, Indonesia remained the Group’s
major production base. Without making heavy capital
investment, the Group boosted the output from Indonesia
during the year. The achievement was the result of the
Group's effective enhancement of the efficiency of its owned
production facilities and its partnership with sub-contractors
to meet increasing demands from branded customers. For
the year under review, the Indonesia factories contributed
72.1% (2005: 64.3%) of the Group’s turnover, of which
52.5% and 19.6% was from knit tops and woven bottoms
respectively.

During the year, the knit factory, Charter, S.A. de C.V. in El
Salvador, contributed 16.6% (2005: 16.4%) of the Group's
total turnover, similar to last year. It received a strong stream
of orders that had kept its capacity fully utilized for the
year. As a result, the factory continued to contribute stable
income to the Group.
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The output from the knit factory, Shinning Century Limited
in Lesotho accounted for 8.5% (2005: 9.8%) of the Group'’s
total turnover.

With well-developed infrastructure and convenient ancillary
facilities, Mainland China is a preferred base among apparel
manufacturers for setting up production and business
operations. To capture the vast opportunities in the Mainland
China market and to facilitate expansion of overall production
capacity to cater for increasing orders from international
apparel brands, the Group acquired a piece of land in Heshan,
Guangdong Province during the year under review for
establishing additional production facilities. Phase | of the
production base, including a factory, an office building and
related staff quarters with a total gross area of 33,000 square
metres, is expected to commence operation in mid 2007
and will provide additional knit tops facility for the Group.

Adopting a conservative financial management system, the
Group maintains a healthy liquidity position. At 31st
December, 2006, the Group's cash and bank balances
amounted to HK$94.9 million (31st December, 2005:
HK$49.9 million) while bank borrowings, in the form of trust
receipt loans, amounted to HK$60.6 million (31st December,
2005: HK$76.4 million) and term loan, amounted to HK$33.1
million (31st December, 2005: HK$25.2 million). The bank
loans were denominated in either HK dollars or US dollars.
Working capital represented by net current assets amounted
to HK$136.0 million (31st December, 2005: HK$103.1
million).

The Group’s current ratio was 1.5 (31st December, 2005:
1.4). The gearing ratio of bank borrowings to equity
attributable to the Company’s equity holders was 30.7%
(31st December, 2005: 39.8%).
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The debt maturity profile of the Group as at 31st December,
2006 was as follows:
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At 31st At 31st
December, December,
2006 2005
R-ZBEXEFR _ZZTRHF
+=A +=A
=t+—H =+—H

(Audited) (Audited)
(RERZ) (= =z)
HK$’000 HK$'000

FTERT FHETT

Repayable within one year AR—FRNERER 68,405 84,199
Repayable after 1 year, AR —Fi&E

but within 2 years A F NERE 15,550 15,500
Repayable after 2 years, AR MEEE

but within 5 years BARFANEERE 9,700 1,938

Total #3 93,655 101,637

CAPITAL EXPENDITURE

For the year under review, the Group incurred a total capital
expenditure of HK$31.2 million (2005: HK$27.2 million),
which was funded by its own financial resources and bank
borrowings. HK$24.0 million was spent on development of
the production facilities in Heshan, Mainland China and the
balance of HK$7.2 million was spent mainly on additions
and replacements on plant and machinery in other factories.
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FOREIGN EXCHANGE EXPOSURE

The Group's sales are principally denominated in US dollars.
It has factories and offices in Hong Kong, Indonesia, El
Salvador, Lesotho and Mainland China. Operating expenses
of the Group are primarily denominated in Hong Kong dollars,
Indonesia Rupiah, Salvadoran Colones, South African Rand,
Renminbi and some in US dollars.

As Hong Kong dollars and Salvadoran Colones are pegged
to US dollars, the Group does not expect to be exposed to
any currency risks in the near term. The Group will closely
monitor fluctuations of other currencies and, if necessary,
will enter into forward exchange contracts to reduce
exchange risk.

CREDIT POLICY

In line with prevailing industry practice, trading terms with
more customers were switched from letters of credit to open
account basis. During the year under review, about 29.4%
(2005: 59.6%) of the Group's business was transacted under
letters of credit, and the rest on open account basis granted
to several well-established customers. The credit ratings of
customers are constantly reviewed and their respective credit
limits adjusted, if necessary.

CHARGES ON FIXED ASSETS

The Group's properties in Hong Kong with a carrying value
of HK$22.3 million (31st December, 2005: HK$22.3 million)
have been pledged to a bank to secure trade facilities of up
to HK$140.2 million (31st December, 2005: HK$140.2
million). At 31st December, 2006, the respective secured
bank loans amounted to HK$38.5 million (31st December,
2005: HK$41.8 million).
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As at 31st December, 2006, the Group had no contingent
liabilities.

The Group believes that employees’ commitments and the
provision of a harmonious working atmosphere to staff are
important to its success. The Group offers its employees
rewarding careers and provides them with a variety of training
programmes. It rewards employees according to prevailing
market practices and employees’ individual experience and
performance. To attract and retain high calibre employees,
the Group also awards discretionary bonuses and share
options to staff.

As at 31st December, 2006, the Group employed a total of
8,673 (31st December, 2005: 7,595) full-time employees in
the following regions:

Indonesia HE
Lesotho KRIE
El Salvador EB R %

China (Mainland and Hong Kong) RE(KRERES)

Total =k

With its keys customers being mostly US-based renowned
apparel brands, the Group’s business performance will largely
depend on future situation of the US economy. Although
new orders for durable goods and housing demand in the
US have declined, with inflation subsiding and the US
government adopting stable monetary policy, many
economists believe the economy will have a soft landing.
The apparel industry will be filled with many challenges
including keen competition, intensive pressure on order prices
and volatile market condition. The Group will constantly
review its business strategy and adjust its product mix so as
to sustain steady income to the Group even in uncertain
times. The US market still looks promising to the Group
considering the immense scale of the market.
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The Group will from time to time review and restructure the
production scale and capacity of its Indonesian production
base to make sure they are at optimum levels at all time to
guarantee smooth production flow, production efficiency and
minimum wastage. Continual internal re-engineering and
tightened cooperation with various renowned sub-contractors
will see the production base in Indonesia contribute
significantly to the Group’s overall productivity in the future.

The term of the Third Country Fabric Provision under the
African Growth and Opportunity Act, which allows apparel
manufacturers to use imported fabrics from any country in
the world, has been extended to 2012. The Group will
continue to take advantage of the provision and use non-
African fabrics in Lesotho for producing apparel for export
duty-free to the US market.

The Mainland China apparel industry is facing a number of
challenges including appreciation of the Renminbi, labour
shortage and the Chinese government imposing different
macro economic austerity measures. Notwithstanding these
uncertainties, Mainland China is a competitive apparel
exporter by global standard. According to Chinese customs
statistics, textile and apparel sector was the main source of
Mainland China’s trade surplus for the year 2006. Regarding
domestic consumption of apparel and clothing, increasing
urbanisation and the blooming Chinese economy has boosted
the income of the people who are spending more on clothing
of better quality and trendy style. The Group is cautiously
optimistic about its long term development in Mainland
China.

The Group will continue to invest in product design and
development, logistics and technology, and strive for closer
collaboration and process integration with key customers. To
support its future development and long-term growth, the
Group will also inject more resources into reinforcing its
competitive strengths. It will recruit additional qualified
manpower, impose stringent cost control measures and
employ advanced information technology to strengthen its
back office infrastructure.
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