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Dear Shareholders,

On behalf of the board of directors (the “Board”) of Tungtex
(Holdings) Company Limited (the “Company”), together with
its subsidiaries, (the “Group”), it is my pleasure to present
the annual report of the Company for the year ended 31
March 2022 (the “Year”).

The Year was another year of global volatility as the
recovery of the world economy continued to face acute
headwinds amid the resurgence of the coronavirus disease
2019 (the “COVID-19”) pandemic (the “Pandemic”) and its
more powerful variants. Governments of most countries
reimposed social distancing and quarantine measures which
slowed down the recovering consumption growth in our
major markets from time to time and produced disruptions
of varying degrees to our production and physical retail
operations.

On the other hand, with the progress in global vaccinations,
we have seen many countries with large retail markets
especially the United States, Canada and Europe to
gradually ease into a more “Living with COVID-19” approach
and loosened public health measures to a degree not seen
in the past two years, enabling the opening up of more
economic and social activities to support a faster recovery.
With different level of global travel restrictions, consumers
with suppressed buying power switched to local spending
and online consumption. As a result, global economy
sustained its growth momentum and rebounded in 2021
following 2020’s Pandemic-related recession.

The management of the Group worked unremittingly
to grasp the emerging opportunities while navigating
operational complexity to deliver for our customers. Fueled
by strong recovery of demand from our customers in
the North American Market, the Group made significant
progress towards recoupling past Pandemic-driven sales
losses to achieve total revenue of HK$588.3 million (2021:
HK$460.4 million), representing a surge of 27.8% from the
last corresponding year. As a result of the growth in gross
profit and reduction in total operating expenses, the net
loss for the Year was HK$26.7 million, as compared to a
net profit of HK$255.3 million for the last corresponding
year which contained certain one-off non-operating items
including a gain of HK$278.1 million on disposal of a
subsidiary owning a factory premises in Shenzhen and
a gain on disposal of assets classified as held for sale of
HK$31.3 million in relation to the disposal of the factory
premises in Dongguan.

Despite our retail and manufacturing operations in China
were constantly affected by strict implementation of COVID-
19-related control measures by the Chinese government
throughout most of the Year in order to contain the
Pandemic in a timely manner, our sales performance in
China and overall Asian market was managed to post a
growth. At the same time, we also delivered solid revenue
growth across European and other markets amid the
resumption of economic activities.

CHAIRMAN'’S STATEMENT

As the battle against COVID-19 became protracted,
business and social practices have changed dramatically.
The strength of our business model remains well-anchored
in our agile operating model and an innovative mindset
which enabled us to timely adapt our operational and
production strategies in response to the unprecedented
disruptions brought forth by the Pandemic and turn crisis
into opportunities. The Board’s restructuring initiatives prior
to the Pandemic to consolidate the Group’s production
platforms in its present diversified layout have not only
substantially enhanced management capacity but have also
created a nimbler and more flexible organisation structure
to respond to the Pandemic in a faster manner. We believe
our ability to recalibrate ourselves against the impact
of the Pandemic was vital for survival during this period
of uncertainties and would also reinforce our business
dynamism for the post COVID-19 era.

The Pandemic has irreversibly accelerated the adoption
of digitalisation and technology as the new normal. By
embracing the change in consumer shopping behaviours
and channelling our efforts into expanding e-commerce
operations, the Group seized the boom in online shopping
and achieved again encouraging growth of revenue from our
digital platforms.

During this enormously difficult time, in addition to our
strategic initiatives to improve our existing operations,
we managed better leverage of the Group by reduction in
non-prioritised capital expenditures and further optimised
working capital position. We proactively implemented
measures to reduce operating expenses while improving
sales performance to position the Group in a better financial
and operational health.

With a growing sense of awareness that apparel industry is
one of the most globalised sectors of the world economy
and has a huge impact on the natural environment,
the Group is determined to build a better planet by
strengthening our operational measures designed to
promote environmental protection through our sustainability
focus as set out in our Environmental, Social and
Governance Report 2022. Meanwhile, we also possess a
strong sense of commitment to support the communities
in which we operate, while the same as always, remaining
dedicated to our shareholders, employees, customers, and
other stakeholders in the ecosystem.

ANNUAL REPORT 2022



CHAIRMAN'’S STATEMENT

APPRECIATION

On behalf of the Board, | would like to extend my heartfelt
gratitude to our team of dedicated staff who have
demonstrated solidarity and commitment to embrace the
toughest challenges and delivered improvement in results.

Last but not the least, | would also like to express my sincere
appreciation to our business partners, professional parties,
customers, suppliers, and shareholders. Their unwavering
support and confidence in the Group throughout the years
enabled us to forge ahead and strive for betterment.

Martin Tung Hau Man
Chairman
Hong Kong, 28 June 2022

TUNGTEX (HOLDINGS) COMPANY LIMITED



MANAGEMENT DISCUSSION AND ANALYSIS

SUMMARY OF OPERATING RESULTS

Benefiting from the strong growth in export demand
from our North American market, the Group achieved
total revenue of HK$588.3 million during the year ended
31 March 2022 (the “Year”) as compared to HK$460.4
million of the last corresponding year, representing an
encouraging increase of 27.8% despite the broad-based
disruptive shocks from the coronavirus disease 2019
(“COVID-19").

With the upturn in revenue, gross profit increased by 13.8%
year-on-year to HK$112.0 million, representing gross profit
margin of 19.0% which was about 2.4 percentage point
lower than that of the last corresponding year, mainly due
to (i) the significant cost pressure and inefficiencies arising
from the widespread supply and logistical bottlenecks on
top of an adverse impact of production stoppage caused by
the outbreak of the COVID-19 variants during the Year and
(i) the relatively higher growth rate of sales in manufacturing
segment for the Year.

The Group posted a loss before tax of HK$26.5 million for
the Year, as compared to a profit before tax of HK$254.9
million for the last corresponding year which included one-
off non-operating gains of HK$278.1 million on disposal of
a subsidiary owning a factory premises in Shenzhen and
HK$31.3 million on disposal of assets classified as held for
sale in relation to the disposal of the factory premises in
Dongguan respectively.

Without taking into account the impact of one-off and non-
operating items, the Group recorded year-on-year reduction
of 46.7% in operating loss before tax to HK$29.6 million
as compared to the operating loss before tax of HK$55.5
million for the last corresponding year, reflecting the
combined favourable outcome of the rebound in revenue
alongside our proactive and ongoing cost and efficiency
improvement initiatives during the Year.

In line with our business growth, selling and distribution
costs increased by 16.3% to HK$68.9 million for the Year
(2021: HK$59.3 million) which was mainly as a result of (i)
the increase in advertising and promotion expense driven
by the increase of 43.8% in online sales and the Group’s
conscious brand-building efforts to enhance our brand
awareness, and (i) the increase in freight and handling
charges driven by the significant growth in export sales
and the escalating freight costs against the backdrop of
widespread delivery and logistical bottlenecks caused by
the outbreak of the COVID-19 variants during the Year.

Administrative expenses decreased by 27.0% to HK$74.3
million for the Year (2021: HK$101.8 million) primarily due
to (i) the complete cessation of the Group’s manufacturing
operation in Shenzhen and Dongguan in 2020, (ii) the
decrease in staff costs as a result of the consolidated
factory operation and streamlined human resources and
operational management of the Group, (iii) the decrease
in performance-based directors’ emoluments and (iv) the
Group’s overall stringent cost control during the Year.

Finance costs decreased from HK$5.2 million for the last
corresponding year to approximately HK$2.9 million for the
Year, representing a drop of 43.9% which was attributable
to the Group’s effective deployment of cashflows and
working capital management.

BUSINESS REVIEW

Due to its effective pandemic control policy, China began
2021 in a relatively strong position. We improved our
performance during the first half of the Year and our retail
business was on track to pick up further momentum.
However, retail industry and the overall consumption sector
in the second half of the Year was reeling from the adverse
impacts of renewed outbreaks driven by new variants of
the COVID-19 leading to aggressive restrictions and swift
lockdowns of some of China’s largest cities including
Shenzhen and Guangzhou, resulting in dampened consumer
confidence, significant decline in foot traffic and reduced
consumer spending in our physical stores. Inevitably, the
growth prospects and performance of our physical retail
operation were negatively affected.

Notwithstanding the adverse impact of the COVID-19
pandemic (the “Pandemic”) on in-store shopping, domestic
spending in the form of e-commerce continued to register
gigantic growth in China. Throughout the period of
disruptions, the Group proactively served our customers
through our online channels. We repositioned to upscale
the scope, coverage, and offerings of our e-commerce
operation, and drove our customers online and experienced
a sustained and promising acceleration in sales fulfilled
through the digital channel. Given our strength in digital
sales and in line with the complementary advantage of our
physical platform to provide quality in-store experience, the
management managed to grow the overall revenue of our
retail business despite the volatile environment.

Apart from retail operations, manufacturing industries in
China also fraught with multitude of domestic issues and
faced new and existing challenges brought on by the global
supply shocks and logistical bottlenecks resulting in rising
costs and shortages of many kinds.

Our management effectively adjusted the Group’s sourcing
policy by leveraging on our own local supply ecosystems
of onshore or nearshore suppliers for a wide range of raw
materials and inputs to reduce the pressure associated with
rising freight and unscheduled delays. At the same time,
we integrated and consolidated our production capacity
to prepare for the anticipated uncertainties in production
demand. Benefited from flexible operating scale and
significantly enhanced sample room system which speedily
responded to customers’ needs, our production platform in
Zhongshan demonstrated exceptional operation resilience
in serving the dynamic China market while accommodating
with the surging production needs from our export business
particularly during the second half of the Year. As a result,
production originated from China accounted for 88.1%
(2021: 78.6%) of the Group’s total output during the Year.

ANNUAL REPORT 2022



MANAGEMENT DISCUSSION AND ANALYSIS

The prevailing Pandemic in Southeast Asia and the
unpredictable lockdown measures by local authorities had
led to intermittent disruptions or temporary unavailability
of production capacity in our manufacturing operation
in Vietnam during the first half of the Year. Besides the
operational disruptions, exports to overseas markets
also faced unprecedented uncertainty of global logistics
interruptions resulting in escalating freight rate and
unpredictable delivery schedule. Amid the unforeseen
difficulties, the Company worked closely than ever with
our key customers in the North American regions to best
accommodate their needs. The Company also took actions
to manage through the disruptions, including shipping
customer orders by air freight and switching over production
as necessary to our Zhongshan production plant to mitigate
the adverse impact of delayed deliveries or cancellation of
orders from our overseas customers.

Our strong production capability and unwavering
commitment to serve our long-standing customers brought
forth strong demand of our apparel products and led to
remarkable rebound in export sales in the second half
of the Year despite the rampant outbreaks of the highly
transmissible Delta variant and subsequent Omicron variant.

As of 31 March 2022, all of our operations and facilities have
resumed and have adopted health measures that are in full
compliance with relevant government health regulations.
Meanwhile, we continue to put the spotlight on protecting
the health and well-being of our employees by implementing
effective anti-Pandemic measures and allowing extra
flexibility in work arrangement, which boosted positive
morale and enhance productivity during the difficult period.

SALES TO ASIA

The Group’s sales to Asia recorded a moderate increase of
9.2% to HK$300.8 million during the Year (2021: HK$275.6
million). Sales to China remained the key market and
contributed to 96.9% and 49.5% of sales to Asia and total
sales of the Group respectively.

China’s gross domestic product (the “GDP”) growth was
4% in the fourth quarter of 2021 but reached a year-on-
year growth rate of 8.1% to record the fastest expansion
in nearly a decade, despite strict COVID-19 curbs in many
regions and domestic headwinds particularly from the
sluggish property sector which temporarily slowed down the
pace of the country’s growth.

TUNGTEX (HOLDINGS) COMPANY LIMITED

During the Year, as the Pandemic continued to spread
globally, international tourism remained restricted, and
consumers concentrated their accumulated savings and
suppressed consumption desires into local consumption.
Moreover, despite the imposition of stringent mobility
restrictions by the local authorities continued to hard hit in-
store shopping, retail sales growth was propelled by new
levels of consumer activity across e-commerce platforms.
Benefited from the management’s proactive strategic
response and our strength in online channels which well
adapted to the shift in consumption patterns, the Group was
able to achieve an overall growth of 16.0% to HK$225.4
million in our retail sales amid an intensely competitive
environment.

In view of the opportunities and challenges presented by the
ongoing Pandemic controls, our domestic brand customers
maintained a cautiously optimistic outlook towards the
local retail market. The flexible response of our Zhongshan
production base to swiftly address to their changing
production needs led to increasing production orders from
our business customers and a slight growth of 0.8% to
HK$65.0 million in sales to domestic retail brands segment
was recorded accordingly.

SALES TO NORTH AMERICA

During the Year, driven by dramatic growth in demands
from our customers, sales to North America regained
momentum and registered an impressive increase of
57.0% to of HK$269.2 million (2021: HK$171.5 million).
Sales to the U.S. and Canada demonstrated exceptional
resilience and recorded revenue of HK$144.9 million and
HK$124.2 million, representing a remarkable growth of
67.0% and 46.8% respectively when compared with the last
corresponding year and become the key drivers of growth.

Following a record 3.5% contraction in 2020, the American
economy expanded an annualised 6.9% during the fourth
quarter and advanced 5.7% for the full year of 2021, the
most since 1984 despite soaring prices and impact of the
Omicron variant wave.

On the back of a high rate of vaccinations and saving,
strong end-customer demand surged forth as people
unleashed their pent-up buying power amid the relaxing of
COVID-19 measures leading to upturn in retail sales and
increasing confidence of our apparel brand customers to
replenish their depleted stock level.

Order sentiment was further reinforced by the adverse
impact of the lingering Pandemic on major apparel
manufacturing hubs in East Asia regions and international
shipment capacity which caused global brands to place their
manufacturing orders ahead of schedule in order to lock
up future deliveries and mitigate the risks of unpredictable
delivery and stockouts during major festive seasons.



MANAGEMENT DISCUSSION AND ANALYSIS

In a similar vein, even though multiple Omicron variant
waves had slowed down Canada’s economic recovery,
the country’s GDP expanded on a high note of 4.6% in
2021, after a 5.2% contraction in 2020 as mass vaccination
allowed for more reopening across the country. Household
financial position remained strong with high accumulated
savings and hence following the relaxation of COVID-19
restrictions, consumer confidence was largely restored
and accelerated consumer spending towards discretionary
consumption.

RETAILING

Despite the relatively effective anti-epidemic measures
in China, retail activities remained dampened by the
emergence of new COVID-19 variants. Revenue from
physical store operation in the Year declined by a year-on-
year 18.1% due to the continued and cumulative depressing
effects of the Pandemic control measures. On the other
hand, as the Group has pivoted towards e-commerce, our
remarkable performance from online channels outpaced
the lower revenue from offline store channels and led to
an overall increase of 16.0% in total retail sales of the
Group from HK$194.3 million in the last corresponding
year to HK$225.4 million during the Year. The overall costs
correspondingly rose on account of changes in channel mix,
supply chain disruptions, as well as increased labour and
operating cost in China.

Operating under the impact of the evolving Pandemic and
ever-changing consumers’ behaviours, management is
cognizant of the new challenges and growth opportunities
facing the retail industry in China. Besides the intense level
of competition, management was aware of the domestic
headwinds during the Year which were significantly
impacting costs, margins and profitability of our retailing
business.

In response, the Group managed the retail operations
under the two-pronged approach of efficiency maximisation
and cost minimisation in order to improve our operating
performance and maintain margins, while constantly
adjusting our strategies and priorities to better adapt to the
prevailing circumstances. Our steadfast commitment to
maintain a favourable cost structure enabled our retailing
business to record an operating profit of HK$3.1 million
despite an incredibly challenging operating environment.

Concurrently, we cautiously evaluated the appropriate
store base in light of the prevailing economic and Pandemic
conditions as well as our repositioned sales platform
strategy which focused on maximizing our omni-channel
capabilities. Management continued to close loss-making
stores or stores in location unaligned to present strategy. As
at 31 March 2022, there were a total number of 173 Betu-
brand physical stores (including self-owned and franchised
stores) in China, representing a net decrease of 4 since the
beginning of the Year.

On the other hand, the Pandemic has powered and
accelerated the megatrend towards the growth of online
consumption in an otherwise difficult retail environment.
During the Year, partnership with traditional e-commerce
platforms in China remained one of our most important
sales strategies of the Group to foster brand popularity and
grow online sales more efficiently and effectively. Benefited
from long history of cooperation with major e-commerce
platforms, the Group capitalised on their huge customer
base and marketing resources to maintain progressive
sales performance which contributed to a growth of 43.8%
in online revenue and an increasing proportion of online to
total retail sales from 55.1% to 68.3% during the Year.

Building upon the strong growth momentum from well-
established e-commerce platforms, we actively boosted
additional leads through exploring new marketing tactics
and diversifying into popular social media platforms, such
as Xiaohongshu (/N2 ), Douyin and wechat to facilitate a
deeper communication of our brand and sales conversion.
Recognising the shift to digital interactions will only
accelerate, we will continue to broaden and elevate our online
product offerings in order to improve customer experience,
expand our customer base and market share. At the same
time, the Group also expedited to optimise our distribution
capabilities and capacity to cater for the increase in digital
demand and pave way for future growth.

PROSPECTS

While year 2022 began with a new global wave of COVID-19
which has reversed much of global recovery progress,
the prospects for the rest of the year and beyond remains
hinged on the big unknown of future COVID-19 variants.
Despite the reopening of various countries and increase
in vaccine distribution, global economy and our industry
continue to face multiple challenges brought forth by the
lingering pandemic, a highly volatile global supply chain
environment, hiking inflation, rising interest rate and recently
compounded by the Russia-Ukraine war which have further
decelerated growth momentum. Against these backdrops,
management expects there will be continued uncertainty
and challenges in the near-term.

In China, following the effective enforcement of the
“dynamic-zero” COVID-19 policy at different economically
important locations to contain the spread of the virus,
the government has once again successfully stabilised
the country from the worst of the Pandemic. However, in
view of the significant downward pressures on China’s
economy, the State Council has recently issued a new set
of opinions aiming at boosting post-COVID-19 recovery
and domestic consumption to fuel the country’s long-
term growth objectives. Besides, it is expected that the
Chinese government will further bolster economic stability
by undertaking more aggressive measures including further
policy easing and prioritizing of infrastructure investment.

ANNUAL REPORT 2022
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MANAGEMENT DISCUSSION AND ANALYSIS

Under the strong support of national policies and barring
further severe waves of infection, the Group believes the
long-term vitality and growth outlook of the PRC economy
will not change. Meanwhile, we witness the emergence of
a younger generation of consumers in China who possess
substantial consumption power and demand fashionable
apparels that express their individuality and distinguished
lifestyles without inclining to international brands. We
believe the consumption upgrade due to a change in
consumer structure and government’s efforts towards high
quality domestic spending will provide new impetus for the
development of the retail industry driving the next wave
of consumption growth as well as continual flourishing of
domestic retail brands.

With decades of solid operating history, our production
platform in Zhongshan has demonstrated high level of
competence and resilience to maintain excellent quality
and on-time production under an adverse operating
environment. The Group has great commitment to capitalise
on our industry knowledge, advanced and scalable
production capabilities, and together with the strong local
supply chain networks to sustain our competitive edge as
a premium apparel manufacturer to capture future growth,
expand customer base and improve margins.

In response to the digital dominant shopping preference
and a younger generation consumer group who are
more digital savvy, the Group will aggressively increase
the pace and scale of online sales by capitalising on
the popularity of traditional e-commerce platforms as
well as rapid development of emerging social media
platforms to further expand brand exposure and customer
growth. Meanwhile, we continue to deliver improved and
personalised customer experience by maximizing omni-
channel efficiency and market coverage. We aspire to
harness the huge transformative potential of digital and
innovative technologies to evolve into a responsive and agile
organization to better serve our customers under the new
consumption landscape.

As for our export business, the order book from our existing
customers as at 31 March 2022 remains strong. The close
collaboration with our customers in the North American
market to overcome the global logistical turmoil has fostered
a strong relationship of mutual trust with the Group being
viewed as their long-term strategic partner in critical links of
their value chains.

A wider vaccination coverage has led to a more “co-
existent” approach to dealing with the virus by the
Vietnamese government since the end of 2021. With full
vaccination of our employees and the taking of effective
prevention and protection measures, operational disruptions
to production in Vietnam have gradually subsided and
the management is now actively refocusing our efforts to
drive stability and expansion of our production capacity in
preparation for the surging post-pandemic demand growth
in our overseas markets.

TUNGTEX (HOLDINGS) COMPANY LIMITED

Looking ahead, as the crisis continues to evolve, the Group
remains vigilant and reactive for health measures under
the guidance of local authorities to ensure the safety of our
employees, customers, and business associates. In view
of the near-term challenges, we continue to be prudent
in financial and liquidity management, while optimizing
production and any cost-saving initiatives. More importantly,
as we stay focused on driving long-term growth, we remain
mindful to balance the needs of various stakeholders to
create value for our customers, shareholders, the broader
environment, and the communities in which we operate.

CAPITAL EXPENDITURE

During the Year, the Group incurred HK$43.6 million
capital expenditure compared to HK$2.4 million of the
last corresponding year. Such capital expenditure mainly
represented the acquisition of a commercial property in
Hong Kong, the regular replacement and upgrading of
production facilities, and leasehold improvement of the
Group.

LIQUIDITY AND FINANCIAL RESOURCES

The Group adopted prudent financial management and
sustain a sound financial position throughout the Year. As
at 31 March 2022, the Group’s cash level was recorded at
HK$293.3 million (of which HK$105.7 million was pledged
bank deposits) as compared to HK$393.8 million (of which
HK$115.7 million was pledged bank deposits) as at 31
March 2021. Most of the bank balances were placed in
USD, HKD and RMB short term deposits with major banks.
As at 31 March 2022, total bank borrowings of the Group
were HK$85.6 million (which were all short-term bank
borrowings and mainly denominated in HKD and USD), as
compared to HK$93.6 million as at 31 March 2021. The
Group had no borrowings at fixed interest rates during the
Year. As at 31 March 2022, the gearing ratio (total bank
borrowings to total equity) was 21.7%.

Throughout the Year, the Group performed effective
deployment of cashflows and working capital management.
Working capital cycles remained under stringent control.
Inventory turnover is 71 days compared to 62 days of last
corresponding year. The increase of inventory turnover days
was mainly attributable to the higher inventory level of the
manufacturing segment as at the year-end date to support
the relatively higher order volume for delivery in the first
quarter subsequent to the year-end date.

Trade receivable turnover is 51 days as compared to 50
days of the last corresponding year, reflecting the higher
export sales in the fourth quarter of the Year on a year-on-
year basis.

At 31 March 2022, no land and buildings (2021: HK$25.6
million) were pledged to banks to secure general banking
facilities granted to the Group.



MANAGEMENT DISCUSSION AND ANALYSIS

As at 31 March 2022, excluding the pledged bank deposits
of HK$105.7 million which were pledged to banks to
secure the general banking facilities of the Group, net cash
balance of the Group was HK$102.0 million, as compared
to HK$184.5 million as at 31 March 2021. Such decrease
of HK$82.5 million in net cash was mainly attributable to the
operating loss for the Year, the capital expenditure incurred
for the purchase and corresponding renovation of the new
head office premises of the Company and the payment of
the final dividend declared for the year ended 31 March
2021 in the Year.

The Group is of the opinion that, after taking into
consideration of the current banking facilities and the
repayment obligations of bank borrowings, the Group will
continue to retain sufficient funds for meeting the financial
obligations of its business when they fall due, supporting its
business growth and financing its future investment.

FINANCIAL REVIEW

The Key Performance Indicators (“KPI”) judged by the
directors to be effective in measuring the development,
performance or position of the business of the Group
include:

Percentage of consolidated cost of sales

Percentage of consolidated cost of sales for the Year
increased to 81.0% (2021: 78.6%). The comparison of
percentage of consolidated cost of sales is as follows:

2022 2021
HK$’000 HK$’000
Revenue 588,269 460,377
Cost of sales (476,223) (361,888)
Percentage of consolidated cost
of sales 81.0% 78.6%

The increase of 2.4 percentage point in cost of sales
was mainly due to (i) the significant cost pressure and
inefficiencies arising from the widespread supply and
logistical bottlenecks on top of an adverse impact of
production stoppage caused by the outbreak of the
COVID-19 variants during the Year, and (i) the relatively
higher growth rate of sales in the manufacturing segment for
the Year.

Selling and distribution costs and administrative expenses

The comparison of selling and distribution costs and administrative expenses 