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Management Discussion and Al’lal‘ysis
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The directors of the Company have pleasure in presenting the
audited consolidated financial and operational positions of the
Company and of the Group for the year ended 31 December 2006.

For the year ended 31 December 2006, the Group’s revenue
amounted to HK$624.3 million, representing an increase of 13.5%
from HK$550.0 million in last year.

Profit before tax of approximately HK$102.6 million was achieved
for the year ended 31 December 2006 (2005: HK$56.4 million),
representing a growth rate of approximately 81.9%.

The profit attributable to equity holders of the Company for the year
ended 31 December 2006 was HK$81.1 million (2005: HK$44.4
million), an increase of 82.5% over last year.

Earnings per share of the Company was HK26.69 cents per share
based on the weighted average number of 303,836,000 shares in
issue during the year, representing an increase of 80.2% comparing
to last year.

REVIEW OF OPERATIONS

The Group’s gross profit of HK$478.7 million for the year ended 31
December 2006 (2005: HK$413.0 million) represented a growth of
approximately 15.9% as compared to that of last year. The increase
in gross profit was mainly attributable to the growth in the revenue
of the Group in light of its economies of scale as well as the increase
in sales of its patented products and the reduction of its relatively
lower profit margin sales to original equipment manufacturers
(“OEM").

Retail sales

Retail sales constituted the major source of revenue of the Group,
contributing approximately 89.3% of the Group’s total revenue for
the year ended 31 December 2006. The Group's products are
currently sold through the retail stores and concessionary counters
in the PRC and Hong Kong. The retail stores and concessionary
counters of the Group are opened and operated mainly under the
brand names of EMBRY FORM and/or FANDECIE, where products
of these two brand names are sold. Depending on market demand,
the Group will consider setting up individual retail stores or
concessionary counters for the Group's other brands, namely
COMFIT and LC products.
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Management Discussion and Analysis (continued
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Concessionary counters are retail outlets located within
department stores or shopping arcades. During 2006, the
revenue generated from retail stores accounted for 8.8% of the
Group’s revenue and the revenue generated from concessionary
counters accounted for 80.5% of the Group’s revenue. As it is
the Group’s strategy to increase the number of retail outlets in
order to capture the increasing demand, the Group has had a
net increase of 95 retail outlets during 2006 and operated a
total of 1,113 retail outlets as at 31 December 2006 and will

keep on reviewing the performance of each existing retail outlet.

Wholesale sales

The wholesale customers of the Group include individuals and
companies in the PRC and Hong Kong which sell lingerie
products under a variety of brands to retail customers. During
2006, wholesale sales accounted for 5.9% of the Group’s total
revenue.
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Management Discussion and Analysis (continued
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OEM sales

In the year under review, the Group’s OEM customers principally
comprised lingerie trading companies mainly in Japan and
Europe. Taking into account the Group’s production capacity,
the Group may consider reducing its OEM sales with an aim to
maximising its profit margin when opportunities arise. For the
year ended 31 December 2006, OEM sales accounted for 4.8%
to the total revenue of the Group.

Brand management

The Group’s products are principally sold under its self-owned
brand names EMBRY FORM, FANDECIE and COMFIT. Revenue
generated from EMBRY FORM and FANDECIE accounted for
62.0% and 30.1% respectively of the Group’s revenue for the
year 2006. During the first quarter of 2006, the Group
introduced the brand name COMFIT, thus enabling the Group
to successfully diversify its product line into a new segment of
functional and premiere lingerie products. For the year ended 31
December 2006, sales of COMFIT series products accounted for
3.1% of the Group’s total revenue. The directors are optimistic
that COMFIT will become an increasingly significant source of
the Group’s revenue and growth driver for the future. In June
2006, the Group also soft launched a new series under the
brand LC, which targets the high end segment of premiere
luxury lingerie.
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Management Discussion and Analysis (continued
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Production capacity

For the year ended 31 December 2006, the aggregate annual
production capacity of the Group accounted for 11.8 million
standard product units, which represented 63.9% increase
compared with the annual production capacity for the year
ended 31 December 2005. In order to cope with the expansion
of the Group’s business, the Group has identified a production
site and plans to establish a new factory in Zhanggiu City,
Shandong Province, the PRC (the “Shandong Factory”). Subject
to the obtaining of all necessary approvals, the directors plan to
commence operation of the Shandong Factory in mid 2008.
When in full operation, the annual production capacity of the
Group is expected to increase to 23.7 million standard product
units.

Product development

Leveraging on the general economic rebound and continued
market demand for lingerie products in the PRC last year, the
sales of lingerie, sleepwear, swimwear, OEM products and other
products accounted for approximately 80.3%, 7.2%, 5.4%,
4.8% and 2.3% respectively of the Group’s total revenue for the
year ended 31 December 2006. Sales of lingerie remained the
key contributor to the Group's revenue and profit.
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The directors consider product development to be vital for the
Group to maintain its competitive advantages. The Group’s
research and development team focuses on practical areas that
are closely related to the functionalities and features of the
Group’s products. In 2006, several new design in manufacturing
techniques were invented. As at 31 December 2006, the Group
had 36 patent registrations and 9 outlook design registrations.

Awards

During the year under review, the Group was accredited as the
"The 2006 Best-selling Lingerie Products in the Industry”
by the China Industrial Information Issuing Center (fF BI7T >
EZ B0 (the “ClIl Center”) in the PRC. The Group has
obtained this award in the past eleven consecutive years. Apart
from its distinctive house brand EMBRY FORM, its younger
brand FANDECIE was also awarded as one of the “Top Ten
Best Sellers in the Industry” by the Clll Center in the PRC.
Further, both in the PRC and Hong Kong, the Group again
received the award of SUPERBRAND from the PRC Superbrands
Committee (BB A £ EZ®) and Hong Kong Superbrands
Council, respectively in the year under review, evidencing the
Group's strong reputation in these markets.
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Management Discussion and Analysis (continued
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Operating expenditure

The selling and distribution expenses for the year ended 31
December 2006 was approximately HK$330.1 million (2005:
HK$312.9 million), comprising mainly occupancy fees paid to
department stores or shopping arcades of approximately
HK$157.3 million, salaries (including salaries and commission
paid to salespersons at retail outlets) of approximately HK$77.9
million, rental expenses of approximately HK$20.3 million,
advertising and retail outlets decoration expenses of
approximately HK$35.0 million.

The administrative expenses for the year ended 31 December
2006 was approximately HK$51.0 million (2005: HK$46.6
million), comprising mainly the salaries to administrative staff of
approximately HK$23.2 million, directors’ remuneration of
approximately HK$4.1 million, general office expenses of
approximately HK$5.6 million and depreciation of approximately
HK$4.8 million.

The percentage of total selling and distribution expenses and
administrative expenses to the Group’s revenue decreased from
approximately 65.4% in the year 2005 to approximately 61.0%
for the year ended 31 December 2006, which was mainly due to
the decrease in advertising expenses and, especially retail
outlets’ decoration expenses during the year. The Group
incurred a relatively high retail outlets decoration expenses in
year 2005 due to the opening of additional retail outlets and the
launch of new decoration theme for the retail outlets in year
2005.
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Human resources

As at 31 December 2006, the Group had approximately 5,000
employees. The Group's total staff costs, including wages and
basic salaries, directors’ remuneration, commission, bonus,
benefits in kind and retirement benefits scheme contribution
was amounted to approximately HK$130.7 million (2005:
HK$118.4 million). The increase was mainly due to an increase
in salaries and commissions to sales staff, which was in line with
the increase in the Group’s revenue during the year.

Remuneration of employees is determined and reviewed
annually with reference to the market standard, individual
performance and working experience, and certain staff is
entitled to commission and share options. In addition to the
basic salaries, the Group also provides, depending on the results
of the Group and individual performance, discretionary bonus in
order to retain quality employees.

The Group has also adopted a pre-initial public offering share
option scheme (“Pre-IPO Scheme") to recognise and reward the
contribution of certain directors and employees of the Group to
the growth and development of the Group.

The Group has also adopted a share option scheme, the primary
purpose of which is to motivate the eligible persons referred to
in the scheme, which includes employees of the Group, to
optimise their future contributions to the Group and to reward
them for their efforts.
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REVIEW OF FINANCIAL POSITION

Liquidity and financial resources

The Group generally finances its operations with internally
generated cashflow and bank facilities provided by its principal
bankers. The financial position of the Group remained sound
and healthy during the year under review. As at 31 December
2006, the Group had cash and cash equivalents of
approximately HK$431.2 million (2005: HK$49.5 million). The
significant increase in cash and cash equivalents was mainly due
to the net proceeds of approximately HK$331.1 million arising
from the listing of the Company’s shares in December 2006.

As at 31 December 2006, the Group had secured interest-
bearing bank borrowings of HK$24.5 million (2005: HK$28.2
million). Since the Group was successfully listed on the Main
Board of the Stock Exchange in December 2006, the gearing
ratio, being total interest-bearing bank borrowings divided by
total assets, was further decreased to 0.03 times for the year
ended 31 December 2006 (2005: 0.07 times).
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Management Discussion and Analysis (continued
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Capital structure

The Company was listed on the Main Board of the Stock
Exchange on 18 December 2006. The net proceeds arising from
the listing of the Company’s shares, after deducting for relevant
expenses, are approximately HK$331.1 million. The Group will
apply these proceeds for the purposes as described in the
Company’s listing prospectus dated 5 December 2006 (the
“Prospectus”).

Since the listing of the Company’s shares on the Main Board of
the Stock Exchange, there has been no change in the capital
structure of the Company. As at 31 December 2006, the total
issued share capital of the Company was HK$4.0 million,
comprising 400,000,000 ordinary shares of HK$0.01 each.

Significant investment held, material acquisitions and
disposal of subsidiaries and associated companies

The Group has undertaken a reorganisation scheme (the “Group
Reorganisation”) in 2006 to rationalise the structure of the
Group in preparation of the listing of the Company’s shares on
the Main Board of the Stock Exchange. Further details of the
Group Reorganisation is set out in the Prospectus.
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Management Discussion and Analysis (continued
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In order to strengthen the production operation and further
expand the production capacity, the Group established Embry
(Shandong) Garments Limited (Z#15% (IUE) REEBR AR, a
wholly-owned subsidiary, in Zhanggiu City, Shandong Province,
the PRC. The Shandong Factory will be constructed on a piece of
land (the “Shandong Land”) with a site area of approximately
167,870 sg.m.. The Group was granted a land use right for the
Shandong Land for a term expiring on 28 October 2056. The
Shandong Factory’s foundation laying ceremony was held on 28
December 2006 and it is expected that construction will
commence in the second quarter of this year. The total cost
expected at this stage for the establishment of the Shandong
Factory is approximately HK$100 million, which exceeds the
original estimated amount of approximately HK$70 million as
stated in the Prospectus. The excess amount, which is principally
due to, inter alia, the increased construction materials and
overheads costs, changes made to the original design in order to
comply with the new construction requirements, particularly in
the areas of environmental protection and energy savings, from
the local municipal government, will be financed by the Group’s
internal working capital. According to current construction plan,
the Shandong Factory will commence operation in mid 2008.

Save as disclosed above, there was no other significant
investment held, material acquisitions and disposal of
subsidiaries and associated companies during the year.
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Management Discussion and Analysis (continued
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Charges on the Group’s assets

As at 31 December 2006, the Group’s leasehold land and
buildings and investment property situated in Hong Kong with
net book values of approximately HK$23.4 million and
HK$27.7 million, respectively were pledged to secure banking
facilities granted to the Group.

Foreign currency exposure

The Group carries on its trading transactions mainly in Hong
Kong dollars and Renminbi. As the Group’s foreign currency
risks generated from the sales and purchases can be set off with
each other, the foreign currency risk is considered as minimal to
the Group. It is the policy of the Group to continue maintaining
the balance of its sales and purchases in the same currency. The
Group does not use derivative financial instruments to protect
against the volatility associated with foreign currency
transactions and other financial assets and liabilities created in
the ordinary course of business.

Contingent liabilities

The Group had no significant contingent liabilities as at 31
December 2006.
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Management Discussion and Analysis (continued
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PROSPECTS

The PRC economic environment has undoubtedly been
improving during the past few years. Despite the competitive
environment, the directors are optimistic about the future
market demand for lingerie and believe that there is
considerable development potential in this industry. In the long
run, the Group’s objective is to become a leading and reputable
ladies’ lingerie retailer in the Greater China, which offers a wide
range of products to fit the needs of customers of different age
groups, having different perceptions and purchasing power.

In order to achieve its business objective, the Group will dedicate
more resources to strengthen the market awareness of its brand
names and promote the Company’s image. The Group will
continue to expand its sales network by increasing the number
of retail outlets in the PRC and Hong Kong. It is expected that
the first flagship retail store of the Group will be opened in the
second quarter of 2007. The Group expects the progress of
opening its flagship stores and retail outlets to accelerate
starting from the second quarter of 2007.
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Management Discussion and Analysis (continued

B S oA (A

Besides the Group will make further investments in the
promotion and marketing of its brands such as organising
various fashion shows, sponsorship of charity events and placing
advertisements through different mass media.

In addition, the Group plans to increase its production capacity
S0 as to cope with the continued business development of the
Group. In view of this, the Group will expand its production
capacity through the establishment of the Shandong Factory, as
mentioned in the paragraph headed “Production capacity”
above. The Group also considers launching another new brand
for wholesale business to widen its product series after the
expansion of the Group’s production capacity.
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