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DEFINITIONS

In this Circular, the following expressions have the following meanings unless the context

otherwise requires:

“Actual Average
NPAT”

“Affiliate”

“Announcement”

“Approval”

“Appreciated Value”

“Associated Company”

“Auditor”

“Business Day”

“BVI")

“Company”

the arithmetic mean of the annual net profits after tax (excluding
any extraordinary gains or losses (including but not limited to
reversals of taxation, inventory and accounts receivable
provisions made prior to the Completion Date) or one-off
disposal of assets) of the Target Group for the period from the
1 January 2008 to 31 December 2010 (both days inclusive), as
audited in accordance with HKAS by the Auditor;

(1) in the case of a corporate party, any subsidiary or holding
company owned by such party, any subsidiary of any such
holding company, and any company in which such party or any
such holding company directly or indirectly have a Controlling
Interest; or (ii) in the case of an individual party, any company in
which he/she has a direct or indirect Controlling Interest or any
trust in which he/she has beneficial interests or control;

the announcement published by the Company on 16 June 2008 in
relation to the Transaction;

approvals, sanctions, consents, permissions, certificates and
authorisations from any person and filings and registration
with any person of any relevant jurisdictions, including (without
limitation) Hong Kong, the PRC, BVI and Macau;

the aggregate value of the PRC Land as at year end of the
financial year immediately prior to the exercise of the First Put
Option or the Second Put Option (as the case may be) net of the
aggregate net book value of all such land, as appraised in
accordance with application valuation standards by DTZ
Debenham Tie Leung;

shall have the same meaning as ascribed to it in Part XV of the
SFO;

PricewaterhouseCoopers;

a day (excluding Saturdays) on which banks are generally open
for business in Hong Kong;

the British Virgin Islands;

Luen Thai Holdings Limited, the shares of which are listed on
the Stock Exchange;
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“Completion”

“Completion Accounts”

“Completion

Appreciated Value”

“Completion Date”

“Connected Person”

“Controlling Interest”

“Directors”

“Excluded Assets and
Liabilities”

“Facilities”

“First Call Option”

completion of the Sale and Purchase Agreement in accordance
with its terms;

the consolidated accounts of the Target Group, comprising a
balance sheet as at the 30 June 2008 and a profit and loss account
in respect of the period from 1 January 2008 to 30 June 2008 as
audited by the Auditors and their report thereto;

the aggregate of the PRC Land as at 31 December 2007 net of the
aggregate net book value of all such land as at the same date, as

appraised in accordance with the application valuation standards
by DTZ Shenzhen;

the date on which the Completion will take place and currently
expected to be the third Business Day after the date on which all
the conditions precedents under the Sale and Purchase
Agreement have been fulfilled or waived by the Purchaser (or
on such a later day as the parties thereto may agree in writing);

shall have the meaning as ascribed to it under the Listing Rules;

(1) in the case of a listed company, 30% or more of the voting
power at general meetings or control over the composition of a
majority of the board of directors of the company; or (ii) in the
case of a non-listed company, more than 50% of its issued share
capital;

directors of the Company for the time being;

certain real properties, furniture and fittings, vessel and vehicles,
current accounts with directors’ dividend payables which are
unrelated to the core business of the Target Group and which are
to be transferred out by the Target Group to Mr Inglis or his
Affiliates in accordance with the Sale and Purchase Agreement;

the loans, overdrafts, debentures, acceptance credits and all
other indebtedness and financial facilities of any nature
outstanding or available to any of the Target Group
(including, without limitation, working capital requirements
and other financial arrangements as agreed in writing between
the parties);

a call option granted by the Vendor to the Purchaser under the
First Option Deed, in respect of the purchase of 200 Shares
(representing 20% of the issued and fully paid-up share capital of
the Target);
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“First Put Option”

“First Option”

“First Option Deed”

“First Option Period”

“First Option Price”

“Greater China Region”

“Group”
“HKS$”
“HKAS”
“HKGAAP”
“Hong Kong”

“Independent Third
Parties”

“Latest Practicable
Date”

“Listing Rules”

“Macau”

a put option granted by the Purchaser to the Vendor under the
First Option Deed, in respect of the sale of 200 Shares
(representing 20% of the issued and fully paid-up share capital
of the Target);

collectively, the First Call Option and the First Put Option;

an option deed to be entered into between the Vendor, the
Purchaser and Mr. Inglis in relation to the First Call Option and
the First Put Option;

a four-year period from 1 January 2011 to 31 December 2014
(both days inclusive);

exercise price of the First Option in accordance with the terms of
the First Option Deed;

shall mean collectively the PRC, Hong Kong and Macau;
the Company and its subsidiaries;

Hong Kong dollars, the lawful currency of Hong Kong;
Hong Kong Standards on Auditing;

generally accepted accounting principles in Hong Kong;

the Hong Kong Special Administrative Region of the People’s
Republic of China;

the third parties which, to the best of the Directors’ knowledge,
information and belief after having made all reasonable
enquiries, is/are independent of the Company and its
Connected Persons;

27 June 2008, or, in respect of the information regarding the
statement of indebtedness of the Group, 30 April 2008;

the Rules Governing the Listing of Securities on the Stock
Exchange;

the Macau Special Administrative Region of the People’s
Republic of China;
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“Minimum Threshold”

“Mr. Inglis”

“NAV”

“NPAT”

“Percentage Ratios”

“Purchaser”

“PRC”

the following minimum criteria which should be reflected in,
amongst other things, the Completion Accounts:

(a) an aggregate sum of Facilities of not less than
HK$310,000,000 (including HKZ$95,000,000 in foreign
exchange trade facilities) (“Total Facilities”);

(b) of the Total Facilities, HKS$70,000,000 shall remain
undrawn and are available; and

(c) a net asset value that is greater than the net asset value as
shown in the Unaudited Accounts for the financial year
ended 31 December 2007 minus the aggregate net book
value of the Excluded Assets and Liabilities plus NPAT for
the period beginning on 1 January 2008 and ending on 30
June 2008;

Mr. Owen John Inglis;

the net asset value of the Target Group as at year end of the
financial year immediately prior to the exercise of the First Put
Option or the Second Put Option (as the case may be), as audited
in accordance with HKGAAP by the Auditor;

the annual net profits after tax (excluding any extraordinary
gains or losses (including but not limited to reversals of
Taxation, inventory and accounts receivable provisions made
prior to the Completion Date) or one-off disposal of assets) of
the Target Group, as audited in accordance with HKAS by the
Auditor;

shall have the meaning as ascribed to it under Chapter 14 of the
Listing Rules;

Fortune Investment Overseas Limited, a company incorporated
under the laws of the British Virgin Islands and a wholly-owned
subsidiary of each of the Company and Luen Thai Overseas
Limited;

the Peoples” Republic of China (excluding, for the purposes of
this announcement, Hong Kong, Macau and Taiwan);
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“PRC Land”

“Sale and Purchase
Agreement”

“Sale Price”

“Second Call Option”

“Second Put Option”

“Second Option”

“Second Option Deed”

“Second Option Period”

“Second Option Price”

“SFO”

“Share”

collectively, (a) the land owned by the Target Group and situated
in the PRC with Certificate of Land Use Right Numbers (3 /¥ [
F(1997) F54F310%98) (Dong Fu Guo Yong (1997) Zi No. Te
310), CRIFEI I (1997)F 55 552879F) (Dong Fu Guo Yong (1997)
Zi No. Te 287), CRIFE F(2004) 55 £5223%) (Dong Fu Guo Yong
(2004) No. Te 223) and (HIMFEH(2004)54722459F) (Dong Fu
Guo Yong (2004) No. Te 224); and (b) provided that full legal
and marketable title to such land shall have been obtained from
the relevant PRC authorities in accordance with applicable PRC
laws at the time when any of the First and Second Option is
exercised, the piece of land situated at Qichang Zhangnei, Gao
Yu Lu, Qing Hu Tau, Tangxia Town, Dongguan, the PRC (K5
I 93 5 LT 18 B s 4 B 2T B R M)

a sale and purchase agreement dated 11 June 2008 and entered
into between, inter alia, the Vendor and the Purchaser in relation
to the Transaction;

the consideration to be determined, and paid by the Purchaser, in
accordance with the terms of the Sale and Purchase Agreement;

a call option to be granted by the Vendor to the Purchaser under
the Second Option Deed in respect of the purchase of 200 Shares
(representing 20% of the issued and fully paid-up share capital of
the Target);

a put option to be granted by the Purchaser to the Vendor under
the Second Option Deed in respect of the sale of 200 Shares
(representing 20% of the issued and fully paid-up share capital of
the Target);

collectively, the Second Call Option and Second Put Option;

an option agreement to be entered into between the Vendor, Mr.
Inglis and the Purchaser in relation to the Second Call Option
and the Second Put Option;

a three-year period from 1 January 2012 to 31 December 2014
(both days inclusive);

exercise price of the Second Option in accordance with the terms
of the Second Option Deed;

Securities and Futures Ordinance, Cap. 571 of the Laws of Hong
Kong;

a share of US$1.00 each in the capital of the Target;
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“Share Charge”

“Stock Exchange”

“Supplemental Letter
Agreement”

“Target”

“Target Group”

“Targeted Average
NPAT”

“Transaction”

“Unaudited Accounts”

“VYendor”

a share charge to be entered into between the Vendor and the
Purchaser in respect of certain Shares owned by the Vendor, as
security for certain obligations of the Vendor under the Sale and
Purchase Agreement;

The Stock Exchange of Hong Kong Limited;

a supplemental letter agreement dated 16 June 2008 entered into
between the parties to the Sale and Purchase Agreement, which
supplemented and amended certain terms of the Sale and
Purchase Agreement;

Trinew Limited, a company incorporated under the laws of the
British Virgin Islands and a wholly-owned subsidiary of the
Vendor before Completion;

the Target and its subsidiaries;

HK$113,000,000, being the arithmetic mean of the annual net
profits after tax (excluding any extraordinary gains or losses
(including but not limited to reversals of Taxation, inventory and
accounts receivable provisions made prior to the Completion
Date) or one-off disposal of assets) of the Target Group for the
period from 1 January 2008 to 31 December 2010 (both days
inclusive), as agreed between Mr. Inglis and the Purchaser;

the acquisition of a 60% interest in the issued and fully paid-up
share capital of the Target and the granting of the First Option
and the Second Option, and where appropriate, includes the
exercise of any or all of the First Put Option and the Second Put
Option;

collectively, the respective unaudited accounts of the Target
Group for the three financial years ended 30 June 2007 and six
months ended 31 December 2007, together with the notes
thereto; and

Ospella International Limited, a company incorporated under
the laws of the British Virgin Islands which will be wholly-owned
by Mr. Inglis upon Completion.
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To the Shareholders
Dear Sir or Madam,

MAJOR ACQUISITION
INTRODUCTION

As stated in the Announcement, the Purchaser, a wholly-owned subsidiary of the
Company, has entered into the Sale and Purchase Agreement on 11 June 2008 (which was
supplemented by the Supplemental Letter Agreement), pursuant to which the Purchaser has
agreed to purchase and the Vendor has agreed to sell a 60% interest in the issued and fully
paid-up share capital of the Target for a Sale Price to be determined pending the Actual
Average NPAT of the Target Group for the three years from 1 January 2008 to 31
December 2010 subject to: (a) a minimum amount in HK Dollars equivalent to 60% of the
aggregate of the net asset value of the Target Group as at Completion and the Completion
Appreciated Value (currently estimated to be approximately US$18,883,000); and (b) a
maximum of HK$488,160,000. As conditions precedent to Completion, the Vendor and Mr.
Inglis shall enter into the First Option Deed and Second Option Deed with the Purchaser in
respect of a further 20% interest and the remaining 20% interest in the issued and fully
paid-up share capital of the Target, pursuant to which the Vendor shall grant the First Call
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Option and the Second Call Option to the Purchaser and the Purchaser shall grant the First
Put Option and Second Put Option to the Vendor exercisable during the First Option
Period or the Second Option Period (as the case may be) at the First Option Price or the
Second Option Price (as the case may be) to be determined pending the Appreciated Value,
NAYV and NPAT as at the relevant financial year(s) immediately prior to the exercise of the
First Option and Second Option respectively.

The parties to the Sale and Purchase Agreement have also entered into the
Supplemental Letter Agreement on 16 June 2008, pursuant to which the parties agreed
that, notwithstanding any provisions in the Sale and Purchase Agreement, the First Option
Deed and the Second Option Deed, the aggregate amount of consideration payable by the
Purchaser to the Vendor for the acquisition of the 60% interest in the issued and fully paid-
up share capital of the Target and the acquisition of all Shares under the First Option Deed
and the Second Option Deed as a result of any exercise of any or all of the First Option and/
or the Second Option thereunder shall not exceed HK$900 million.

The purpose of this Circular is to provide you with details regarding the Transaction.

I. The Sale and Purchase Agreement

Date: 11 June 2008
Parties: (1) The Vendor — Ospella International Limited, the principal
business of which is investment holding
(2) The Purchaser — Fortune Investment Overseas Limited (a

wholly-owned subsidiary of the Company)

(3) The Vendor Guarantor — Mr. Inglis

(4) The Purchaser Guarantor — Luen Thai Overseas Limited (a
wholly-owned subsidiary of the Company)

Pursuant and subject to the Sale and Purchase Agreement, the Purchaser has agreed to
purchase and the Vendor has agreed to sell 600 Shares, representing 60% of the entire
issued and fully paid-up share capital of the Target. Upon Completion, the Target will
become a 60% owned subsidiary of the Company and its financial information will be
consolidated into the Group’s financial statements.

Pursuant and subject to the Sale and Purchase Agreement, the Purchaser Guarantor
has agreed to guarantee the performance of all obligations of the Purchaser, its wholly-
owned subsidiary, arising under the Sale and Purchase Agreement, the principal of which is
the timely payment of the Sale Price. In the event that the Purchaser should fail to pay any
part of the Sale Price, the Purchaser Guarantor will be liable to pay for such amounts.

Pursuant and subject to the Sale and Purchase Agreement, Mr. Inglis has agreed to
guarantee the performance of all obligations of the Vendor arising under the Sale and
Purchase Agreement. The Vendor and Mr. Inglis have also jointly and severally guaranteed
to the Purchaser that certain account receivables of the Target Group shall be fully settled.
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As security for such guarantee, the Vendor has agreed to pledge certain cash deposits and
Shares in favour of the Purchaser upon Completion. The Vendor and the Target Group
currently do not foresee any problem with collection of such account receivables.

The parties to the Sale and Purchase Agreement have also entered into the
Supplemental Letter Agreement on 16 June 2008, pursuant to which the parties agreed
that, notwithstanding any provisions in the Sale and Purchase Agreement, the First Option
Deed and the Second Option Deed, the aggregate amount of consideration payable by the
Purchaser to the Vendor for the acquisition of the 60% interest in the issued and fully paid-
up share capital of the Target and for the acquisition of all Shares under the First Option
Deed and the Second Option Deed as a result of any exercise of any or all of the First
Option and/or the Second Option thereunder shall not exceed HK$900 million.

The Company values the Target Group’s knowledge of production capabilities of
handbags manufacturers in the Greater China Regions as well as Mr. Inglis’ strong sense
and understanding of handbags trends and customer needs. Mr. Inglis has more than 22
years’ experience in the trading and manufacturing industries, and has been with the Target
Group since 1986. He has served as Chairman of the Target Group since 1995, and led its
expansion into the bag manufacturing business. He is qualified as a Chartered Accountant
in Australia. Mr. Inglis and the Vendor (as well as its ultimate beneficial owners) are
Independent Third Parties. Upon Completion, Mr. Inglis will continue to take a key role in
the management of the Target Group as the Target’s chief executive officer.

Pursuant to the Shareholders’ Agreement: (a) upon Completion but before the exercise
of any of the First Option and the Second Option, the Purchaser and the Vendor shall
respectively have the right to appoint four and three directors to the board of the Target;
and (b) after the exercise of any of the First Option but before exercise of any of the Second
Option, the Purchaser and the Vendor shall respectively have the right to nominate five and
two directors to the board of the Target.

Sale Price:

The Sale Price, negotiated on an arm’s length basis between the parties, shall be
the following, pro-rated for the 60% interest being acquired:

(a) a price-earnings multiple of 5 x the Actual Average NPAT where the Actual
Average NPAT is below 90% of the Targeted Average NPAT; or

(b) a price-earnings multiple of 5.5 x the Actual Average NPAT where the Actual
Average NPAT is between 90% and 110% (both percentages inclusive) of the
Targeted Average NPAT; or

(c) a price-earnings multiple of 6 x the Actual Average NPAT where the Actual
Average NPAT exceeds 110% of the Targeted Average NPAT,

Although the exact amount of Sale Price cannot currently be determined, it is subject
to: (aa) a minimum amount in Hong Kong Dollars equivalent to 60% of the aggregate
of the net asset value of the Target Group as at Completion reflected in the Completion
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Accounts and the Completion Appreciated Value; and (bb) a maximum of
HK$488,160,000, being the range agreed between the parties after arm’s length
negotiations. On the basis of: (i) a price-earnings multiple that was determined by
reference to relevant comparables in the accessories industry; (b) the track record
profitability and business prospects of the Target Group; (c) the market share of the
Target Group in laptop bags and its plans to expand its product range; as well as (d)
the potential synergies with other product lines of the Group, the Directors (including
the independent non-executive Directors) are of the view that the Sale Price and the
basis for its calculation are fair and reasonable, and are in the interests of the Group
and the Company’s shareholders as a whole. The minimum Sale Price is estimated to be
US$18.,883,000. Please refer to note 5 of Appendix III to this Circular for further
details.

Payment of the Sale Price, funded by the internal resources of the Group, shall be
made in cash over five instalments as follows:

(a) a sum of HKS$129,034,229 shall be payable by the Purchaser upon
Completion (the “First Instalment”);

(b) a sum, being the greater of:
(1) zero; and
(i1) the aggregate of:

(aa) the greater of: (yy) 60% of the net asset value of the Target Group
as at Completion (as shown in the Completion Account) less the
First Instalment, and (zz) zero; and

(bb) 60% of the Completion Appreciated Value,

and reduced by an amount equal to the shortfall between the Minimum
Threshold and the value of such items as reflected in the Completion
Accounts on a dollar-for-dollar basis, shall be payable by the Purchaser
within 30 days after the Purchaser’s receipt of the Completion Accounts (the
“Second Instalment™);

(c) a sum, being the greater of:

(1) 65% x 60% x a price-earnings multiple of 5.5 x the NPAT for the year
ending on 31 December 2008 less the First and Second Instalments; and

(i1) zero,

shall be paid by the Purchaser within 30 days after the Purchaser’s receipt of
the Target Group’s audited and consolidated financial statements for the
year ending on 31 December 2008 (the “Third Instalment”);

— 10 —
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(d) a sum, being the greater of:

(i) 80% x 60% x a price-earnings multiple of 5.5 x the averaged NPAT for
the two years ending on 31 December 2009 less the First, Second and
Third Instalments; and

(ii) zero,

shall be paid by the Purchaser within 30 days after the Purchaser’s receipt of
the Target Group’s audited and consolidated financial statements for the
year ending on 31 December 2009 (the “Fourth Instalment”);

(¢) the remainder of the Sale Price (having deducted the First, Second, Third and
Fourth Instalments) shall be payable by the Purchaser within 30 days after
the Purchaser’s receipt of the Target Group’s audited and consolidated
financial statements for the year ending on 31 December 2010 (the “Final
Instalment”),

provided that the Second, Third, Fourth and Final Instalments shall each be: (aa)
increased by an amount in Hong Kong Dollars equivalent to 60% of all write-backs (if
any) during the financial year in respect of the calculation of such instalments to
provisions made prior to Completion (including, without limitation provisions relating
to taxation, inventories and accounts receivables); and (bb) decreased by an amount in
Hong Kong Dollars equivalent to 60% of all provisions or write-offs (if any) during
the financial year in respect of the calculation of such payments relating to PRC
collective lands and buildings thereon to which the Target Group does not presently
hold good title.

Conditions Precedent:

Completion is conditional upon the satisfaction of a number of conditions
precedents, the major ones, amongst the others, being:

(a) the conducting of due diligence to the satisfaction of the Purchaser;

(b) completion of a series of corporate and asset restructuring (including,
without limitation, the transfer or otherwise disposal of the Excluded Assets
and Liabilities) in order to place the relevant companies and assets of the
Target Group under the common ownership of the Target for a more
streamlined corporate structure;

(c) the delivery of Hong Kong, BVI, PRC and Macau legal opinions to the
satisfaction of the Purchaser;

(d) the payment, settlement, waiver or otherwise discharge (as the case may be)
of all debts and payables of the Target Group as well as all debts owing to
and receivables of the Target Group, in each case prior to or otherwise
simultaneously with Completion;

—11 -



LETTER FROM THE BOARD

II.

(e) the execution of the prescribed ancillary agreements to the Transaction
(including, without limitation, the First Option Deed, the Second Option
Deed and the Shareholders’ Agreement); and

(f) all necessary Approvals having been obtained for the Transaction
contemplated under the Sale and Purchase Agreement.

As another condition precedent to Completion, the Company through the Target,
will enter into an employment agreement (“Employment Agreement”) with Mr. Inglis
for a term of three years commencing from the Completion Date. Under the
Employment Agreement, Mr. Inglis will receive an annual remuneration of HK$4.4
million, in addition to an annual performance bonus by reference to the Target
Group’s net annual profit.

Pursuant to Rule 14A.31(6) of the Listing Rules, the Employment Agreement,
when entered into, will be exempt from all the reporting, announcement and
independent shareholders’ approval requirements contained in Chapter 14A of the
Listing Rules.

No exact date has been fixed for the completion of the corporate and asset
restructuring mentioned above, although all such conditions must be fulfilled on or
before 30 September 2008 (or such later date as the parties may agree in writing),
failing which the Purchaser may clect to waive any unfulfilled condition (save for
condition (d) above) or otherwise the Sale and Purchase Agreement shall automatically
be terminated. If Completion does not take place within three Business Days after 30
September 2008 other than as a result of any of the Vendor and Mr. Inglis failing to
comply with any of their respective obligations under the Sale and Purchase Agreement
and the Purchaser has not confirmed satisfaction of such conditions (or otherwise
waived such conditions), the Vendor may at its option elect to rescind the Sale and
Purchase Agreement. Any such termination or rescission of the Sale and Purchase
Agreement shall be without liability to any party (save for any antecedent breaches and
the survival of certain ancillary provisions, such as confidentiality obligations). Subject
to the foregoing, Completion is expected to take place on the third Business Day after
all such conditions have been fulfilled or otherwise waived by the Purchaser. The
Purchaser currently does not intend to waive any such condition.

First Option Deed

Parties: (1) The Vendor
(2) The Purchaser
(3) Mr. Inglis (as guarantor for the Vendor)

As a condition precedent to Completion, the Vendor and Mr. Inglis shall enter into the

First Option Deed with the Purchaser, pursuant to which the Vendor shall grant the First
Call Option to the Purchaser and the Purchaser shall grant the First Put Option to the
Vendor in respect of 200 Shares (representing 20% of the issued and fully paid-up share
capital of the Target). The First Option Deed is conditional upon: (a) Completion occurring
on or before 31 October 2008 (or such later date as the parties may agree in writing); and (b)

— 12 —



LETTER FROM THE BOARD

the Share Charge not having been enforced prior to exercise of the First Option, failing
which the First Option Deed (and the First Option) shall lapse and no party shall have any
liability thereunder (without prejudice to any right in respect of antecedent breaches (if
any)). No premium is paid for the First Option.

Subject to the foregoing, the First Option may be exercised respectively by the
Purchaser and the Vendor (as the case may be) at any time during the First Option Period.

The First Option Price, negotiated on an arm’s length basis between the parties, shall
be the multiple of the following, pro-rated for the 20% interest being sold and purchased:

(a) In respect of the First Put Option:

A price-earnings multiple of 5.5 x average NPAT for the two financial years prior
to the exercise of the First Put Option;

(b) In respect of the First Call Option:
The greater of:

(1) a price-earnings multiple of 5.5 x average NPAT for the two financial years
prior to the exercise of the First Call Option; and

(i1) NAV + Appreciated Value

No minimum or, subject to the Supplemental Letter Agreement, maximum First
Option Price has been determined. Payment of such First Option Price shall be made in cash
at the completion of exercise of the First Option(s) and funded by the internal resources of
the Group. Upon completion of the exercise of any of the First Option, the Purchaser will
hold 800 Shares (representing 80% of the issued and fully paid-up share capital of the
Target).

Mr. Inglis has unconditionally and irrevocably guaranteed the performance of all
obligations of the Vendor arising under the First Option Deed.

The Company will comply with the then applicable Listing Rules when the First Call
Option is exercised.

III. Second Option Deed

Parties: (1) The Vendor
(2) The Purchaser
(3) Mr. Inglis (as guarantor for the Vendor)

As a condition precedent to Completion, the Vendor and Mr. Inglis shall enter into the
Second Option Deed with the Purchaser, pursuant to which the Vendor shall grant the
Second Call Option to the Purchaser and the Purchaser shall grant the Second Put Option
to the Vendor in respect of 200 Shares (representing the remaining 20% of the issued and
fully paid-up share capital of the Target). The Second Option Deed is conditional upon: (a)

— 13 —
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Completion occurring on or before 31 October 2008 (or such later date as the parties may
agree in writing); (b) the Share Charge (as disclosed in Part Il of this Circular) not having
been enforced prior to exercise of the First Option; and (¢) completion of the First Option
Deed, failing which the Second Option Deed (and the Second Option) shall lapse and no
party shall have any liability thereunder (without prejudice to any right in respect of
antecedent breaches (if any)). No premium is paid for the Second Option.

Subject to the foregoing and the Target having employed a new managing director or
chief executive officer (who has achieved certain prescribed performance targets to the
satisfaction of the Purchaser) in succession of Mr. Inglis for a period of two consecutive
financial years immediately prior to exercise of the Second Option (and the employment of
which shall have an expired term of more than 12 months), the Second Option may be
exercised respectively by the Purchaser and the Vendor (as the case may be) at any time
during the Second Option Period.

The Second Option Price, negotiated on an arm’s length basis between the parties,
shall be the multiple of the following, pro-rated for the 20% interest being sold and
purchased:

(a) In respect of the Second Put Option:

A price-earnings multiple of 5.5 x average NPAT for the two financial years prior
to the exercise of the Second Put Option;

(b) In respect of the Second Call Option:
The greater of:

(1) a price-earnings multiple of 5.5 x average NPAT for the two financial years
prior to the exercise of the Second Call Option; and

(i1) NAV + Appreciated Value

No minimum or, subject to the Supplemental Letter Agreement, maximum Second
Option Price has been determined. Payment of the Second Option Price shall be made in
cash at completion of exercise of the Second Option(s) and funded by the internal resources
of the Group. Upon completion of the exercise of any of the Second Option, the Target will
be a wholly-owned subsidiary of the Company.

Mr. Inglis has unconditionally and irrevocably guaranteed the performance of all
obligations of the Vendor arising under the Second Option Deed.

The Company will continue to comply with the then applicable Listing Rules when the
Second Call Option is exercised.
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INFORMATION ON THE TARGET GROUP

As at the Latest Practicable Date, the Target is a private company duly incorporated
under the laws of the British Virgin Islands on 15 April 2008 having an authorised share
capital of US$1,000 divided into 1,000 Shares, all of which have been issued to and are fully
paid up by the Vendor. As at the Latest Practicable Date, the Vendor is beneficially owned
by affiliated entities of Mr. Inglis. Out of the 1,000 issued Shares, 600 Shares (representing
60% of the entire issued capital of the Target) shall be sold to the Purchaser pursuant to the
Sale and Purchase Agreement. Upon Completion (and completion of the pre-Completion
reorganisation as a condition precedent to the Transaction), the Vendor will become
wholly-owned by Mr. Inglis and the remaining 400 issued Shares (representing 40% of the
entire issued capital of the Target) shall be held by the Vendor subject to the Share Charge
(as disclosed in Part II of this Circular) as well as the First Option Deed and the Second
Option Deed. Mr. Inglis and the Vendor (as well as its ultimate beneficial owners) are
Independent Third Parties.

The Target, through its wholly-owned subsidiaries, is principally engaged in the
manufacturing of laptop bags, fashionable bags and other general bags products. Upon
Completion, the Target will hold 6 active wholly-owned subsidiaries which have operations
in Hong Kong, Macau and the PRC. The Target Group’s business has been in operation
since as early as 1986.

REASONS FOR THE TRANSACTION

The Directors believe that the Transaction is in line with the Group’s multi-product
strategy to expand its product categories and geographical coverage by way of selective
acquisitions and joint ventures. Upon Completion, the Transaction will enable the Group
to diversify and expand its operation to the laptop bags and handbags industries. The
Group’s experience in acquiring and managing GJM (its sleepwear division), Tomwell
Limited (the ladies career wear division), Partner Joy Group Limited and On Time
International Limited shows the Group’s proven track record as an industry leader and
consolidator.

On the basis that the Transaction was negotiated on arm’s length basis and that the
price-earnings ratio used in the calculation of the Sale Price to be paid is in line with
industry average, the Directors (including the independent non-executive Directors)
consider that the Transaction (including the Sale Price and the payment arrangements
thereunder) is made on normal commercial terms, that its terms are fair and reasonable, and
that the Transaction and its terms are in the interests of the Group and the Company’s
shareholders as a whole. The Directors (including the independent non-executive Directors)
are also of the view that the Transaction will not create any materially adverse impact on
the Group’s working capital position.

FINANCIAL EFFECTS

The audited consolidated total assets and net asset value of the Target Group as at 31
December 2007 amounted to approximately HKS$799,170,000 and approximately
HK$215,057,000 respectively. The audited consolidated revenue of the Target Group for
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the year ended 30 June 2007 amounted to approximately HK$965,575,000. For the year
ended 30 June 2007, the audited consolidated net profit before and after taxation of the
Target Group amounted to approximately HKS$36,524,000 and approximately
HK$26,946,000 respectively. For the year ended 30 June 2006, the audited consolidated
net profit before and after taxation of the Target Group amounted to approximately
HK$29,080,000 and approximately HK$21,014,000 respectively. The above-mentioned
audited financial information was prepared in accordance with HKGAAP.

Subject to and upon Completion, the Group’s effective attributable interest in the
Target Group will be 60%. Upon completion of the First Option Deed, and the Second
Option Deed, the Group’s effective attributable interest in the Target Group will increase to
80% and 100% respectively. In view of the track record, earnings ability and customer base
of the Target Group, the Directors believe that the Transaction will have a positive impact
on the earnings of the Group in the future.

Upon Completion, the total assets of the enlarged Group will increase by
approximately US$132,226,000. The total liabilities of the Group will also increase by
approximately US$140,939,000. As a result, the net asset value of the Group is expected to
decrease by approximately US$8,713,000 upon Completion as illustrated in the unaudited
pro forma statement of assets and liabilities of the enlarged Group in Appendix III. The
amounts contained in this paragraph are based on the maximum amount payable by the
Company under the Transaction of approximately US$62,988,000, the First Option Deed
and the Second Option Deed. The mechanism for which these amounts shall be adjusted
and settled has been disclosed in Part I, II and III of this Circular.

As at 31 December 2007, the total amount of cash and bank balances of the Group was
approximately US$96,668,000, representing a decrease of approximately US$10,408,000 as
compared to 31 December 2006. The Group’s total bank borrowings at 31 December 2007
was approximately US$52,158,000, representing a decrease of approximately 24.9% as
compared to approximately US$69,434,000 at 31 December 2006.

As at 31 December 2007, the maturity profile of the Group’s bank borrowings spread
over five years with approximately US§$18,408,000 repayable within one year or on demand,
approximately US$4,500,000 in the second year, approximately US$13,500,000 in the third
to fifth year, and approximately US$15,750,000 in more than five years.

Gearing ratio is defined as net debt (represented by bank borrowings net of cash and
bank balances) divided by the capital and reserves attributable to the equity holders of the
Company. As at 31 December 2007, the Group is in a net cash position. Hence, no gearing
ratio is presented.

PROSPECT AND FUTURE PLANS

The business outlook for the Target Group remains positive. For the year 2008, the
Target Group targets for continued and sustained growth in turnover as it reaps the benefits
of capital investments made during 2005-2007 and continued efficiency improvements. The
Target Group is committed to focus on its strength of providing value added services to its
customers by contributing valuable resources in the design and research stages and
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performing to the expectations of its customers in terms of both the quality of its products
and timely deliveries. Sales growth is being driven by increasing business with relatively new
customers within the Target Group’s luxury product set, as well as growth from its core
computer case product customers, both new and existing. Moreover, from the perspective of
trading prospect, the Company’s business mix will be further diversified, as the Transaction
will provide the Company a foothold in laptop bags and fashionable handbags business.
This will propel further growth in the Enlarged Group’s business with cross selling.

The Enlarged Group will continue to adopt a prudent financial approach to support its
business by way of using its own internal resources for funding of future investments
instead of seeking financial support from external sources e.g. banks. Further to recent
discussions between the management of the Target Group and the Target Group’s principal
bankers, the Target Group’s existing credit facilities have been maintained and are seen as
adequate to finance the Target Group’s operations and expansion.

FOREIGN EXCHANGE RISK MANAGEMENT

The Group adopts a prudent policy to hedge against the fluctuations in exchange rates.
Most of the Group’s operating activities are denominated in US dollar, Hong Kong dollar,
Chinese Yuan, Philippine Peso and Euro. For those activities denominated in other
currencies, the Group may enter into forward contracts to hedge its receivables and
payables denominated in foreign currencies against the exchange rate fluctuations.

CONTINGENT LIABILITIES AND OFF-BALANCE SHEET OBLIGATIONS

The Group is involved in various labour lawsuits and claims arising from the normal
course of its businesses. The Directors believe that the Group has substantial legal and
factual bases to defend its position and are of the opinion that losses arising from these
lawsuits, if any, will not have a material adverse impact on the results of the operations or
the financial position of the Group as a whole. Accordingly, no provision for such liabilities
has been made in the financial statements.

HUMAN RESOURCES, SOCIAL RESPONSIBILITIES, AND CORPORATE
CITIZENSHIP

Over the years, Luen Thai has steadily enhanced its reputation as an employer of
choice through focused, integrated and strategic human resources (“HR”) strategies.
Operating beyond the traditional HR infrastructure, Luen Thai’s Corporate Human
Resources Division (“CHR”) is consistently aligned to the Group’s vision and achievement
of business goals.

Our corporate values, which center on meeting our customers’ needs, help thousands of
Luen Thai employees to move in one direction — to achieve our vision of becoming the best
apparel supply chain services partner in the world. To do this, Luen Thai opens its
communication channels and engages its employees.
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With more than 20,000 employees around the world, Luen Thai continuously strives to
provide the best employee care. In addition to providing a safe workplace, Luen Thai has
established world class and convenient living environments, and places great emphasis on
work-life balance and wellness.

Opportunities for growth and maximizing career potentials are also provided within
the organization through regular and formal learning programs together with structured
on-the-job trainings for all levels of the organization.

Luen Thai also has a long-standing commitment to diversity as demonstrated by its
multi-cultural workforce. This commitment to fairness is also shown through equitable
compensation and benefit schemes. Employees’ contributions are valued, recognized and
rewarded.

GENERAL

The Group is principally engaged in the manufacturing and trading of garment and
textile products, and the provision of freight forwarding and logistics service.

LISTING RULES IMPLICATIONS

Pursuant to Rule 14.74 of the Listing Rules, for the purposes of determining the
applicable Percentage Ratios in connection with the Transaction, the First Put Option and
Second Put Option should be treated as if they had been exercised. Pursuant to the
Supplemental Letter Agreement dated 16 June 2008, the parties agreed that,
notwithstanding any provisions in the Sale and Purchase Agreement, the First Option
Deed and the Second Option Deed, the aggregate amount of consideration payable by the
Purchaser to the Vendor for the acquisition of the 60% interest in the issued and fully paid-
up share capital of the Target and for the acquisition of all Shares under the First Option
Deed and the Second Option Deed as a result of any exercise of any or all of the First
Option and/or the Second Option thereunder shall not exceed HK$900 million.

On the above basis, the Transaction (assuming the First Option and the Second Option
had been fully exercised for the purposes of Rule 14.74 of the Listing Rules) constitutes a
major transaction for the Company, and is therefore subject to the disclosures requirements
and independent shareholders” approval under Rules 14.34, 14.38 and 14.40 of the Listing
Rules.

No shareholder is required to abstain from voting on the Transaction. Capital Glory
Limited, being the controlling sharecholder of the Company holding 61.89% of all
shareholders” voting rights, has given an irrevocable and unconditional written
confirmation dated 13 June 2008 to the Company that it approves the Transaction.
Pursuant to Rule 14.44 of the Listing Rules, the independent shareholders’ approval
requirement is deemed to have been fulfilled and hence no separate general meeting will
need to be convened for approval of the Transaction.
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No minimum or, subject to the Supplemental Letter Agreement, maximum First
Option Price or Second Option Price has been determined. The actual exercise of any of the
First Option and/or the Second Option may constitute a discloseable transaction for the
Company in the future, in which case the Company will continue to comply with applicable
provisions of the Listing Rules at the relevant time. If the actual exercise price of any of the
First Option and/or the Second Option shall fall within a higher classification of notifiable
transactions under the Listing Rules, the Company will also comply with the applicable
provision of the Listing Rules at the relevant time (including the issue of further
announcement(s)/circular(s)).

ADDITIONAL INFORMATION

Your attention is also drawn to the general information set out in the appendices to
this Circular.

Yours faithfully,
For and on behalf of
Luen Thai Holdings Limited
Henry Tan
Executive Director & Chief Executive Officer
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1. FINANCIAL SUMMARY

The following is a summary of the audited consolidated financial information on the
Company for each of the three years ended 31 December 2005, 2006 and 2007 as extracted
from the relevant annual report of the Company for the respective years. There were no
qualified or modified opinions in the auditor’s reports for the three years ended 31
December 2005, 2006 and 2007.

For the year ended 31 December
2005 2006 2007
US$°000 US$°000 US$°000
ASSETS

Non-current assets

Leasehold land and land use rights 4,727 4,286 4,476
Property, plant and equipment 84,309 90,643 92,578
Intangible assets 21,852 52,857 65,004
Interests in associated companies 231 287 382
Interests in jointly controlled entities 2,560 2,045 6,745
Deferred income tax assets 792 311 759
Other non-current assets 4,558 3,627 4,295

119,029 154,056 174,239

Current assets

Inventories 64,783 65,332 65,245
Trade and bills receivables 71,318 93,852 100,065
Financial assets at fair value through profit

and loss — 122 —
Amounts due from related companies 3,273 2,397 3,175
Amounts due from associated companies

and jointly controlled entities 2,045 6,778 5,127
Deposits, prepayments and other

receivables 6,934 15,600 11,086
Pledged bank deposits — 681 1,519
Cash and bank deposits 148,038 107,076 96,668

_____ 296,391 291,838 282,885

Total assets 415,420 445,894 457,124
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For the year ended 31 December

2005 2006 2007
US$°000 US3$°000 US3°000
EQUITY
Capital and reserves attributable to the
equity holders of the Company
Share capital 9,925 9,925 9,925
Other reserves 117,726 98,628 108,052
Retained earnings
— Proposed final dividend 1,548 — 1,727
— Others 89,515 90,178 100,582
218,714 198,731 220,286
Minority interest 5,290 15,502 9,794
Total equity . 224,004 - 214,233 . 230,080
LIABILITIES
Non-current liabilities
Borrowings 386 38,250 33,750
Retirement benefit obligations 2,041 2,295 3,135
Deferred income tax liabilities 401 3,849 3,769
Other long-term liabilities 10,296 22,073 26,673
______ 13,124 66467 67327
Current liabilities
Trade and bills payables 31,558 43,906 55,755
Borrowings 83,301 31,184 18,408
Current income tax liabilities 2,590 12,489 11,747
Amounts due to related companies 2,775 1,499 2,837
Amounts due to associated companies and
jointly controlled entities — 84 1,647
Other payables and accruals 58,068 76,032 69,323
_____ 178,202 165194 159.717
Total liabilities 191,416 ____. 231,601 . 227,044
Total equity and liabilities 415,420 445,894 457,124
Net current assets 118,099 126,644 123,168
Total assets less current liabilities 237,128 280,700 297,407
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For the year ended 31 December
2005 2006 2007
US$°000 US$°000 US$°000

Revenue 593,118 661,836 800,877
Cost of sales (479,445) (537,565) (645,982)
Gross profit 113,673 124,271 154,895
Selling and distribution expenses (14,325) (19,168) (26,158)
General and administrative expenses (78,273) (91,570) (104,742)
Operating profit 21,075 13,533 23,995
Finance income 1,980 3,500 3,601
Finance costs (3,474) (6,608) (4,670)
Share of profit/(loss) of associated

companies (1,891) 54 95
Share of profit/(loss) of jointly controlled

entities (257) (435) 1,592
Profit before income tax 17,433 10,044 24,613
Income tax expense (2,933) (5,000) (4,208)
Profit for the year 14,500 5,044 20,405

Attributable to:

Equity holders of the Company 13,240 2,509 12,515
Minority interest 1,260 2,535 7.890
14,500 5,044 20,405

Earnings per share for profit attributable
to the equity holders of the Company,
expressed in US cents per share

— Basic 1.3 0.3 1.3
— Diluted 1.3 0.3 1.3
Dividends 3,970 1,846 3,762
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2. AUDITED FINANCIAL STATEMENTS OF THE GROUP FOR THE YEAR
ENDED 31 DECEMBER 2007

The following financial information is a reproduction of the relevant information
extracted from the audited financial statements of the Group for the year ended 31
December 2007 as published in the 2007 annual report of the Company.

Consolidated Balance Sheet
As at 31 December 2007

2007 2006
Note US$°000 US$°000
ASSETS
Non-current assets
Leasehold land and land use rights 6 4,476 4,286
Property, plant and equipment 7 92,578 90,643
Intangible assets 8 65,004 52,857
Interests in associated companies 10 382 287
Interests in jointly controlled entities 11 6,745 2,045
Deferred income tax assets 12 759 311
Other non-current assets 4,295 3,627
174,239 154,056
Current assets
Inventories 13 65,245 65,332
Trade and bills receivables 14 100,065 93,852
Financial assets at fair value through
profit and loss — 122
Amounts due from related companies 32 3,175 2,397
Amounts due from associated companies and
jointly controlled entities 32 5,127 6,778
Deposits, prepayments and other receivables 11,086 15,600
Pledged bank deposits 15 1,519 681
Cash and bank deposits 15 96,668 107,076
282,885 291,838
Total assets 457,124 445,894
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2007 2006
Note US3$°000 US3$°000
EQUITY
Capital and reserves attributable to the equity
holders of the Company
Share capital 16 9,925 9,925
Other reserves 17 108,052 98,628
Retained earnings
— Proposed final dividend 1,727 —
— Others 100,582 90,178
220,286 198,731
Minority interest 9,794 15,502
Total equity 230,080 214,233
LIABILITIES
Non-current liabilities
Borrowings 18 33,750 38,250
Retirement benefit obligations 19 3,135 2,295
Deferred income tax liabilities 12 3,769 3,849
Other long-term liabilities 20 26,673 22,073
67,327 66,467
Current liabilities
Trade and bills payables 21 55,755 43,906
Borrowings 18 18,408 31,184
Current income tax liabilities 11,747 12,489
Amounts due to related companies 32 2,837 1,499
Amounts due to associated companies and
jointly controlled entities 32 1,647 84
Other payables and accruals 69,323 76,032
159,717 165,194
Total liabilities 227,044 231,661
Total equity and liabilities 457,124 445,894
Net current assets 123,168 126,644
Total assets less current liabilities 297,407 280,700
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Balance Sheet
As at 31 December 2007

2007 2006
Note US$°'000 US$°000
ASSETS
Non-current assets
Investments in subsidiaries 9 199,626 199,626
Current assets
Deposits, prepayments and other receivables 23 —
Cash and bank deposits 15 167 430
Amount due from a subsidiary 9 2,500 —
2,690 430
Total assets 202,316 200,056
EQUITY
Capital and reserves attributable to the equity
holders of the Company
Share capital 16 9,925 9,925
Other reserves 17 189,664 189,101
Retained earnings
— Proposed final dividend 1,727 —
— Others 741 841
Total equity 202,057 199,867
LIABILITIES
Current liabilities
Other payables and accruals 259 189
Total equity and liabilities 202,316 200,056
Net current assets 2,431 241
Total assets less current liabilities 202,057 199.867
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Consolidated Income Statement
For the year ended 31 December 2007
(By function of expense)

Revenue
Cost of sales

Gross profit
Selling and distribution expenses
General and administrative expenses

Operating profit
Finance income
Finance costs

Share of profit of associated companies
Share of profit/(loss) of jointly controlled

entities

Profit before income tax
Income tax expense

Profit for the year
Attributable to:

Equity holders of the Company
Minority interest

Earnings per share for profit attributable to

the equity holders of the Company,

expressed in US cents per share
— Basic
— Diluted

Dividends
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Note

22
23

23
23

25
25

26

28

29

2007 2006
US$ 000 US$ 000
800,877 661,836
(645.982) _ (537.565)
154,895 124,271
(26,158) (19,168)
(104,742) (91,570)
23,995 13,533
3,601 3,500
(4,670) (6,608)
95 54
1,592 (435)
24,613 10,044
(4.208) (5.000)
20.405 5.044
12,515 2,509
7,890 2,535
20,405 5,044
1.3 0.3

1.3 0.3
3,762 1,846
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Consolidated Statement of Changes in Equity
For the year ended 31 December 2007

Attributable to equity holders of the Company

Share Share Other Retained Minority Total
capital premium reserves earnings Total interest equity
US$’000 US$°000 US$’000 US3000 US$'000 USS$000 US$ 000
Balance at 1 January 2006 ~ 9,925 116,998 728 91,063 218,714 5290 224,004
Net income recognized directly in
equity — currency translation
differences — — 2,196 — 2,196 — 2,196
Profit for the year — — — 2,509 2,509 2,535 5,044
Total recognized income for 2006 — — 2,196 2,509 4705 2,535 7,240
Dividends paid — — — (3,394) (3,394 — (3,394)
Acquisition of a subsidiary — — (1,450) — (1,450) — (1,450)
Recognition of financial liability
arisen from acquisition of a
subsidiary — —  (20,383) —  (20,383) —  (20,383)
Share based compensation
expense — — 539 — 539 — 539
Minority interest — Business
combinations — — — — — 7,677 7,677
T e L2949 (3,394 (24.688)  7.677  (17.011)
Balance at 31 December 2006 9,925 116,998 (18,370) 90,178 198,731 15,502 214,233
Balance at 1 January 2007 ____9_,_9_2_5 __1_1_6_,_9_9_8 __(_1_8_,_3_7_0) ___9_0_,_1_7_8 1 _9_8_,_7_3_1 ___1_5_,_5_0_2 __2_1_4_,_2_3_3
Net income recognized directly in
equity — currency translation
differences — — 4,550 — 4,550 — 4,550
Profit for the year — — — 12,515 12,515 7,890 20,405
Total recognized income for 2007 — — 4,550 12,515 17,065 7,890 24,955
Dividends paid — — — (2,035)  (2,035) — (2,0395)
Purchase of additional interests
in subsidiaries from minority
shareholders (Note 20) — — — — — (4,142) (4,142
Derecognition of financial
liabilities upon acquisition of
minority interest (Note 20) — — 4,311 1,651 5,962 — 5,962
Dividends paid to minority
sharcholders of subsidiaries — — — — — (9,456)  (9.456)
Share based compensation
expense — — 563 — 563 — 563
T T L ABTE L G84) 4490 (13.598) _ (9.108)
Balance at 31 December 2007 9,925 116,998 (8,946) 102,309 220,286 9,794 230,080
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Consolidated Cash Flow Statement
For the year ended 31 December 2007

Cash flow from operating activities
Cash generated from operations
Interest paid
Income tax paid
Overseas taxation paid

Net cash generated from operating activities

Cash flow from investing activities

Purchase of property, plant and equipment

Purchase of financial assets at fair value
through profit and loss

Decrease in bank deposits maturing beyond
three months

Increase in pledged bank deposits

Proceeds from disposal of property, plant and
equipment

Acquisition of a subsidiary, net of cash
acquired

Payment for purchase of additional interests
in subsidiaries from minority shareholders

Payment of consideration payable for
acquisition of a subsidiary

Disposal of subsidiaries, net of cash disposed

Increase in investment in jointly controlled
entities

Increase in long-term loans to a jointly
controlled entity

Interest received

(Increase)/decrease in other non-current assets

Net cash (used in)/generated from investing
activities

Net cash generated before financing activities
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Note

30

2007 2006
USS$ 000 USS$ 000
57,146 17,558
(3,684) (4,091)
(3,116) (1,268)
(2,338) (1,416)
48,008 10,783
(13,695) (19,813)
122 —
— 56,674
(838) (681)
839 1,470
— (13,683)
(9,817) —
(7,400) (5,739)
— 196
(649) (1,289)
(2,459) —
3,601 3,500
(668) 931
(30,964) 21,566
17,044 32,349
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2007 2006
Note US$°000 US$°000
Cash flows from financing activities
Decrease in trust receipts bank loans and
collateralized borrowings (8,140) (8,943)
Increase in short-term bank loans — (413)
Increase in long-term bank loans — 45,000
Repayment of long-term bank loans (4,900) (48,635)
Dividends paid to the Company’s
shareholders (2,035) (3,394)
Dividends paid to minority shareholders of
subsidiaries (9,456) —
Net cash used in financing activities (24,531) (16,385)
(Decrease)/increase in cash and cash equivalents (7,487) 15,964
Cash and cash equivalents at 1 January 96,977 80,003
Effect of foreign exchange rate changes 1,315 1,010
Cash and cash equivalents at 31 December 15 90,805 96,977
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Notes to the Consolidated Financial Statements
1 GENERAL INFORMATION

Luen Thai Holdings Limited (the “Company”) and its subsidiaries (together the “Group”) are principally
engaged in the manufacturing and trading of garment and textile products, apparel manufacturing and the
provision of freight forwarding and logistic services.

The Company is a limited liability company incorporated in the Cayman Islands. The address of its
registered office is 5/F, Nanyang Plaza, 57 Hung To Road, Kwun Tong, Kowloon, Hong Kong.

The Company’s shares are listed on the Main Board of The Stock Exchange of Hong Kong Limited.

These consolidated financial statements are presented in thousands of units of United States dollars
(US$°000), unless otherwise stated. These consolidated financial statements have been approved for issue by the
Board of Directors on 17 April 2008.

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these consolidated financial statements are
set out below. These policies have been consistently applied to all the years presented.

2.1 Basis of preparation

The consolidated financial statements of Luen Thai Holdings Limited have been prepared in
accordance with Hong Kong Financial Reporting Standards (“HKFRS”). The consolidated financial
statements have been prepared under the historical cost convention, as modified by the revaluation of
financial assets and financial liabilities at fair value through profit or loss, which are carried at fair value.

The preparation of financial statements in conformity with HKFRS requires the use of certain
critical accounting estimates. It also requires management to exercise its judgement in the process of
applying the Group’s accounting policies. The areas involving a higher degree of judgement or complexity,
or areas where assumptions and estimates are significant to the consolidated financial statements, are
disclosed in Note 4.

(a) Standards, amendments and interpretations that are effective in 2007

° HKFRS 7, “Financial instruments: Disclosures”, and the complementary amendment to
HKAS 1, “Presentation of financial statements — Capital disclosures”, introduces new
disclosures relating to financial instruments and does not have any impact on the
classification and valuation of the Group’s financial instruments, or the disclosures
relating to taxation and trade and other payables;

° HK(IFRIC) — Int 8, “Scope of HKFRS 2” (effective for annual periods beginning on or
after 1 May 2006). HK(IFRIC) 8 requires consideration of transactions involving the
issuance of equity instruments — where the identifiable consideration received is less than
the fair value of the equity instruments issued — to establish whether or not they fall
within the scope of HKFRS 2. This standard does not have any impact on the Group’s
financial statements; and

° HK({FRIC) — Int 10, “Interim Financial Reporting and Impairment” (effective for

annual periods beginning on or after | November 2006). HK(IFRIC) — Int 10 prohibits
the impairment losses recognized in an interim period on goodwill, investments in equity
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instruments and investments in financial assets carried at cost to be reversed at a
subsequent balance sheet date. This standard does not have any impact on the Group’s
financial statements.

(b) Standards and interpretations effective in 2007 but not relevant for the Group’s operations

The following standards and interpretations are mandatory for accounting periods beginning
on or after 1 January 2007 but are not relevant to or have no significant impact on the Group’s
operations:

° HK(IFRIC) — Int 7 “Applying the restatement approach under HKAS 29, Financial
reporting in hyper-inflationary economies”; and

° HK(IFRIC) — Int 9 “Re-assessment of embedded derivatives”.

(c¢) Standards, amendments and interpretations that are not yet effective and have not been early
adopted by the Group

The following standards, amendments and interpretations have been published but are not
effective for 2007 and have not been early adopted:

° HKAS 1 (Revised), “Presentation of Financial Statements” (effective from 1 January
2009). HKAS 1 (Revised) requires all owner changes in equity to be presented in a
statement of changes in equity. All comprehensive income is presented in one statement
of comprehensive income or in two statements (a separate income statement and a
statement of comprehensive income). It requires presenting a statement of financial
position as at the beginning of the ecarliest comparative period in a complete set of
financial statements when there are retrospective adjustments or reclassification
adjustments. However, it does not change the recognition, measurement or disclosure
of specific transactions and other events required by other HKFRSs. The Group will
apply HKAS 1 (Revised) from 1 January 2009.

° HKAS 23 (Amendment), “Borrowing costs” (effective from 1 January 2009). The
amendment requires an entity to capitalize borrowing costs directly attributable to the
acquisition, construction or production of a qualifying asset (one that takes a
substantial period of time to get ready for use or sale) as part of the cost of that
asset. The option of immediately expensing those borrowing costs will be removed. The
Group will apply HKAS 23 (Amended) from 1 January 2009.

° HKFRS 8, “Operating segments” (effective from 1 January 2009). HKFRS 8 replaces
HKAS 14 and aligns segment reporting with the requirements of the US standard SFAS
131, ‘Disclosures about segments of an enterprise and related information’. The new
standard requires a ‘management approach’, under which segment information is
presented on the same basis as that used for internal reporting purposes. The Group will
apply HKFRS 8 from 1 January 2009. The expected impact is still being assessed in
detail by management, but it appears likely that the number of reportable segments, as
well as the manner in which the segments are reported, will change in a manner that is
consistent with the internal reporting provided to the chief operating decision-maker. As
goodwill is allocated to groups of cash-generating units based on segment level, the
change will also require management to reallocate goodwill to the newly identified
operating segments. Management does not anticipate that this will result in any material
impairment to the goodwill balance.
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HK(IFRIC) — Int 11, “HKFRS 2 — Group and treasury share transactions”. HK
(IFRIC) — Int 11 provides guidance on whether share-based transactions involving
treasury shares or involving Group entities (for example, options over a parent’s shares)
should be accounted for as equity-settled or cash-settled share-based payment
transactions in the stand-alone accounts of the parent and group companies. This
interpretation does not have an impact on the Group’s financial statements.

HK(IFRIC) — Int 14, “HKAS 19 — The limit on a defined benefit asset, minimum
funding requirements and their interaction” (effective from 1 January 2008). HK
(IFRIC) — Int 14 provides guidance on assessing the limit in HKAS 19 on the amount
of the surplus that can be recognized as an asset. It also explains how the pension asset
or liability may be affected by a statutory or contractual minimum funding requirement.
The Group will apply HK(IFRIC) — Int 14 from 1 January 2008, but it is not expected
to have any significant impact on the Group’s financial statements.

HKAS 27 (Revised) “Consolidated and Separate Financial Statements” (effective from
annual period beginning on or after 1 July 2009). The amendment requires non-
controlling interests (i.e. minority interests) to be presented in the consolidated
statement of financial position within equity, separately from the equity of the owners
of the parent. Total comprehensive income must be attributed to the owners of the
parent and to the non-controlling interests even if this results in the non-controlling
interests having a deficit balance. Changes in a parent’s ownership interest in a
subsidiary that do not result in the loss of control are accounted for within equity. When
control of a subsidiary is lost, the assets and liabilities and related equity components of
the former subsidiary are derecognized. Any gain or loss is recognized in profit or loss.
Any investment retained in the former subsidiary is measured at its fair value at the date
when control is lost. The Group will apply HKAS 27 (Revised) from 1 January 2010.

HKFRS 3 (Revised) “Business Combination” (effective for business combinations with
acquisition date on or after the beginning of the first annual reporting period beginning
on or after 1 July 2009). The amendment may bring more transactions into acquisition
accounting as combinations by contract alone and combinations of mutual entities are
brought into the scope of the standard and the definition of a business has been
amended slightly. It now states that the elements are ‘capable of being conducted’ rather
than ‘are conducted and managed’. It requires considerations (including contingent
consideration), each identifiable asset and liability to be measured at its acquisition-date
fair value, except leases and insurance contracts, reacquired right, indemnification assets
as well as some assets and liabilities required to be measured in accordance with other
HKFRSs. They are income taxes, employee benefits, share-based payment and non
current assets held for sale and discontinued operations. Any non-controlling interest in
an acquiree is measured either at fair value or at the non-controlling interest’s
proportionate share of the acquiree’s net identifiable assets. The Group will apply
HKFRS 3 (Revised) from 1 January 2010; and

HKFRS 2 Amendment “Share-based Payment Vesting Conditions and Cancellations”
(effective from 1 January 2009). The amendment clarifies the definition of “vesting
conditions” and specifies the accounting treatment of “cancellations” by the
counterparty to a share-based payment arrangement. Vesting conditions are service
conditions (which require a counterparty to complete a specified period of service) and
performance conditions (which require a specified period of service and specified
performance targets to be met) only. All “non-vesting conditions” and vesting
conditions that are market conditions shall be taken into account when estimating the
fair value of the equity instruments granted. All cancellations are accounted for as an
acceleration of vesting and the amount that would otherwise have been recognized over
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the remainder of the vesting period is recognized immediately. The Group will apply
HKFRS 2 Amendment from 1 January 2009, but it is not expected to have any
significant impact on the Group’s financial statements.

(d) The following interpretations have not yet been effective and not relevant for the Group
operations:

° HK(IFRIC) — Int 12, “Service concession arrangements” (effective from 1 January
2008). HK(IFRIC) — Int 12 applies to contractual arrangements whereby a private
sector operator participates in the development, financing, operation and maintenance
of infrastructure for public sector services. HK(IFRIC) — Int 12 is not relevant to the
Group’s operations because none of the Group’s companies provide for public sector
services; and

° HK(IFRIC) — Int 13, “Customer loyalty programmes” (effective from 1 July 2008). HK
(IFRIC) — Int 13 clarifies that where goods or services are sold together with a
customer loyalty incentive (for example, loyalty points or free products), the
arrangement is a multiple-element arrangement and the consideration receivable from
the customer is allocated between the components of the arrangement using fair values.
HK(IFRIC) — Int 13 is not relevant to the Group’s operations because none of the
Group’s companies operate any loyalty programmes.

2.2 Consolidation

The consolidated financial statements include the financial statements of the Company and all of its
subsidiaries made up to 31 December.

(a) Subsidiaries

Subsidiaries are entities over which the Group has the power to govern the financial and
operating policies generally accompanying a shareholding of more than one half of the voting rights.
The existence and effect of potential voting rights that are currently exercisable or convertible are
considered when assessing whether the Group controls another entity.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group.
They are de-consolidated from the date that control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries by
the Group. The cost of an acquisition is measured as the fair value of the assets given, equity
instruments issued and liabilities incurred or assumed at the date of exchange, plus costs directly
attributable to the acquisition. Identifiable assets acquired and liabilities and contingent liabilities
assumed in a business combination are measured initially at their fair values at the acquisition date,
irrespective of the extent of any minority interest. The excess of the cost of acquisition over the fair
value of the Group’s share of the identifiable net assets acquired is recorded as goodwill (Note 2.7).
If the cost of acquisition is less than the fair value of the net assets of the subsidiary acquired, the
difference is recognized directly in the income statement.

Inter-company transactions, balances and unrealized gains on transactions between group
companies are eliminated. Unrealized losses are also eliminated unless the transaction provides
evidence of an impairment of the asset transferred. Accounting policies of subsidiaries have been
changed where necessary to ensure consistency with the policies adopted by the Group.

In the Company’s balance sheet, the investments in subsidiaries are stated at cost less

provision for impairment losses (Note 2.9). The results of subsidiaries are accounted by the
Company on the basis of dividend received and receivable.
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2.3

(b) Transactions with minority interests

The Group applies a policy of treating transactions with minority interests as transactions
with parties external to the Group. Disposals to minority interests result in gains and losses for the
Group that are recorded in the consolidated income statement. Purchases from minority interests
result in goodwill, being the difference between any consideration paid and the relevant share
acquired of the carrying value of net assets of the subsidiary.

(¢) Associates

Associates are entities over which the Group has significant influence but not control,
generally accompanying a shareholding of between 20% and 50% of the voting rights. Investments
in associates are accounted for by the equity method of accounting and are initially recognized at
cost.

The Group’s share of its associates’ post-acquisition profits or losses is recognized in the
income statement, and its share of post-acquisition movements in reserves is recognized in reserves.
The cumulative post-acquisition movements are adjusted against the carrying amount of the
investment. When the Group’s share of losses in an associate equals or exceeds its interest in the
associate, including any other unsecured receivables, the Group does not recognize further losses,
unless it has incurred obligations or made payments on behalf of the associate.

Unrealized gains on transactions between the Group and its associates are eliminated to the
extent of the Group’s interest in the associates. Unrealized losses are also eliminated unless the
transaction provides evidence of an impairment of the asset transferred. Accounting policies of
associates have been changed where necessary to ensure consistency with the policies adopted by the
Group.

(d) Joint ventures

A joint venture is a contractual arrangement whereby the Group and other parties undertake
an economic activity which is subject to joint control and none of the participating parties has
unilateral control over the economic activity.

The consolidated income statement includes the Group’s share of the results of jointly
controlled entities for the year, and the consolidated balance sheet includes the Group’s share of the
net assets of the jointly controlled entities.

Segment reporting

A business segment is a group of assets and operations engaged in providing products or services

that are subject to risks and returns that are different from those of other business segments. A
geographical segment is engaged in providing products or services within a particular economic
environment that are subject to risks and returns that are different from those of segments operating in
other economic environments.

2.4

Foreign currency translation
(a) Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using
the currency of the primary economic environment in which the entity operates (the “functional

currency”). The consolidated financial statements are presented in US dollars (“USS$”), which is the
Company’s functional and presentation currency.
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2.5

(b) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange
rates prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from
the settlement of such transactions and from the translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are recognized in the income statement.
Changes in the fair value of monetary securities denominated in foreign currency classified as
available-for-sale are analyzed between translation differences resulting from changes in the
amortized cost of the security and other changes in the carrying amount of the security. Translation
differences related to changes in the amortized cost are recognized in profit and loss, and other
changes in carrying amount are recognized in equity.

Translation differences on non-monetary financial assets and liabilities are reported as part of
the fair value gain or loss. Translation difference on non-monetary financial assets and liabilities
such as equities held at fair value through profit or loss are recognized in profit or loss as part of the
fair value gain or loss. Translation differences on non-monetary financial assets such as equities
classified as available-for-sale are included in the available-for-sale reserve in equity.

(c¢) Group companies

The results and financial position of all the group entities (none of which has the currency of a
hyperinflationary economy) that have a functional currency different from the presentation
currency are translated into the presentation currency as follows:

(1) assets and liabilities for each balance sheet presented are translated at the closing rate at
the date of that balance sheet;

(i1) income and expenses for each income statement are translated at average exchange rates
(unless this average is not a reasonable approximation of the cumulative effect of the
rates prevailing on the transaction dates, in which case income and expenses are
translated at the dates of the transactions); and

(ii1) all resulting exchange differences are recognized as a separate component of equity.

On consolidation, exchange differences arising from the translation of the net investment in
foreign entities, and of borrowings and other currency instruments designated as hedges of such
investments, are taken to shareholders’ equity. When a foreign operation is sold, exchange
differences that were recorded in equity are recognized in the income statement as part of the gain or

loss on sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated
as assets and liabilities of the foreign entity and are translated at the closing rate.

Property, plant and equipment

The property, plant and equipment are stated at historical cost less depreciation and impairment

losses. Historical cost includes expenditure that is directly attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or recognized as a separate asset, as

appropriate, only when it is probable that future economic benefits associated with the item will flow to
the Group and the cost of the item can be measured reliably. All other repairs and maintenance are
expensed in the income statement during the financial period in which they are incurred.
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Depreciation of property, plant and equipment is calculated using the straight-line method to
allocate cost to their residual values over their estimated useful lives, as follows:

Buildings 20 years

Leasehold improvements 5-15 years or over the unexpired period of the lease,
whichever is shorter

Plant and machinery 5-10 years

Furniture, fixtures and equipment 3-5 years

Motor vehicles 3-5 years

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance
sheet date.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable amount (Note 2.9).

Gains and losses on disposals are determined by comparing proceeds with carrying amount. These
are included in the income statement.

2.6 Construction-in-progress

Construction-in-progress represents buildings, plants and machinery under construction and
pending installation and is stated at cost. Cost includes the costs of construction of buildings, the costs
of plant and machinery and interest charges arising from borrowings used to finance these assets during
the period of construction or installation and testing, if any. No provision for depreciation is made on
construction-in-progress until such time as the relevant assets are completed and ready for intended use.
When the assets concerned are brought into use, the costs are transferred to other property, plant and
equipment and depreciated in accordance with the policy as stated in Note 2.5 in this Section.

2.7 Intangible assets
(a) Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair value of the Group’s
share of the net identifiable assets of the acquired subsidiary at the date of acquisition. Separately
recognized goodwill is tested for 