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RETAILERS ACROSS THE WORLD
BRACING FOR A TOUGH MARKET AHEAD

“The consumer environment has been impacted bytgewethe financial
markets over the past month. We are monitoringnassi trends carefully and
making the appropriate adjustments. ”

— Nordstrom President, Blake Nordstrom (Oct 2008)

“Current financial pressures and a lack of confakeim the economy will force
shoppers to be very conservative with their holidpgnding.”
— NRF Chief Economist, Rosalind Wells (Sep 2008)

“Consumer confidence remains fragile and the retafironment
unpredictable. Consumers are increasingly cauabosit their budgets.”
— Marks & Spencer Chairman, Sir Stuart Rose (OcB200

“The banking turmoil of the past two weeks will iuer undermine already
weak consumer confidence. It makes nervous consuaven less willing to
spend the money they have got.”

— British Retail ConsortiumRRichard Dodd (Sep 2008)

“Customers seem desperate to defend their livetlaptrying to get as many
bargains as possible.”
— Aeon President, Motoya Okada (Oct 2008)
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US apparel brands filed for
Chapter 11
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WEAK DEMAND FROM KEY MARKETS

Same store sales decrease — latest quarter
Percent

J Crew] 0.4%
rer [ 4%
JC Penney- 4%

Nordstrom - 6%
cAP, NA [ 6%

Banana Republic- 6%

ESQUEL GROUP

Hollister _ 9%
Old Navy | 167%
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APPAREL SUPPLIERS ALSO CONFRONTING

RISING LABOR COSTS...

Annual inflation - July 2008
Percent

Vietham

Sri Lanka

India

Turkey 12.1%

Indonesia 11.9%

Bangladesh 10.1%

China 6.3%

27.0%

21.9%

Drivers of higher labor costs

Higher food prices

& W

Higher inflation Rural workers
(especially on food) return to farming

Y &

Higher labor costs

Source: News search
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*

Source: News search

LABOR UNRESTS

SELECTED EXAMPLES

* Over 500 strikes across Vietnam from January tp Jul
2008 (vs. 541 for 2007)

» 78% strikes happened to foreign-invested companies

« Strikes could occur even to companies paying above
average wages and well-above minimum pay

» Over 200 factories have experienced labor strikes
since beginning of 2008

« Strikes escalated into violence and at least @fesst
were vandalized in August

« Bangladesh Garment Manufacturers and Exporters
Association alleging foreign parties instigatingda
unrests

ESQUEL GROUP



©

ESQUEL GROUP RISING RMB AND OTHER ASIAN CURRENCIES

Exchange rate vs. US$
Jun 2005 =100
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130 Thailand
120 A China
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— India
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Source: http://www.oanda.com/
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ESQUEL GROUP HIGHER ENERGY COSTS
Europe Brent Spot Price NYMEX Coal Futures*
USS$ per barrel US$ per ton
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* Central Appalachian Coal Futures

Source: US Energy Information Administration
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Similar trends for
natural gas and
other energy prices
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ESQUEL GROUP SOFTENING DEMAND AND DEPRESSED MARGIN

China apparel export _
USS$ billions Bl Asia
I Europe
[ 1uUs
[_1 Others
115 113

2005 2006 2007 2008A*

PRC Textile industry performance

Percent sales
B 2007
I 2008 Feb

_ 10.6%
Gross margi

11.3%

3.8%
3.2%

Net margin

* More than 2/3 companies obtained
below-average net margin

* 18% companies losing money

» Overall industry operating at 70%
utilization

* Annualized figures from Jan to Aug

Source: China Chamber of Commerce for Import & ExpdiT extiles
ESQUEL GROUP
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TRADE UNCERTAINTIES

Anti-dumping

» Especially potent when applied against a “non-marke
economy” such as China

» Domestic producers in US lobbying for Trade Monitgr
Program on China as a pre-cursor to anti-dumping
investigations

Countervailing duties

 Duties imposed on imported goods with government
subsidies

» Several countervailing duty investigations agaffisina
(e.g., circular welded steel pipe, laminated wosack)

Non-trade barriers

* Tightening of product safety requirements especiall
infant or children wear

 Potential trade actions against China on issuds asic
currency manipulation, IP protection, market access

Free-trade agreements
* Bilateral free-trade agreements could drasticallgnge
the international trade landscape

ESQUEL GROUP
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ESQUEL GROUP DEPRESSED MARGIN FOR THE INDUSTRY

PRC Textile industry performance
Percent sales
- 2007

[ 2008 Feb

10.6%

Gross margi
11.3%

3.8%
3.2%

Net margin

I.J
>
Yy

;’ ~

E _ * More than 2/3 companies obtained
" 2 é 5 & M below-average net margin
- M * 18% companies losing money
s f  Overall industry operating at 70%
utilization

Source: China Chamber of Commerce for Import & ExpdiT extiles
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THE SILK PARACHUTE

e Can China make up for the
weakness in the US and Europe?

« How can international apparel

retailers capture the opportunities
in China?

ESQUEL GROUP
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ESQUEL GROUP CHINA TODAY
China has become:
* A significant G-3 trading partner (Total trade: Q.2 tril in 2007)
* A major destination of foreign direct investmefdSD 74.8 bil in 2007)
* An economy largely driven by domestic demand awvestment
* A significant force in world commodity markets
A growing factor in world financial markets (FXserve USD 1.9 tril)

* A critical link in global production networks

Source: China National Bureau of Statistics, IMF
ESQUEL GROUP

12



i

{{;L'L\'\.\Ih‘\.“-'- ay gl

...Mﬂ '
B

i

i —\_lr.u_'.-

e T

&

.l!-_- _MM ﬂ-

oy

"“-.“"'"" ke S LER IR
] [k

ESQUEL GROUP




ESQUEL GROUP 14



©r

ESQUEL GROUP

GLOBAL LUXURY BRANDS ALREADY
INTO 2ND AND 3RD TIER CITIES

ESQUEL GROUP
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FOREIGN MIDDLE-CLASS BRANDS ARE JUST
BEGINNING TO ESTABLISH IN CHINA

ESQUEL GROUP



KEY CHALLENGES TO CAPTURE
THE MARKET OPPORTUNITIES

* Crowded market

—Many Chinese apparel exporters turn to
retail as the revenue to grow

—Tough competition, especially in major
cities

 Strong price competition
* Knock-off brands

 Self-managing Vs Licensing

ESQUEL GROUP
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ONLY THE FITTEST WILL SURVIVE

* Many suppliers will not make it...

* The successful ones will need to
adapt to the macro sourcing trends

—Vendor consolidation

—Preference towards vertical
suppliers

—Emphasis on supplier’s quality
and reliability

ESQUEL GROUP 18



— THE STRONG GETTING STRONGER

ESQUEL GROUP

VENDOR CONSOLIDATION

Drivers of vendor consolidation
* Abolishment of quota under WTO

* Buyers’ desire to simplify and
optimize their sourcing operations

* Flight to quality and stability in
turbulent times

19



PREDICTABILITY AND RELIABILITY UNDER
TURBULENT TIMES

* Disruption in sourcing very costly to
apparel retailers, especially in
turbulent times

 Retailers value the security and
reliability from strong suppliers

—Long-term commitment to the
retailer

—Financial strength

—Track record of quality and
consistency

ESQUEL GROUP 20



THE CASE OF ESQUEL

Founded in 1978, Esquel supplies over 70 milliontsi@ach year to leading

brands around the world — from concept to rack

OUR MISSION
To be the Best Cotton Shirt Partner

OUR COMMITMENT
Provide Total Shirt Solutions to help our customersiness grow

ESQUEL GROUP
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GLOBAL PRESENCE
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OPERATIONS IN CHINA
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Vertical integration enables Esquel to control quality from cotton to jpaukg

Cotton Farming Spinning Weaving/Knitting Garment Trims Retailing
Manufacturing & Packaging

ESQUEL GROUP
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ESQUEL’S 3-5 YEAR PLANNING
— TO BECOME A BILLION DOLLAR COMPANY

Share of garment sales revenue by region

2007 2008E
Group Revenue = $660 mil Group Revenue = $770 mil

ESQUEL GROUP
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CONTINUOUS IMPROVEMENTS
— IMPROVE FACTORY MANAGEMENT

* Improve production flow and factory
layout

* Improve factory management systems
e Train workers to be multi-skilled
« Better line balancing

* Eliminate redundant processes

ESQUEL GROUP
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INVEST IN TECHNOLOGY AND AUTOMATION

» Using unit production system to improve
garment sewer efficiency

* Apply RFID to track and optimize sub-
part production

* |nvest in auto-cutting machines

 Tracking of fleet utilization using GPS

ESQUEL GROUP 27



REDUCE WASTAGE

Typical areas of waste

* Miscommunication of order information

* Poor quality control and workmanship

* Inconsistent production

* Production outside of shipment allowances

* Insufficient planning and information delay

ESQUEL GROUP 28
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OPTIMIZATION ACROSS SUPPLY CHAIN

ESQUEL GROUP

Track and manage raw material
pricing and trends

Improve production and cutting yield

Reduce total production costs by
considering down-stream processes

Joint inventory control
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LOOKING FOR COST-EFFECTIVE
EXPANSION OPPORTUNITIES

* Enhance market position under
vendor consolidation

e Drive organic growth through
productivity improvements

 Leverage existing assets to
expand in-house capacity more
cost-effectively

 Look for buyout opportunities as
competitors look to exit

ESQUEL GROUP



GREEN MANUFACTURING

« Continue to reduce energy and water
consumption

e Invest in more efficient machineries

 Leverage opportunities across supply
chain (e.g., use steam to replace
electricity, recycle waste from one
operations to another, etc.)

* Recycle and treat waste water from
garment washing, fabric dyeing and
finishing using reverse osmosis and
membrane reactor

ESQUEL GROUP

31



ESQUEL GROUP

CSR ACTIVITIES
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BETTER ORGANIZATION AND PEOPLE

» Reinforce corporate culture through
top-down and bottom-up
communications

 Strengthen leadership and
accountability

* Promote can-do attitude to take up
challenges and solve problems

 Align organization structure and
streamline processes

ESQUEL GROUP 33



ENABLE CUSTOMERS TO
SLEEP BETTER AT NIGHT

* Diversified production base
 Quality and reliability

e Strong corporate governance
 Commitment to Corporate

Social Responsibility and
Sustainable Development

ESQUEL GROUP
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THANK YOU
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