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Business Review & Prospects

Business Overview

As at 31st March, 2005, the Group recorded a turnover of HK$509,208,000
(2004: HK$446,227,000), representing an increase of 14.1% compared with
the corresponding period last year. The year’s gross profit margin decreased
slightly by 0.38% from last year, mainly due to the dilution of gross profit
margin by the cosmetics business. Profit attributable to shareholders for the
period was HK$75,086,000 (2004: HK$58,591,000),

increase of 28.2% compared with the corresponding period last year. The

representing an

improvement in results was mainly attributable to the ameliorating economic
conditions in Southeast Asia, which promoted consumption and travel to
Hong Kong. Compared with last year, turnover of the Group’s fashion
business increased by 10.8% in Hong Kong and Macau and 20.2% in
Taiwan, while the business in Singapore has returned to profit. As a result
of the above, and along with effective cost control measures, the overall
results recorded an increase of 28.2% despite the losses sustained by the
newly developed multi-brand cosmetics business at the initial investment

stage.

Fashion Business

The fashion business remained the key contributor to the Group’s turnover
and profit during last year. Turnover of this segment increased from
HK$446,227,000 last year to HK$498,190,000, by 11.6%. The segment
result of the fashion business amounted to HK$88,787,000, representing
an increase of 31% from HK$67,760,000 last year.
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Fashion Business — Hong Kong and Macau Markets

As at 31st March, 2005, the Group had altogether 61 outlets in Hong Kong
and Macau (2004: 59 outlets). During the period under review, the retail
business in both cities continued to register growth, as a result of improving
local economic climate, declining unemployment rate, and the mainland’s
relaxation of policy governing cross-border visits to Hong Kong and Macau.
The Group also instituted sound internal consolidation measures, such as
improvement of product quality and effective cost control. During the period
under review, the Group closed down 5 outlets with undesirable
performance, and opened 7 new ones at premium locations available at
reasonable rentals. These measures were conducive to the improvement of
the Group’s operating efficiency. During this financial year, the fashion
business in Hong Kong and Macau recorded a turnover of HK$294,405,000,
representing an increase of 10.8% compared with HK$265,740,000 last

year.

Fashion Business — Taiwan Market

During the year, the retail business in Taiwan recorded a turnover of
HK$149,642,000, representing an increase of 20.2% over last year. As at
31st March, 2005, the number of the Group’s Taiwan outlets has increased
to 61 from 51 in the corresponding period last year, the expansion path of
which was consistent with the planning set by the Group last year. A
Wanko flagship store was opened at Chung Hsiao East Road, one of the
most flourishing districts in Taipei, in August 2004. The outstanding image
of the flagship store further strengthened the leading position of the Wanko
brand name in Taiwan’s ladies fashion market. During the year, the Taiwan
market accounted for approximately 30% of the total turnover of the Group’s
fashion business (2004: 27.9%).

Fashion Business — Singapore Market

During the year, the retail business in Singapore recorded a turnover of
HK$30,412,000, representing a decrease of 7.8% compared with the
corresponding period last year. As at 31st March, 2005, the number of the
Group’s outlets in Singapore has decreased from 11 during the corresponding
period last year to 8, mainly as a result of the Group’s strategic closing of 3
outlets with unsatisfactory performance. The closing of the outlets and the
strengthened local management team were reasons contributing to the
Singapore operations’ return to profit during the year. In fact, the market

registered profit for the first year, showing significant enhancement in

business performance.
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Fashion Business — Other Markets

As at 31st March, 2005, besides the markets in Hong Kong and Macau,
Taiwan and Singapore, there were 52 outlets on the mainland offering the
Group’s Veeko and Wanko products (2004: 46 outlets). Most of these outlets
operated by way of franchise. The outlet network under Veeko and Wanko
brand names now covers not only first-tier cities such as Beijing, Shanghai,
Chengdu, Guangzhou, Shenzhen and Zhuhai, but also other cities, including
Chongging, Wuhan, Nanjing, Kunming, Nanchang, Nanning, Zhengzhou

and Xi’an.

Cosmetics Business

The Group launched its cosmetics retail chain business in October, 2004
and established the Colourmix stores. As at 31st March, 2005, there were
7 outlets, of which 4 were in Hong Kong and 3 in Macau. The Group's
cosmetics retail business recorded a turnover of HK$11,018,000, accounting
for 2.2% of the Group’s total turnover. The cosmetics business recorded a
loss in the year under review as the investment was still in its initial
development stage, during which it had already incurred substantial amount
of expenses on advertising, shop image and concept design, trademark
registration, initial recruitment and training and relevant formation costs.
Nevertheless, the Group will continue to expand the cosmetics business in
a prudent manner. We anticipate that the cosmetics business will become a

major source of growth for the Group in future.
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Prospects

As part of its fashion business development, the Group will concentrate on
the sales growth of existing outlets in Hong Kong and Macau in the coming
year. Nevertheless, it will close down some underperforming outlets and
open new ones in premium locations available at reasonable rentals. These
measures will help to improve the Group’s turnover and profitability, as
well as partly relieve the pressure caused by rental increase. As the overall
performance of the Taiwan market remains favorable, there is room for
opening further outlets, and the Group will continue to expand its business
in Taiwan. After a business review and appropriate strategic adjustments,
the Singapore market finally made profit contribution to the Group during
the year 2004/2005. The Group will develop the Singapore market in a
prudent manner, and plans to increase the number of outlets to 13 by 31st
March, 2006. On the mainland, the Group will step up its efforts in
promoting the Wanko and Veeko brands, taking advantage of the ongoing
economic growth. For the coming year, the Group plans to enlarge the

retail network in the PRC by adding approximately 20 franchise outlets.
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The Group participated in the trade fair organized by the Hong Kong
Trade Development Council, “Style Hong Kong”, which was held in
Beijing, in March, 2005.
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As for the cosmetics business,
after six months of
development and marketing
efforts, the Group has already
established the Colourmix
brand. The colorful, trendy
and spacious shop design
provides the customers with
a comfortable environment
for shopping. The Group also

implemented a range of

proactive marketing

initiatives, such as sponsoring
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Colourmix was designated as “Preferred Retail

the Miss Chinese International

Pageant 2005, in which it was

designated as “Preferred

Retail Shop for Cosmetics and ShAop for. Cosmetics a.nd Beauty Products to the
Beauty Products to the Miss Miss Chinese International Pageant 2005”.
Chinese International Pageant
2005”, and sponsoring several popular TV shows. All these measures have
contributed to the Colourmix brand’s rising reputation, laying a solid foundation
for its future development. The Group will continue to expand the number of
Colourmix outlets, focusing on tourist districts where response to existing
outlets has been up to expectation. For example, a Colourmix flagship store
will be opened in Park Lane, Tsim Sha Tsui in July 2005. The Group expects
that the number of Colourmix outlets will reach 20 by the end of 2006, but
the speed of expansion will be subject to reasonable adjustments according to
rental levels. The Group will also diversify its product mix, increase the number
of exclusively distributed products, and enhance service quality through staff
training. Although currently the cosmetics business only accounts for 2.2% of
the Group’s turnover and is yet to bring any contribution, the Group believes
that it has promising long-term prospects. We expect that this segment will

begin contributing to the Group’s business after the next year or two, and are

confident that it will become a major source of growth for the Group in future.
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On 6th May, 2005, the Group’s Wanko, Veeko and Colourmix brands were
awarded “Superbrands (¥ 4% g /#)” by the Hong Kong Superbrands Council
(BEABRMEWE). The award has demonstrated the universal recognition

of the customer loyalty, product quality, market dominance and acceptance

of the Group’s brands, as well as boosted consumers’ confidence by helping

them identify quality brand
names. The Group will continue
to offer products with superb
value, improve product quality
and enhance the service
standards of its employees
through staff training, with a view
to providing even better services
and strong support to the brands’
development. Our diversified
business portfolio will strengthen
the Group’s profitability in the
future, and the Group is
cautiously optimistic and fully

confident of its prospects.
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The Group’s Wanko, Veeko and Colourmix brands

were awarded “Superbrands” by the Hong Kong

Superbrands Council.
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Liquidity & Financial Resources

The Group’s working capital increased from HK$167,748,000 as at 31st
March, 2004 to HK$204,381,000 for the year while its current ratio and
quick ratio were maintained at a healthy level of 5.85 and 3.85 times

respectively.

The Group’s inventory turnover on sales increased from 48 days for the
year ended 31st March, 2004, to 60 days in the year under review. The
adjustment of 12 days in inventory turnover period was mainly due to the
increase in inventories from HK$59,064,000 as of 31st March, 2004, to
HK$84,385,000 as of 31st March, 2005 of which the increase mainly

contributed by inventories of cosmetics products.

As at the balance sheet date , the Group’s cash and bank balances amounted
to HK$95,575,000 (2004: HK$100,278,000) and there was no outstanding
bank borrowings and overdraft (2004: Nil) whereas the total borrowings
was HK$278,000 (2004: HK$466,000).

As at the balance sheet date, the gearing ratio of the Group is 0.001 (2004:
0.002) which is calculated based on the Group’s total borrowings of
HK$278,000 (2004: HK$466,000) and the shareholders’ fund of
HK$282,451,000 (2004: HK$232,359,000).

As at 31st March, 2005, the Group had banking facilities amounting to
HK$80,572,000 (2004: HK$60,567,000), of which HK$3,230,000
representing bank guarantees (2004: HK$3,365,000) was utilised by the
Group. The management believes that existing financial resources will be
sufficient to meet future expansion plans and, if necessary, the Group will

be able to obtain additional financing on favorable terms.
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Pledge of Assets

As at the balance sheet date, the amount of assets pledged by the Group to
certain banks to secure general banking facilities granted to the Group was
HK$47,889,000 (2004: HK$42,297,000).

Contingent Liabilities

At 31st March, 2005, the Company had provided guarantees of
HK$106,390,000 (2004: HK$84,390,000) to certain banks in respect of
banking facilities granted to certain subsidiaries of the Company. At 31st
March, 2005, HK$2,885,000 (2004: HK$2,998,000) of these facilities has

been utilised.

Staff & Remuneration Policies

As at the balance sheet date, the Group had 3,500 employees (2004: 3,316).
The Group mainly determines staff remuneration (including insurance and
medical benefits) in accordance with the industry’s practices. The Group
also implemented a reward scheme for its staff based on their individual
performances. In addition to their basic remuneration and welfare, some
key employees were granted share options as reward and incentive to

enhance their loyalty to the Group.

Appreciation

On behalf of the Board, | would like to extend my heartfelt thanks to all
the employees for their devotion, contribution and diligence and my deepest
gratitude to all the shareholders, customers, suppliers and business partners
for their continuous support. | sincerely hope that all of you will continue

to contribute to the success of the Group.

Cheng Chung Man, Johnny

Chairman

Hong Kong, 5th July, 2005




