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Business Review & Prospects

Business Review

As at 31st March, 2006, the Group recorded a turnover of HK$581,315,000
(2005: HK$509,208,000), representing an increase of 14.2% compared with the
corresponding period last year. The year’s gross profit margin decreased by 6.2%
from last year, mainly due to the dilution of gross profit margin by the cosmetics
business. Profit for the year was HK$49,490,000 (2005 restated: HK$73,672,000),
representing a decrease of 32.8% compared with the corresponding period last
year. The decrease in results for the year was mainly attributable to the increasing

rental and labour costs.

Fashion Business

As at 31st March, 2006, the turnover from fashion business amounted to
HK$497,665,000, which was about the same as last year, accounting for 85.6%
of the Group’s total turnover. The fashion business remained the key contributor
to the Group’s turnover and profit. As for the segment result, the segment result
of the fashion business amounted to HK$52,798,000, representing a decrease of
39.8% from HK$87,756,000 last year.

Fashion Business — Hong Kong and Macau Markets
As at 31st March, 2006, the Group had altogether 63 outlets in Hong Kong and

Macau (2005: 61 outlets). During the period under review, the local economic
continued to improve and the unemployment rate declined. Nevertheless, such
a prosperous market atmosphere resulted in a keener competition, and the over-
optimistic expectation of the economic benefit from the opening of Hong Kong
Disneyland led to an unreasonable rental increase which resulted in an
unavoidable contracted profit margin which made the business environment

become tough. During this financial year, the fashion business in Hong Kong

and Macau recorded a turnover of HK$289,900,000, representing a decrease of
1.5% compared with HK$294,405,000 last year.
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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 April
2006.

Fashion Business — Taiwan Market

During the year, the retail business in Taiwan recorded a turnover of
HK$146,120,000, representing a decrease of 2.4% over last year. As at 31st
March, 2006, the Group had 60 outlets in Taiwan (2005: 61 outlets). During
the period under review, the impact on the local consumer sentiment due to
tightening the credit card loan amount by the banks in Taiwan, as well as
several typhoons during the year, slightly decreased the turnover as compared
with last year. During the year, the Taiwan market accounted for approximately
29% (2005: 30%) of the total turnover of the Group’s fashion business.

Fashion Business — Singapore Market

During the year, the retail business in Singapore recorded a turnover of
HK$31,531,000, representing an increase of 3.7% compared with the
corresponding period last year. As at 31st March, 2006, the number of the
Group’s outlets in Singapore has increased from 8 during the corresponding
period last year to 11. Profit was continuously recorded as a result of the
strengthened local management team which significantly enhanced the business

performance.

Fashion Business — Other Markets
As at 31st March, 2006, besides the markets in Hong Kong and Macau, Taiwan

and Singapore, there were 56 outlets on the mainland offering the Group’s
Veeko and Wanko products (2005: 52 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 Chongqing,

Wuhan, Nanjing, Kunming, Nanchang, Nanning, Dongying, Xiamen, Quanzhou,

Jiangmen, Yantai and Qingdao.
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Cosmetics Business

The Group launched its cosmetics retail chain business in October 2004 and
established the Colourmix stores. As at 31st March, 2006, there were 11 outlets
(2005: 7 outlets), of which 8 were in Hong Kong and 3 in Macau. During the
year, the Group’s cosmetics retail business recorded a turnover of HK$83,650,000
(2005: HK$11,018,000), accounting for 14.4% of the Group’s total turnover.
The segment result of the cosmetics business recorded a loss, as expected, of
approximately HK$17,529,000. This was mainly due to the development of the
cosmetics retail network last year coincided with the huge rental increase, most
newly established outlets during the period under review were located in tourist
districts such as Mongkok and Tsim Sha Tsui where rents and renting cost were
high, as well as the small proportion of exclusive brands at the initial stage of
development, the gross profit margin was therefore similar to that of last year
with no significant improvement. Until the end of 2005, the gross profit was
improved as exclusive imported products started to be introduced from abroad
directly. In future, the Group will seek to strengthen the combination of goods
and more exclusively distributed products will be introduced to increase the
gross profit margin. The Group has opened Colourmix cosmetics designated
counters at the Veeko and Wanko stores in Taiwan since the mid-March 2006,
mainly for the purposes of sales of the exclusive cosmetics and skin care brands
and initial test for the Taiwan market, and 14 Colourmix designated counters
has been opened. Although the cosmetics business was still in a loss position at

this stage, the Group will continue to expand its cosmetics business in a prudent

manner.

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.
The base number of outlets will remain unchanged. More efforts on cost control
and human resources management can help to improve the Group’s turnover
and profitability, which also set off part of the pressure induced by rental increase.
The effectiveness of such measures can be reflected in the performance of the
period between April and June 2006. The turnover of Hong Kong and Macau
for the period between April and June 2006 recorded an increase of approximately
16% as compared with the corresponding period last year, the turnover of
comparable outlets recorded a satisfactory increase of approximately 13%. The

base number of outlets in Taiwan will also remain unchanged, but some outlets
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In November 2005, the
Company was elected as one of
the “Hong Kong Outstanding
Enterprise 2005”, by a famous
Hong Kong economic magazine,

the Economic Digest.

with high rents but low efficiencies will be closed down and the Group will
strive to improve the internal operating management. In Singapore, after
reviewing the region’s business and making appropriate strategic adjustments,
the Singapore market has made profit contribution to the Group for two
consecutive years. The Group will develop the Singapore market in a prudent
manner, and plans to increase the number of outlets by the end of next financial
year. On the mainland, the Group will step up its efforts in promoting the
Veeko and Wanko brands, taking advantage of the ongoing economic growth.
The Group will also explore the possibility of direct investment in retailing
besides developing the franchise business in the coming year to enlarge the
retail network in the PRC. The Group is optimistic and confident of the

mainland market.

As for cosmetics business, since the end of 2005, the company has directly
introduced several international imported cosmetics products for exclusive
distribution, most of which were skin care products. These well-received new
additions led to a significant growth of gross profit. The overall gross profit
margin was approximately 36% for 2005/2006, and the figure increased to
approximately 43% for the period between April and June 2006 while the
sales of exclusively distributed products accounted for 35% of the overall
turnover for the same period as compared to that of 27% for 2005/2006. The
exclusive cosmetics products of the Group include Coréana, Entia, Gatineau,
Geo, Helenere along with the newly acquired Amadoris, Esterel, Frais Monde,
Inseta, Swissological, which are mainly brands from France, Switzerland, Italy
and Korea. On top of these skin care brands, perfumes as well as other personal
care products exclusively and directly imported from abroad also contributed
to the sustaining growth of gross profit margin. The Group undertook the
burden attributed to the peak rental level of several new launched outlets at
tourist districts last year. As a result, in August 2005, the Group called a halt
on its retail network expansion which was subsequently resumed in April

2006. By the end of June 2006, 3 more outlets were set up, making it 14
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outlets in place. These 3 new establishments recorded satisfactory results. For
the period between April and June 20006, the turnover of the comparable stores
experienced a notable growth of approximately 31% as compared with that of
the corresponding period last year. The Group has full confidence for its
cosmetics business and sets to further its pace of development. Several upcoming
Colourmix stores are scheduled to open in Jusco Tuen Mun Store, shopping
arcades such as Prudential Centre in Jordan and East Point City in Tseung
Kwan O. The Group will diversify its product mix, increase the number of
exclusively distributed products, and enhance service quality through staff

training.

On 6th May, 2005, the Group’s three brands, Veeko, Wanko and Colourmix,
were awarded “Superbrands” by the Hong Kong Superbrands Council. The award
has demonstrated the universal recognition of the customer loyalty, product
quality, market dominance and acceptance of the Group’s brands. Moreover,
the Company was elected as one of the “Hong Kong Outstanding Enterprise
2005” by the Economic Digest, a reputable economic magazine in Hong Kong,
in November 2005. The award has proved that the outstanding business
performance of the Company in last year was well recognized. In the future, the
Group will continue to offer products with superb value, improve the quality of
products and enhance the service standards of its employees through staff
training, with a view to providing high quality services to our clients and
strong support to the brands. The Group is cautiously optimistic and fully

confident of its prospects.
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Liquidity & Financial Resources

The Group’s working capital decreased from HK$182,050,000 (restated) as at
31st March, 2005 to HK$178,040,000 for the year while its current ratio and

quick ratio were maintained at a healthy level of 3.5 and 1.79 times respectively.

As at the balance sheet date, the Group’s cash and bank balances amounted to
HK$53,065,000 (2005: HK$95,575,000) and there was no outstanding bank
borrowings and overdraft (2005: Nil) whereas the total borrowings was

HK$80,000 (2005: HK$278,000).

As at the balance sheet date, the gearing ratio of the Group is 0.0003 (2005:
0.001) which is calculated based on the Group’s total borrowings of HK$80,000
(2005: HK$278,000) and the shareholders’ fund of HK$293,149,000 (2005
restated: HK$279,003,000).

As at 31st March, 2006, the Group had banking facilities amounting to
HK$108,200,000 (2005: HK$80,572,000), of which HK$8,732,000 (2005:
HK$3,230,000 representing bank guarantees) 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.

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$60,253,000 (2005 restated: HK$43,919,000).

Contingent Liabilities

At 31st March, 2006, the Company had provided guarantees of HK$121,200,000
(2005: HK$106,390,000) to certain banks in respect of banking facilities granted
to certain subsidiaries of the Company. At 31st March, 2006, HK$8,732,000
(2005: HK$2,885,000) of these facilities has been utilised.
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Foreign Exchange Exposure

Certain trade payables and purchases of the Group are denominated and settled
in foreign currencies. The management will continue to monitor its foreign
exchange position and, if necessary, will hedge its foreign currency exposure by

way of forward foreign exchange contract.

Staff & Remuneration Policies

As at the balance sheet date, the Group had 3,567 employees (2005: 3,500).
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, I 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, 19th July, 2006




