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Turnover and Profit Attributable to Shareholders
Group total turnover for 2000 increased by 11.0% to
HK$3.43 billion compared with 1999. Profit attributable to
shareholders hit another record high of HK$416 million, an
improvement of 15.6% from last year.

In the Retail and Distribution Division, total sales turnover
increased by 11.5% to HK$3.22 billion compared with 1999.

Hong Kong retail sales grew by 15.5% to HK$788 million
(1999: HK$682 million). Mainland China market’s sales
turnover increased more significantly to HK$712 million
(1999: HK$544 million), up 30.9% from 1999. Taiwan
market’s sales turnover decreased by 8.6% to HK$871 million
(1999: HK$953 million), induced by a depressed market
sentiment and a weak currency in the second half of 2000.
The total sales turnover from other Pacific Region markets
was up by 13.0% to HK$500 million compared with 1999.

The Retail and Distribution Division’s contribution to the
Group operating profit amounted to HK$345 million, an
improvement of 9.2% compared with 1999.

The Manufacturing Division’s sales turnover, including intra-
group sales, increased by 28.7% to HK$727 million
compared with 1999. Net sales to outside customers
improved by 2.5% to HK$206 million when compared with
1999, representing 28.3% of its total turnover (1999: 35.6%).
Although the Retail and Distribution Division was a major
customer of the Manufacturing Division, only 25.1% (1999:
21.6%) of the Retail and Distribution Division’s purchases
came from the Manufacturing Division.
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The Manufacturing Division’s contribution to the Group
operating profit after consolidation adjustments amounted
to HK$80 million and represented 18.8% (1999: 10.0%) of
total Group consolidated operating profit. Operating profit
improvements at the Manufacturing Division were mainly due
to its continued efforts in the streamlining of operation and
the restructuring of management.

Although the increases in the Manufacturing Division’s
turnover and operating profit contribution were mainly derived
from internal sales, Management expects its principal focus
to reverse in favour of outside customers over the long run.

Gross margin

Gross margin increased by 0.5 percentage point from 1999
after taking into account a reduction of 1.3 percentage points
reported in the Retail and Distribution Division. This
temporary decrease reflects an unsuccessful 2000 Spring/
Summer collection.

Gross margin from the Manufacturing Division increased by
eight percentage points from 1999, due to better material
control and the benefits from a subcontracting strategy. This
trend should continue into the future.

Distribution Costs and Administrative and Other
Operating Expenses

Total distribution costs and administrative and other
operating expenses in 2000 increased by 7.8% to HK$1.23
billion compared with 1999. The increase was normal and in
line with turnover increases. Of the above, advertising and
promotion expenditure increased by 29.0% to HK$88 million
from the 1999 level. This was due to the launch of a series
of region-wide promotional programs to strengthen our brand
positioning. Depreciation charges were also increased from
HK$71 million in 1999 to HK$91 million in 2000.

Management considers significant increases in these

discretionary expenditures were appropriate to the
strengthening of the brand in all markets during 2000.
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Cash Flows

Net cash inflow from operating activities decreased by
HK$230 million in 2000 compared with 1999. This decrease
was mainly attributable to increases in inventories, trade and
other receivables, as well as a decrease in trade and other
payment liabilities.

Net cash outflow from returns on investments and servicing
of finance increased by HK$166 million during 2000. This
was mainly due to dividend payments of HK$236 million
(1999: HK$70 million).

Net cash outflow in investing activities decreased by HK$198
million in 2000 compared with 1999, primarily due to a long
term deposit which was placed in 1999.

Net cash outflow in financing activities increased by HK$64
million in 2000 compared with 1999. The change was due
to cash outflow for the repurchases of the Company’s shares
amounting to HK$138 million (1999: HK$4 million), all of
which were cancelled. Cash provided by financing activities
included funds generated from the issuance of new shares
under the employee share option scheme (2000: HK$87
million; 1999: HK$19 million).

Liquidity and Capital Resources

The Group’s liquidity position is consistently sound. Cash
and bank balances amounted to HK$748 million as at
December 31, 2000 (1999: HK$803 million). Working capital
of the Group increased by 12.5% to HK$857 million
compared with 1999, primarily resulting from increases in
inventories, receivables and prepayment, and partially offset
by higher accounts payable. The current ratio was at a
healthy level of 2.3 (1999: 2.2). At December 31, 2000, the
Group had trade finance and revolving loan facilities totaling
HK$728 million. None of the revolving loan facility was
utilized.
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At year-end 2000, the Group’s inventory increased by HK$65
million to HK$303 million in anticipation of an early seasonal
high volume sales in January 2001 and due to an expanded
manufacturing operation. Despite the upsurge, inventory
turnover on sales stood at 32 days (1999: 28 days), in line
with the Group’s long-term target inventory level. At the end
of January 2001, inventory turnover on sales declined to 22
days.

Long-term finance lease obligations decreased by HK$4
million from HK$18 million reported a year earlier. This
outstanding liability is denominated in Renminbi and
unhedged for the purchase of leasehold land and building in
Mainland China. The amount is payable by monthly fixed
installments at an interest rate of 12.0% per annum until
2005. As at December 31, 2000, the Group’s total liabilities
amounted to HK$668 million (1999: HK$654 million),
resulting in a gearing ratio of 0.5 (1999: 0.5) based on
shareholders equity of HK$1.40 billion (1999: HK$1.25
billion).

In January 2001, the Group acquired a leasehold interest in
a Hong Kong property which had been mainly occupied
under a tenancy as a key outlet by the Group’s Hong Kong
retail operation. The consideration of HK$200 million was
funded out of the Company’s cash reserve. The Company
will continue to occupy the ground and first floors of the
property as a key retail outlet in that prime commercial district
of Hong Kong. As of the end of January 2001, the Group’s
remaining cash and bank balances totaled approximately
HK$608 million.

Management is comfortable that existing financial resources
will be sufficient for future expansion plans. Should other
opportunities arise requiring additional funding, Management
also believes that the Group is in a good position to obtain
financing on favorable terms.
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training and development programs are conducted on a
regular basis.
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Amid increased competition and a fragile economic recovery
in the region, most markets reported a slight comparable
store sales decline except Mainland China where a 5.8%
increase in comparable store sales was registered.

The Group added 180 outlets, net of closures, to its retail
portfolio during the year. As of December 31, 2000, there
were 895 (1999: 728) retail outlets for the Giordano brand
and 25 (1999: 12) retail outlets for the Bluestar Exchange
brand. Bluestar Exchange, still in its infancy, provided positive
contribution to the Group. Giordano Ladies, launched in
1996, has successfully differentiated itself in the ladies
apparel market and reported a remarkable growth of 75.2%
in sales turnover when compared with 1999. The number of
Giordano Ladies outlets increased to 19 from 13 a year
earlier.

Management has taken the following measures to strengthen
our brands’ position in the casual wear market:

(1) Improving material quality — The Group has enhanced
the value concept by sourcing better quality fabrics from
suppliers. Management has also implemented a
Corporate Quality Program aimed at maintaining higher
product quality. Nine months into its implementation, we
have seen improvements and the suppliers are
supportive of our quality assurance program.

(2) Opening mega stores — The Group has opened mega
stores in prime locations in Hong Kong, Taiwan,
Singapore, Malaysia and Korea. These stores, in
strategic locations, serve to reinforce our brand image
and our commitment to be a permanent player in the

local casual apparel markets.
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*  On weighted average basis

** Regarding those outlets which were open for the full 12 months
in each of the two financial years under comparison
*** As at December 31

The 17.5% sales growth in the first half was more than offset
by sluggish sales in the second half. Poor consumer
sentiment and a weak currency evidently contributed to a
depressed retail market in Taiwan in the second half of the
year. A major consolidation effort was also taken by our
Taiwan operation to weed out outlets which had ceased to
be profitable, and the number of outlets decreased by 19 at
the end of the year. Annual sales turnover decreased by 8.6%
to HK$871 million compared with 1999. Of this decrease,
4.5% was attributable to the conversion of a weaker New
Taiwan Dollar into Hong Kong Dollar. Management
anticipates better trading conditions in 2001.
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*  On weighted average basis

** Regarding those outlets which were open for the full 12 months
in each of the two financial years under comparison

*** As at December 31

Hong Kong’s retail sales turnover, including the newly
launched Bluestar Exchange, increased by 15.5% to HK$788
million (1999: HK$682 million). Excluding Bluestar Exchange,
Giordano Hong Kong reported a 1.7% increase in turnover.
Giordano Ladies has successfully penetrated into the
competitive ladies apparel market and is well-received by
young professionals and office executives. Both Bluestar
Exchange and Giordano Ladies will be further refined in Hong
Kong before large-scale roll-outs in other markets.
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*  On weighted average basis

** Regarding those outlets which were open for the full 12 months
in each of the two financial years under comparison

*** As at December 31

Sales turnover in Mainland China increased by 30.9% to
HK$712 million compared with 1999. The increase was due
to higher sales from the expanded retail network as well as
improved product lines. As of December 31, 2000, there
were 357 (1999: 253) retail outlets operating in Mainland
China. Comparable store sales also improved by 5.8% from
last year. Mainland China’s imminent accession to World
Trade Organization will present both challenges and
opportunities. On balance, Management looks forward to
this significant change in the marketplace.
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** Regarding those outlets which were open for the full 12 months
in each of the two financial years under comparison

*** As at December 31

Singapore retail sales turnover grew by 4.0% in local currency
but stayed flat at HK$349 million when translated into Hong
Kong Dollar. There was a net increase of eight outlets in
2000 compared with 1999. In addition, Bluestar Exchange
was launched in the fourth quarter with encouraging results.
Management will add more Bluestar Exchange outlets in
2001.
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*  On weighted average basis

** Regarding those outlets which were open for the full 12 months
in each of the two financial years under comparison

*** As at December 31

Retail sales turnover for 2000 increased by 23.9% to HK$83
million compared with 1999. The gross profit margin also
improved by 1.9 percentage points due to a favorable mix
of higher margin products. The number of retail outlets
increased to 36 from 34 a year earlier. In addition to
refurnishing the stores, the Company has also intensified
local promotion campaigns to consolidate its leadership
position there. Management expects Malaysia will sustain
its growth momentum in 2001.
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AUSTRALIA

Sales turnover reached HK$29 million in 2000 in the first full
year of the Australian operation and the number of outlets
was 14 (1999: four) as of December 31, 2000. The Company
opened its first store in Sydney in September, making
Giordano available in both Melbourne and Sydney. The
introduction of Goods and Services Tax briefly depressed
sales in the third quarter but did not affect our expansion
strategy. The Australia market is expected to grow further
and become profitable in the near future once economy of
scale is reached.

INDONESIA

Entry into the Indonesia market was in line with our
projections. As of December 31, 2000, there were ten (1999:
three) retail outlets covering Jakarta, Surabaya and Bali.
Although the political and social unrest has so far hampered
the economic development of the country and has put
downward pressure on the Rupiah, the Company is
cautiously optimistic about the operation and will steadily
expand in 2001.

KOREA

Total retail turnover for 2000 increased by 41.8% compared
with 1999. Including Giordano Junior, the number of outlets
was 140, a net increase of 43 from last year. The Company
has opened mega stores in prime shopping areas and has
also moved into an expanded distribution center to meet
higher sales demand. Capitalizing on the success of the
“parent” brand, Giordano Junior has penetrated into the
children wear market and opened 29 outlets in one year.
The Company’s strategy is to enhance margin through
effective marketing campaigns and improved products.
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MIDDLE EAST

In spite of tougher competition in the region, growth in the
Middle East market was satisfactory. Turnover increased by
11.9% compared with 1999. The number of outlets increased
to 40 from 32 a year ago. Gaining customer support from
the Arabic population in the Kingdom of Saudi Arabia was a
major stride last year. The Company expects the Middle East
market will continue to grow at a healthy rate.

PHILIPPINES

Retail sales in the Philippines dropped by 17.4% against
1999, primarily due to the unstable political condition and
the depressed economy. The local management has
rationalized its shop portfolio to improve the efficiency of its
operation. We expect the retail condition will remain
unfavorable throughout 2001.

Total sales turnover before elimination of intra-group sales
increased by 28.7% compared with 1999. As a percentage
of total sales, factory overheads decreased by 1.6
percentage points compared with 1999. The improvement
was attributable to the higher demand from both internal
and external customers, supported by a more experienced
and efficient production team.

The next challenge for the Manufacturing Division is to create
better value for the customers by offering a full range service
from product development, sample testing, just-in-time
production to quality assurance of the final product. Rather
than expanding the manufacturing facilities to meet higher
demand, the Manufacturing Division is leveraging its
expertise in production runs and quality assurance by
directing and supervising subcontractors’ activities. With this
strategic re-positioning, the Manufacturing Division is well
prepared for the fierce competition after the imminent
accession of Mainland China into the World Trade
Organization and the ultimate abolishment of the quota
systems currently in-place for key export markets.
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2000 1999 1998 1997 1996
HER (AEET) Sales (HK$m) 144 116 202 347 643
RERZGALER (T1]) Monthly capacity at year end
('000 dozens) 48 6 26 116 143
TA%A Number of workers 391 244 711 2,411 3,842
HREHZEAE: Percentage of sales to:
AEE The Group 90 74 54 74 62
F=4 Third Parties
L1l Korea 4 - - - -
AR Japan 3 4 6 18
BB Hong Kong 2 2 6
hEIARE Mainland China - - 1 3 -
XE USA - 24 3 5
g Philippines - 4 14 10 7
Aot Others 1 - 1 2 2
2000 1999 1998 1997 1996
HER (AEET) Sales (HK$m) 583 449 411 430 444
RERZGAEER (T1#) Monthly capacity at year end
('000 pieces) 588 520 590 560 610
TAHE Number of workers 3,096 2,915 2,751 2,510 2,462
HREHZESE Percentage of sales to:
AEE The Group 67 65 49 57 51
F=4 Third Parties
A7 Japan 20 18 35 29 44
B Hong Kong 6 16 15 10 -
B R B Mainland China 5 - - - -
72 Korea 2 - 1 4 5
Hith 5 Others - 1 - - -
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From the dotcom fever in the beginning of the year to the
political unrest of a few Asian countries in the latter part of
the year, Giordano has remained industrious, committed to
innovation, customer service and people development. It is
these efforts that will enable us to meet the following
challenges in 2001:

(1) Slow down of global economy — The Group is vigilant of
the effect on the global market of a slowdown of the US
economy.

(2) Heightened competition — The Group continues to face
intensifying competition domestically and abroad.

In response, Management will focus on the following issues
in the next 12 months:

(1) Products - The retail market is characterized by changing
consumer behavior and new product introductions. The
Group will continuously improve product quality and
shorten the product development and launch cycle.

(2) Procurement — The Group will continue to locate
manufacturing partners that are able to offer good quality
products at acceptable prices. The Group will also
extend the sourcing of certain products in the local
market to take advantage of better prices and lead-time.
Local sourcing will also minimize the cost effect of
exchange rate fluctuation. Management believes there
is room for further gross margin improvement.

(3) Bluestar Exchange - Bluestar Exchange has been well
received in Hong Kong, Taiwan and Singapore. The
Group will augment the Bluestar Exchange network to
serve the budget-conscious market segment. Further
refinement will be carried out in Hong Kong prior to large-
scale fast roll-outs elsewhere.
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(4) Germany and Japan markets — As part of the
globalization process, the Group will open its first shop
in Germany and Japan during the first half of 2001. With
our competence in operating efficiency and innovation,
the Group believes these two markets will provide
positive returns quickly. Substantial returns are expected
in the third year of operation.
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