EEENWRIN
£ Ja)
REEEE

W-FE=F EELETETSA
MIELBILE—H  ATE LT
DLEE - FETSMEAR - 0
AR T4 4 A BB b R SR
H o

REARTERUILR  ALE
RELEZHRE - b > BEEEAR
RESBNETEEAEE L ER
BN MAKBERIRDELEET
WEELRED -

HEEEMmMS  »—BHIBENM
RTRELESEEE  ARRITE
BRBEEHNRABEZEN - HE -
B B3 R 4 2 SR ERR BS 1E AR ST 36
S REREIMBEIRAEH S -
RS TEMELEEERBIE
FER - HMEEERL REA
HARXEEMEL 2 EABLE
HrHrE BRAREZEREN
me-EZBRIARKEDESH
& FEBARE=ZFREANLE
2HRMEEIEZEARERE

FRAREEREE -

AREBFRAZEEXEBHEMNE
749,000,000 L (ZEE = F :
579,000,000/ 7T) -+ 18 A29% °
TEEBURERNRBE DL IHE
BE -KFEZEREK  KHH
HERRINAFE N ELFESE -
R-ZEE=FTEFZEERNA
57% ' M_ZEZ _F A A53% °

RZEZE=F  TERLBERZE
¥R 23.6% % 691,000,000 7T
(ZZE T - 4 : 559,000,000%
JL)  MERREE 2 & HEFE L
181% & 57,700,000 L (ZTEZ —
 : 20,500,000/ 7) ° NFEH —
¥ EARBBEEBREELLHZE
HAEBREXB 2T T%(ZEE
4 1 35%) °

L]
L]
[11
Hr
Hr
E

Management’s Discussion and Analysis
Operations Review
Group Review

Hong Kong’s retail market was like riding on a roller coaster in 20083;
dived deep into an abyss during the SARS period in the first half of the
year, and dramatically had a combat return in the second half of the
year.

This was a real challenge to many companies, which seldom would
have similar experience of this kind. And it was the time that
Management should have shown their capabilities of adjusting and
adapting under drastic changing environment. Noticeably, the Group
is one of the companies that had demonstrated such capabilities.

This was also a challenge to Management that they should show its
quality of forward thinking and keep the business going in the direction
as it supposes to be. Indeed, instead of sitting back or taking some
tactical retreat measures, the Group took advantage of negative situation
by expanding the business faster than normal in a period of which the
rental cost was decreasing. As Management has pointed out what
should be done for the long term, should not be affected by any isolated
incident happened in the short term; otherwise, the direction would be
lost easily. It did not take a long time to prove this philosophy was
correct. The Group was one of the key direct beneficiaries when PRC
government relaxed the visa application for frequent individual travelers
to Hong Kong from major Mainland cities in the third quarter.

The Group’s turnover for the year increased to HK$749 million (2002:
HK$579 million), representing an increase of 29%. Sales growth was
led by retail operation as well as beauty services division. As this was
an exceptional year, most of the sales growth was generated from the
second half of the year. Nearly 57% of turnover was made in the second
half of 2003, while it was 53% in 2002.

The retail and wholesale divisions’ turnover grew by 23.6% in 2003 to
HK$691 million (2002: HK$559 million); while the beauty services
division’s turnover increased 181% to HK$57.7 million (2002: HK$20.5
million). As expected, the turnover from beauty services division
continued to increase to 7.7% of the Group total (2002: 3.5%).
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Management’s Discussion and Analysis (continued)
Operations Review (continued)
Group Review (continued)

The Group’s gross profit increased by 31% over 2002 to HK$280 million
(2002: HK$214 million). By the end of the fiscal year, gross profit margin
expanded to 37.36% (2002: 36.94%).

Total operating expenses were HK$232 million (2002: HK$174 million),
up by 33.33% year-on-year. Distribution expenses totaling of HK$27.4
million (2002: HK$15.5 million), rose by 76.8% from 2002. This is mainly
due to the strong advertisement and promotion expenses spent on
both retail and beauty service divisions. Administrative expenses rose
by 29% to HK$204 million (2002: HK$158 million). The increase was
largely attributable to new outlets and beauty salons opened during
the year.

The Group’s operating profit amounted to HK$48.2 million, up by 18.4%
from HK$40.7 million in 2002. The profit attributable to shareholders
jumped to HK$41.5 million (2002: HK$31.8 million), represented an
increase of 30.5% from previous year.

In conclusion, the Group's performance was better than what we
expected. This was partly due to the strong support from Mainland
China in the second half of the year, and partly attributable to
Management’s devotion to its long-term expansion strategy despite the
occurrence of SARS. Nevertheless, Management is always prudent in
implementing its strategies, particularly in the period of which the cost
was rising rapidly. The Group would refrain from being too optimistic
by letting itself to be exposed under the risk of over expansion.

Retail and Wholesale Division Review

In the year of turmoil, the Group boldly attached itself to its long-term
expansion strategy. The number of retail outlets increased from 13 in
2002 to 21 by the end of 2003, which is unprecedented in the Group’s
history. In previous years, only 3 to 4 outlets were added each year on
average. In addition, the shop space for one outlet located in Sai
Yeung Choi Street was largely expanded to cope with the increased in
number of customers from Mainland China. The new outlets together
with the expanded one had contributed to a turnover of HK$659 million

Annual Report 2003
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Management’s Discussion and Analysis (continued)
Operations Review (continued)
Retail and Wholesale Division Review (continued)

in 2003 (2002: HK$528 million). The turnover for the second half of the
year amounted to HK$375 million (2002 second half: HK$282 million),
representing an increase of 33% compared to the same period last
year.

For the wholesale division, turnover dropped in the first half of the year
as it was mainly due to the fall of demand from China during the SARS
period. However, sales had been fully recovered in the second half of
the year.

The Group had taken actions to lower the inventory turnover period
after SARS gradually. The inventory turnover period on sales was
brought down to 53 days by the end of 2003 from 60 days in June
2003. This is a level that Management feels appropriate.

Joint Venture

The outlet specialized in inbound tourist business was in operation in
the fourth quarter. Insignificant loss was results during the period which
was within Management’s expectation. Moreover, the loss emerged was
normal for a completely new line of business, as it took time for the
subsidiary’s turnover to pick up in line with the cost spent in the first
few months. Currently, the outlet’s operation has been well established,
and become profitable. Undoubtedly, this strategic investment is going
to be another venture that maintains the momentum of net profit growth
after beauty services in the forthcoming years.

Beauty Services Division Review

In 2003, the Group opened two new beauty salons and closed one
salon, ending the year with five beauty salons in Hong Kong. The
beauty salon was closed because it located in close proximity with
much spacious flagship center. The operating cost efficiency was highly
improved after the operation was transferred.

The turnover increased by 182% to HK$57.7 million (2002: HK$20.5
million). The service package sales was HK$70.49 million (2002:
HK$33.1 million). As a result, the deferred income liability at the year
end was HK$31.9 million (2002: HK$19.11 million).
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Management’s Discussion and Analysis (continued)
Operations Review (continued)
Beauty Services Division Review (continued)

The beauty services division had achieved a profit on segment result
of HK$2.77 million (2002: loss of HK$6.45 million) for the first time
despite of the fact that it was still making a loss in the first half of the
year. This indicates that the operation of beauty services had reached
a more mature stage and the initial investment put into the business
during the past several years started to pay off.

Increase in advertising and promotion expenses had contributed to the
loss in majority in the first half of the year. Yet, this was necessary in
the early stage of brand building. When the scale of business is growing
larger and larger, the effectiveness of advertising and promotion
expenses will be much higher. This phenomenon actually has emerged
when the business became profitable in the second half of the year.

Apart from advertising and promotion, Management has also focused
on the services delivered to maintain the edge and differentiate from
others in this highly competitive market. Basically, the beauty services
business is adopting two fundamental strategies in delivering the
services: sophistication and one-stop service. Sophistication is
expressed in terms of the environment, the equipment, the programs,
and the staff, in particular. The service staff include registered doctors,
registered Chinese medicine practitioners, nutritionists, acupuncture
specialists, and certified beauty consultants. With concerted effort from
all these professionals, the Group is able to provide one-stop service
with the highest professional standard that exceeds client’s expectation.

Outlook
Retail and Wholesale Division

The Mainland inbound tourists are still the biggest momentum that
leads to the recovery of the retail market in Hong Kong. Given the
probable presumption that SARS will not come back in summer this
year, the number of tourist visit in Hong Kong in 2004 will be another
new record high. Based on this reasonable forecast, the Group will
allocate more advertising and promotion budget in brand building
campaigns targeting Mainland China potential customers. After the
initial development stage, the operation for retail outlets in Hunghom
and Tsimshatsui East, which targeting mainly inbound tours from China
are going strong and healthy. These two outlets will start to generate
profit in 2004.

Annual Report 2003
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Management’s Discussion and Analysis (continued)

Outlook (continued)
Retail and Wholesale Division (continued)

For local spending, the general sentiment is optimistic for 2004 as the
economy is getting better and better every month. Given the existence
of these favorable conditions, our retail network expansion in 2003 will
help to boost the turnover growth in the forthcoming year. In 2004,
Management continually looks for good locations to further expand the
distribution network. However, the recent improvement in the retail
market with added fuel from the speculation in the property market has
bidden up the rental cost in some districts. This inevitably will slow
down the expansion of the retail network as there will be fewer shop
locations with reasonable rent available in the market.

Escalated rental cost will also put pressure on the operating margin.
Nevertheless, the Group’s rental cost percentage to sales will not be
changed significantly as long as the turnover will increase at a
comparable rate.

Following the same marketing strategy last year, the Group will continue
to allocate additional budget on promoting exclusive products. The
proportion of sales of exclusive products is expected to increase
gradually, and in turn, boost the gross margin as well as the operating
margin.

The business environment is surely not as tough as in previous years,
but we always alert ourselves not to be too complacent. We are still
facing strong competition everyday in all business segments. As Hong
Kong retail market is so mature and developed, the Group has to work
very hard to gain market share from other retailers. To secure and
further enhance our market positioning as well as the Group’s
profitability, Management based on customer-focused strategy strives
to do better and better on the following:

1. Brand Image

The Group’s operation team is taking measures to enhance the
shopping environment and merchandising display. The latest shop
image displayed has brought a fresh look that was well received
by consumers. In the long run, this could help to strengthen our
brand image and induce customers to purchase from the Group
repeatedly.
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Management’s Discussion and Analysis (continued)

Outlook (continued)
Retail and Wholesale Division (continued)
2. Merchandising

Merchandising is always the key of success for all retailing
business. So merchandising and product development teams
closely monitor the market changes all the time and endeavor to
make the relevant purchase decision in the most precise manner.
Providing sufficient product differentiation but avoiding
accumulation of excess stocks is the ultimate goal of the teams.
With proper data mining, Management is making use of the
information derived from the newly established EPOS and inventory
control system much more effectively and efficiently in making
relevant decisions.

3.  Staff Training

Management recognizes that customer loyalty is built on trust
and confidence. As such, we dedicate our operation team to
devote more resources to reinforce our sales team service quality
and standard through ongoing professional trainings.

Beauty Services Division

After several years of commitment in the execution of its expansion
plan of Bonjour salons, solid foundations were laid for future growth in
bottom line. As the business started to make profit in the second half
of 2003, Management expects beauty services division will continue to
contribute more and more operating profit in the near term. This has
been achieved early than we planned mainly because the rate of
redemption was higher after the introduction of intensive pulsed light
treatment.

The beauty and health salon in Macau has just started its operation.
This is the sixth salon operating by the Group. As the Group is
particularly cautious in investing beauty services business, Management
expects that there will be only 1 to 2 new salons opening in the second
half of 2004. Despite the fact that the number of beauty salons is not
growing as fast as retail network, the beauty services accounted for
7.7% of the Group’s revenue in 2003, while it was only 3.5% in 2002.
This trend of changing revenue composition is likely to be maintained
for the next several years.

Annual Report 2003
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Management’s Discussion and Analysis (continued)

Outlook (continued)
Beauty Services Division (continued)

Unlike retail market, which is comparatively mature, the beauty services
market is at the growth stage as consumers are becoming more
conscious on health and self-image and willing to spend more to meet
their own desire of beauty. As a consequence, the Group plans to
launch intensive advertising campaigns continuously so as to
consolidate our brand name among the consumers. Collaborating with
consistent professional quality services provided, these certainly would
enable the Group to capture the biggest possible share of the market
when the market reaches mature and stable.

Liquidity, Financial Resources and Capital Structure

Our liquidity and financial resources position continued to be strong.
The Group’s cash and bank deposits as at 31 December 2003 amounted
to HK$61.4 million (2002: HK$18.6 million). The Group’s bank borrowing
as at 31 December 2003 were HK$13.6 million (2002: HK$8.6 million),
out of which HK$12.5 million (2002: HK$6.9 million) were repayable
within 12 months. During the year, the Group obtained additional import
and export banking facilities of HK$9.3 million for its operation. The
Group’s gearing ratio as at 31 December 2003 was 0.14 (2002: 0.41),
and was calculated based on the Group’s bank borrowings and
shareholders’ funds of HK$100.1 million (2002: HK$22.8 million).

The Group has little exposure to foreign exchange fluctuations as most
of its assets, receipts and payments are in Hong Kong or US dollar. As
at 31 December 2003, none of the Group’s bank borrowings were in
foreign currency. The Group’s bank borrowings were on floating rate
basis at either bank prime rate or short-term inter-bank offer rates. The
Group will continue to monitor its foreign exchange position and, if
necessary, will hedge its foreign exchange exposure by forward foreign
exchange contracts.
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Charges on Assets

As at 31 December 2003, the Group’s banking facilities totalling
approximately HK$80 million were secured by the following:

(a) the Group’s bank deposits totalling HK$5,600,000;

(b) personal guarantees provided by the directors of the Company
(these personal guarantees were released subsequent to the year
end and replaced by corporate guarantee of the Company); and

(c) first legal charges over all leasehold land and buildings held by
the Group and certain leasehold land and buildings held by
directors of the Company.

Dividend

The Board of Directors has recommended a final dividend of 6.3 HK
cents per share to be paid on or before 21 June 2004, subject to
shareholders’ approval at the forthcoming annual general meeting to
be held on 2 June 2004. Together with the interim dividend of 2.6 HK
cents per share, the total dividend for the year will be 8.9 HK cents,
achieving a dividend yield of approximately 9.9% on the share offer
price of HK$0.90 per share in placing and public offer on 30 June
2003.

Cash Flow

Cash inflow from operating activities decreased to HK$24.7 million
2003 from HK$44.9 million in 2002. It is mainly due to the increase in
inventories, trade receivable, deposits paid and prepayments for
HK$57.6 million together with the increase in trade payable, accrued
charges and deferred revenue for HK$36 million as 8 more retail outlets
were opened during the year.

Cash outflow from investing activities decrease to HK$29.6 million in
2003 from HK$34.2 million in the prior year. The decrease was largely
due to the decrease in amount due to shareholders for HK$4.0 million
and an acquisition of fixed assets of HK$25.8 million during the year.

Annual Report 2003
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Schedule of Use of Proceeds

Management’s Discussion and Analysis (continued)
Cash Flow (continued)

Cash inflow from financing activities increased to HK$51.1 million in
2003 from HK$0.16 million cash outflow in 2002. The significant increase
was mainly due to the funds raised on the new issues of shares for
HK$49.2 million and new secured bank loans for HK$13.9 million,
contrasted with the share issuance expenses for HK$7.7 million and
dividend paid for HK$5.7 million during the year.

Financial Review
Use of Proceeds

The Group raised approximately HK$38 million, net of related expenses,
from the new issue and placing of 65,640,000 shares of the Company
at HK$0.90 per share in July 2003. The Company’s shares were
successfully listed on the main board of the Stock Exchange of Hong
Kong Limited on 16 July 2003. During the period from 16 July 2003
(date of listing) to 31 December 2003, the Group has incurred the
following amounts to achieve the business objectives as set out in the
Prospectus:
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For opening five additional retail
outlets in Hong Kong and
one retail outlet in Macau 17 15.4

(Mtat1)
(Note 1)
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For the establishment of three
additional beauty and health

salons in Hong Kong 15 10.2

(Ktat2)

(Note 2)
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—REEES For general working capital 1 1
38 31.6
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Management’s Discussion and Analysis (continued)
Financial Review (continued)

Use of Proceeds (continued)

Notes:

1. Total four retail outlets in Hong Kong and one retail outlet in Macau were
opened since the company was listed on 16 July 2003.

2. Total two beauty and health salons in Hong Kong were opened since the
company was listed on 16 July 2003.

The remaining net proceeds from the new issue and the placing are
currently placed on principal guaranteed deposits with licensed banks
in Hong Kong.

Human Resources

On 31 December 2003, the Group had around 725 employees (2002:
458 employees) in both Hong Kong and Macau S.A.R.. The senior
management team consisted of 11 people, in which about half of them
had been with the Group for over 5 years. The Group treasures people
as valuable human resources and recognizes the importance of
attracting and retaining high quality staff for the Group’s continuous
success.

The Group offers share options to the senior managers and general
staff, as a means to reward and retain high caliber of the management
team. In the meantime, competitive remuneration packages and goal-
oriented bonuses are paid to different levels of staffs. These rewarding
packages strengthen the morale among the staffs and led to high
efficiencies, which further reinforced the confidence of the Board’s
decision to have adopted this strategic direction.
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