EEENRRIN

E JE)

AEBEEE
HE-_ZZTXFAZ1+HLX
AREHE AEEHBEESR
531,400,000 T (Z T T H F :
496,100,000 L) * BEF R £
F71% XN B A 2 & 18 &
18,500,000/ 7T * MG R R &
st 124,000,000/ 7T © e &m0
BLASBRARNEZZTERE -
ENTEEMEAeHEER L
ERAZE154%(ZFEZTHF ¢
12.7%) JR—3t - Z—HM®E » £F|
R EFRBAZ43.0% B =
36.9% °

ZER LB
HE-_ZZTXFAZt+HILANE
A ZERMEL 2 EEFEES
8.6% 2 & M 1 K A=
495,200,000 T (ZEZT A F :
456,000,000/ 7T) o AHEA » =
EEMEHE#FNIE - BB
W2 5N E R &
¥ BELERIER TEMS
CEREBRAMATE -
BFINSTEZ2EFER_ZZT

EFETHFABBTE - AEECDEH

—

FItHRBREXEREEIZHE
REUERER - ARELE -

it TEEMNEEH _ZTRHFF
[KE229.5% tAHE-ZTENENA
235.0%° IR Z FEHEFK A
32.3% o

MAMERSRERNEBET &
RABRZHERASLREMN_—_ZTZ
AEMKIELEF - —RERRE K
BERAZTESEMEZMNE - AR
ZEEEMERANERNAIB - Bt
BEAEBEBERS 2N AREG
AR F -
REFBEZRBEASSERTIE
meBERBANBEFERE
E EEZTMBEINAEBEES
EMBEEEEESTF - BEE -
NOBRERERFERZRGE - M
WIEFREBIRE -
BWIEMES  BEZERILEILRZ
7~ 1E A HAfE $% 15 B8 12,900,000
TL o RSz BFENERER
BEEEILER  EF - KBHEE
TIRE—FHHE -

g =

A

NEPHHE

BONJOUR

Management’s Discussion and Analysis
Operation Review
Group Review

For the six months period ended 30 June 2006, our Group recorded a
turnover of HK$531.4 million (2005: HK$496.1 million), representing an
increase of 7.1% compared to the corresponding period last year. The
loss for the current period was HK$18.5 million while there was a profit
of HK$24.0 million for the corresponding period last year. High rental
cost was still the major factor contributed to the poor performance of
the Group and it can be reflected by the sharp increase in ratio of
shop rentals to turnover 15.4% (2005: 12.7%). On the other hand,
gross profit margin dropped to 36.9% compared to 43.0% of the
corresponding period last year.

Retail and Wholesale Division

For the six months period ended 30 June 2006, the retail and wholesale
division recorded a moderate turnover growth of 8.6% to HK$495.2
million (2005: HK$456.0 million). The number of retail outlets was
maintained at 31, while two retail outlets were closed and two new
ones were opened during the period. As the economy has been steadily
growing, the overall sentiment of retail market is slightly improved.

The retail gross margin deteriorated drastically in the second half of
2005 because of severe competition. We have taken immediate remedy
actions in all key aspects including the procurement as well as the
operation in order to reverse the trend. As a result, the retail gross
margin has increased from 29.5% in late 2005 to 35.0% in June 2006.
The average gross margin for the period was 32.3%.

As the market rental has become rather stable in the period, the rental
cost of the Company has not increased sharply as in 2005. One beauty
salon was relocated to a location which originally was a retail outlet.
As this retail outlet originally was not profitable, the group’s overall
rental cost effectiveness has increased.

The number of visitors from China continues to grow steadily. Though
the growth will not be as significant as in previous years, this market
segment still constitutes a key support to the growth of overall retail
market in Hong Kong. In fact, a lot of the visitors from China visit Hong
Kong frequently throughout the year, instead of coming mainly in long
holidays.

In summary, the retail and wholesale division profitability was gradually
back to normal during the period, despite the fact that the retail and
wholesale division recorded a loss of HK$12.9 million for the six months
period. Most of the loss was actually occurred in the first quarter.
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Management’s Discussion and Analysis (continued)
Operation Review (continued)
E-Shop Review

It was a period with encouraging progress and the online sales had
been growing at a reasonable rate. There was a 120% increase of
sales comparing previous half year. The page viewed data showed a
30% monthly growth. One third of the turnover came from Mainland
Chinese customers while local customers generated another one third
of turnover. The remaining one third of turnover derived from overseas
countries, such as U.S.A., Canada, Australia, Germany, Finland,
Singapore, Malaysia, Taiwan, U.K., New Zealand and Korea. The revamp
version together with a new VIP program for another round of new VIP
member enrolment was launched in June. There had been more than
30,000 new VIP members registered online.

Beauty Services Division Review

The beauty service division’s turnover (service redemption) decreased
9.7% to HK$36.2 million (2005: HK$40.1 million). In order to increase
the long-term profitability, one beauty salon was renovated to become
the second foot massage center “Top Comfort”. Another beauty salon
was relocated to a location which originally was a retail outlet. These
changes inevitably required temporary shutdown of operation and led
to a drop in turnover. The sale of packages also decreased in the
same proportion during the period. In addition, there was a loss on
disposal of fixed assets as a result of the changes. However, such
strategic moves have increased the profitability in the long run. The
Group will save more than HK$3 million a year on rental cost.

The newly relocated beauty salon was launched with a brand new
thematic look named “About Beauty” and equipped with the most
advanced equipment and accessories targeting the high-end market.
A comprehensive nail bar service was also introduced in this new
salon as well as other existing salons to let our beauty service range
wider than ever. The market response to our new look and nail bar
services was very positive. By the end of the period, the turnover and
sale of package has gone back to the level before renovation.

One new beauty salon was opened in June presenting the new thematic
line. As we had to apportion rental expense even in the renovation
period based on accounting standards, this has caused an increase in
administration expenses, which could not be matched by an increase
in revenue as in normal operation.
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Management’s Discussion and Analysis (continued)
Operation Review (continued)
Beauty Services Division Review (continued)

The market competition for beauty services has become very severe
as more and more market players entered the market in the past several
years. While the increase in demand of beauty service could not match
the increase in supply, some market players were driven out of the
market. As this trend continues, the market has become comparatively
more rational than previous years. This has been noticeable in the
advertising media as fewer competitors are willing to put huge amount
of resources on advertising, while this was a very common phenomenon
one or two years ago. Consequently, the advertising expense was
reduced significantly during the period.

The “Top Comfort” brand name is well established in the market. The
turnover of the first Top Comfort salon gradually increased month by
month. Even for the second Top Comfort salon, we were able to attract
enough customers and generate sufficient income to make the new
salon profitable starting from the first month operation.

Outlook
Retail and Wholesale Division

The Group has taken immediate actions in many aspects in order to
meet the challenges and difficulties that we are now facing. These
actions were shown to be effective as the retail and wholesale division’s
profitability has turned around by the end of the period, even though
we recorded a loss for the whole six-month period. The gross margin
has increased by more than 5% since the beginning of the year. As the
economy is likely to stay at its present course with steady growth, we
can be quite confident that the turnover for the second half of the year
will not deviate much from that of last year. We expect there will be a
moderate growth in turnover in the second half, as it was in the first
half of the year. While maintaining the gross margin in June, the retail
and wholesale division will be profitable in the second half.

The Group will continuously review the situation and take whatever
actions feasible to further improve the profitability without committing
extra operating costs. To improve the gross margin further, more and
more higher margin products will be introduced to replace lower margin
products. Our procurement team constantly negotiates with suppliers
to lower the purchase costs or simply shifts to new suppliers with lower
costs. As what we achieved in the first six months, the effect of these
actions will gradually emerge later on.
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Management’s Discussion and Analysis (continued)

Outlook (continued)

Retail and Wholesale Division (continued)

For rental cost, we continue to take actions to cut down this main cost
component. Extra shop space will be leased out, or diversified for
other business use other than retail. Shops which are unprofitable will
be closed down when the leases are expired. As these actions can be
taken only when opportunities available or when the leases are expired,
the effect of these actions will be noticeable in one to two years’ time.
Currently, the rental market has come down from the peak and become
much more rational. So we expect that the rental cost will not increase
sharply in the medium term and erode our profit as what had happened
in these two years.

E-Shop

The English version is ready for online in second half of the year. The
Group will continuously focus on online marketing activities covering
the market of most overseas countries. It is expected that the online
sales will elevate in coming year by intensive online promotional
activities, such as e-news marketing, online promotional offers, seeking
e-business partners, searching engine services. The Group would
assure customers to maintain the most competitive pricing policy. Apart
from the aforementioned, the Group will introduce more logistics partners
for the purpose of lowering the delivery cost and shortening the lead
time of delivery. The worldwide delivery network will be expanded from
35 to 47 countries. More unique products will be online in order to
cater for the huge buying potential worldwide. It is our target to develop
the E-Shop to be an online cosmetics department store with full range
of cosmetics products.

Beauty Services Division

Like the retail and wholesale division, the beauty services division also
went through a period of consolidation. Although the process has
induced a temporary drop of turnover, the performance of the beauty
services division has improved after the process was completed. We
expect the improvement will continue in the second half of the year.
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Management’s Discussion and Analysis (continued)
Outlook (continued)
Beauty Services Division (continued)

Basically, the improvement mainly comes from our broader range of
services provided, including the foot massage centre “Top Comfort”
which opened last year and the new nail bar services introduced in
April this year. Given the successful experience of the first “Top
Comfort”, we transformed one under-performed beauty salon to become
the second “Top Comfort”. Likewise, the new nail bar service is well
received by the market. Therefore, we will also seek opportunity to
expand this new line of service in the coming months. Apart from these
two new lines of business, we will continue to expand our services to
new areas that with market potential. This certainly will give us additional
advantages for competing in this highly competitive market.

Financial Review
Liquidity and Financial Resources

As at 30 June 2006, the Group’s cash and bank deposits amounted to
HK$17.2 million (31 December 2005: HK$38.4 million). The Group’s
bank borrowings as at 30 June 2006 were HK$15.9 million (31 December
2005: HK$10.8 million), out of which, HK$15.3 million (31 December
2005: HK$10.1 million) were repayable within 12 months.

The current ratio of the Group as at 30 June 2006 was 0.87 (31
December 2005: 0.99). The Group’s gearing ratio as at 30 June 2006
date was 0.29 (31 December 2005: 0.15), and was calculated based
on the Group’s bank borrowings and shareholders’ fund of HK$54.9
million (31 December 2005: HK$73.1 million).

The Group services its debt primarily through the cash earned from its
operation and the Board believes that the Group has maintained
sufficient working capital for its operation and future expansion.
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Management’s Discussion and Analysis (continued)
Financial Review (continued)
Capital Structure

There was no movement of share capital during the period and the
Company had in issue 225,608,000 ordinary shares as at 30 June
2006.

Exposure to Fluctuation in Foreign Exchange

The Group has little exposure to foreign fluctuations as most of its
assets, receipts and payments are principally denominated in Hong
Kong dollar, Chinese Renminbi and US dollar. As at 30 June 2006,
none of the Group’s bank borrowings was 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.

Contingent Liabilities

As at 30 June 2006, the Group’s had contingent liabilities totaling HK$2.2
million (831 December 2005: HK$1.0 million) which represent guarantee
given by bank for rental payment to landlord.

Banking Facilities

As at 30 June 2006, the Group’s banking facilities totalling approximately
HK$87.0 million (31 December 2005: HK$103.4 million) were secured
by corporate guarantee of the Company and a first legal charge over
leasehold land and buildings held by the Group.

Charge on Group Assets
As at 30 June 2006, certain of the Group’s assets with a net book value

of approximately HK$2.1 million (31 December 2005: HK$2.1 million)
were pledged to secure banking facilities granted to the Group.
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Management’s Discussion and Analysis (continued)
Financial Review (continued)
Significant Investments

During the six months period ended 30 June 2006, the Group did not
have any significant investments.

Material Acquisition or Disposal of Subsidiaries and Associated
Companies

There was no material acquisition or disposal of subsidiaries and
associated companies during the six months period ended 30 June
2006.

Cash Flow

Net cash outflow from operations for the period was HK$15.3 million
(2005: HK$12.3 million). The cash outflow was mainly due to HK$22.1
million loss before taxation. The total amount of non-cash items
amounting to HK$13.5 million (mainly depreciation charges on property,
plant and equipment) was net off with a net increase in working capital
of HK$4.1 million.

Net cash outflow from investing activities for the period was HK$13.2
million (2005: HK$16.7 million) which mainly represented capital
expenditures on retail shops and beauty salons opened in the period.

Net cash outflow from financing activities for the period was HK$1.2
million (2005: HK$12.1 million) which mainly represented a net
repayment on bank borrowings in the period.

Human Resources

As at 30 June 2006, the Group had approximately 970 (2005: 920) full-
time and part-time employees in both Hong Kong and Macau. Staff
costs for the period under review were HK$81.7 million (2005: HK$72.3
million). The Group values its human resources and recognizes the
importance of attracting and retaining qualified staff for its continuing
success. Remuneration packages are generally structured by reference
to market terms and individual qualifications. In addition, share options
and discretionary bonuses are also granted to eligible employees based
on individuals’ performances. The Group also provides mandatory
provident fund schemes, medical insurance schemes, staff purchases
discounts and training programs for our employees.
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