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Market Overview

The Hong Kong retail sector remained positive overall with growing
income and the wealth effect resulting from a buoyant stock market
which reached record levels toward the end of the Year. Strong
inbound tourism also contributed to the thriving economy and retail
industry alike. According to the Hong

Kong Tourism Board, overall visitor arrivals

to Hong Kong in 2006 grew by 8.1% to

25.25 million while total expenditure

associated with inbound tourism

reached HK$117.3 billion.

These good factors have given rise a

favorable environment for the retailing

industry and as a result, total retail sales

in Hong Kong amounted to HK$219.6

billion in 2006, representing a year-on-

year growth of 7.3%. Of this, retail sales

from department stores amounted o

HK$22.8 billion, up 8.1% as compared with last year. However, many
retailers are still encountering a challenging operating environment
such as high rental costs, surging labor and utility costs that create

pressure on profit margins across the sector.

China continued to demonstrate flourishing economic growth in 2006,

posting 10.7% growth in GDP and 13.7% growth in total retail sales

of consumer goods, indicating robust domestic consumption in the
Mainland. This trend looks set to carry through to 2007, as consumers
become increasingly brand-conscious and have more purchasing

power for discretionary spending.
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Financial Review 2006
The Group finished 2006 with record sales and profits that showed

we not only maintained our position as a market leader in Hong Kong
but again outpaced the market average of 7.3% of retail growth.

We posted a strong 17.0% growth for our Hong Kong operations

and recorded 20.3% market share of the Hong Kong department

store industry.

Equally positively, Jiuguang Store managed to record sales ahead of

our target with 48.5% growth compared to the previous year.

We are reaping the benefits of our strategy of owning the core
premises in which we operate, making the Group largely immune o

fluctuations in rentals.

Turnover grew to HK$2,534.9 million for the Year that represents a

21.0% increase over the HK$2,094.3 million recorded last year,

In 2006, the Group generated net sales proceeds received and
receivable worth HK$5,531.6 million from either direct sales or

via concessionaire sales. Sales proceeds from SOGO CWB were
HK$4,341.3 million, from SOGO TST were HKS$376.5 million and from
Jiuguang Store were HK$813.8 million, representing 78.5%, 6.8% and

14.7% respectively of the Group’s total sales proceeds.

Sales proceeds for the Year represent
a 20.8% increase over the HK$4,579.2
million achieved last year. The
increase reflects same-store sales
growth of 11.3% at SOGO CWB and
of 48.5% at the Group’s Jiuguang
Store in Shanghai. The additional
sales growth of the Group was
aftributable to the first full year sales
proceeds fromm SOGO TST.
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Proceeds from direct sales
HEHEER

Proceeds from concessionaire sales (gross value)
BREBHEEMER (BE)

for the year ended 31st December 82+ —A=+—BIFE

The Group’s gross profit margin for the Year in terms of gross profit fo
furnover was 54.2% (2005: 53.1%). Gross profit increased to HK$1,373.7
million for the Year, a 23.5% increase over the HKS1,112.7 million

recorded for the previous financial year.

During the Year under review, the Group’s EBITDA (earnings before
interest, faxation, depreciation and amortization) reached HK$978.6
million, an increase of 30.0% over the HK$752.6 million in 2005. The
Group’s EBITDA margin for the Year, calculated based on turnover,

was 38.6% compared to 35.9% for the previous year.

While rising staff and other operating costs have affected EBITDA
margins, the Group'’s self-owned store strategy resulted in high
operating leverage for SOGO CWB, helping to mitigate these effects
and enabling the Group to more effectively control operating

costs. The Group will continue its efforts toward improving operating

efficiency in all locations.

The Group’s net profit attributable to shareholders for the Year was
HK$740.2 million, an increase of 37.2% over the HK$539.4 million

recorded in the previous year.
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Finance costs were comprised mainly interest costs on the Group’s
bank loans. As interest rates remained high throughout the Year as
compared to the average interest rate in the previous year, interest
expense increased but the significant increase in finance costs during
the Year, however, was due to the payment of a front-end fee for the
new bank loan facility of HK$4 billion, replacing the existing HK$2.3
billion facility.

The Group was at a net cash position at 31st December, 2006, with
approximately HK$2,584.1 million of cash and bank balances and
approximately HKS1,349.4 million of bank loans. The cash and bank
balances, mostly in US dollars and Hong Kong dollars, were held
mainly at banks as short-term deposits for earning inferest income.
The Group’s bank loans included a Hong Kong dollar term loan of
HK$1,200 million, repayable semi-annually. This recently refinanced
loan facility bears interest at HIBOR plus 0.29% per annum, where the
interest rate was HIBOR plus 0.4% per annum with the previous facility.
The remaining loan balance represents working capital Renminbi
loans bearing average interest rates at approximately 6.0% per

annum.

The smaller than expected increase in cash balance was a result of
the Group’s cash management initiatives where part of the cash
has been invested in principal protected callable index-linked notes
and certain Hong Kong listed securities which amounted to HK$414.6

million at 31st December, 2006.

At 31st December, 2006, the Group’s investment properties, land and
buildings with book value of HKS1,725 million (2005: HK$1,769 million)
were pledged to a bank to secure general banking facilities for the

Group.

Lifestyle International Holdings Limited — Annual Report 2006

BMERAEZBERAEEBRITERZFEK
Ao BEFT FIHMERLE  REZRERHRA
S MBI - A - ARBIRRE
&% 2,300,000,0008 T ASRITTEHREE
4,000.000.000/8 T X (ATHAE A - 7R 2 R
B RIEIE N o

RZBERFT_A=1+—H AEEZEE R
RITAE740%2,584,100,0008 7T * MIRITEK
BI1%9731,349,400,0008 7T » BHIVFREMMR
ReRRITEFEBEAETRETIIE KBS
TR IRITIEREIFR - ARIRASWA - K
SERITERBIEETEHEFR1,200,000,000
B AEBEFRR - ZEMOERMEERR
BERRITRERSMENK0.29EFE - Mk
R AL E AR & B IRITRZEF B INFFRO0.4/ERT
B ERBENREBRREEESARBEN  ¥15
FHELH6.0EFS

REeBEF2IRRRENTES - DHRAREZRE
EEN—RT - BoRSRENEBHEBRA
ARAELORERE TEELMRARES © Mz
ERBELEFR_ZTRET_A=+—8#
{8414,600,000% 7T -

REZEZRFT-_A=1+—8  AEEK
[E{E1,725,000,0008 T (ZTZFR4F -
1.769.000,000/87T) 2 REWZE - L RIEF
BEMT —FHKRT  (EAREE —RRTRHEE
M2 ReE -

18]19



Performance Indicators &:&@XRIEEIZ

Average daily traffic (persons)
FHEREERE (AR)

SOGO CWB i §#/&

Jiuguang Store A BE

Average sales per ficket (HKS)
BRFHHEERE CBn)

SOGO CWB &

SOGO TST LD IE &

Jiuguang Store (RMB) AR B E (ARE)

Stay-and-buy ratio (%)
EHEELE (%)
SOGO CWB #fi i#/&
Jiuguang Store AKX BE

2005 Change (%)
—ETHF 28 (%)
92,455 +1.2
32,496 +21.9
396 +10.1

239 +10.5

215 +7.0

28.3 +0.2

34.0 =

for the year ended 31st December #E+=-A=+—H1tFE




Operational Review

SOGO CWB remained the major revenue and profit generator

of the Group, while the opening of SOGO TST at the end of 2005
helped further expansion of our income base and market share in

Hong Kong.

The importance of our shopping experience cannot be emphasized
enough. An attractive store environment combined with excellent
customer service creates immense value which franslates into
familiarity, comfort and confidence, and ultimately return for our
shareholders. We aim not only to build positive and lasting
relationships with our customers, but also to have them enjoy the
changes in their lifestyle as a result of shopping and purchasing in

our premises.

This is especially frue in China where the concept is new and where
people are drawn by the prospect of enhancing the quality of
their lifestyle. We are confident that we are fulfilling our ambition

of changing the way people shopping with our unique shopping
experience, and improving their lifestyle in the process. In fact,
revenue confribution from our Jiuguang Store has been increasing
and its results were ahead of our target. Our operations in the PRC
market are expected to become the growth engine of the Group

as we expand our business in this vast market.

Improved operating efficiency and attractive merchandise mix have
helped achieving record sales during the Year. The average daily
traffic for the Year at SOGO CWB reached 93,600, an increase of 1.2%
over the 92,455 recorded during the previous year. The stay-and-

buy ratio SOGO CWB achieved during the Year remained at a stable
level of 28.5% while the average individual sales per ticket of HK$436

represented a 10.1% increase over the HK$396 in 2005.

SOGO CWB achieved record-breaking daily sales of HK$32.7 million
during the November Thankful Week in celebration of the 13th
Anniversary of Jumbo SOGO. The flagship store continues to develop
as the premier department store for local consumers and as a
magnet for international visitors fo Hong Kong with 11.3% same-store

sales growth when compared with 2005.
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SOGO CWB has proven to be a benchmark in successful store
marketing and celebratory events. The store has posted record
festive customers’ spending during the Chinese New Year and
Christmas periods, together with anniversary celebrations in May and
November. In October 2006, SOGO CWB marked the opening of Wa-
San-Mai Japanese Restaurant, the largest Japanese restaurant in
Hong Kong. Coupled with the already successful SOGO CLUB and
the SOGO BOOK CLUB, Wa-San-Mai has helped increase popularity,
fraffic and customer loyalty of the store. In fact, the opening of this
Japanese restaurant is in line with the Group’s operating philosophy
and the ultimate goal of bringing our customers a unique, complete
and fulfilling shopping experience where all of their needs can be

satisfied under one roof.

Focusing on a younger generation of customers, this new store is a
brand builder and is now successfully established as one of the latest
shopping hotspots in Kowloon. SOGO

TST began making a profit contribution

of HK$19.6 million to the Group in its

first full year of operation and reported

a turnover of HK$195.0 million in 2006,

representing 7.6% of the Group’s total

turnover.

The steady performance since the
opening of SOGO TST in September
2005 are attributable to the efforts made in ferms of interesting

merchandise mix and attractive festive and sales promotion events.

For the Year under review, the two SOGO stores in Hong Kong
accounted for 2.1% of the total retail sales generated in the territory
that further increased our market share from 18.7% in 2005 to 20.3% of

the local department store sales in 2006.
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Shanghai is a powerhouse, not only in China but increasingly so

to the rest of the world as well. We therefore made the strategic
move of tapping into China’s retail market through opening our

first store in Shanghai. Jiuguang Store has been building a loyal
following of customers and an ever-broadening potential customer
base as its reputation as a lifestyle shopping mecca grows. It has
become not only a showcase, but also a training house for our China
operations that we aim to extend to other retailing and related

commercial operations.

By introducing our unigue shopping environment to a broader range
of people in Shanghai, we are

actually succeeding in changing

their definition and expectations of a

quality lifestyle. With the introduction

of new merchandise, we bring our

customers more choice and better

quality goods, and a better shopping

experience.

In actual tferms, Jiuguang Store has achieved cash breakeven since
the beginning of 2006 and recorded 48.5% same-store sales growth
during 2006 as compared to 2005. Daily fraffic further increased from
32,496 to 39,600 during the Year, as it strengthened its quality brand
image. Reflecting this, in October 2006, Jiuguang Store achieved
record daily fraffic high of over 60,000 visitors during promotional

events for National Day holidays.

We believe that we can learn from and build upon this foundation
for future developments in the PRC, leveraging on this positive
perception and expanding Jiuguang’s brand value in this vast and

growing market.
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Building on our successful track record in Hong Kong and Shanghai
and capitalizing on the increasing brand equity of Jiuguang Store
in Shanghai, we planned to expand our presence in China. In
December 2006, we announced the acquisition of two land sites in

Suzhou and Shenyang, for building our own commercial complex.

Suzhou, located in Jiangsu province, is one of the top cities in the
Yangtze River Delta region, achieving a robust GDP growth of 15.5%
for the year 2006 and the highest GDP per capita in Jiangsu province.
With a population of over 6 million (including its surrounding cities)
coupled with ifs strong fourism, Suzhou demonstrated strong consumer
purchasing power and posted a total retail sales of consumer goods
of RMB105.54 billion for 2006, up 16.6% when compared with 2005.

Our new development is in the heart of the new Central Retailing
District of Suzhou, and has a site area of 51,193 square meters. It
will be developed into a Jiuguang store of a total Gross Floor Area
("GFA") of 168,000 square meters with entertainment features. The
planned soft opening is by end of 2008, with a total investment of

approximately HKS950 million.

As the capital city of Liaoning province, Shenyang city is a prime
commercial and trade hub in Northeast China. With a population of
over 7.4 milion and a GDP growth of 16% in 2005, Shenyang possesses
an existing critical mass that makes opening up mid- to high-end
department stores a very viable investment. This can be further
demonstrated by the total retail sales of consumer goods of RMB91.51
billion in 2005, up 13.7% when compared with 2004.

The Group acquired a prime
land site located on the
famous pedestrian walk of
Shenhe District, the old city
district of Shenyang, and

in close proximity to the

Shenyang Imperial Palace.

The plan for the site area l ’

of 55,880 square meters

involves the development

Lifestyle International Holdings Limited — Annual Report 2006

BERAEBEAEETER LBZRNES - XA
RAXBER LB R 2 mEEE - ~EE
SAEERTBER R _TTRF+ A KK
ESMmREMNRGEAMEL - EEALE
EREES IS PN

BMUANIES - RRI= AN E S H
2= CEREREZERAEREER15.5%
RHIEFEABRREERERS ZWMT © FIM
R ER ™ 2 AO%#6,000,000A - 0 E
HiRpERERED  #MNBEENHER

Y —EERFHEMTEHEATEA
FR#105,540,000,0007T * ®R=_ZTRF L7t
16.6% °

AEFRZHERBBURHFMNZE ORI -
51,193 F 7K » B RRABEREETH
ANXBE - RftpEEEE ([AgEEE]) X
168,000 F 77K 2 2= - WK BA LB EFE
B ZHEREBFEAR_ZTN\FFEAMMA
B BIREEKES50,000,0008 7T ©

o

EREBEEESWT - BHHATERILEN
EENE SR - ES A DB7,400,000A @ =
ZTRF7EREERELRR16%  BEH
RETEBEEEMTAQNGRE - SERREE
BUR - —TTRE HERTEHELREE
AR#¥91,510,000,0007T - |-TZTWF LT+
13.7% °

AEBYEMRESEREETRZRSITH
MADBRG M= 'SR i - (51155,880F

TRz BERABIEOERER - B RIRE
BRIAR - BEREMEHEREERSZ BET

24|25



in phases of a multi-purpose retail complex comprising a shopping
and entertainment development, hotel and other commercial
facilities with a total GFA of approximately 320,000 square meters.
Our Jiuguang store, offering a one-stop shop, premium shopping
experience to local consumers, will be included in the first phase of
the development that is expected to soft open by the end of 2009.
Total investment for the entire development will be approximately
HK$3.9 billion.

Prospects

While our day-to-day business is effectively managing our retail
operations and ensuring sound return from our business activities, we
are also looking at the long term growth of our business and planning
for the future. By building a strong foundation today, we are paving

the way for solid growth in the coming decade.

Once the roll-out of the new locations occurs in 2008 and as we
serve a growing population in Mainland China and Hong Kong,
the increased operating area will make its own confribution to the
Group’s retail sales. This in furn will support new business ventures in

the PRC and pave the way for future growth engines.

Since our strategy is to own the premises where our stores are going to
be situated, and in order to enjoy the benefits of economy of scale,
we aim to secure projects which are big enough not only to house
our traditional Jiuguang store, but also to provide other facilities to
meet the lifestyle needs of our customers, all in one location. It is

our intention to make each of our projects a retailing focal point

for its area and we strongly believe that with our experience in the
department store industry, we are able to extend our expertise to
become an outstanding operator of other retailing and related

commercial operations.

We are cautiously optimistic about the outlook for the Hong

Kong market where rising salary and other operating costs, whilst

an ongoing concern, are balanced by the rate of domestic
consumption which will continue to grow as the macroeconomic
environment remains favorable and consumer sentiment upbeat.
Initiatives will be made to strengthen our leading position in the local

department store industry.
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While we have full confidence to continue to excel in the Hong Kong
market, we also look forward to increased contributions from our
China operations. We maintain an optimistic outlook on the China
market, where the economy remains robust. Chinese people are
eager for branded items together with an enjoyable, quality shopping
experience, which is creating further room for growth in the mid- to

high-end retail sector.

Looking ahead, the Group will continue to enjoy the steady revenue
and cash streams generated from SOGO CWB and SOGO TST whilst
also expecting higher revenue and profit growth from our Jiuguang
Store. These will be used as a platform to support the Group’s new
development opportunities in China where we aim to continue
growing our retail operating area and to become a major player of
the PRC retail market.
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