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GIORDANO INTERNATIONAL LIMITED

MANAGEMENT’S DISCUSSION AND ANALYSIS
RESULTS OF OPERATIONS
Turnover

For the first six months of the year, the Group’s total turnover amounted
to HK$1.53 billion (2002: HK$1.76 billion), a decline of 13.2 percent year-
on-year.

Owing to the non-seasonal weather in the first quarter and the adverse
effects brought about by the Severe Acute Respiratory Syndrome (SARS)
epidemic in our key markets, turnover of the Retail and Distribution Division
decreased 12.7 percent to HK$1.45 billion (2002: HK$1.66 billion). System-
wide comparable store sales fell 16.2 percent (2002: -2.5 percent), while
comparable store gross profit was down 17.1 percent (2002: -0.7 percent).
The Group’s inventory turnover on sales was 20 days, a reduction of
12 days from the 32 days recorded in the first half of 2002. The lower-
than-usual inventory level reflected Management’s responsiveness to the
market during the SARS period. Management believes that with a leaner
stock level, they would have greater flexibility to bring in new products as
soon as customer traffic recovers when the SARS subsided.

The following table shows the Group’s retail turnover by region. As shown
below, all of the markets which were affected by the SARS recorded year-
on-year tumnover decline in the first six months of the year; while markets

HOYETH MZEUEXIRBEZEZHE  which were not affected by the outbreak recorded strong growth during
fEFrit 2 MR B A A 8215 08 g & o the same period.

BEXNA=THLXEAR BothEg

Six months ended June 30 Percentage

(LB 8T REN) (In HK$ millions) 2003 2002 change

B K B Mainland China 363 408 -11.0

B Hong Kong 316 390 -19.0

=0 Taiwan 281 359 -21.7

¥ Singapore 155 177 -12.4

H A 35 Other Markets 192 146 31.5

HEABECEEELHEAFRATERAS Z
T—ERR=FEA T8 (ZTT=F: &
BIEZNE &) - REBFEA - AEBFE M
F H Giordano¥x %51 &2 )\ & Bluestar Exchange
PIT + i Bluestar ExchangeZ RIR NG A E 12
EHTEE -

Turnover in Mainland China dropped 11.0 percent year-on-year to
HK$363 million (2002: HK$408 million). During the period, a net of five
Giordano core line and eight Bluestar Exchange outlets were added.
Performance of Bluestar Exchange has been in line with Management’s
expectation.
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Retail sales in Hong Kong fell 19.0 percent year-on-year to HK$316 million
(2002: HK$390 million). Apart from being affected by a “warm winter”,
weak retail sales intensified towards April when the World Health
Organization (WHO) issued a travel advisory against Hong Kong.
Consequently, we lost almost all of our tourist business in the second
quarter. Out of our 74 outlets, about 13 of them are located in tourist
areas, which included both of our flagship stores.

Taiwan'’s retail sales dropped 21.7 percent year-on-year to HK$281 million
(2002: HK$359 million). During the first six months of the year, there was
a net closure of one Giordano Ladies and one Giordano Junior outlets;
and a net opening of one Bluestar Exchange outlet.

Retail sales in Singapore fell from HK$177 million in the first half of 2002
to HK$155 million, represented a year-on-year decline of 12.4 percent.
Sales started to pick up in the last week of May following the launch of
Great Singapore Sales coupled with WHO'’s removal of Singapore from
the SARS affected areas’ list. As part of the regular shop portfolio
modification program, total number of shops reduced from 49 by the end
of December 31, 2002 to 45.

Strong performance in the “other markets” sustained into the first half of
2003. In aggregate, sales totaled HK$192 million, compared with
HK$146 million registered in the previous period. Despite the absence of
contribution from Bluestar Exchange Germany due to its termination in
September 2002, strong sales growth in Australia, Thailand and Indonesia
had more than offset the sales lost, which contributed largely to the
overall 31.5 percent year-on-year sales growth. In Australia, our products
are gradually gaining better acceptance by the local shoppers, and sales
are improving by double-digit. In order to improve sales efficiency in Japan,
the shop at Universal Studio Japan was relocated from a 6,000 square
feet store to a 1,500 square feet one.

Interim Report 2003
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GIORDANO INTERNATIONAL LIMITED

Business of all the Lines had been slow in our key markets due to dramatic
decline in customer traffic during the SARS outbreak. Retail and wholesale
turnover of Giordano core line and Giordano Junior amounted to
HK$1.29 billion, a 12.2 percent decrease from last year's HK$1.47 billion.
Turnover of Giordano Ladies decreased 21.4 percent to HK$55 million
(2002: HK$70 million), which was mainly attributable to weak sales in
Hong Kong and Mainland China. Bluestar Exchange’s turnover declined
10.0 percent to HK$108 million (2002: HK$120 million). Management will
continue to expand Bluestar Exchange in Mainland China, with about
20 more outlets to be added by the end of the year.

Turnover of the Manufacturing Division, including intra-group sales, fell
23.2 percent to HK$301 million (2002: HK$392 million). Total sales to
outsiders (2003: HK$75 million; 2002: HK$104 million) were 27.9 percent
lower than the year before, primarily resulted from decrease in sales to
third party customers in Japan. The Manufacturing Division contributed
HK$26 million (2002: HK$39 million) to the Group’s operating profit,
representing 28.3 percent (2002: 18.3 percent) of the Group’s consolidated
operating profit.

Margins

On the back of sales decline and gross margin contraction, gross profits
for the first six months of the year fell 14.8 percent to HK$710 million
(2002: HK$833 million). Consumer sentiment and purchasing power were
dampened because of the SARS epidemic, as majority of business
activities almost came to a stand still in our key markets in the months of
concern. Consumers became extremely price conscious; hence, our Lines
had been offering more price promotions and giving out more premiums
than we normally do. This resulted in a gross margin compression of
0.8 percentage points, with gross margin decreased from 47.3 percent in
the first half of 2002 to 46.5 percent in 2003.

Among all of our Lines, Giordano core line’s gross margin was the most
resilient. We managed to mitigate margin decline as much as possible by
rolling out new and high-margin products as soon as we saw traffic flow
was recovering. During the same period, Bluestar Exchange experienced
the most gross margin decline. Faced with severe price competition, in
order to attract the price conscious customers, Bluestar Exchange resorted
to offering more frequent promotions. Giordano Ladies also saw gross
margin decline due to a number of clearance activities in the first half of
the year.
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Gross margin of the Manufacturing Division improved 1.5 percentage
points. Higher gross margin was achieved through lower raw material
costs, and continued efforts in transferring fabric and accessories sourcing
from Hong Kong to Mainland China.

Operating Expenses

Owing to the concerted efforts of all markets, operating expenses fell to
HK$658 million (2002: HK$667 million), down 1.3 percent year-on-year.
Due to the time lag in lowering our fixed costs and committed expenses,
part of the cost savings initiated in the first half will be realized in the
second half of the year. Distribution expenses edged down by 0.7 percent
over the previous period due to lower shop staff cost and shop overhead;
despite occupancy charges increased by 4.8 percent, as a result of new
outlet openings in the “other markets” and under the Bluestar Exchange
line.

Operating Profit and Earnings before Interest, Taxes,
Depreciation and Amortization (EBITDA)

Operating profit dropped 56.8 percent to HK$92 million (2002:
HK$213 million). Due to high operating leverage, operating margin reduced
to 6.0 percent from 12.1 percent in the first half of 2002. Correspondingly,
EBITDA margin retreated to 10.7 percent, from 17.8 percent, during the
same period.

Profit Attributable to Shareholders

Profit attributable to shareholders amounted to HK$63 million (2002:
HK$185 million), represented a 65.9 percent decline over the previous
year. Share of profits of associated companies fell 55.8 percent year-on-
year, mainly accounted by smaller contribution from Korea. In addition,
business in the Middle East was also interrupted by the US-Iraq war.
Retail sales have been sluggish in Korea since the second half of 2002.
Amid depressed apparel sales, Giordano is still one of the leading brands
in terms of causal wear sales in Korea. Faced with soft customer demand,
intensified competition, and higher-than-usual inventory level, operating
profit was lower than that registered in the first half of 2002. During the
same period, Giordano Junior continued to do well in Korea; which helped
to rescue much of the sales decline in the Giordano core line.

Besides, lower profit was also attributable to a higher effective income
tax rate. It went up from 17.8 percent in the first half of 2002 to
26.6 percent in 2003. Higher tax rate is partly due to larger profit
contribution from regions with higher corporate tax rates.

Interim Report 2003
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GIORDANO INTERNATIONAL LIMITED

Cash Flows

Net cash inflow from operating activities totaled HK$148 million (2002:
HK$199 million). The HK$51 million decrease could be mainly explained
by the HK$121 million decline in operating profit. In the meantime, the
decline was partly offset by cash freed up from the HK$87 million decrease
in inventory.

Net cash outflow for investing activities was HK$8 million (2002:
HK$19 million), HK$11 million lower than that in the previous period. The
smaller cash outflow was primarily attributable to a HK$12 million decrease
in purchase of fixed assets due to fewer store openings as compared to
the corresponding period in 2002.

Net cash outflow for financing activities increased to HK$220 million,
from HK$177 million in the first half of 2002, represented a net increase
of HK$43 million. In the first half of the year, HK$209 million of dividends
were paid to shareholders, contrasted to HK$137 million paid in 2002, a
net increase of HK$72 million. The balance of the difference was owed to
the absence of repayment of bank loans (2002: HK$33 million) in the first
half of 2003.

FINANCIAL CONDITION
Liquidity and Capital Resources

As at June 30, 2003, cash and bank balances amounted to
HK$596 million (December 31, 2002: HK$667 million), and total
liabilities were HK$491 million (December 31, 2002: HK$564 million). At
the end of the reporting period, the Group’s gearing was 29.7 percent
(December 31, 2002: 31.4 percent), based on shareholders’ equity of
HK$1.65 billion (December 31, 2002: HK$1.79 billion).

As at June 30, 20083, the Group had trade finance and revolving loan
facilities amounting to HK$704 million (December 31, 2002:
HK$704 million), of which HK$56 million under revolving loan facility had
been drawn and was outstanding. The Group also had contingent liabilities
on bank guarantees and guarantee notes issued of HK$46 million
(December 31, 2002: HK$47 million), which had all been incurred in the
normal course of business.
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HUMAN RESOURCES

As of June 30, 2003, the Group had approximately 6,900 employees
(December 31, 2002: 8,000 employees). Besides offering competitive
remuneration packages to the employees, discretionary bonuses and share
options may also be granted to the eligible employees based on the
Group’s and the individual’s performance.

During the six months ended June 30, 2003, the Group granted to eligible
employees under the share option scheme options to subscribe for
12,520,000 shares. In the same period, 384,000 shares were issued
upon the exercise of options previously granted.

OUTLOOK

Amid the already difficult macro environment, the unexpected SARS
epidemic, which concentrated in our key markets, made the business
environment one of the most challenging in the Group’s history. With the
SARS outbreak behind our backs now, Management will be working
extremely hard in order to recoup as much lost sales in the first half as
possible.

In order to achieve the above-mentioned goal, Management will focus on
the following:

1. To carry on the development of Bluestar Exchange in Mainland China;
whereby, will start franchising the line in the second half of the year;

2. To continue to diversify our distribution channels. For instance, in
Hong Kong, new outlets were opened in the MTR stations, while in
Mainland China, packaged underwear is sold through drug stores
and hypermarkets;

3. To distinguish Giordano from its peers through better product
launches which focus on high value-added and meaningfully
differentiated products;

4. To continue to refine our “just-in-time” and “quick response” stock
replenishment systems, as means to sustain our healthy stock
turnover. Management believes healthy inventory levels can enable
the Group to excel better especially under a volatile business
environment;

Interim Report 2003
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To keep on rolling out the upgraded proprietary software in all regions
in order to enhance sales analysis and inventory management; and

To be better prepared for the incremental businesses from the
anticipated surge in Mainland Chinese tourists visiting Hong Kong,
facilitated by the “Cooperation on Tourism Article” under the Closer
Economic Partnership Arrangement (CEPA) signed between the
governments of Mainland China and the Hong Kong Special
Administrative Region. In the meantime, with the more relaxed
regulations brought about by the CEPA, it will give us more flexibility
for future store expansion in Mainland China.
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