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RESULTS OF OPERATIONS

Turnover

Total turnover for the fiscal year ended December 31, 2001 was
HK$3,479 million, virtually unchanged from the HK$3,431 million
registered in 2000. This figure included an unfavorable foreign
exchange impact of approximately HK$77 million.

Representing 93.8 percent of the Group’s total turnover, sales of
the Retail and Distribution Division amounted to HK$3,262 million
(2000: HK$3,225 million). The Manufacturing Division’s turnover,
after elimination of inter-segment sales, amounted to HK$217
million (2000: HK$206 million), a 5.3 percent increase over the
prior year. Turnover of the Manufacturing Division, before
elimination of inter-segment sales, was HK$727 million, the same
as fiscal year 2000.

Gross Profit

Gross profit totalled HK$1,544 million (2000: HK$1,516 million),
an increase of 1.8 percent over the prior year. Gross margin was
44 .4 percent, a slight increase from the 44.2 percent achieved
in 2000.

Faced with weak consumer sentiment during the year,
Management opted for product innovation as a means to protect
profit margin. As part of the strategy, the Group offered
differentiated products, with emphasis on functional features and
usage of fabrics. The Giordano brand has embarked on a higher
value-added direction while the Bluestar Exchange brand has
been targeting the more budget-minded consumers.

Distribution, Administrative and Other Operating Expenses
Distribution expense was HK$928 million (2000: HK$838 million),
an increase of 10.7 percent over the prior year. Administrative
expense amounted to HK$137 million, representing a 12.3 percent
increase from the prior year's HK$122 million. New outlet openings
and new markets’ start-up costs contributed to this increase.
During the year, total expenses related to new distribution outlets
in Mainland China, Taiwan (Bluestar Exchange), Australia and
Indonesia were approximately HK$59 million and development
costs in the two new markets of Germany and Japan amounted
to HK$25 million.
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Other operating expense was HK$234 million (2000: HK$272 million),
a decrease of 14.0 percent over fiscal year 2000. This decrease
was largely due to a reduction in advertising expense.
Management considered the prevailing consumer mood in 2001
made it inappropriate for any large-scale regional advertising
campaign. Instead, Management relied on local promotion to
highlight market-specific product lines.

Operating Profit and Earnings Before Interest, Taxation,
Depreciation and Amortization Expense (EBITDA)
Operating profit was HK$372 million, compared with HK$425
million a year earlier. The Retail and Distribution Division’s
operating profit amounted to HK$297 million (2000: HK$315
million), representing 79.8 percent (2000: 74.1 percent) of the
Group’s operating profit.

The decline in operating profit was largely due to the weak
performance of the Taiwan market and the development costs
incurred in the new markets of Germany and Japan. However,
Management is confident that operating efficiency will improve in
2002 due to the following reasons:

(1) Strategic changes implemented in Taiwan should achieve

higher projected results;
(2) Germany and Japan will gain efficiency; and

(3) Cost reduction in both rental and input costs will further

materialize.

EBITDA for the year amounted to HK$582 million, slightly lower
than the HK$596 million reported for 2000. Correspondingly,
EBITDA margin was 16.7 percent, 0.7 percentage points lower

than the 17.4 percent reported in the prior year.

GIORDANO
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Profit Attributable to Shareholders

Profit attributable to shareholders was HK$377 million for fiscal
year 2001 (2000: HK$416 million), represented a 9.4 percent
decrease over the previous year. The decrease in Group operating
profit accounted for this decline. The Group’s major joint ventures
continued to perform well during the year. Share of profits after
taxation from associated companies increased 7.8 percent year-
on-year to HK$69 million (2000: HK$64 million).

The Group’s effective tax rate also increased from 14.1 percent
in 2000 to 16.9 percent in 2001, primarily due to a higher tax
bracket for the Korean joint venture.

Cash Flow

Cash flow from operation increased from HK$377 million in fiscal
year 2000 to HK$446 million in 2001. The improvement resulted
from a decrease in inventory of HK$20 million, in contrast to a
HK$65 million increase in inventory in 2000.

Net cash outflow from return on investments and servicing of
finance decreased to HK$200 million from the prior year (2000:
HK$205 million). Dividend payout of HK$222 million (2000:
HK$236 million) was lower, primarily due to a slight decrease in
dividend payout in year 2001.

Net cash outflow from investing activities amounted to HK$274
million in fiscal year 2001 (2000: HK$103 million). During the year,
the Group paid HK$207 million to secure a 37-year leasehold
interest in a flagship store in Hong Kong and prepaid RMB100
million (approximately HK$95 million) for a 20-year lease in
Shanghai. Both locations had already been tenanted by the Group
prior to the arrangements. Management evaluated these decisions
on operational merits and entered into the arrangements to ensure
continuing occupation of these strategic retail locations. For similar
reasons, the Group had purchased other prime retail locations in
Mainland China and Taiwan in earlier years. Cash generated from
investing activities included HK$152 million (2000: HK$25 million)

from maturing of long-term deposits.
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In 2001, net cash inflow from financing activities amounted to
HK$50 million, against a net cash outflow of HK$46 million in
2000. Issuance of new shares under the Company’s Employee
Share Option Scheme provided cash of HK$8 million (2000:
HK$87 million). The Group also obtained short-term local currency
bank financing equivalent to HK$47 million at fixed interest rate,
to fund part of the payment for the long-term lease in Mainland
China. Management intends to pay-off the loan in full from internal
cash flow in 2002. During the year, the Company did not
repurchase any shares (2000: HK$138 million).

Liquidity and Capital Resources

As at December 31, 2001, the Group had cash and bank deposit
of HK$579 million (2000: HK$749 million). The Group’s target
level of cash and bank deposit is the equivalent of one year’s
cash flow from operation.

The Group’s working capital declined to HK$798 million (2000:
HK$1,014 million). Current ratio was maintained at a healthy level
of 2.3 times. Turnover to working capital was 4.4 times in fiscal
year 2001, compared with 3.4 times in 2000.

At year-end 2001, the Group’s inventory was HK$283 million
(2000: HK$303 million). This improvement was mainly due to the
reduction of raw materials and work in progress at the
Manufacturing Division. As Chinese New Year fell in February 2002
(2000: January 2001), the Division did not need to boost up
production at the end of 2001 to prepare for the peak seasonal
sales. Inventory turnover on sales was reduced from 32 days in
the prior year to 30 days in fiscal year 2001. The Group’s target

inventory turnover range is between 28 to 32 days.

GIORDANO
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As at December 31, 2001, the Group’s long-term finance lease
amounted to HK$10 million (2000: HK$14 million). This
outstanding liability is denominated in Reminbi at an interest rate
of 12.0 percent per annum until 2005. Total liabilities amounted
to HK$625 million (2000: HK$511 million), representing a gearing
ratio of 0.4 (2000: 0.3) based on shareholders’ equity of HK$1,695
million (2000: HK$1,558 million).

As part of the Group’s risk management policy, it has entered
into limited foreign currency contracts to minimize exchange risks
arising from overseas markets’ inventory procurement. In addition,
the Group pursued a higher proportion of local sourcing, where
appropriate, to effectively mitigate local currency risks.

Purchase of fixed assets totalled HK$332 million in fiscal year
2001. Apart from the HK$207 million spent on securing the long-
term leases discussed above, regular capital expenditure
accounted for the remaining HK$125 million, which represented
28.0 percent (2000: 36.1 percent) of net cash inflow from
operating activities in 2001.

The Group had financing facilities totalling HK$748 million at year-
end 2001, of which HK$85 million under revolving loan facility
had been drawn and was outstanding. The Group also had
contingent liabilities of HK$60 million (2000: HK$58 million), which
had all been incurred in the normal course of business.

HUMAN RESOURCES

On December 31, 2001, the Group had approximately 8,300
employees. The Senior Management team consisted of 17 people
and over half of them had been with the Group for over eight
years. In the past two years, the Group had recruited a number
of senior managers who are experts in various fields and of various
nationalities. The Group is continuing its quest for multi-racial

talents to enhance the breadth and depth of Management.
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In order to attract and retain a high caliber of capable and
motivated workforce, the Company offers share options to most
senior managers, competitive remuneration package for all levels
of staff and goal-oriented bonuses for all operation staff of the
Group.

HIGHLIGHTS OF THE RETAIL AND DISTRIBUTION
DIVISION

The Retail and Distribution Division registered a turnover growth
of 1.1 percent, to HK$3,262 million, after accounting for an
unfavorable foreign exchange impact of HK$77 million. Worsening
economic conditions coupled with an unseasonably warm fall/
winter had contributed to the disappointing performance in many
of the Group’s markets in the second half. The Group began to
recover some of the lost grounds in November and December,
largely due to successful product launches. For the full year 2001,
total comparable store sales declined 4.3 percent, while
comparable store gross profit fell 2.8 percent over last year.

In 2001, retail turnover from Giordano Unisex decreased
2.3 percent, mainly owing to a decline in sales in Taiwan. Gross
margin increased slightly by 0.6 percentage point over last year.

Retail turnover from Giordano Ladies improved 22.1 percent, due
to better performance in Taiwan and Hong Kong and new store
openings in Mainland China. Gross margin was 1.3 percentage
points lower than the prior year.

During the year, retail turnover from Giordano Junior decreased

1.5 percent. Gross margin improved 0.7 percentage points.

Retail turnover from Bluestar Exchange increased 31.2 percent
and gross margin rose 6.4 percentage points in fiscal year 2001.
These improvements reflected consumer acceptance of this new
brand in both Hong Kong and Taiwan. However, the joint venture
in Germany is not expected to make any material contribution in

the next two years.

GIORDANO

23



EEEBHRKREXBRITBMRR 2@ B R 5 M
Management’s Discussion and Analysis
of Results of Operations and Financial Condition

BERMEEBTRADHEREIKRKHEE
ErTEHERRBR _ZTTEE LT

As highlighted in the table below, aggregate retail sales of all
brands through all our different distribution channels to end

8.5% ' FIRWAT : consumers increased 8.5 percent over year 2000:

(X B &EBTAENN) Giordano Giordano Giordano Bluestar Het
(in HK$ millions) Unisex Ladies Junior Exchange Total
—ETE—F

Year 2001 4,376 129 252 196 4,953
—TETERF

Year 2000 4,113 102 201 149 4,565
LE¥ R F 2 1R

Year-on-year increase 6.4% 26.5% 25.4% 31.5% 8.5%
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A discussion on key markets (namely any market accounting for
10 percent or more of the Group’s total retail turnover) is set out

on next page.
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MAINLAND CHINA

2001 2000 1999 1998 1997

Hewm(AEAT) ™ Sales (HK$ millions) ™ 808 712 544 513 565
BYAREER (8T) ™ Sales per sq. ft. (HK$) ** 4700 5500 5500 4800 5,500

ALBRER HER
() <

Comparable store sales
increase/(decrease) *** - 6% 8%  (21%)  (28%)

TERAEE (FHR)

Retail floor area (sq. ft) **** 382,600 298,300 222,600 198,500 180,800

PIm#e

Number of outlets **** 461 357 253 211 170

gEEHE

*k kK

Number of sales associates * 540 480 350 346 344

* BIEETRITEEHZFHER
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BEEIYIN13.5% 808 EB T
(ZETZFE - 7128BETT) c BEHK
BIhEOHERABRSZ TRARETEE
WITHEITIERE TR -

Frh o RAEBRLEERIETMHHE S
Giordano Ladiesinh® - RZZEZE—F
+=A=+—8 - BR®&E/\EGiordano
Ladies)54 - IR E B ZMAT - ANEE
SHEMRSFIZIN04RE 54 - BLUAFER
A00fEIE &P ERET - NEBAER DK
HEEERRE  URSEETMSELE
EEAE - AREFREAERSERAZ
TGN - AEEN T ¥ FRR—EEFT
EEWEEEE REEHEES -

FREEMAYRE SMELE - BATSEH
FHEMBZ - AEBAALEIRI
FEMAETERL  ZEEERAN
5 - Rl - EBENSHEREMS
154 4B %8 R Giordano Ladies K Giordano
Juniorf B 5 - FEEAM S + P REARETTS
NERAEBERLR T EHE S -
Giordano UnisexZ5| IR £ g & -

Including net sales to authorized dealers

o On weighted average basis for directly managed retail outlets

*** For directly managed outlets which were open for the full 12

months in each of the two fiscal years under comparison

*HR* - Total directly managed and authorized dealer outlets as at

December 31
AR For directly managed outlets as at December 31

Turnover rose 13.5 percent to HK$808 million (2000: HK$712
million). Slower growth was partly attributed to the rainy weather
and ongoing construction work in some major cities.

In the middle of the year, the Group launched Giordano Ladies in
Shanghai and Beijing. As at December 31, 2001, there were eight
Giordano Ladies stores in Mainland China. In line with the Group’s
target, there was a net addition of 104 stores to the network.
With over 400 stores operating at the end of the year, there is
sufficient critical mass to implement strategies to improve
operating margin in this market. To sustain and enhance its market
position in Mainland China, the Group has been working more
actively with its authorized dealers to improve store productivity
since the latter part of the year.

In preparation for a more competitive market after Mainland
China’s accession to the World Trade Organization, the Group
will galvanize its retail network to serve the market better.
Management will also continue to develop the Giordano Ladies
and Giordano Junior lines to serve the niche markets. In the near
term, Mainland China will remain one of the Group’s key growth
drivers, with the Giordano Unisex line providing the majority of

GIORDANO
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58 HONG KONG
2001 2000 1999 1998 1997
HEE (FEAT) Sales (HKS millions) 760 788 682 588 762
BYHREERE (B1) * Sales per sq. ft. (HK$) * 6,400 7,000 9400 11,100 16,300
MHRER HER Comparable store sales

(Rl0) /80

(decrease)/increase ** 8% (5% 8%  (22%)  (18%)

TERAEE (FHR)

Retail floor area (sq. ft) *** 114,200 127,300 100,000 58,300 51,400

PIm#e

Number of outlets *™* 72 74 61 49 53

5511 Gl

Number of sales associates ™ 462 514 441 326 427
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*  On weighted average basis

** For outlets which were open for the full 12 months in each of the
two fiscal years under comparision
*** As at December 31

Turnover was HK$760 million (2000: HK$788 million), down
3.6 percent over the previous year, but gross margin improved

3.5 percentage points.

Turnover from Giordano Unisex contracted 7.7 percent, while
Giordano Ladies rose 11.3 percent from the prior year. Giordano
Ladies has gained the reputation as a quality women'’s wear name,
for its service and workmanship. Turnover from Bluestar Exchange
grew 4.5 percent while gross margin increased 7.7 percentage
points. Improved product mix and lower input costs were behind
the better-than-expected results.

Through enhanced product value, the Giordano brand has
successfully moved up to a higher market segment. Management
will continue to strengthen its brand positioning through better

visual merchandising and shop portfolio.
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=P TAIWAN
2001 2000 1999 1998 1997
HEH(5EAT) Sales (HK$ millions) 746 871 953 710 753
BEAREER (BL) Sales per sq. ft. (HK) 3600 5500 6,000 4,300 4,500
MHBRER HER Comparable store sales

(RL0) A **

(decrease)/increase ** (14%) (4%  31% (8% (9%

TERAEE (FHR)

Retall floor area (sq. ft,) ™™ 232,400 184,500 165,700 156,400 168,500

PIm#e <

Number of outlets *** 181 159 178 184 191

gEEHE

Number of sales associates ™ 763 826 827 680 787

Y RIMETEESE

X 6B M EIE B2 B B R 4 R
T+ 1A ZFim

T RtTZA=+—H

BEZEEBETE144%E7T46E BB T

—ZTTF :871HEET) AP
PREARHAR-ZZEZ—FHABLET
ZERE(E5.7% °

RE—F BEEEEEFHIRALT
FEMBRZBEFE - ENERIE T -
EEERIES =FH A RKMEERN
Ef - EREREATSERDRE - R
SETYF  EEILEnRERHE
BEREE - AT AR BIMIEELBE N
ZREWRE  ERENAND 2
2o BMBFRERIHERKREIE -

TR - BB Rk (Giordano Ladiesk4M)
ZALEEHEEER LFERR - &
FESREISEEHEELARERE
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BE -

EEEENAEBE ST _F27H
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Ztit ~ HEE LKA &= R M5
HEFERBE RS -  WEEZRBRT
HERE T -FUHREEEBES
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*  On weighted average basis

** For outlets which were open for the full 12 months in each of the
two fiscal years under comparision
*** As at December 31

Turnover in Taiwan contracted 14.4 percent to HK$746 million
(2000: HK$871 million), partly attributable to the fact that the
New Taiwan Dollar devalued 5.7 percent against the Hong Kong
Dollar in 2001.

In the second quarter, gross margin fell as Management undertook
measures to reduce excess inventory from previous seasons.
Management began to reposition the Giordano brand in the third
quarter, partly through market segmentation strategy. Overall sales
in the northern and southern districts began to improve in the
latter part of the year. Two destructive typhoons, however,
reversed the improvement trend in September. Latest figures
indicate that sales decline is stabilizing.

During the year, comparable store sales of all brands, except
Giordano Ladies, deteriorated over the prior year. This was partly
attributable to the time required in adjusting the product mix to
suit the changing needs of customers in different districts.

Management anticipated Taiwan’s macro environment to remain
tough in 2002. The Group will strive to excel on product
differentiation, cost-effective merchandising and micro marketing.
With better procurement and inventory management, clearance
sales that took place in 2001 will not have to be repeated in 2002.

GIORDANO
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Fhn3% SINGAPORE
2001 2000 1999 1998 1997
HEE (FEAT) Sales (HKS millions) 330 349 349 234 284
BYRRHEE (51) Sales per sq. ft. (HK$) * 9,700 13,300 13800 8500 10,300
MHRER HER Comparable store sales

() g ™ (decrease)/increase ** (13%) (5%  48%  (16%)  (15%)
TEEAAE (FAR) " Retall floor area (sq. ft,) *™* 37,800 32400 24400 28,000 28,700
Pm&e Number of outlets 4 35 27 31 33
EEEYHR ¥ Number of sales associates ™ 218 254 28 202 235
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BRESEE N5 4% E330F BB T
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*  On weighted average basis

** For outlets which were open for the full 12 months in each of the
two fiscal years under comparision
*** As at December 31

Turnover slipped 5.4 percent year-on-year to HK$330 million
(2000: HK$349 million). The Singapore dollar devalued
6.2 percent, which largely explained the decline in sales.

The Singapore economy deteriorated rapidly in the second half
of the year. Coupled with intensified competition, many retailers
opted for heavy discounting. Management pursued a value-added
product strategy instead and successfully fended off competition
with differentiated products. The strategy has paid off, as
demonstrated by the 1.1 percentage points improvement in gross
margin from the prior year. Management will continue to pursue
this strategy for 2002.
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OTHER ESTABLISHED MARKETS

The turnover of our other established markets in 2001 is

summarized in the following table:

BRADR B RE He st
Malaysia Australia Thailand Indonesia Total

—FEF

Year 2001 100 64 29 29 222
—ETTETF

Year 2000 93 29 23 16 161
L ¥ A F 2 1R e

Year-on-year increase 7.5% 120.7% 26.1% 81.3% 37.9%

Hmis

PN

AEBR-_ZE—F=ZEBAAARER
KA SAZERES RFEEDRE
ABR R SHEMEES  mENT
2,000£6,000F 5 R - BEEHEBER
BE - EEEHRMETENEERE
AHEREENETE @ TMREEIMRA - &
SEAZHARBBIENEBEN - ERK
BTN EEEREERSBEIERR
(I - URIEEMR G - AEEDE

K% —BROTEERTZMN% A
SARBRE M X755 -
=E

AEER-—TT—F=ABREE QA
BREREETS  RAMBFEER -
HBE23fBluestar ExchangePIT » LAJR
REFRR - EREBTEHEERLEE
FHEE@MEN F600E1,600FFR ©
BREEEFHRGCBEENEERN -
AEEAEFN ST _FFRAERL
MIHERE  EPITEHEENED
50f - ER I AEEEFTHMBEETIS
ZEERF c REENMAEEB LME
BNR ITAMNMN BSEZE 2 REUK K
AEEEM o

NEW MARKETS

JAPAN

The Group opened its first shop in Japan at the Universal Studio
Japan (Osaka) in March 2001. At the end of the year, there were
two shops operating in Osaka and two in Tokyo. Shop sizes range
from 2,000 to 6,000 square feet. Despite slower-than-expected
turnover, Management is pleased with the level of brand
awareness gained, as well as customer’s affirmation of the
product’s quality. Start-up losses incurred to date are within
budget. Management will spend the next few seasons to refine
the product assortment and improve logistics efficiencies. The
Group is ready for a rapid rollout, as soon as sufficient insight of
customer preference is gained.

GERMANY

The Group made its debut in Germany through a joint venture in
March 2001. By the end of the fiscal year, there were 23 Bluestar
Exchange outlets operating within a hypermarket chain in a shop-
in-shop format. Average retail footage ranges from 600 to
1,600 square feet. Losses for the first year of operation were
contained within budget. The Group is planning to expand the
network to approximately 50 outlets by the end of year 2002.
Germany is an important gateway for the Group to enter into the
European Union consumer market. Through this venture, the
Group also wishes to tap into the increasingly important East
European apparel-manufacturing base.
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Giordano Unisex X108 Giordano Junior
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JOINT VENTURES

KOREA

Turnover improved 24.3 percent over the year before. Competition
fiercely intensified during the year, causing downward pressure
on prices. Similar to most of our markets, the Group resorted to
a higher value-added strategy by offering the Korean consumers
with differentiated and quality products. In order to enhance the
brand image, existing shops will shift to bigger shop formats

wherever appropriate.

In 2002, the Group plans to add about 20 Giordano Unisex and
10 Giordano Junior outlets.

MIDDLE EAST

Middle East ended the year with a 23.3 percent turnover growth.
After about seven years of operation in the region, the Group has
successfully penetrated into the mainstream consumer group,
with the majority of the sales now derived from local residents.
The Group is increasingly optimistic in its longer term strategy of
using the UAE as regional headquarters to expand further into
other neighboring markets.

HIGHLIGHTS OF THE MANUFACTURING DIVISION

The Manufacturing Division’s turnover before elimination of inter-
segment sales was HK$727 million, same as fiscal year 2000.
Operating profit amounted to HK$57 million (2000: HK$95 million).
The drop in the contribution of the manufacturing operations was
attributable to the following factors:

(1) contracted gross margin due to intensified competition.

(2) decrease in commission income due to elimination of

intermediary role.

On the positive side, the Manufacturing Division has made further
inroads into the Japanese market by working directly with the
local retailer. Sales to Japan increased 50.5 percent during the
year, which helped to lift volume sales for the Division.
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In fiscal year 2001, the Manufacturing Division supplied
approximately 24 percent (2000: 25 percent) of the Retail and
Distribution Division’s sourcing requirement.

Management expects competition in the manufacturing industry
will be fierce after Mainland China’s accession to the World Trade
Organization. The availability of unlimited number of manufacturers
in Mainland China will exert downward price pressure. It is
therefore essential to keep overhead low and maintain a versatile
structure. Rather than competing on manufacturing capacity,
Management’s focus is on (1) offering a comprehensive range of
services to customers; (2) leveraging our expertise in production
run and quality assurance by supervising other low cost
manufacturing bases in the eastern provinces; and (3) extending
our fabric sourcing capability in Mainland China. With the above
efforts, Management is confident that the Group is well positioned
to meet the challenge ahead.

The following table shows a breakdown of our manufacturing

turnover:

2001 2000 1999 1998 1997

EERB (FEXET) Turnover (HK$ millions) 727 727 565 6183 777
HEEBE DR Percentage of turnover to:
REE The Group 70 72 65 58 65
E=F Third Parties
=N Japan 25 17 15 20 18
e Hong Kong 3 5 18 10 7
B2 E Korea 1 2 — 1 2
EEib N7 Mainland China = 4 = 1 1
HAth Others 1 = 2 10 7
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OUTLOOK

Amid an uncertain global economic outlook, rising unemployment
and intensifying competition, Management anticipates the retalil
business environment to be very challenging in 2002. The Group
will strive to sustain its dominant market position by offering
differentiated and functionally value-added products. In addition,
Management will reiterate its commitment to product and service
quality, as a means to protect the Group’s gross margin. A two-
pronged approach employing a multi-brand and multi-region
development strategy will continue into the year. In particular, the
Group will carefully manage its brands for distinct market
segmentation and is excited about the following opportunities:

(1) Existing market revitalization
In the medium term, Mainland China, Hong Kong and Taiwan
will continue to be the Group’s major turnover and profit
contributors. In these relatively established markets, we will
continue to revitalize the Giordano brand and refine our multi-
branding strategy. In Mainland China, Management will modify
the shop portfolio of the self-managed stores, by transforming
some into larger store formats and committing to longer term
leases. In Hong Kong, the focus will be on securing leading
market position, mainly through value-added products. In
Taiwan, the emphasis will be on market segmentation and

the expansion of Bluestar Exchange.

(2) Margin enhancement
In a deflationary environment and with the maturing of
manufacturing bases in eastern Mainland China, Management
expects input cost will fall. Lower rental and staff expenses
will help to enhance the operating margin. In addition, the
increased usage of web-based technology will bring about
efficiency gains, especially in the area of inventory
management. Country managers are expected to utilize the
other markets’ information more readily to improve their

respective product performance.
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(3) HEH™E (3) New market penetration
RAEAFRH  AEBERAEMESE During the year, the Group expanded into two important new
T MAARRER - ERK markets, namely Japan and Germany. In the next few years,
HFERN - AEBBEEE R E the Group will continue its brand building and product testing
MBHETEImBERE®ARE in these two markets. Management is also looking into the
o R BEEETSRERS - development of wholesale business opportunities in Europe.

R BUM 2 LB TS -
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