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MANAGEMENT’S DISCUSSION AND ANALYSIS
RESULTS OF OPERATIONS
Turnover

The Group recorded total turnover of HK$1.76 billion (2001: HK$1.74
billion) for the first six months of the year, an increase of 1.1 percent
year-on-year.

Despite the adverse retail environment, the Retail and Distribution Division
recorded a tumover growth of 1.2 percent to HK$1.66 billion (2001:
HK$1.64 billion). System-wide comparable store sales fell 2.5 percent
(2001: -1.6 percent), while comparable store gross profit was down only
0.7 percent, which demonstrated Management’s efforts in defending
margins. The Group’s inventory turnover on sales was 32 days (2001: 26
days), which fell within the Group’s target range of 28 - 32 days.

TRETARENES D 2 TELERE The following table shows the Group's retail turnover by region:
BEXNA=THLAEAR BohEs
Six months ended June 30 Percentage
(KBBETRE[L) (In HK$ millions) 2002 2001 change
H B K e Mainland China 408 374 9.1
BB Hong Kong 390 382 2.1
=0 Taiwan 359 405 -11.4
g Singapore 177 169 4.7
H fth T35 Other Markets 146 104 40.4
MEKEEEBRLHEFRPMBERBENZ  Mainland China achieved a year-on-year sales improvement of 9.1 percent
NE—ZFENEZNGEL(ZEZE—F +  to HK$408 milion (2001: HK$374 million). Sales were below Management's
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expectation primarily due to subdued domestic consumption in the second
quarter. During the period, 42 Giordano Unisex outlets were added, of
which eight are self-managed stores.

Hong Kong retail sales achieved a 2.1 percent improvement to HK$390
million (2001: HK$382 million). One of the Group’s top-contributing stores,
the Capitol Centre shop, was closed for major refurbishment since late
February. Bluestar Exchange’s continued productivity improvements during
the period also contributed to the above-mentioned growth.
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Taiwan retail sales fell 11.4 percent to HK$359 million (2001: HK$405
million). The retail market remained very difficult in the first half of the
year. In view of the deflationary and weak consumer sentiment environment,
Management had been focusing on expanding gross margins. Gross
margin improvement was achieved in the first six months of the year
mainly due to less frequent product mark-downs as compared to the year
before. As part of the shop portfolio consolidation program, seven Giordano
Unisex and one Giordano Ladies shops were closed during the period.
Expansion in the second half will come primarily from Bluestar Exchange.

Retail sales in Singapore grew 4.7 percent, largely driven by new store
openings (June 2002: 46 outlets; June 2001: 36 outlets). During the
period, rental expenses increased on the back of floor space expansion
and rental hikes. In view of rental inflation and changes in market structure,
certain shops will be consolidated in the second half of the year.

Performance in the “other markets” fared well. In particular, Australia and
Indonesia contributed largely to the 40.4 percent “other markets” year-
on-year sales growth. At the end of its third year of operations, signs
were indicating a turning around in the Australian market. In Indonesia,
the Group continued to enjoy its premium brand positioning and good
product acceptance.

Giordano Unisex and Giordano Junior recorded a retail and wholesale
turnover of HK$1.47 billion, virtually unchanged from last year’s level of
HK$1.48 billion. The unsatisfactory performance in Taiwan was mainly
behind the flat growth during the period. Giordano Junior will continue to
roll-out in markets like Mainland China and Korea, where it has initial
successes.

Turnover of Giordano Ladies increased 9.4 percent to HK$70 million (2001:
HK$64 million), mainly due to store expansion in Mainland China. In
addition, a timely and successful spring launch, coupled with a well-
implemented customer relationship management program also contributed
to sales improvement during the first half of fiscal year 2002.

Giordano International Limited
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Boosted by organic growth in Hong Kong and new store additions in
Taiwan and Germany, Bluestar Exchange’s turnover improved by 31.9
percent to HK$120 million (2001: HK$91 million). Better sourcing which
enabled attractive retail prices also resulted in better sales during the
period.

Despite the weak apparel retail market worldwide, turnover of the
Manufacturing Division, including intra-group sales, managed to grow 12.0
percent to HK$392 million (2001: HK$350 million). Total sales to outsiders
(2002: HK$104 million; 2001: HK$103 million) were 1.0 percent higher
than the year before, primarily accounted for by the increase in sales to
third party customers in Japan and Hong Kong. The Manufacturing Division
contributed HK$39 million (2001: HK$31 million) to the Group’s operating
profit, representing 18.6 percent (2001: 15.8 percent) of the Group’s
consolidated operating profit.

Margins

As a result of our gross margin protection strategy, gross profits for the
first six months of the year improved 8.2 percent to HK$833 million (2001:
HK$770 million). During the same period, gross margin increased from
44.2 percent in the first half of 2001 to 47.3 percent in 2002.

During the interim period, all but the new markets achieved retail margin
improvement. Low retail margins seen in Taiwan in the second quarter of
fiscal year 2001 due to stock clearance activities were not repeated in
2002.

In the meantime, all brands also experienced retail margin enhancement
mainly resulting from offering differentiated products, as well as discipline
in avoiding heavy product markdowns.

The Manufacturing Division registered an outstanding gross margin
improvement of 3.5 percentage points during the period. This was achieved
through lower raw material costs, and the transfer of fabric and accessories
sourcing from Hong Kong to Mainland China.

Giordano International Limited
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Operating Expenses

Operating expenses totaled HK$670 million (2001: HK$642 million), an
increase of 4.4 percent over the previous period. The increase in expenses
resulted partly from the HK$19 million increase in operating expenses
incurred in Japan and Germany. Operating expenses of the two new
markets started their maiden full year reporting this year. If the new markets
had been excluded, operating expenses would have increased marginally
by 1.4 percent. During the period, occupancy charges increased by 10.7
percent, as a result of new market expansion and rental rate hikes in
prime locations in Mainland China, Singapore, and Indonesia.

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

Operating profit surged 7.1 percent to HK$210 million (2001: HK$196
million) in the first six months of the year, despite increases in operating
expenses mentioned above. Operating margin edged up from 11.3 percent
in the first half of fiscal year 2001 to 11.9 percent in 2002. EBITDA
margin also improved from 16.6 percent to 17.7 percent during the same
period.

Profit Attributable to Shareholders

In the first six months of the year, profit attributable to shareholders
amounted to HK$194 million, 1.6 percent higher than the HK$191 million
achieved in the first half of 2001. If losses from the new markets of Japan
and Germany were excluded, profit attributable to shareholders would
have increased 8.4 percent year-on-year. In addition, higher minority
interests, mainly due to better performances achieved by the Indonesia
subsidiary and the Manufacturing Division, were behind the flat profit
growth. Moreover, growth in share of profits of the associated company
in Korea decelerated towards the end of the second quarter. Sluggish
growth was largely due to stepped up competition and failure in responding
timely to meet changing consumers’ taste. In the month of June, shops
in Korea also suffered from a dramatic decline in customer flow because
of the World Cup soccer event, which dragged down the profitability in
that month. In the second half, Management will work on adjusting
products to better cater to customers’ needs, and to offer a differentiated
shopping environment.

Giordano International Limited
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Cash Flow

Net cash inflow from operating activities was HK$199 million (2001:
HK$241 million). The HK$42 million decrease was largely due to the
HK$28 million increase in inventories, contrasted against a HK$49 million
decrease registered in the first half of 2001. The increase in use of cash
for inventories was partly offset by the HK$19 million increase in operating
profit before depreciation.

Net cash outflow for investing activities amounted to HK$19 million (2001:
HK$236 million), which was HK$217 million lower than that in the
corresponding period in 2001. The decline was primarily attributable to
the premium payment for securing a 37-year leasehold interest in a flagship
store in Hong Kong in the previous year.

Net cash outflow for financing activities amounted to HK$177 million,
against a net cash outflow of HK$151 million in 2001. During the period,
HK$137 million of dividends were paid to shareholders, compared to
HK$157 million paid in 2001. In the first six months of the year, the Group
paid off RMB35 million (approximately HK$33 million) in short term bank
loan. In addition, the Group obtained a 42 million Japanese Yen
(approximately HK$3 million) short term loan.

FINANCIAL CONDITION
Liquidity and Capital Resources

As at June 30, 2002, cash and bank balances amounted to HK$598
million (December 31, 2001: HK$579 million), and total liabilities were
HK$479 million (December 31, 2001: HK$625 million). At the end of the
reporting period, the Group’s gearing ratio was 0.3 (December 31, 2001:
0.4), based on shareholders’ equity of HK$1.79 billion (December 31,
2001: HK$1.70 billion).

As at June 30, 2002, the Group had financing facilities amounting to
HK$773 million (December 31, 2001: HK$748 million), of which HK$57
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$61 million (December 31, 2001: HK$60 million), which
had all been incurred in the normal course of business.

Giordano International Limited
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OUTLOOK

Amid a difficult retail environment, the Group is pleased with the gross
margin improvement attained in the first half of the year. The Group will
maintain its strategy of margin protection, mainly through offering
differentiated and value-added products. Management upholds the belief
that, under a deflationary environment which coupled with weak consumer
sentiment, margin enhancement is one of the best ways to guard brand
equity and to sustain long term profitability.

For the rest of the year, Management will focus on the following:

1. To enhance profitability in Mainland China, namely through better
sourcing to enhance price competitiveness;

2. To prepare for the re-opening of the Capitol Centre shop in the
fourth quarter, which will become our second flagship store in Hong
Kong;

3. To turn around the Taiwan operation, mainly through refocusing on
basic designs, streamlining product portfolio, and implementing our
micro-marketing strategy more aggressively; and

4. To continue to explore the market in Japan and to open a few more
stores in the second half of the year; and to restructure the
distribution network in Germany and investigate a variety of
distribution channels in Europe.

HUMAN RESOURCES

As of June 30, 2002, the Group had approximately 8,600 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, 2002, the Group granted to the
eligible employees under the share option scheme options to subscribe
for 25,550,000 shares. In the same period, 3,816,000 shares were issued
upon the exercise of options previously granted.
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