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GIORDANO INTERNATIONAL LIMITED

MANAGEMENT’S DISCUSSION AND ANALYSIS
RESULTS OF GROUP OPERATIONS
Turnover

The Group’s total turnover for the first six months of the year was
HK$2,152 million (2004: HK$1,858 million), an increase of 15.8 percent
year-on-year.

During the period, tumover of the Retail and Distribution Division amounted
to HK$1,953 million (2004: HK$1,739 million), increasing by 12.3 percent
year-on-year. While comparable store sales declined slightly by 0.3 percent,
comparable store gross profit grew by 2.5 percent over the same period
last year.

The following table shows the Group’s Retail and Distribution turnover by
region. Sales in Mainland China, Hong Kong and Taiwan were all affected
by the unseasonably cold weather in March and April. However, this was
partly offset by strong growth in our smaller markets, particularly Australia,
Thailand and Japan.

Retail and Distribution Division

BEAB=1THILAHER BotbEs
BXE Turnover Six months ended June 30 Percentage
(LB aE TR EML) (In HK$ millions) 2005 2004 change
B A Mainland China $ 464 $ 420 10.5%
BB Hong Kong 412 384 7.3%
ag Taiwan 391 341 14.7%
g Singapore 205 195 51%
Himis Kk Other Markets &
DIHEER Distribution Sales 481 399 20.6%
|5t Total $1,953 $1,739 12.3%
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GIORDANO INTERNATIONAL LIMITED

Turnover in Mainland China increased 10.5 percent year-on-year to
HK$464 million (2004: HK$420 million). Competitive pressure intensified
significantly, with both domestic and foreign brands stepping up their
efforts on all fronts. This has put tremendous stress on the smaller local
retail operators, and we expect the Chinese retail sector to undergo
massive consolidation in the coming years. While we continue to believe
enhancement of gross margins is important, we will re-evaluate our
expansion strategy to capitalize on the expected wave of consolidation.
Although it is not possible to quantify the exact number of new shops in
the next few months with certainty, we will vigorously look at expansion
possibilities.

Retail sales in Hong Kong rose 7.3 percent year-on-year to HK$412 million
(2004: HK$384 million). This is generally in line with the overall economic
trend, which saw GDP growing by 6.0 percent during the first quarter and
retail sales growing by 7.9 percent in the first half of 2005. However, as a
result of the general perception of the recovery in the retail sector, we
have experienced a rapid escalation of rentals that has substantially out-
paced both economic and retail sales growth. Management is of the view
that the present rental environment is unreasonable and will not be
sustained.

Taiwan’s retail sales increased by 14.7 percent to HK$391 million (2004:
HK$341 million), partly on the strength of the New Taiwan Dollar. In local
currency terms, sales in the period rose by 8.0 percent year-on-year,
attributable partly to the marketing and internal re-engineering efforts that
we had made during 2004, and partly to continued moderate economic
growth, which saw the Taiwan economy growing by 2.5 percent year-on-
year in the first quarter.
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GIORDANO INTERNATIONAL LIMITED

Growth of the Singapore economy slowed in the first quarter but the
pace picked up in the second quarter so that the economy grew by
4.0 percent in the first half overall. Consumer sentiment and retail sales
exhibited a similar trend. The Group’s retail sales in Singapore grew to
HK$205 million, up 5.1 percent year-on-year from HK$195 million in the
first half of 2004.

Sales growth in Australia, Malaysia, Indonesia, Thailand and Japan
remained strong. In particular, Australia, Thailand and Japan all saw double-
digit sales growth. Sales in these five markets together increased by
15.3 percent year-on-year.

Business of all lines improved on the back of continued business recovery
throughout the Asia Pacific region. Retail and wholesale turnover of
Giordano core line and Giordano Junior amounted to HK$1,698 million,
up 12.2 percent from last period’s HK$1,513 million. Turnover of Giordano
Ladies grew 13.5 percent to HK$84 million (2004: HK$74 million). Bluestar
Exchange’s turnover grew 12.5 percent to HK$171 million, compared to
HK$152 million in 2004,

Retail sales in Korea grew to HK$478 million, up 13.5 percent year-on-
year from HK$421 million in the first half of 2004 on the strength of the
Korean Won. Although sales in the first half actually declined by
2.4 percent year-on-year in local currency terms, gross margins improved
by 5.3 percentage points. Korea's profits contribution rose from
HK$3 million in the first half of 2004 to HK$9 million in the first half of
2005. As a result of the adoption of Hong Kong Accounting Standard 31
“Investments in Joint Ventures”, our Korean operations became eligible
for proportionate consolidation, but in the interest of consistency, we
opted to continue using the equity method.
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GIORDANO INTERNATIONAL LIMITED

Trading and Manufacturing Division

Turnover of the Trading and Manufacturing Division, including intra-group
sales, jumped 28.4 percent to HK$520 million (2004: HK$405 million).
Third-party sales were HK$199 million (2004: HK$119 million), up
67.2 percent year-on-year due to shipments to new clients signed up in
2004. Third-party sales accounted for 38.3 percent (2004: 29.4 percent)
while sales to Group companies accounted for 61.7 percent of divisional
sales (2004: 70.6 percent). The Trading and Manufacturing Division in
turn supplied 31.3 percent of the Group’s merchandize requirements (2004
29.1 percent) during the period. It contributed HK$32 million (2004:
HK$34 million) to the Group’s operating profit, representing 13.0 percent
(2004: 14.6 percent) of the Group’s consolidated operating profit.

Gross Margins

During the first half of the year, the Group achieved gross margin of
50.9 percent, up 0.9 percentage point compared with 50.0 percent in the
same period in 2004. On the back of sales and gross margin advancement,
gross profits for the first six months of the year rose 18.0 percent to
HK$1,096 million (2004: HK$929 million).

During the period, gross margin of the Retail and Distribution Division
improved by 2.1 percentage points year-on-year; while that of the Trading
and Manufacturing Division declined by 1.9 percentage points from last
year’s level owing to stiff competition arising from the global excess in
textile and garment production capacity. Improvement in Retail and
Distribution Division’s gross margin reflected a favorable response to the
Group’s continued branding efforts, as well as prudent inventory
management.
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Operating Expenses

Operating expenses increased 20.9 percent year-on-year to HK$895 million
(2004: HK$740 million), largely due to increases in rental and shop staff
costs. The increase is partly attributable to new store openings, which
saw the number of outlets rising by 11.2 percent from 1,447 outlets as at
June 30, 2004 to 1,609 outlets as at June 30, 2005. In addition, perceived
economic recovery in the region has also subjected rentals and shop staff
costs to increasing upward pressure, especially in Hong Kong.

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

The gains that we made in turnover growth and gross margin expansion
were partially offset by the increase in operating expenses, especially in
rental expenses and staff costs. As a result, operating profit increased
only by 5.6 percent to HK$246 million (2004: HK$233 million) while
operating margin declined to 11.4 percent in the first half of 2005 from
12.5 percent in 2004. EBITDA margin also showed year-on-year decline
from 15.8 percent recorded in the first half of 2004 to 15.2 percent this
year.

Profit Attributable to Shareholders

Profit attributable to shareholders amounted to HK$187 million, growing
10.7 percent from HK$169 million reported for the same period in 2004,
Share of profits of jointly controlled entities amounted to HK$10 million,
attributable largely to the recovery in our Korean operations, while good
growth in our Middle East operations accounted for the HK$5 million in
profits from an associated company.

The effective tax rate increased to 23.6 percent (2004: 21.9 percent),
reflecting increased profit contribution from markets with higher corporate
tax rates.

Cash Flows

Net cash generated from operating activities remained at last year’s level
of HK$148 million. Net cash used for investing activities was
HK$27 million, a decrease of HK$16 million over the same period in
2004. Interest received from banks and dividends received from a jointly
controlled entity and an associated company amounted to HK$19 million.
Capital expenditure during the period accounted for HK$48 million of the
use of cash for investing activities.
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GIORDANO INTERNATIONAL LIMITED

Net cash used for financing activities decreased to HK$160 million, from
HK$234 million in the first half of 2004, a net decrease of HK$74 million.
In the first half of the year, HK$260 million of dividends were paid to
shareholders, compared to HK$238 million paid in the previous same
period. During the period, proceeds from the issue of shares upon the
exercise of rights attached to share options were HK$110 million,
compared to HK$15 million in the first half of 2004.

Liquidity and Capital Resources

As at June 30, 2005, total cash and bank balances amounted to
HK$727 million (December 31, 2004: HK$752 million), and total liabilities
were HK$674 million (December 31, 2004: HK$684 million). At the
end of the reporting period, shareholders’ equity was HK$2,001 million
(December 31, 2004: HK$1,954 million).

As at June 30, 2005, the Group had trade finance and revolving loan
facilities amounting to HK$389 million, unchanged from
December 31, 2004, of which HK$80 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$68 million
(December 31, 2004: HK$52 million), which had all been incurred in the
normal course of business.

HUMAN RESOURCES

As of June 30, 2005, the Group had approximately 10,000 employees
(December 31, 2004: 9,000 employees). Besides offering incentive bonus
schemes to certain senior executives as a means to reward and retain a
high caliber management team, the Group also provides competitive
remuneration packages and goal-oriented bonuses to different level of
staff. Discretionary bonuses and share options may also be granted to
the eligible employees based on the Group’s and the individual’s
performance.
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OUTLOOK

Management remains optimistic about the outlook for the balance of 2005.
The general increase in rentals and staff costs poses a significant challenge
for the Group. Management holds the view that the present rental
environment cannot be sustained and believes that rental increases will
abate in the middle of 2006. We will maintain our focus on executing our
traditional areas of strength like product innovation and quality, superior
customer service, information technology and cost and inventory controls.
Both Taiwan and Korea have benefited from the re-engineering efforts we
made during 2004, and Management is confident that such efforts will
continue to yield positive results in these two markets, where continued
recovery in exports is expected to help revive consumer confidence and
retail sales in the second half of 2005. The opening of Hong Kong
Disneyland is expected to boost tourist traffic and lift consumer sentiments,
and the government is forecasting overall economic growth of about
5.0 percent for 2005 overall. Meanwhile, the economic outlook in Singapore
for the second half has improved and the government is forecasting 2005
GDP growth of about 4.0 percent. Finally, while competition has
significantly intensified in Mainland China, the fact remains that the country
continues to grow at over 9.0 percent year-on-year. In view of the above,
Management is confident that our key markets will see improved sales
growth in the second half of the year.

The Group has entered into a region-wide product license agreement
with The Walt Disney Company (Asia Pacific) Limited in June 2005. This
marks the first licensing agreement that Giordano has entered into with
another brand. Pursuant to the agreement, Walt Disney grants the Group
the license to design, manufacture and to market specified classes of
“Disney collection by Giordano” apparel featuring the full range of Disney
characters in 12 countries in the Asia Pacific region.
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