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MANAGEMENT DISCUSSION AND ANALYSIS

FINANCIAL PERFORMANCE

The board of directors (the “Board”) of Bossini International
Holdings Limited (the “Company”) is pleased to announce the

"Group"” or
"Bossini”) for the six months ended 30 September 2005.

results of the Company and its subsidiaries (the

During the six months under review, the retail market in Asian
regions faced an unfavourable operating environment marked by
price-driven promotions, intensified market competition from new
market entrants, unseasonably poor weather condition and rising
rental expenses. Despite considerable distribution network
expansion and development, the Group has recorded a negative
growth in profit attributable to shareholders.

Continual double-digit turnover growth

The Group continued to deliver double-digit turnover growth
during the period under review. Its pragmatic network expansion
strategy remained on track. The export franchise business
continued to show outstanding performance in terms of both
sales and market expansion.

The Group's consolidated turnover for the six months ended 30
September 2005 surged 13% to HK$997 million (2004: HK$879
million). This increase was accompanied by a 7% increase in gross
profit which rose to HK$479 million (2004: HK$448 million). Gross
profit margin was decreased to 48% (2004: 51%).

In general, the business environment across the Asian region,
particularly in the Group's core markets including Hong Kong,
Mainland China and Taiwan, was not favourable to apparel
retailers. The Group’s operating profit decreased 24% to HK$61
million (2004: HK$80 million). Operating profit margin was reduced
to 6% (2004: 9%).
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FINANCIAL PERFORMANCE
Continual double-digit turnover growth (continued)

During the first half of the fiscal year, the Group recorded a
negative growth of 27% in profit attributable to shareholders
amounting to HK$45 million (2004: HK$62 million, which has
been restated in line with the adoption of new Hong Kong
Financial Reporting Standards issued by the Hong Kong Institute
of Certified Public Accountants). The 5% profit margin was 2

percentage points below that of the prior period.

Promising dividend policy

The Group is committed to rewarding its shareholders with a
promising dividend policy. The Board has declared an interim
dividend of HK1.8 cents per share for the six months ended 30
September 2005 (2004: HK1.8 cents), the same amount as that
for the prior period, which is equivalent to a payout ratio of 62%
(2004: 45%).

High operating efficiencies

Rental and staff costs rose during the first half of the year, leading
to increase in operating expenses. With a proven track record in
maximising operating efficiencies, the Group continued to contain
operating expenses within 42% of its turnover during the period
under review, which is the same level as that recorded in the

same period last year.

The management will continue striving to achieve greater cost
effectiveness in all areas of operations in the second half of the

year.

BBERR
EXELANSEVHER (F)
REAFRFENLEF  AEEHREERN
BRI THR27%EBEASTEL(ZEEW
FEKC2TEL  LFENHBTERES
SHMASRAENMB ST BERENERN
®/y)) c BAEREFRBTEMMEE D2

£5% -

ARG HZREBE
FEBRENTENREBREERRE - &
EREMKEHZ-_ZTAFAAZTAHL
ANEANTHBRESRISEM(ZEZT N
F 1880 ERAEAFREASE  BHER
62%KRELLE (ZTZMWEF : 45%) ©

B E BN

FHFOHERETIRA LT CEERX
e AEEFRALERAERTOREGE
BOHBRAAMNZERIENELRE
2%8KFZA - BEFREZKFAR -

ERERNTLFRES N 2IREEE
BEMEERENNARA -

interim report # i 3k & 2005/06



03 Bossini International Holdings Limited i EIBREEER 2 7

FINANCIAL PERFORMANCE BHRR
Operating Cost Analysis EERL DI
For the six months ended 30 September BEAA=THILEAER
2005 2004
—EE0F —TEME
HK$ % of total HK$ % of total
million turnover million turnover
B ek g hREEa Change
BHER Bk BET Bt B
Turnover
EXR 997 100% 879 100% +13%
Selling and distribution costs
HE R AR 306 30% 266 30% +15%
Administrative expenses
THAX 99 10% 88 10% +13%
Other operating expenses
Hit g ERx 18 2% 19 2% -6%

Total operating expenses
MEEMY 423 42% 373 42% +13%
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BUSINESS REVIEW
Outlet expansion well on track

Having laid a solid foundation during the past two years, the

Group has entered a new stage of steady growth.

The Group’s flagship “bossini” label remains a much beloved
casual wear brand in many markets. “bossini” branded apparel
is now available in about 20 countries spanning from Asia, the

Middle East to Central America and Europe.

The Group added a total of 132 new outlets in the period under
review, with the addition of some 58 directly managed and 31
franchised outlets in Mainland China; 24 directly managed outlets
in Taiwan; 1 directly managed outlet in Hong Kong; 1 directly
managed outlet in Malaysia which is our newest emerging market;

and 17 franchised outlets in other countries.

As at 30 September 2005, the Group’s total number of outlets
worldwide reached 959 (2004: 710), 249 more than that in the
corresponding period in the previous year. Of these, 493 were
directly managed outlets (2004: 352) and 466 were franchised
outlets (2004: 358). Some 492 of the Group’s directly managed
outlets were located in the core markets of Hong Kong, Mainland
China, Taiwan and Singapore; and 1 was the newly opened outlet

in Malaysia.

The new outlets resulted in a 22% increase in total retail floor

area to 613,800 sq. ft. (2004: 504,700 sq. ft.).
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BUSINESS REVIEW
Outlet expansion well on track (continued)

As at 30 September 2005, Mainland China operated 234
franchised outlets (2004: 182), 52 more than that in the same
period in prior year. 56 export franchised outlets were added in

other countries, bringing its total to 232 outlets (2004: 176).

Strengthening brand development

Continued marketing activities and joint promotions aimed at
strengthening Bossini's market position and brand awareness were

launched in Hong Kong and other core markets.

As a responsible corporate citizen, the Group is constantly joining
hands with different organisations to launch a range of activities
that not only help boost sales but also promote social well being.
During the period under review, a cross regional promotion event
titled “bossini — Surprises around the World” aimed at promoting
tourism in Hong Kong and exchanges within the Asian regions
was launched in the Group’s core markets. A percentage of sales

was donated to UNICEF for charitable purposes.

In addition to promoting the “bossini” brand internationally, the
Group also implemented marketing campaigns for the mass market
targeted “sparkle” brand and the mid- to high-end market
targeted "bossini style” product line in order to penetrate

different market segments in Mainland China.
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BUSINESS REVIEW
Key operations breakdown and analysis

Hong Kong, the Group’s primary market, accounted for 52%
(2004: 52%) of consolidated turnover, with sales amounting to
HK$524 million (2004: HK$460 million) during the six months
under review. Mainland China was the second largest revenue
contributor, generating HK$215 million (2004: HK$186 million) in
sales which was about 22% (2004: 21%) of the consolidated
turnover. Taiwan and Singapore, which contributed turnover of
HK$166 million (2004: HK$150 million) and HK$92 million (2004:
HK$83 million), accounted for 17% (2004: 17%) and 9% (2004

10%) of the total turnover respectively.

Owing to the unfavourable market and weather conditions, the
overall same store sales growth of the Group was flat (2004:
16%).
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BUSINESS REVIEW EB O
Regional performance analyses BHERRZFH
For the six months ended 30 September Hong Kong Mainland China
HEAAZTRLAER oy HEAE
2005 2004 Change 2005 2004 Change

ZE%3F Z53M% 2 Z§81fF “Z30% 2
Retail
Net retail sales

(in HKS million) mn 348 +1% 147 13 +11%
Operating profit/{loss)

(in HK$ million) 29 34 -15% (10) &) -233%
Operating margin (%) 8% 0%  -2%ptsEERE 1% 2% SpsEENY
Retail floor area

(sq. ft,) " 112,300 106,100 +6% 312,400 249,100 +25%
Same store

sales growth 3% +19%  -2%psEES S 3% 1% -8%psEESY
No. of outlets Hﬁ%ﬁ 33 30 +3 332 24 +108
Franchise ﬁ*f*&‘é“

Sales (in HKS million) HEE (B
- Export franchise 142 106 +34% - - -
- Mainland China -hEAR

franchise Hirge - - - 5 45 +16%
Operating profit SERN

(in HKS millon) ($%EET) [y} 3 7% 1 10 +10%
Operating margin (%) SEEHEM 30% 3% -1%ptEELY 1% 2% 1ptESE
No. of outlets =t 232 176 +56 234 182 +52
Regional total Bt
Sales (in HK$ million) iﬁEEE ¥EET) 524 460 +14% 25 186 +16%
Operating profitfloss) % @ & %‘J/ i)

(in HKS millon) RET) 59 57 4% 1 6 -83%
Operating margin (%) BERTIEM) 1% 12%  -1%ptEE A% 0% 3% 3%psEEAE
No. of outlets ERYE 30 308 3 566 406 +160
Notes: st -

(1) As at 30 September (M MAA=+H
(2)  Same store sales growth is the comparison of sales of the same  (2) F/EHEFLREAAREHRALEHRNTE
stores during full month operations in comparable periods ARz HEELER
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Taiwan Singapore Consolidated®
nE it G0
2005 2004 Change 2005 2004 Chang 2005 2004 Change
g3 5ik:3 “TINE i Z8%81F ZREME i 3 Jik:3 CREME g3
166 150 +11% 9 8 +11% 176 713 +9%
(6) 10 e/ iE A 1 7 0% 20 48 -58%
4% 7% -11%ptsEERE 8% 8%  0%ptEENE 3% 1% -A%psEESE
156,600 121,400 +29% 31,400 28,100 +12% 613,800 504,700 +22%
6% +4%  20%ptsEEAE +8% H2%  A%psEAAE 0% 6% -16%psEEAY
99 7 +2] 28 26 +2 493 352 +141

naF il nfa M T naR iR na @R na i

194 151 +28%
naF &R iR Sk naF &R na i i E
n/aF A &R wat &R nlaF R T ER TR 53 8 3%
naF &R na M nal naF &R na M E R naMER 7% 8% -1%ptEEAE
IELS 1 T Ef R IEES ;] el EF naT G 466 358 +108
166 150 +11% 92 83 +11% 997 879 +13%
(6) 10 M ER 1 7 0% 61 80 -24%
4% % N%sEELE 8% 8%  %ptHESE 8% 9% -%pisHESE
99 N +1] 28 26 +1 9591 7104 +249
(3)  No. of export franchised outlets is not included B) TEEHOBFELEHHZE
(4)  Including directly managed and franchised outlets (4) BREEEERBHILEERSH
(5)  The information included a new outlet in Malaysia with retail floor — (5) BAHBEUREREINHIEH HTEE
area of 1,100 sq. ft. EEEA1,100E 7R
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BUSINESS REVIEW
Hong Kong - Unseasonably poor weather prevailed

Revenue generated from the Hong Kong market rose by 14% to
HK$524 million (2004: HK$460 million). Retail and export franchise
sales accounted for 71% and 27% of the sales from Hong Kong
respectively (2004: 76% and 23% respectively).

Competition in the Hong Kong apparel retail market was keener
than ever in the first half of 2005. The overall economy was
weaker than expected, and the impact of the opening of Hong
Kong Disneyland was not as obvious as anticipated. In addition,
new market entrants, rising rental costs and sluggish consumer
spending due to unseasonably poor spring and summer weather
conditions necessitated the running of increased number of price-

driven promotions.
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BUSINESS REVIEW

Hong Kong - Unseasonably poor weather prevailed

(continued)

Faced with this macro backdrop, the Group adopted a pragmatic
expansion strategy and opened 1 new directly managed retail
outlet in the past six months, bringing its total number of outlets
to 33. Its total retail floor area increased to 112,300 sq. ft. (2004
106,100 sq. ft.). Retail sales grew in line with this increase in
retail floor area and recorded an increase of 7% to HK$371 million
(2004: HK$348 million). Nevertheless, same store sales recorded
negative growth of 3% (2004: 19% growth). Operating profit
declined by 15% to HK$29 million (2004: HK$34 million),
equivalent to an operating profit margin of 8% (2004: 10%).

Hong Kong's export franchise business remained very strong,
generating HK$142 million worth of sales, a 34% increase (2004:
HK$106 million). Operating profit grew 27% to HK$42 million
(2004: HK$33 million) with a 30% operating profit margin (2004:
31%). This solid growth provided partial compensation for the

disappointing retail sales.

As such, the overall operating profit for the Hong Kong region
slightly increased by 4% to HK$59 million (2004: HK$57 million),

but operating profit margin slightly declined to 11% (2004: 12%).
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BUSINESS REVIEW
Mainland China - Triple product lines to tap opportunities

The Mainland China market is a cornerstone of the Group's
continued success. To date, the Group has opened directly
managed outlets in 9 first-tier cities and franchised outlets selling
the “bossini” and “sparkle” brands in more than 100 second-
and third-tier cities. In addition to these two brands, the Group
has launched a higher-end “bossini style” product line to tap

opportunities in the mid-upper market segment in Mainland China.

The Group's network in Mainland China comprises 332 directly
managed outlets (2004: 224) and 234 franchised outlets (2004:
182) bringing the total number to 566 (2004: 406). Total retail
floor area as at 30 September 2005 reached 312,400 sq. ft. (2004:
249,100 sq. ft).

Of the total 332 directly managed outlets, 212 are "bossini”
outlets (2004: 147 and 77
respectively). As for the franchise network, 184 are "bossini”
outlets (2004: 146 and 36

outlets and 120 are “sparkle”

outlets and 50 are “sparkle”

respectively).
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BUSINESS REVIEW

Mainland China - Triple product lines to tap opportunities

(continued)

The Group's top line performance in the Mainland China market
was in line with the network expansion. Sales rose 16% to reach
HK$215 million (2004: HK$186 million), of which sales from
directly managed outlets and franchised outlets surged 11% and
16% respectively to HK$147 million (2004: HK$132 million) and
HK$52 million (2004: HK$45 million). The percentage to total
turnover for directly managed and franchised outlets are 68%

and 24%, respectively (2004: 71% and 24% respectively).

Same store sales of the retail business in Mainland China increased
by 3% (2004: 11%).

While sales of the “bossini” and the newly introduced “bossini
style” lines increased steadily, the encouraging growth was offset
by the unsatisfactory sales of the “sparkle” brand. Offering
competitively priced apparel for the mass market, “sparkle” sales
were adversely affected by increased apparel supply due to the
rapidly growing number of new local entrants. This led to
intensified competition in the mass casual wear sector in which

“sparkle” is positioned.

As such, the Group recorded an operating profit of just HK$1
million for the six months ended 30 September 2005 (2004: HK$6
million) in the Mainland China. Operating profit margin was
reduced to 0% (2004: 3%).
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BUSINESS REVIEW
Taiwan - Contribution from new outlets to emerge

The Group’s Taiwan operation underwent more aggressive
expansion in the second quarter of 2005/06, adding 24 new outlets
in the past six months. The network now comprises 99 directly
managed outlets (2004: 72) with a total retail floor area of
156,600 sq. ft. (2004: 121,400 sq. ft.), a year-on-year increase of
29%.

Sales in Taiwan rose 11% to reach HK$166 million (2004: HK$150
million). However, keen market competition, unseasonable weather
and weaker than expected economy which dampened consumer
spending have hampered the region’s profit level. As a result,
same store sales level experienced a fall of around 6% (2004:
14% growth). Operating profit turned into a loss of HK$6 million
for the period under review (2004: HK$10 million profit) while
the operating profit margin was -4% (2004: 7%).

Despite such temporary setbacks, the management expects Taiwan

to achieve a turnaround in the second half of the fiscal year.

Singapore - Stable growth

There has been consistent and stable performance in Singapore
during the six months under review. As at 30 September 2005,
there were 28 directly managed outlets in Singapore (2004: 26).
Total retail floor area increased by 12% to 31,400 sq. ft. (2004:
28,100 sq. ft.).
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BUSINESS REVIEW
Singapore - Stable growth (continued)

During the six months under review, Singapore retail sales surged
11% to reach HK$92 million (2004: HK$83 million). Same store
sales level in Singapore experienced an increase of 8% (2004:
12%). Operating profit maintained at HK$7 million (2004: HK$7
million), while operating profit margin remained at 8% (2004:
8%).

Other Markets

The most recent addition to the Group’s network is the Malaysian
market. Leveraging the Group's successful experience in Singapore,
we opened a directly managed outlet in Kuala Lumpur in
September 2005.

The Group continued to explore the potential of new markets via
franchise business. A new outlet was opened in Nepal, a new
market to the Group, in the first half of 2005/06. 5 new outlets
were also added in Indonesia which the Group considered to

have high potential.

OUTLOOK

The Group is continuing to adopt a pragmatic expansion strategy
with a strong emphasis on profitability and efficiency. Our ultimate
goal is to deliver sustainable and consistent growth and to achieve

profitability across all core markets.
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OUTLOOK

The outlook for the Hong Kong retail sector in the second half of
the year looks mixed with both opportunities and challenges.
Interest rate hikes, rental cost increases, oil price surges and fears
over avian flu have all cast shadows over the local economy and
consumption power. On the other hand, the continual revival of
economy plus the improved unemployment rate and salary
increment help enhance peoples’ confidence in the domestic
economy. The management will watch closely the development
of the Hong Kong retail market. 1 or 2 additional outlets were
planned to open in Hong Kong in the second half of the year as

scheduled in order to further penetrate the mass market.

With consistent year-on-year GDP growth and recent 2005 third
quarter retail sales increment of 12.1%, Mainland China continues
to be the world’s fastest growing economy. The management
remains optimistic that Mainland China’s economic growth will
remain buoyant during the second half of the current financial

year.

Intense competition is expected to continue in Mainland China.
However, the Group will take proactive measures to mitigate its
impact on “sparkle” sales by introducing new designs and product
ranges to attract customers. The management remains positive
about its medium- to long-term prospects in this fast growing

market.
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Taiwan'’s economic environment is expected to be stable in the
short- to medium-term. After adding 24 outlets in the first half of
this year, the Group has almost achieved its outlet expansion
target for the whole year with only a few more outlets to be
opened in the second half of the year. Contribution from the
newly added outlets will start to emerge in the second half of the
year. The management holds a positive view of bringing back this

market to become profitable.

In the short term, the management believes that Singapore’s
economy will continue to be strong. It is also anticipated that the
Group will maintain its steady progress in Singapore during the

second half of the financial year.

The management is also optimistic about the progressive growth
in the Malaysian market which will look set to be a profitable

long-term addition to the Group’s operational portfolio.

Having delivered solid performance levels during the six months
under review, our export franchise business will continue to
perform well during the second half of the year. The Group is
continuing to explore new territories via which to bolster its already

strong presence.
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OUTLOOK

Given the prevailing market conditions, the management remains
cautiously optimistic regarding its medium- to long-term
development prospects and plans to strengthen its product
offerings during the second half of the year. The export franchise
business will continue to be a catalyst for the Group’s expansion,
whilst the Mainland China market will be a key area of growth in
the years ahead. The management team will continue to strive to
fulfill its corporate objectives in order to reward shareholders with

sustainable results and promising dividend payout.

LIQUIDITY AND FINANCIAL RESOURCES

As at 30 September 2005, the Group's cash on hand was HK$167
million (31 March 2005: HK$326 million). This figure is subsequent
to the payment of a final dividend of HK$61 million for the
previous fiscal year and the purchase of inventory for the upcoming
season’s collection. The Group had net cash of HK$167 million
(31 March 2005: HK$311 million) with no bank borrowings (31
March 2005: HK$15 million).

The Group’s current ratio was maintained at 2.09 (31 March 2005:
2.53) and the total liabilities to equity ratio was 62% (31 March
2005: 47%). The inventory turnover period was 72 days (31 March
2005: 39 days) due to the higher cost of winter stock.
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LIQUIDITY AND FINANCIAL RESOURCES

As at 30 September 2005, the Group's total assets and liabilities
were HK$878 million (31 March 2005: HK$824 million) and
HK$336 million (31 March 2005: HK$263 million) respectively.
Equity was HK$542 million (31 March 2005: HK$561 million).
The Group's capital expenditure was HK$43 million (31 March
2005: HK$50 million), this figure was mainly attributed to the

expansion of directly managed outlets in the core markets.

CONTINGENT LIABILITIES

During the period under review, the Group had no material

changes in contingent liabilities since 31 March 2005.

HUMAN CAPITAL
As at 30 September 2005, the Group employed 4,279 (2004:

3,704) full time equivalent employees, who were remunerated in
accordance with their performance. The Group also offers
insurance, retirement plans, share option scheme, and discretionary

performance bonuses for its staff members.
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