Management
Discussion and Analysis

Market Overview

The Hong Kong retail sector enjoyed a robust first half of 2005 on the heels of
growth momentum which was carried forward from 2004. The positive market
conditions were further fuelled by several catalysts, including a healthy labor
market, growing inbound tourism, as well as buoyant property and stock
markets. Strength in consumer sentiment, however, waned half way into
the third quarter amid prolonged interest rate increases, a softening property
market and higher oil prices. The majority of

retailers were also confronted with profit

margin squeeze as a result of higher

rental, energy, and labor costs. The

change in consumer sentiment and

economic pressure in the second half was

offset by a successful Christmas season which delivered a resurgence of
consumer traffic and spending. Inbound tourism was on the rise and
according to the Hong Kong Tourism Board, 2005 was another record year
with a total of more than 23 million visitor arrivals, representing a 7.1% increase
from the previous year. The Hong Kong Tourism Board is expecting tourism
arrivals to further grow in 2006 that will fuel the strength of the Hong Kong

retail market.

China achieved 9.9% growth in GDP in 2005 and it is widely expected that
2006 will also reach high single digit growth. This prosperous economic
expansion has contributed to the increase in the number of high income
consumers who are more brand-aware and image conscious. Consumer
spending habits are shifting from the basic consumer staples to more
discretionary products. High GDP growth couple with the consumption boom

provide exceptional business opportunities for the sector.
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Financial Review

Turnover and Sales Proceeds
Turnover grew to HK$2,094.3 million for the year ended 31st December, 2005
(the"Year"). This represents a 30.2% increase over HK$1,608.7 million recorded
last year. In 2005, the Group generated net sales proceeds received and
receivable worth HK$4,579.2 million as a result of goods sold as either direct
sales or via concessionaire sales. Sales proceeds
for the Year represent a 28.7% increase over the
figure of HK$3,558.3million achieved last year.The
increase represents same-store sales growth at
the Group’s Causeway Bay flagship store (SOGO
CWB) as well as inclusion of sales proceeds from
the Group's newly-opened Tsimshatsui store
(SOGO TST) and the Group's Jiuguang Store in

Shanghai.

Lifestyle International Holdings Limited
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Total sales proceeds and sales mix $5& FriS#%E M HEHE

TOTAL #%8

HK$4,579,212,000

BT

2005

72.5%

Proceeds from direct sales
HEHEMER

Proceeds from concessionaire sales (gross value)
RS ER(RE)

for the year ended 31 December, 2005 E =TT G+ A =+—HIEFE

TOTAL #%8

HK$3,558,254,000

BT

2004

73.0%

Proceeds from direct sales
HEHEMER

Proceeds from concessionaire sales (gross value)
FraT EBHE TSR (E)
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Gross Profit and Gross Margin

The Group’s gross profit margin for the Year in terms of gross profit to turnover
was 53.1% (2004:54.9%). Gross profit increased to HK$1,112.7 million for the
Year, a 26.1% increase over the HK$882.5 million recorded for the previous
financial year. The slight decrease in gross profit margin was a result of

inclusion of the start-up operations of the Jiuguang Store.

EBITDA and Net Profit

During the year under review, the Group’s EBITDA (earnings before interest,
taxation, depreciation and amortization) reached HK$817.7 million, an
increase of 39.4% over the HK$586.6 million (as restated) in 2004. The Group's
EBITDA margin, calculated based on turnover, for the Year was 39.0%
compared to 36.5% (as restated) for the previous year. While the Group's
SOGO CWB continued to enjoy improving operating leverage on the back of
the relatively fixed operating costs and efforts in containing costs, the
improvement of the Group’s EBITDA margin was only marginal as the
operating leverage has been somewhat off-set by the two new stores. The

Group will continue its efforts in improving opetating efficiency at all locations.

The Group’s net profit attributable to shareholders for the Year was HK$539.4
million, an increase of 30.2% over the HK$414.1 million (as restated) recorded

in the previous year.

Finance Costs

Finance costs of HK$51.0 million represented mainly interest expenses on
the Group's bank loans. The significant increase in interest expense was due
to higher interest rates during the year when comparing to the previous year
as a result of the prolonged interest rate rise which was started from the
second quarter of the year. At the same time, the higher interest rates have
led to a higher interest income for the Group given its high level of cash and

bank balances.

Lifestyle International Holdings Limited
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Liquidity and Financial Resources

The Group was at net cash position at 31st December, 2005 with
approximately HK$2,500.2 million of cash and bank balances (including a
structured deposit of HK$50 million) and approximately HK$1,265.7 million
of bank loans. The cash and bank balances, mostly in US dollars and Hong
Kong dollars, were mainly held at banks as short-term deposits for earning
interest income. The Group’s bank loans included Hong Kong dollar term
loan of HK$1,260.0 million, repayable semi-annually at HK$80.0 million. This
loan bears interest at HIBOR plus 0.4% per annum. The remaining loan balance
represents working capital Renminbi loan bearing interest rate at
approximately 4.7% per annum. The substantial increase in cash and bank
balances was a result of the approximately HK$1.23 billion proceeds received

from the placement of new shares of the Company in September 2005.

Pledge of Assets
As at 31st December, 2005, the Group's investment properties, land and
buildings with book value of HK$1,769.0 million (2004: HK$1,848.4 million)

were pledged to banks to secure general banking facilities of the Group.
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Performance indicators of SOGO CWB i ##/& 5= ¢ S & 51
2005 2004 Change (%)

= —TTNF 28 (%)
Average daily traffic (persons) 92,455 90,835 +1.8
FHERBERERE (AR
Average sales per ticket (HKS) 396 363 +9.1
BR¥YHEERE (BT
Stay and buy ratio (%) 28.3 28.9 -2.1
IERBEELE (%)

for the year ended 31st December #Z+=—A=+—RHI-FE
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Operational Review
The Group successfully managed to sustain its profitability and maintained
reasonable growth through superior execution and
steadfastly adhering to its strategy of paving the way for
medium to long-term growth. During the year under
review, the Group’s Causeway Bay flagship store
(SOGO CWB) remained the Group's major
revenue, profit and cash source and continued to

benefit from operating leverage as same store sales continued to grow.

SOGO CWB

The average daily traffic for the Year at SOGO CWB reached 92,455, an increase
of 1.8% over the 90,835 recorded during the previous year. The “stay and
buy” ratio SOGO CWB achieved during the Year remained at a stable level of
28.3% while the average individual sales per ticket of HK$396 represented a

9.1% increase over the HK$363 in 2004.

For the year in review, SOGO CWB accounted for 1.9% of the total retail sales
generated across the territory and increased its market share from 18.3% in
2004 t0 18.7% in 2005. This represents an increase of 2.2% over the previous
year and is primarily attributable to the unique business model, superior
product and brand mix, and innovative marketing strategies. SOGO CWB
reached a dramatic milestone in 2005 by achieving the highest daily sales
record on 19th November, 2005.

Sales growth was moderately impacted in December as

a result of the week-long WTO conference that led to

road closure and traffic diversion in the Wanchai and

Causeway Bay areas due to anti-WTO protests. This

event had a one-time impact on our profit due to the

loss of sales during the week. Seasonal Christmas shopping contributed to
make up part of the shortfall and yearon-year sales growth for December
was maintained. SOGO CWB continues to develop not only as the premier
department store for local consumers, but also magnet for international

visitors to Hong Kong.

Lifestyle International Holdings Limited
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The attraction of SOGO CWB has been further enhanced by maintaining closer
relationships with our concessionaire counters coupled with a more effective
brand and merchandising mix to create an exciting experience for consumers.
Additional attractions which have helped increase popularity, traffic and
customer loyalty include the introduction of the SOGO CLUB and the SOGO
BOOK CLUB. These features became fully operational in 2005 and provided
members with an unprecedented upscale shopping experience in Hong Kong.
Members enjoy the privilege of access to a 55,000 square foot club offering
premier services and facilities including an organic restaurant, a spa, hair

and beauty salons and a cultural centre.

Shanghai Jiuguang Department Store (Jiuguang)
Our Jiuguang store in Shanghai ended its first full year of operation with record
high monthly sales in December, thanks to the increasing popularity of the

store and the growing importance of the Christmas shopping season in China.

Average sales per ticket in 2005 was RMB215. Gross sales revenue of Jiuguang
was on an upward trend following the traditional slow month of March as
was the traffic number. Average daily customer flow for the year was over

32,000 with the December’s average finishing at over 37,000. This early

FUTURE
GROWTH DRIVER
KEKEGREN

achievement provides further confidence
that the Lifestyle International business
model is capable of successful replication to

additional locations in China.

In order to further enhance the premier shopping experiences, in 2005 the
Shanghai store added extra food and beverages outlets, additional car parking
spaces,and a garden terrace for special sales and promotion events to better

meet the needs of discriminating clientele.

The uptrend in Shanghai is expected to be sustainable in the long-term given
the rising population of high income individuals, the change in consumer
behavior towards discretionary consumption as well as the growing
recognition of the Jiuguang store as the premium shopping location for quality

and branded products.

Lifestyle International Holdings Limited
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SOGO TST
The Group's second store in Tsimshatsui, Hong Kong was opened on 30th
September, 2005 and marked the first addition to retail properties in Hong
Kong in twenty years since its opening of the Causeway Bay location. The
glass dome design provides an alternative upscale retail format that focuses
on younger generation customers. The store introduced a few selected brands
to Hong Kong for the first time, including accessories that entice impulse
buying by the consumer.The new store has been well received and it will be
able to capture a different segment in order
to further enhance the Group's leading
position as a lifestyle business operator, gain
market share, expand visibility, reinforce brand
image, and generate additional revenue and
profits. The initial indication of foot traffic and
sales at this newest Lifestyle International venue

is in line with expectations of the management.

While the Group is optimistic regarding a reasonable growth rate for the new
location, there will be challenges which the management team is prepared
to overcome Specifically, the adjacent area will experience infrastructure
improvement projects which may intermittently hamper consumer traffic.
While the Group is fully aware of this challenge, promotional events and
consumer incentives will be initiated to combat and minimize any such

negative influences.

Prospects

China’s economy surged 9.9% in 2005, further establishing itself as the fastest
growing economy in the world. Average income and living standards are on
the rise and the retail market is poised to capitalize on the changes in taste

and shopping habits. The growth momentum of the Jiuguang store will be
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maintained and the 2006 full year profit and loss breakeven target is likely to
be achieved with additional promotion and marketing initiatives. Given the
extensive growth potential of the retail sector in China and the initial success
of the Shanghai store, the Group will carefully consider expansion in additional
cities. The Group's strong balance sheet and net cash position provide the
flexibility to capitalize on expansion opportunities when the circumstances

are appropriate.

Although the strong economic growth in China in 2005 did not translate to
the quantity of tourist traffic for Hong Kong retailers as was initially anticipated,
the growth has been steady. The continued influx of tourists will remain a
significant source of consumer spending in Hong Kong retail sector and SOGO

stores will benefit as premier destinations for shoppers.

The Group's long-term goal is to deliver industry-leading performance and
growth. The success in achieving this goal is based on providing superior
services in a unique environment while delivering compelling products These
key elements of the business will be an ongoing focus for the Group as
progress is made in sustaining medium and long-term growth. The Group
continues to improve operational efficiencies and has been disciplined in
cost containment and cautious in the area of capital expenditure. While
already enjoying operating leverage at SOGO CWB, the management will be
vigilant and continue to look for ways to improve operating efficiency to further

improve profit margins.

While competition is extensive both in Hong Kong and China, the Group is
confident that each location will remain a premier shopping destination and
continue to grow at a reasonable pace. The Group will work diligently to
reinforce its leadership position through improving customer loyalty, further

enhancing brand awareness and implementing additional creative marketing.
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