


Management discussion and analysis EEE I &2

Export franchising and the Mainland China business form our dual growth engines
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Financial Performance

During the year under review, the retail market in the Asian region faced an uncompromising operating
environment that was marked by much intensified competition, continuous interest rates hikes, unseasonable
weather and rising accommodation costs. The market competitiveness of the Group’s product and overall
performance were thus diminished.

During the period under review, the Group’s consolidated turnover rose 9% to HK$2,200 million (2005:
HK$2,017 million). Gross profit grew 3% to HK$1,025 million (2005: HK$998 million), representing a gross
margin of 47% (2005: 49%). Operating profit was HK$140 million (2005 restated: HK$225 million), representing
an operating margin of 6% (2005 restated: 11%). Profit for the year attributable to equity holders recorded a
negative growth of 42% to HK$105 million (2005 restated: HK$181 million).
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Operating Efficiencies = & W

Same store sales posted a negative growth of 5% (2005: 11% growth) during the year under review. At the EEFACREHEHEEGE%AER (Z2TRF  1M1%IER) - HL
same time, the Group experienced pressure on operating costs, in particular the rental expenses which rose R TEERHETBES R BIRT AL  SLEBERANBEZIE -
considerably in the year under review on the expectation of a revival of the property market and the expected Hh AL E Y AE  BLERARMEMELEENI% (—TEEHE
influx of visitors to Hong Kong. Total operating costs increased to 41% of total revenue (2005 restated: 39%). BE| : 39%) o

Operating Cost Analysis & & B 4~ 2 4

E
& 2006 2005 (restated)
& ZEERF —ZETRF (FHFIKR)
Eﬁl HK$ million % of total revenue HK$ million % of total revenue Change
E%Hﬂ BEEEBRL ThBE % BEEST IHBREEERE% (4
&
ﬁ Revenue & ¥ 2,200 100% 2,017 100% +9%
© Selling and distribution costs 4% K 9 $§pk 48 661 30% 575 28% +15%
g Administrative expenses 77 202 9% 179 9% +13%
= Other operating expenses Ef & 8 [ 5z 39 2% 37 2% +4%
é Total operating expenses 42 &Ep % 902 41% 791 39% +14%
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r;c Network Expansion RRER
The Group added a total of 241 new outlets in the year under review. As at 31 March 2006, the total number AEEREEFANEHIER241MEH  RZSEERF=ZRA=1+T—H 2k
of outlets worldwide reached 1,068 (2005: 827), of which 521 (2005: 409) were directly managed outlets and JEEAEENE, 068/ (ZZZTRF « 827f) - HPBHES21M (ZZZRF -

547 (2005: 418) were franchised outlets. 400f) BEEEEEHNSATRE (ZZTRF : 418[) &2 h4 -
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In terms of geographical reach, the Group added 70 directly managed and 81 franchised outlets in Mainland
China; 37 directly managed outlets in Taiwan; 3 directly managed outlets in Malaysia; 1 directly managed outlet
each in Hong Kong and Singapore, and 48 franchised outlets in other countries, mainly in the Middle East,
Thailand and Indonesia.

Consequentially, the total retail floor space increased by 16% to 631,100 sq. ft. (2005: 542,700 sq. ft.) as at
31 March 2006.

Brand Development and Corporate Responsibilities

During the period under review, the Group took the lead to join hands with 16 retailers to foster one of the
largest retail alliances in the region, including Hong Kong, Mainland China, Singapore and Taiwan. The alliance
launched collaboratively a campaign entitled “bossini — surprises around the world" with the aim of uniting
retailers around Asia and promoting the retail industry and tourism in Hong Kong and abroad. As a responsible
corporate citizen, the Group procured donation of approximately HK$1 million in total, partly from sales
generated from the promotional campaign to UNICEF for charity purposes.
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Review of Operations & & [O] g
Regional performance analyses #Zit@E&RE 2 547

Hong Kong Mainland China Taiwan Singapore Malaysia Total
BB K BE =3 7 H03 BRAE 5
2005 2005 2005 2005
(restated) (restated) (restated) (restated)

For the year ended 31 March 2006 —TZH4F Change 2006 2005 Change 2006 —Z£ZH4F Change 2006 —£ZHF Change 2006 2005 Change 2006 —FZh4F Chang

HE=A=1+—HItFE —BEXRF (EFIIR) B —RBXFE —TTHF ¥ —BBXE (EHIIR) EwE —BBXE (FHIIKR) g% —BBXFE —TTHEF B —BBXE (IR e

Retail &

Net retail sales (in HK$ mn)

TETFHER (BBEET) 815 803 +1% 351 331 +6% 379 348 +9% 200 191 +5% 1 - N/A 1,746 1,673 +4%

Operating profit/Aloss) (in HK$ mn)

SEEF / (B8) (BEEET) 51 97 -47% 9) 9 N/A (10) 18 N/A 19 23 -17% 1) - N/A 50 147 -66%

Operating margin (%)

LiERNE (%) 6% 12%  -6%pts -3% 3% -6%pts -3% 5%  -8%pts 10% 12%  -2%pts -100% N/A N/A 3% 9%  -6%pts

Retail floor area (sq. ft.) (a)

ZEBERE (FAR) @) 111,400 112,000 -1% 307,300 276,400 +11% 176,000 124,100 +42% 32,000 30,200 +6% 4,400 - N/A 631,100 542,700 +16%

Net sales per sq. ft. (in HK$) (b)

BEHRFHER (B)b) 7,300 7,700 -5% 1,200 1,300 -8% 2,500 2,800 -11% 6,400 6,600 -3% 1,100 - N/A 2,900 3,300 -12%

Same store sales growth (c)

FESHEREER (0 -5% +11% -16%pts -9% +11% -20%pts -11% +6% -17%pts +3% +12%  -9%pts N/A N/A N/A -5% +11% -16%pts

No. of outlets

JEHEE 33 32 +1 344 274 +70 112 75 +37 29 28 +1 3 - +3 521 409 +112

Franchise #5378 &

Sales (in HK$ mn)

HERE (B¥EET) 291 218 +33% 110 97 +13% N/A N/A N/A N/A N/A N/A N/A N/A N/A 401 315 +27%

Operating profit (in HK$ mn)

LiERN (B¥aET) 86 65 +32% 15 23 -35% N/A N/A N/A N/A N/A N/A N/A N/A N/A 101 88 +15%

Operating margin (%)

HiEHENE (%) 30% 30% 0%pt 14% 24% -10%pts N/A N/A N/A N/A N/A N/A N/A N/A N/A 25% 28%  -3%pts

No. of outlets

JEHHE 263 215 +48 284 203 +81 N/A N/A N/A N/A N/A N/A N/A N/A N/A 547 418 +129
Consolidated &4

Regional total Eif#& 5

Sales (in HK$ mn)

HERE (B¥aBET) 1,130 1,035 +9% 490 443 +11% 379 348 +9% 200 191 +5% 1 - N/A 2,200 2,017 +9%

Operating profit / (loss) (in HK$ mn)

giEET / (F5E) (BB EET) 125 151 -17% 7 33 -79% (10) 18 N/A 19 23 -17% (1) - N/A 140 225 -38%

Operating margin (%)

HEERE (%) 1% 15%  -4%pts 1% 7%  -6%pts -3% 5% -8%pts 10% 12% -2%pts  -100% N/A N/A 6% 1%  -5%pts

No. of outlets

JEREE 33() 32(d) +1 628 477 +151 112 75 +37 29 28 +1 3 - +3 1,068 827 +241

Notes:

(a) As at 31 March R=A=+—H

(b) On weighted average basis bl FHE®E
(c) Same store sales growth is the comparison of sales of the same stores having full month operations in comparable periods &5 #5% 583% & A48RE B HR LN TTE A1) 2 S ERB L E
(d) No. of export franchised outlet is not included & &1 DS AR 5 8
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Key Operations Breakdown and Analyses

Headquartered in Hong Kong, the Group operates on a global platform. The turnover composition
remained unchanged with Hong Kong maintaining its position as the Group’s major source of revenue and
accounting for 52% (2005: 52%) of the total sales. It was followed by Mainland China, which accounted for
22% (2005: 22%) of the total sales, and Taiwan and Singapore, which accounted for 17% (2005: 17%)
and 9% (2005: 9%), respectively.

Hong Kong

Retail and export franchise businesses continued to be the major revenue sources generated from the Hong
Kong market. During the year under review, total revenue from Hong Kong rose by 9% to HK$1,130 million
(2005: HK$1,035 million). Retail and export franchise sales accounted for 37% and 13% as a percentage of the
Group's total sales respectively (2005: 40% and 11%, respectively). Export franchising accounted for a
higher percentage on the back of strong sales growth momentum.

A sense of optimism pervaded the retail sector in the anticipation of the influx of tourists and the
potential economic infusion in early 2005. The forecast of this development, however, never fully
materialized, and the economy produced mixed messages that created a challenging environment for the
sector as the year progressed. While the Group faced intense competition in the Hong Kong apparel retail
market, it also had to contend with negative economic influences such as interest rate hikes and rising
energy prices which contributed to the dampening of consumer sentiment. Additional challenges included
rising rental costs and sluggish demand for apparel due to unseasonable weather conditions, which
necessitated the running of cutthroat promotions to expedite inventory turnover.

Owing to the inhospitable market climate, the Group employed a cautious approach to expansion and
opened a new directly managed outlet in Hong Kong, bringing the total to 33 outlets (2005: 32). The total
retail floor area, amounting to 111,400 sq. ft. (2005: 112,000 sq. ft.), was relatively stable as compared
to that of previous year. Retail sales grew 1% to HK$815 million (2005: HK$803 million). Same store sales
recorded negative growth of 5% (2005: 11% growth). Operating profit declined 47% to HK$51 million
(2005 restated: HK$97 million), equivalent to an operating profit margin of 6% (2005 restated: 12%).

The export franchise business continued to be a bright spot for the Hong Kong market. Revenue growth
remained very strong at 33% with an addition of 48 franchised outlets to 263 (2005: 215). Total revenue
reached HK$291 million (2005: HK$218 million), generating operating profit of HK$86 million (2005
restated: HK$65 million) with a 30% operating profit margin (2005 restated: 30%). This encouraging
performance partially compensated for the slump of the Hong Kong retail business. The Middle East
continued to account for the major source of export franchise sales with an addition of 14 outlets, while
the Group’s relatively new markets, namely Thailand and Indonesia, grew at a much faster pace than
overall division with additions of 13 and 18 outlets, respectively. The Group established presence with 1
outlet each in Myanmar and Nepal for its export franchise business.

The overall operating profit for Hong Kong decreased 17% to HK$125 million (2005 restated: HK$151 million),
and operating margin declined to 11% (2005 restated: 15%).

BOSSINI INTERNATIONAL HOLDINGS LIMITED
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Strong emphasis will be placed on our trio focuses: product, Mainland China market, people

ARR=ZABREH  Em

Mainland China

The Mainland China market is pivotal to 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. The Group has also launched a higher-end “bossini style” product line to
tap opportunities in the middle to upper market segments in Mainland China.

The Group’s network in Mainland China was comprised of 344 (2005: 274) directly managed outlets and 284
(2005: 203) franchised outlets, bringing the total number to 628 (2005: 477). Total retail floor area as at
31 March 2006 reached 307,300 sq. ft. (2005: 276,400 sq. ft.), which represented an increase of 11% over
that as at previous year end.

For the directly managed network, 225 (2005: 177) were “bossini” outlets and 119 (2005: 97) were “sparkle”
outlets. For the franchise network, 209 (2005: 160) were “bossini” outlets and 75 (2005: 43) were “sparkle” outlets.

Sales in Mainland China rose 11% to reach HK$490 million (2005: HK$443 million), of which sales from
directly managed outlets and franchised outlets grew by 6% and 13%, respectively, to HK$351 million (2005:
HK$331 million) and HK$110 million (2005: HK$97 million), respectively. The sales revenue from directly managed
and franchised outlets in Mainland China as a percentage of the Group’s consolidated turnover were 16% (2005:
16%) and 5% (2005: 5%), respectively, the same as that of the previous year. Same store sales for the retail
business in Mainland China recorded a negative growth of 9% (2005: 11% growth).

Sales for the “bossini” and the newly introduced “bossini style” line continued to expand progressively.
Nevertheless, 2005 saw a dramatic increase in apparel supply for the mass market and the fast penetration of
local players led to intense competition in the mass casual wear sector. Sales of sparkle which positioned in
this segment was especially affected.

In light of the keen competition and the unseasonable weather, the product competitiveness of the Group
was notably discounted, which led to a significant decline in profitability of the Mainland China operations. The
Group recorded an operating profit of HK$7 million for 2005/2006 (2005: HK$33 million) in Mainland China
with an operating profit margin of 1% (2005: 7%).
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Taiwan

The Group’s Taiwan operation underwent considerable expansion in the year under review, adding 37 new
outlets. The network comprised 112 (2005: 75) directly managed outlets as at 31 March 2006 with an increase
of 42% in total retail floor area to 176,000 sq. ft. (2005: 124,100 sq. ft.).

Sales in Taiwan rose 9% to HK$379 million (2005: HK$348 million). Market conditions were extremely
competitive and further worsened by unseasonable weather, a slowing economy, credit tightening and
weak consumer sentiment. Same store sales experienced a fall of 11% (2005: 6% growth). An operating
loss of HK$10 million was recorded (2005 restated: HK$18 million profit), mainly attributable to the greater
incremental magnitude for operating expenses than the top-line.

Singapore

Despite the widely accepted perception that the Singapore market is saturated, the region’s performance
therein was relatively consistent and stable throughout the year. There were 29 (2005: 28) directly managed
outlets in Singapore as at 31 March 2006. Total retail floor area increased by 6% to 32,000 sq. ft. (2005:
30,200 sq. ft.).

During the year under review, Singapore retail sales grew 5% to reach HK$200 million (2005: HK$191
million). Same store sales depicted an increase of 3% (2005: 12%). Operating profit reached HK$19 million
(2005 restated: HK$23 million) with operating profit margin decreased to 10% (2005 restated: 12%).

Malaysia

The Group leverages on the successful experience of the Singapore management team in the Singapore
market and opened 3 directly managed outlets in Malaysia in the year under review.
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Liquidity and Financial Resources

As at 31 March 2006, the Group’s cash and bank deposits amounted to HK$244 million (2005: HK$326 million)
including long term bank deposits of HK$16 million (2005: Nil). The Group’s current ratio stood at a healthy
level of 2.4 (2005: 2.5). Total liabilities to equity ratio was 46% (2005: 47 %).

The Group managed its inventory at a stable level. Inventory turnover was 42 days in the year under review
(2005: 39 days), a level close to that of prior year. Return on equity ratio was 18% (2005 restated: 36%).

Contingent Liabilities

The Group had certain contingent liabilities with respect to business tax on sales in Taiwan. The Directors,
based on the advice from the local tax representative of the Taiwan Branch, believe that the branch has a valid
ground to object the claim from the tax bureau in Taiwan, and accordingly, have not made any provision for
the tax claim or any potential additional profits tax liabilities as at 31 March 2006.

Human Capital

As at 31 March 2006, the Group employed full-time staff or equivalent of 4,300 in Hong Kong, Macau,
Mainland China, Taiwan, Singapore and Malaysia. It employed a performance-based remuneration system and
offers benefits such as insurance and retirement schemes as well as discretionary performance bonuses.

Outlook

The Group is leveled on an elevated horizon after two years of robust growth. It is anticipated that its any
significant leap in the future will demand for well-defined branding strategies, marketable product design,
focused product positioning, and effective facilitations for responding to its customers’ needs. Equally important
is a solid backend and supporting infrastructure integrating world-class systems and business processes, which
will optimize operating workflows, reinforce its supply chain management, strengthen inventory management
and logistic controls and expedite the market-demand-responding processes.
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The Group expects the current market situation to continue in the coming year. To ensure a solid foundation
from which to propel long-term growth, the Group will place strong emphasis on product, Mainland China
market and people. The Group will strive to offer better products to its targeted customers, develop diligently
the lucrative Mainland China businesses, and to uphold the learning culture by offering abundance of
personal development opportunities, as well as creating a talented pool of quality staff.

In order to accommodate with the dynamic apparel retailing market and fashion trends, the Group will focus
on achieving high performance retailing standards. It will continue to deploy its efforts in responding to its
customers’ demand in a proactive manner. To further enhance and enrich its product portfolio in order to satisfy
more precisely the demand of its targeted segments, the Group will also extend and revitalize its product lines
to include new product designs or new functional fabrics.

The Hong Kong SAR Government and certain large commercial corporations have recently advocated
comfortable smart casual wear at office. The Group anticipates increasing demand for quality casual wear
and expects to benefit from this growing trend.

In light of the success of the recent licensed products, particularly the “Sesame Street” product line, which
rendered attractive cross-segmental (kids-to-adult) sales opportunities for the Hong Kong market, the Group
will consider more of these licensing opportunities of similar arrangements in this fiscal year. The Group plans
to open 5 outlets mainly in the residential area in Hong Kong to realize its strategic market penetration for
the coming year.
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Experienced a high and healthy growth period in the past three years, the export franchise business will
continue riding on its growth momentum, but is expected to enter into the next phase of moderate sales growth
at double-digit in the coming years. The Group will continue to tap opportunities into new markets. As at the
end of June 2006, there were 7 outlets in 6 cities in India. It will also enter Korea in late 2006/07. The export
franchise business is anticipated to remain as a major earnings component of the Group, and benefit from higher
margins and higher returns as it progresses along its long-term network rollout plan and capitalizes on the
economies of scale.

The Group adopts pragmatic global expansion strategies at a reasonable pace of growth. It will continue

to pursue its progressive expansion plan into the Mainland China market in view of its potentially exploding
market potential from sustained economic growth momentum and the improvement in the standard of living.
Improving measures will be implemented for the “sparkle” products to better fit into the needs of its targeted
groups. The management team remains optimistic about the medium- to long-term prospects for this fast-
growing market and plans to open 100 directly managed and franchised outlets in Mainland China in the
coming year.

The economy in Taiwan continued to be sluggish. As the outlook for the market remains uncertain in the
near future, partly due to recent political instability, the Group will ride on the existing distribution network and
minimize outlet expansion for Taiwan in the coming year.

Singapore is likely to be a steady earnings contributor going forward and the Group will open 2 more outlets
therein. It is anticipated that the stable economy and healthy consumer confidence will sustain to propel future
growth in earnings.

With our successful experience garnered in the Singapore market, the Group remains positive with the Malaysian
market and will open around 7 outlets in Malaysia in the coming year.

Achieving sustainable growth in both turnover and profit has always been a key objective for Bossini, and it
will continue to be so in the years to come. The Group’s cash position remains healthy at around HK$244
million and it has planned to invest HK$100 million on capital expenditure in the coming year. HK$20 million will
be used for upgrading the I.T. system, including the implementation of a world-class financial management
system and a warehousing management system and an upgrade of the point-of-sales system to improve
inventory management, logistic controls and facilitate faster response to market needs. In addition, HK$70
million is planned for store renovation. Furthermore, a brand-building program will be launched to revamp
the “bossini” brand in various aspects to enhance its competitiveness in the long run. The coming year

will continue to exhibit a very difficult operating environment. Nevertheless, the Group is cautious yet
optimistic about the future in medium- to long-term. The Group acknowledges the importance of operational
fundamentals and backend supporting foundations to its coming developments and believes these initiatives
will equip and prepare itself to overcome any market challenges in the future.

BOSSINI INTERNATIONAL HOLDINGS LIMITED
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