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RESULTS OF GROUP OPERATIONS

Turnover

The Group’s full year turnover was HK$4,372 million, essentially on par
with that of 2005, despite a 6.1 percent year-on-year decrease recorded
in the first half of 2006 brought about by unseasonably warm
temperatures at the start of the year in most of our markets. The Group
caught up during the second half with the implementation of several
important growth initiatives within its Retail & Distribution Division, so
that second half sales came in significantly higher than the first half,
and registered a 4.0 percent year-on-year increase.

t¥EE THEE 2F
First Half Second Half Full Year
L Turnover -] & &

(B¥BEETT) (HKS$ millions) 2006

2005 Change 2006 2005 Change 2006 2005 Change

TERDH Retail & Distribution | 1,869
KRE SR Garment Trading &

1,953 (4.3%) | 2,150 2,049 4.9% 4,019 4,002 0.4%

B Manufacturing 480 520 (7.7%) 476 523 (9.0%) 956 1,043  (8.3%)
£BARAM  Intra-group
HE sales (328) (321)  2.2% (275)  (311) (11.6%) (603) (632)  (4.6%)
HIMNEE External sales 152 199 (23.6%) 201 212 (5.2%) 353 411 (14.1%)
AEE A Group total 2,021 2152  (6.1%) | 2,351 2,261 4.0% 4372 4413 (0.9%)
E Gross Profit

AEE_TTRFLIFEENHLEFRAHT
BEAZAEN\ ETHFETEHERREE
PR B E - BENEMET - B2F
ENTHREELIRBEDZ N - BRENEEH
BRE  AEERMUEARTMARENXE
BT HDESKSEEZFZENERAED
M+ AN -

After a 6.8 percent year-on-year decrease in the Group’s gross profit in
the first half of 2006, an upsurge in retail sales and efficiency
improvements in the manufacturing side drove a recovery in the second
half sufficient to limit the overall year-on-year decline in gross profit to
2.9 percent. Although gross margin took a temporary setback due to a
tactical increase in discounting to tackle sluggish winter sales, we
nevertheless managed to maintain the Group’s gross margin at a
respectable 49.8 percent for the year.

T¥EE T¥EE 28
First Half Second Half Full Year
rE Group 2006 2005 Change 2006 2005 Change 2006 2005 Change
=7 Gross profit
(BEBHETL) (HK$ millions) 1,021 1,09  (6.8%) | 1,157 1,147 0.9% 2,178 2243  (2.9%)
EFIE Gross margin 50.5%  50.9% (0.4) | 49.2%  50.7% (15) | 49.8%  50.8% (1.0)
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ReBH KEBRARKFRE
WER#EHEERZEF (EBITDA)

RRNESKANASEERE LK UBAEE
ERKAN _ZERFLABRAZLHL - R
AEES—TERXZHE  MAXREXRLHRE
N EHEIRAEMBEY 2 HHN  MAKE
REMERBESREBENERNLBEIZ
TIER  REHED LT o A KEE
AR -ETAETHFAREMBD 2 TH="
REFREBA LB ZRAERETE-TR
BET(ZZThF: BB+/\E-THEE

BE

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

Rental costs remained high and on the rise, causing the Group’s shop
occupancy costs to rise by 7.7 percent in 2006. Wages, our other major
expense, also experienced significant upward pressure and shop staff
cost rose by 5.4 percent. This was partially offset by judicious and
temporary cutbacks in discretionary spending such as advertising and
promotion which was reduced by 12.5 percent. Nevertheless, operating
expenses took a sharp turn upwards to increase by 10.3 percent during
the latter half of 2006 so that full year operating expenses increased by
5.0 percent to HK$1,916 million (2005: HK$1,825 million). As such,

JO) o WUk ?éiz* iFREEE=(ELT/NEE operating profit came to HK$376 million, a decrease of 27.4 percent
T BREFERIBLOZ-TEEN  M-ZZ;X from the previous year. This works out to an operating margin of
¢ﬁ<‘<%mf'J77TE§3_ TTRFEZAD 2T —8+E 8.6 percent in 2006, down from 11.7 percent in 2005.
TE}I—? 7/\%25 Z)\%E/\ °
T¥EE T¥EE 2F
First Half Second Half Full Year
AEE Group 2006 2005 Change 2006 2005 Change 2006 2005 Change
LR Operating profit
(BB EETL) (HKS$ millions) 184 246 (25.2%) 192 272 (29.4%) 376 518 (27.4%)
WAHFIE  Operating margin | 9.1%  11.4% 23) | 82% 12.0% (38) | 86% 11.7% (3.1)

AKBZ EBITDAT MBEHZZTHHENE
BERARB-—FT=-BET(ZETAF : B
ANEETAEEL)  MZTERF EBITDA 2
FBER AE 2t —HE(ZTTRHF :
BAZtTHREMN) -

IR B 45 & R

HEMBIMEBEECGLORBEAEEARER
PREGERER - EEBKHREEMNERBND
BAZET-_HAEEER\BEL - iAEEE
ERRARATHKEEREFEEL(EHERMU
BEHDENTY® - BEME - AEEHARE
FIRBERRCKRREEMNERRLBD Z
Ot N\HOERR-—TARABL(ZZEZRF:
BR=T—BEN) AREENRTROEGET
BRNEMNHEFREA

GIORDANO INTERNATIONAL LIMITED
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The Group’s EBITDA decreased by 24.4 percent to HK$513 million
(2005: HK$679 million) and its 2006 EBITDA margin was 11.7 percent
(2005: 15.4 percent).

Profit Attributable to Shareholders

Intensifying competition and weaker consumer confidence impacted the
Group’s South Korean and Middle East operations, reducing their after-
tax profit contribution by 72.5 percent to HK$8 million. However, this
was partly offset by contribution from the Group’s manufacturing joint
venture which completed its first full year of operation. Overall, after-tax
profit contribution from the Group’s jointly controlled and associated
companies declined by 48.4 percent to HK$16 million (2005: HK$31
million). Aggressive re-merchandising efforts are underway in both
South Korea and the Middle East to address the competition issue.
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In the second half of 2006, the Guangzhou Municipal Office of the State
Administration of Taxation of the People’s Republic of China (the “SAT
Guangzhou Office”) conducted a review of the Group’s transfer pricing
policy in Mainland China, concentrating primarily on royalties. In its
ruling, the SAT Guangzhou Office contended that the taxable income of
the Group’s retail and distribution arm in Mainland China for prior years
should be adjusted upwards and, as a result of such adjustment, it
made a reassessment of approximately HK$66 million in additional
Foreign Enterprise Income Tax for which we have made the provision in
2006. Management plans to apply with the tax authority at the next
higher level for a review of the ruling.

As a result of the above, profit attributable to shareholders decreased
by 49.5 percent to HK$205 million (2005: HK$406 million). In the
absence of the China tax ruling, profit attributable to shareholders would
have decreased by 33.3 percent.

Cash Flow

Cash inflow from operating activities decreased to HK$306 million
(2005: HK$489 million), mainly due to lower gross profit and an increase
in inventories by HK$53 million which caused inventory turnover on
sales to rise to 35 days at the end of the year, but have since been
reduced to 33 days as at end-February 2007.

Cash outflow from investing activities, increased by HK$6 million to
HK$95 million (2005: HK$89 million) due to a HK$17 million increase in
rental deposits, leasehold land and rental prepayments but this was
partially offset by a HK$9 million decrease in capital expenditure as we
deferred store renovations and openings. Despite the HK$9 million
reduction, capital expenditure still amounted to HK$111 million and
accounted for 36.3 percent of cash inflow from operating activities in
2006, 11.8 percentage points higher than 2005.

At HK$397 million, cash outflow from financing activities was
HK$142 million higher than the HK$255 million recorded in 2005,
attributable primarily to a HK$109 million decrease in cash proceeds
from exercise of share options by management staff.

GIORDANO INTERNATIONAL LIMITED
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GROUP FINANCIAL POSITION

At December 31, 2006, the Group had cash and bank deposits of
HK$723 million (2005: HK$903 million).

During 2006 the Group’s working capital decreased to HK$862 million
(2005: HK$1,029 million). Its current ratio was 2.1 times, a decrease
from the 2.6 times at the end of 2005.

At the end of the year, the Group’s inventories totalled HK$422 million,
up from the HK$369 million recorded in 2005 and inventory turnover on
sales was 35 days (2005: 31 days). The first two months of 2007 have
seen us bringing the figure down to 33 days.

At December 31, 2006, total liabilities were HK$894 million (2005:
HK$755 million). The increase is mainly due to a HK$84 million increase
in trade and other payables and a HK$62 million increase in tax.
Shareholders’ equity was HK$1,987 million (2005: HK$2,122 million).
The Group’s gearing was 2.9 percent (2005: 3.6 percent) based on
shareholders’ equity.

Capital expenditure during the year was HK$111 million (2005:
HK$120 million), representing 36.3 percent (2005: 24.5 percent) of net
cash inflow from operating activities. Management estimates 2007
capital expenditure to range higher between HK$120 million and
HK$150 million as we pick up our pace on store refurbishments and
increase net store growth to 120 outlets.

The Group had financing facilities totalling HK$403 million at the end of
the year (2005: HK$389 million), of which HK$58 million in revolving
loan facilities had been drawn and were outstanding. As at December
31, 2006, the Group had contingent liabilities of HK$11 million (2005:
HK$9 million) incurred in the normal course of business.
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DIVISIONAL OPERATIONS HIGHLIGHTS

Garment Trading and Manufacturing Division

In 2006 the Garment Trading & Manufacturing Division’s total turnover
including intra-group sales decreased 8.3 percent to HK$956 million.
After a decrease of 23.6 percent in the first half, external sales started
on the track of recovery in the second half, amounting to HK$353 million
for the full year or 36.9 percent of the division’s turnover in 2006.

TYEEE THEE 2F
First Half Second Half Full Year
(B HET) (HK$ millions) 2006 2005 Change 2006 2005 Change 2006 2005 Change
R Turnover 480 520 (7.7%) 476 523 (9.0%) 956 1,043  (8.3%)
£EARAH  Intra-group
HE sales (328)  (321) 22% (275)  (311) (11.6%) (603)  (632)  (4.6%)
HIMNEE External sales 152 199 (23.6%) 201 212 (5.2%) 353 411 (14.1%)
mERF Operating profit 20 32 (37.5%) 22 26 (15.4%) 42 58  (27.6%)
BERTIE Operating margin 4.2% 6.2% (2.0) 4.6% 5.0% (0.4) 4.4% 5.6% (1.2)

ZEAFIBARARTREBEE ML (BT
RiBEE (OEM) RAE R RZATHE (ODM)
BR)  URERKAREZ Eir bR iR &8
K%ﬁ RZEZERFTFFEMRBIREK
cHIINMHERAENBRRLE - B EFFE
i«‘%/ﬁnﬂﬁ PZETEHRAZBRERE - 32
FME - AKESHREEDPIZELHETRD
BAZ-TEEHAZARENT 88T BE
GHPZEHMNEER _ZTLFEMEAER
EUHTER  LERMNEERZRLDH -

pus

KNEE 74 % A8 Higrowth Ventures &3
URHPERE s BRXBTREREFL]
ZRARRZEERNFHGREEEAR=-F
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The division’s efforts to move itself up the value chain from the OEM
(Original Equipment Manufacturer) model of the past to an ODM
(Original Design Manufacturer) model and its investment in new
manufacturing capacity in the lower cost northern China region came to
fruition in the second half of 2006. Both external sales and profits began
to recover, narrowing the 37.5 percent decrease in operating profit in
the first half. For the full year, operating profit at the Garment Trading &
Manufacturing Division decreased by 27.6 percent to HK$42 million.
The recovery continued apace with the division achieving double-digit
external sales growth in the first two months of 2007.

Higrowth Ventures, the Group’s joint-venture, saw its garment factory in
Dongguan, China, complete its first full year of operation. It recorded
total sales of HK$321 million in 2006 and made an after-tax profit
contribution of HK$8 million (2005: HK$1 million) to the Group. The
Group held a 49.0 percent shareholding in Higrowth as at December 31,
2006.

GIORDANO INTERNATIONAL LIMITED
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Retail and Distribution Division — Overview

A warmer-than-usual winter in Greater China together with a slowdown
in consumer spending in Southeast Asia from higher interest rates and
fuel prices caused the Retail & Distribution Division’s first half of 2006
turnover to decrease by 4.3 percent on a year-on-year basis. However,
sales recovered strongly in the second half as a result of new product
introductions, with turnover growing by 4.9 percent year-on-year during
the period. Full year turnover at the Retail & Distribution Division held
steady at HK$4,019 million. Margins were pressurized by a record warm
winter and higher rental and staff costs. As a result, full year operating
profit decreased by 27.4 percent while operating margin came in
3.2 percentage points lower than 2005. The Group added 73 outlets to
bring its global network to 1,767 outlets at the end of 2006.

T¥EE T¥EE 2F

First Half Second Half Full Year
(B¥EET) (HKS millions) 2006 2005 Change 2006 2005 Change 2006 2005 Change
EED Turnover 1,869 1953  (4.3%) | 2,150 2,049 4.9% 4,019 4,002 0.4%
A EMm 2 Comparable store

HER sales (5.3%)  (0.3%) N/A (0.4%)  (0.7%) N/A (3.0%)  (0.5%) N/A

L E A Operating profit 164 214 (23.4%) 170 246 (30.9%) 334 460 (27.4%)
MERFIX Operating margin | 8.8%  11.0% (22) | 79%  12.0% (41)| 83% 115% (3.2)

BA-—TTLFEER  XERENE  BF
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A Performance continued to improve going into 2007, with the division

sales period in our main markets.

achieving double-digit turnover growth in the first two months of 2007
despite record high temperatures during the crucial Chinese New Year
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Retail and Distribution Division — Review by Brand

Giordano and Giordano Junior saw first half turnover decreasing by 4.4
percent but staged a strong recovery to grow by 5.3 percent in the
second half so that full year turnover was HK$3,507 million, a 0.6
percent increase over 2005. Comparable store sales decrease also
narrowed to 3.4 percent for the year. The year saw the launch of the new
Giordano Concepts brand as well as the establishment of the first
Giordano store in Chennai, India. Overall, the Group added 60 Giordano
and Giordano Junior outlets in 2006, bringing the total store count to
1,587 worldwide.

t¥EE THEE 2F
First Half Second Half Full Year
2 2% -
Giordano, Giordano Junior 2006 2005 Change 2006 2005 Change 2006 2005 Change
¥ Turnover

(BEBET) (HK$ millions) 1,624
A EMmZ  Comparable store
HER sales (5.9%)

1,698 (4.4%) 1,883 1,789 5.3% 3,507 3,487 0.6%

0.1% NA | (05%) (1.0%)  NA | (34%) (05%)  NA

Giordano Ladies 7 BiEHER T T XF#E
REAZTZ8M  mAk&MmzHEEEL
EABAZNE— - BREEIN EMG S

ERNFAHSGENHTER - AEENER -
B BFAERIMEZEHE-—HMD  BEA
Giordano Ladies #3418 % = +—f I o

Total sales at Giordano Ladies grew 12.4 percent in 2006 while
comparable store sales were up 8.1 percent. All markets except Taiwan
posted double-digit turnover growth during the year. The Group added
one outlet each in Beijing, Shanghai, Hong Kong and Singapore to bring
the Giordano Ladies network to 31 locations in the region.

T¥FE THEE 2F
First Half Second Half Full Year
29 29 g
Giordano Ladies 2006 2005 Change 2006 2005 Change 2006 2005 Change
EEE Turnover
(E¥EET) (HK$ millions) 92 84 9.5% 116 101 14.9% 208 185  12.4%
A &MT 2z Comparable store
HER sales 6.4%  (2.1%) N/A 9.6% 8.5% N/A 8.1% 3.3% N/A
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Bluestar Exchange 2 B4 @ E M & % i
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Bluestar Exchange P17 + BIEHHBEEE—§
A e

Lacking a distinctive brand identity and differentiated product offering,
Bluestar Exchange was squeezed in the overcrowded low cost segment
and saw its turnover and comparable store sales decreasing by
7.9 percent and 6.8 percent respectively in 2006. Plans are underway to
re-brand Bluestar Exchange to shed its budget image and to appeal to
a younger demographic. The Group added nine Bluestar Exchange
outlets to bring the total store count to 149 by the end of 2006.

L¥5E T¥EE 2F
First Half Second Half Full Year
g2 g2 29
Bluestar Exchange 2006 2005 Change 2006 2005 Change 2006 2005 Change
EEH Turnover
(BEEFET) (HKS$ millions) 153 171 (10.5%) 151 159 (5.0%) 304 330 (7.9%)
A EMH 2 Comparable store
HER sales (6.1%)  (2.6%) N/A (7.7%)  (3.7%) N/A (6.8%)  (3.1%) N/A

ZERSEHM-BTEDE

HERL¥FERARKRS  ET+EE  7E
AERBRERE  EHEBRYLEZFRMNE
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Retail and Distribution Division — Review by Market

After a weak first half, sales picked up strongly in the second half with
Mainland China posting the best performance, increasing by
18.2 percent year-on-year. Overall sales grew by 4.9 percent in the second
half and 0.4 percent for the year. All markets experienced gross margin
contraction due to slower sales of higher margin winter items and a
tactical increase in discounting. The first two months of 2007 saw
Mainland China continue posting double-digit sales growth and the
Group will continue to focus its resources and attention here to keep up
the momentum.
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A B A BE Mainland China
2006 2005 2004 2003 2002
HER (BKEET) Sales (HK$ millions) 1,090 987 952 815 856
BYAREER (Br)? Sales per sg. ft. (HK$)? 2,00 2,400 2,400 3,000 4,000
ARMTZHER Comparable store sales
#m/ O ) s increase/(decrease) 9% 6% 7%  (13%) =
ZEAE(FAR) Retail floor area (sq. ft.)* 605,100 585,600 557,800 484,300 434,800
PIm A ¢ Number of outlets * 729 706 671 581 532
| BRETHITEERCHERHE 1 Including net sales to authorized dealers
2 EHNETHERSNEZEEEEZPM 2 On weighted-average basis for directly managed outlets
3 ERMEELRZORFEALERT—BRzEEER 3 For directly managed outlets which were open for the full 12 months in each
sl of the two fiscal years under comparison
Rt A+ HEBEEREFZERMTAE / Total directly managed and authorized dealer outlets as at December 31

REFNFRARREME  UR -+ FEHEFE
EMEEA 2 Mt HEPEAREZE:

BERBEMR  BERLSRRER DR
THEERD 2 T\HZ - BBME - 2FHE
BERADCTHON MALBMMZHER
BEABAZ\BL - BYITREEFRFERN
BB _THATZREKRY - BAMEES (LR
R— W) BERRME LK ZEER
“ERRFEPFRAARERER -+ =FAM®
KASEZWBEREEFRZELBE-TNA -

After an unseasonably warm Chinese New Year which caused sales
growth to slow down to 1.7 percent in the first half, turnover growth in
Mainland China accelerated sharply to 18.2 percent in the second half
despite the late arrival of cold weather. Overall, turnover grew by 10.4
percent for the year while comparable stores sales increased by 8.5
percent. Sales per square foot held steady at HK$2,400. Significant
upward rental pressure especially in the first-tier cities slowed the pace
of new store roll-out and we added a total of 23 outlets in Mainland
China in 2006 to bring our network to 729 locations at year-end.

T¥FE THFE 2F
First Half Second Half Full Year
29 29 g
HE KB Mainland China 2006 2005 Change 2006 2005 Change 2006 2005 Change
EER Turnover
(BEBET) (HKS$ millions) 472 464 1.7% 618 523 18.2% 1,090 987  10.4%
A &MH 2 Comparable store
HER sales 7.2% 2.0% N/A 9.7% 9.3% N/A 8.5% 5.5% N/A
KEER In 2006 the Group has strengthened its management bench in Mainland

“EEAFEMBAPEARER
YR TR FRERBEZERUR
RERYPN - AREELEZREBKE BN
TRAEEHEBEMFFLEMERRNR
Mg £ o
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China and will continue to invest more resources to keep up the growth
momentum in 2007. We will give priority to driving profitable growth in
lower cost second-tier cities and inland provinces mainly through
increased franchising.

GIORDANO INTERNATIONAL LIMITED
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58 Hong Kong
2006 2005 2004 2003 2002
HER (BKBET) Sales (HK$ millions) 873 867 810 697 776
BYsREEE (B1)! Sales per sq. ft. (HK$)' 7,600 7,400 7,100 6,200 6,800
ARMMZHER Comparable store sales
& m/Or4) 2 increase/(decrease)? 5% 4% 1% (15%) 3%
ZEEBE(FEAR)® Retail floor area (sq. ft.)® 117,300 119,500 113,700 112,100 116,400
Skt GE Number of outlets ? 98 101 92 75 73
T OEmMEFEEEGTE 1 On weighted-average basis
2 ERMEFEERZHBRFEENEE R+ =EAZFH 2 For outlets which were open for the full 12 months in each of the two fiscal

s Rt=A=+-A

MRRFABYAF2EAT HERERBEAE
AU BRARAREMEBFANXRRKEH N
BoWZREFFEHBAEIZ B2
R-HERBENZRLGE 2B BEERR
BMTHFEREFRE EEFEN_TTRF
% o SR Giordanok Giordano Ladies &
NENZER BIBESFHIREEERARD
DRZZEBELTAABL UHEATLRMTZ
SHEBIRAB D 2 REM © Giordano Ladies 2

years under comparison

3 As at December 31

The normally strong and reliable Hong Kong market experienced

similarly unusual weather conditions as Mainland China, resulting in a

slower than expected year. After experiencing a 1.9 percent gain in the

first half, record high temperatures disrupted sales in the fourth quarter

so that turnover for the second half and the year as a whole came in

about flat compared to 2005. However, revitalized merchandising at
Giordano and Giordano Ladies helped boost sales per square foot by
3 percent to HK$7,600 and comparable store sales by 5.4 percent.

Giordano Ladies posted the best performance with sales increasing by

EESE HEBEENE 2T . 13 percent.
T¥EE T¥EE 2E
First Half Second Half Full Year
2% b4 29
B Hong Kong 2006 2005 Change 2006 2005 Change 2006 2005 Change
EET Turnover
(BEFET) (HKS$ millions) 420 412 1.9% 453 455 (0.4%) 873 867 0.7%
A EFT 2 Comparable store
HER sales 4.4% 3.8% N/A 6.7% 4.9% N/A 5.4% 4.4% N/A

ERATH ARNTEZARALTHFMNE
AEEAXHERBEIRALRZERES -
FRFRDT =MD - UHBFEFAHAER
—EERFEFEANTAE
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On the cost side, we experienced significant upward pressure in both

rental and staff costs as competition for retail space and talent heated

up. The year saw a net reduction of three outlets, bringing the total

number of outlets in Hong Kong to 98 at the end of 2006.
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=] Taiwan
2006 2005 2004 2003 2002
HER (BKBET) Sales (HK$ millions) 658 732 707 604 677
BEFREEE (Br) Sales per sq. ft. (HK$)' 2,800 3,000 2,900 2,600 2,900
ARMTZHER Comparable store sales
CRLD) 155 2 (decrease)fincrease ? (9%)  (6%) 1% (13%)  (15%)
ZEERBR(FAR)® Retail floor aea (sq. ft.)® 235,800 243,900 245,800 241,500 232,900
Mm&a?e Number of outlets ¢ 239 237 236 195 182
T EMETFEEENE 1 On weighted-average basis

: ERBEELRZHREENEER+ @A 2
S R+ZA=+-8

—ARZARRREMNE  MEHBEEXRE
Ef BHABLYIFEEEERLIANL
THEHN  XBAMRERE ML MEL
FUHHBRXEREETE  THFEMHR
BRERR ARERLELNERRARR
RAZEE BAKETHFEZHERKE
WEEB 2 —HO REFFERERE -
BEMS  HUEFRY TEHEETKSE
NZTH— MALEMT HERITHKA
NINE—  REEFENREATERN D &
AEERABE_B=TNIMH -

2 For outlets which were open for the full 12 months in each of the two fiscal
years under comparison

3 As at December 31

Abnormally warm weather in January and February combined with a
sharp contraction in consumer credit caused Taiwan’s first half turnover
to decrease by 17.6 percent. Market conditions continued to be
challenging in the second half, with the political leadership crisis and a
record warm winter negatively impacting consumer spending. We
countered with new product launches and targeted promotions so that
our second half sales decrease narrowed to 1.5 percent, a significant
improvement over the first half of the year. Overall, retail sales
decreased by 10.1 percent and comparable store sales decreased by
9.1 percent year-on-year. There was a net addition of two retail outlets to
bring the total store count in Taiwan to 239.

t¥EE T¥EE 2F
First Half Second Half Full Year
29 g g
=) Taiwan 2006 2005 Change 2006 2005 Change 2006 2005 Change
EEE Turnover
(BB BET) (HKS$ millions) 322 391 (17.6%) 336 341 (1.5%) 658 732 (10.1%)
A EMHm 2 Comparable store
HEH sales (13.7%)  (3.8%) N/A (3.0%)  (8.4%) N/A (9.1%)  (5.8%) N/A
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3 03K Singapore
2006 2005 2004 2003 2002
HER (BKBET) Sales (HK$ millions) 403 403 391 348 372
BEFRIEER Bx)! Sales per sq. ft. (HK$)' 7,700 8,300 8,700 7,700 9,000
ARMMZHER Comparable store sales
(R &) 58 m2 (decrease)/increase? (12%)  (1%)  13%  (14%)  (7%)
ZEEE(FAR)® Retail floor area (sq. ft.)* 55,100 50,500 48,600 43,600 46,000
PFIT & A ¢ Number of outlets® 53 48 47 43 49
T OEmMEFEEEGTE 1 On weighted-average basis
2 ERMEFEERZHBRFEENEE R+ =EAZFH 2 For outlets which were open for the full 12 months in each of the two fiscal

s Rt=A=+-A

RERGBRAERER T MERBRRR
DM ZHEFME - EARFERIH IR 2 F
BERNE - L FEHEEEGEDZLH
SZHE HRAREELHER  YERS
B THFEZHERLHKDA  AKEF
MEBREBEHTFABRTE - Bit - THFH

years under comparison

3 As at December 31

Stagnant middle class income growth coupled with increased

competition from both international and Asian brands challenged our

results in Singapore. After a 7.3 percent reduction in the first half, new

merchandise launches and more aggressive promotions fuelled a

comeback during the second half. Management changes we made in

the beginning of the year had also begun to stabilize. As a result sales

EREEMEDZLH N ST F2EEE  increased by 7.6 percent in the second half such that we managed to
—ETRFREE - close 2006 on par with 2005 results.
L¥EE THEE 2F
First Half Second Half Full Year
28 2 2
g Singapore 2006 2005 Change 2006 2005 Change 2006 2005 Change
EED Turnover
(BEEET) (HKS millions) 190 205  (7.3%) 213 198 7.6% 403 403 -
AHEMM2  Comparable store
HEH sales (15.7%)  1.3% N/A (7.4%)  (3.7%) N/A | (11.9%)  (1.2%) N/A

AEER T RFEMMBER AR -
B-—mABAREH 2T  ERHERET
RABAEF  BH_ZTLEEREERS
i
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We added five outlets in Singapore in 2006 but expect the pace to slow

in 2007 in view of the rising rental and staff cost pressures common with

most other metropolitan markets.

ANNUAL REPORT 2006 #

#



B B B 2z @w® M R o M
MANAGEMENT’S DISCUSSION AND ANALYSIS

Hth #35 Other Markets
TR AEEBEMTHZEEMAIEE - Ed During the year, the Group’s other markets saw mixed performance with
FEEERE HEBELAAH ZAEN 0 Thailand posting the best performance with sales up 9.9 percent,
HERBHEMS  ARAED CMNE= - followed by Indonesia at 4.3 percent.
HER Sales A FRED il %8 A% Hf
(BEEET) (HKS millions) Australia  Malaysia Indonesia Thailand Japan  Others
“ERRE 2006 227 120 145 100 59 344
“T%nE 2005 222 126 139 91 63 372
Bl EE Year-on-year
/(A ) increase/(decrease) 23%  (48%) 43%  99% (63%) (75%)
BN Australia
HRFEEARMBERSE  BMBEEEL  Australian consumer confidence weakened due to rising interest rates
EEIE E NS Iﬁ/‘/x/)l\zﬁﬁﬁ%“ﬁﬁ/\\:??/— and higher petrol prices and as a result our sales in Australia grew by

FRYLABBEI 2 ZEAK =
B REBEEHALEMAS - 1E$El
F—??Aiiﬁg £+ﬂ%ﬁ$°

BREDZ  DERZRHE

Z=—EATHERERMNEU - S iy
MRHRESBEEGELTENARRTE -
Bt AERSERAZZEXETHKASZ
mEN - MEMEZEXBREBEZENLZ
mE= FEXERE HERERANZ
NEN - BRIEREFRRZER - FEER
BFRAEE - ERFEAAFERARE - +£H
BAREE - Bt Z=EHENFREZEH
BEDFRETNE  NTHEBEEAT=F -

SR e

A&

AEBEGEAEREAS  BHEXEREZM
M Bl —FEEREFRS-ERT B
MAEBHREFREZ - TH  -BAHERRMY
LEERIBOZAHM=Z  EXAKEZEHE
B T Bt —mARARE 2 IS
EoAER—EERER® -
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slightly over 2 percent in 2006 to HK$227 million. We added seven
outlets to bring our network to 59 outlets as at the end of 2006.

Malaysia, Indonesia and Thailand

Like Australia, all three markets were negatively impacted by interest
rate increases and fuel price hikes which took their toll on consumer
confidence. As a result, Malaysia ended the year with turnover down
4.8 percent while Indonesia saw turnover growth slowing to
4.3 percent. Thailand posted the best performance with sales growing
by 9.9 percent, mainly from new store openings. We added five stores in
Malaysia, seventeen in Indonesia and six in Thailand so that at the end
of the year the total store counts in these three markets stood at 58, 84
and 63 respectively.

Japan

We continued to restructure our store portfolio to exit from under-
performing locations and consequently 2006 saw a net reduction of one
outlet, taking total store count down to 20 at the end of the year.
Although sales decreased by 6.3 percent year-on-year as a result, our
operations achieved a milestone by breaking even in what has been a
challenging market for us.

GIORDANO INTERNATIONAL LIMITED
A RERBRERDE
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it%&ﬁﬁ&%ﬂﬂkﬁﬁiaﬁzﬂ%mmﬂ/ﬁ;%?1%/&\
&Faﬂi‘iiﬁﬁﬁif\ﬂ%% BYRAKENH R ZH
ERRENBERIAI A (HERELRR
/%”ﬂ%féﬂwiﬂﬁnzf%ﬁﬂ) AEERBERR
il EMEXRE  SAKERERARE

HRARFERNERTE BRAEERES
MERBER EHEERL_THE—7
m+N\E - RZZFRF+T-A=1t—0 X&E

JOINT VENTURES

South Korea

The North Korean nuclear crisis combined with record high winter
temperatures adversely affected consumer confidence and spending,
causing our sales in South Korea to decrease by 5.0 percent in local
currency terms (sales grew by 1.9 percent after translation into Hong
Kong dollars). Gross margin was pressurized due to an increase in
discounting and as a result our South Korean jointly controlled company
managed only to break even for the year. Total store count was reduced
by 20 to 148 as we continued to reorganize our store network. At

EERMBARERHATAS 2+ NEM 2  December 31, 2006, the Group held 49.4 percent in its South Korean
& #E - jointly controlled company.
TE¥EE TEEE 2
First Half Second Half Full Year
Mg South Korea 2006 2005 Change 2006 2005 Change 2006 2005 Change
= Turnover
(B¥BET) (HK$ millions) 474 478 (0.8%) 540 517 4.4% 1,014 995 1.9%
AT Comparable store
HER sales (9.6%)  (3.1%) N/A (21%)  (5.6%) N/A (6.5%)  (4.0%) N/A
R Middle East
PRAAHFELEED W3 ZEAHRERIEE  The economic boom that the Middle East enjoyed in the last couple of

Bam%  KEMBHSEEN - AE - T+4F
EEMRTELNMRUEBURRRRBRHEN

B TBEEEDL - EHER-—FRRER
G ERBAENE Bt —TTRFEE
BEABOZN\E— MALBKMAHZHEER

BIlERABEDZ 8N A EEHEREIX
AREREAZERT  FEEDPRBELQAZ
BMNEBBRLEDZ - TEH=ZZER/\BE
T(ZEZRF B —T-BE&ET) - £5H
RztEAER -+ AT S ESEERN
FEE-B-TILAE -1 _77A¢+ A
=t-B AEERERTRELATNESZ
ZZ B
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years attracted many international brands to this market, significantly
increasing competitive pressure. Meanwhile, consumer confidence was
buffeted by the sharp downturn in the local stock markets and a
continued escalation in regional political tensions in the second half.
After a strong beginning, growth slowed sharply in the latter part of the
year so that turnover grew by 8.1 percent while comparable store sales
increased by 1.6 percent in 2006. However, this was overshadowed by
a sharp escalation in rental and staff costs. Consequently, profit
contribution from our Middle East associated company decreased by
27.3 percent to HK$8 million (2005: HK$11 million). We added a total of
22 outlets in the region to bring the store count to 129 at the end of the
year. The Group held a 20.0 percent shareholding in its Middle East
associated company at December 31, 2006.
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T¥EE THEE 2F
First Half Second Half Full Year
HR Middle East 2006 2005 Change 2006 2005 Change 2006 2005 Change
2ES Turnover
(B¥BET) (HKS millions) 172 145 18.6% 187 187 = 359 332 8.1%
A &Mm 2z Comparable store
HEHE sales 5.8% 1.8% N/A (5.5%)  3.0% N/A 1.6% 2.4% N/A
ABER HUMAN RESOURCES

RZEZERNF+A=Z+—H FXEEED
—E-THEREE - AKEAERENEFIIR
BTHRRE - AEEARRERABREH
BEZIEAERBEE FREBRBREE
FHREBEBAS 270K - o AEETRMA
EREBIRFEEEFH  EHRIKABFE/AG
B2 -

B2

BRmBEEsSOER BEMRASNE
o AmERIARAEREER 2 EAE
KRB At METSZBEFHRENE - 4
HEBEREREKEN  TRETEEZHARE
TIRA - AEEKEBYRE2ERNRBE  #
BURTEBRBAAFHEER KK - Mk
BERZER EREFREHMERMEERSA
Mo AEBR _ZTLF2IBEHANTE
mRmiEE e  BEERA-B_THESAR
B ERABOURFERE - REETH
REEN-—ERB LBTEBZHERAES
o YEAPRILZMEE -

AEERE  ERFARFIZTEFR - BX
FAEERBULRRABRBAERANGAEE
AEBRZAENRETGRBEY> IXRB 2N
€ o REBBEERER Giordano Ladies° &
W1E B Giordano Ladies 7 2 ¥ B EE U H T
BR HaYRAFASERRZRE-_STt
FrEERRBREY - AEENBEERBT
BRADEMEHIGHE Giordano Ladies A
BRAGE %% -

ANNUAL REPORT 2006 % #®

On December 31, 2006, the Group had about 11,400 employees. The
Group invests heavily in training and development of staff. In addition,
generous incentive bonus schemes and share options are offered to
senior managers as a means to reward and retain a high calibre
management team. Competitive remuneration packages and goal-
oriented bonuses are also paid to different levels of staff.

OUTLOOK

International brands have significantly stepped up their activity in Asia
as they continue their search for growth and local brands have
responded by embarking on more aggressive expansion programs.
Consequently competition has intensified rapidly in all markets,
pressurizing sales growth while driving up the cost for both retail space
and talent. Instead of following the herd and engaging in a scramble for
short term growth at the expense of long term profit, we will continue to
follow through on our strategy of pursuing measured, profitable growth
through meaningful differentiation of our brands. Our primary focus in
2007 will be on executing our product and branding plans. Network
growth is targeted at 120 stores, with most of them in Mainland China.
We will also be pushing to grow our presence in India, a strategically
important market for us, and to test the waters in North America.

Acting on our conviction that meaningful differentiation is vital to
establishing and deepening customer relationships in an increasingly
overcrowded market, we will push ahead on multiple fronts with our
brand differentiation strategy. We will continue investing in Giordano
Ladies. The first two months saw Giordano Ladies achieving double-
digit turnover growth and this strong performance causes us to expect
the brand to deliver strong results in 2007. We will also continue our
expansion by launching Giordano Ladies in emerging markets such as
Malaysia.

GIORDANO INTERNATIONAL LIMITED
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AEBER =TT NFHED 2 Gordano
Concepts (e TR+ AEBRERRXEM
Giordano Concepts BFJE » W E B & B HEfE
EREFE  BURSAEEZmBHA - K
£ @I # Giordano Concepts £ Giordano
Ladies i 2 FEr - BR - BmEERLEMN
LNEt4 - B2 A# Giordano Concepts ENL A
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R B RA 5F1%7\?E%§L6iordano Ladies *
B ¥ %5 Giordano mEERENR - A&EE
CREBERARNER EEERE - K
SERFEREEEHE =M Giordano Concepts
B YHER _STLFERE PHAKAE
A EERAM Giordano Concepts i © 3
RIEOBHE - Z%bﬂ?ﬁ%ﬂ%r AEERE
Giordano Concepts K BB _EZE+H=AT
AZNALARTZE=T—EEEEKREY
BEEERME -

BEELEFRR Giordano Concepts  tEARE
B 5 A= &5 Giordano BB EHEANE S
BRUEFEERZRS  RAEREAELS A
EEHBMSREELR Wt BEMEMEL
BhR - ¥TEMRED S LEZTET - B8 Giordano
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ETTAF - AEBEHEE-_TTLFRES
PR EEHR —FM Giordano FITH » 4
FHA AP EKPE -

MEXAREERAEKNEL  HEEERKHE
E BZAAFEsREEAERERRITA
Bluestar Exchange ¥ XI[RE 2 RE K&
B &tk # & Bluestar Exchange # /TR IE &
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1 ZETLFESFTEEETARA - L2
RENERERPEWRTETAHEEH LR
MEFT T -

.

GIORDANO INTERNATIONAL LIMITED
A RERBRERDE

We also intensified our push upmarket with the launch of the new
Giordano Concepts brand in 2006, opening our first “total look”
Giordano Concepts store in Hong Kong in October and re-branding our
flagship locations in Hong Kong. We also consolidated the design,
development, merchandising and operations of the Giordano Concepts
brand with Giordano Ladies. Our goal is to position Giordano Concepts
as a more upmarket, Western European-influenced “dressed-up casual”
brand that would approach Giordano Ladies in sophistication, price
point and margin and be clearly differentiated from the core Giordano
brand. The focus of our re-branding launch had been our prime flagship
locations in Hong Kong so that at year-end, we had a total of three
Giordano Concepts stores there, and we plan to add about seven more
in Hong Kong, Mainland China, Taiwan and Singapore in 2007. In order
to leverage the positive word-of-mouth that the new brand has
generated, we agreed to have Giordano Concepts be the main sponsor
of the upcoming 31st Hong Kong International Film Festival to be held
during the latter part of March through early part of April 2007.

Although the spotlight is on Giordano Concepts, we have also moved to
re-energize the core Giordano brand by expanding and updating its
range, while keeping true to its heritage of offering basic, functional and
value-oriented casual wear for the all important middle market. The new
products have been well received and helped drive Giordano’s strong
recovery in the second half of 2006 which has extended into 2007. We
plan to add 100 Giordano outlets worldwide in 2007, about half of which
will be in Mainland China.

While atypical weather in the region certainly took its toll, Management
believes that the lack of a distinctive brand identity and product line
also contributed to the lacklustre performance of Bluestar Exchange. As
such we will re-brand Bluestar Exchange to play down its low cost
image and to re-position it as a youth-oriented urban brand. The re-
branding will proceed in phases, starting in Hong Kong in spring 2007,
and will underpin a planned expansion by 10 to 15 locations in Greater
China and new markets such as Australia this year.
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Mainland China will remain the key growth engine for the Group. Sales
growth picked up in the second half of 2006 and the momentum
continued into the first two months of 2007 despite record high
temperatures during the crucial Chinese New Year sales period, with
turnover posting a double-digit increase year-on-year. Management
aims to maintain the growth momentum by continuing to focus on
upgrading and updating its product offering and growing its retail and
wholesale networks. We are targeting an additional 50 outlets in 2007
though escalating rental costs may temper our ambitions slightly. We
will focus our main thrust on driving profitable growth in lower cost
second tier cities and inland provinces, mainly through increased
franchising. The Group will invest heavily in 2007 to increase and
upgrade its human capital to support its growth momentum in Mainland
China.

In light of the continued influx of foreign retailers, rental and staff costs
in both Hong Kong and Singapore are expected to remain on the rise.
As such, we will focus on growing comparable store sales and margins
while the number of stores is expected to stay about the same in these
two important metropolitan centres. The first two months saw turnover
growing slightly in both markets.

Improved merchandising mitigated the impact of record high
temperatures during the crucial Chinese New Year sales period such
that Taiwan saw turnover holding steady in the first two months of 2007.
However, the outlook is clouded by the increasingly volatile political
situation in the run up to the 2008 elections. As such, we will
concentrate on improving store productivity and adjusting our store
portfolio to trade up into better locations this year rather than expand
the number of stores.

With fuel prices easing, the outlook has brightened for Australia,
Malaysia, Indonesia and Thailand, and these four markets all saw solid
top line growth in the first two months of 2007. However, unusually warm
weather slowed sales in Japan. Nevertheless, overall economic trends
and business prospects for these markets remain positive.

Competition is expected to further intensify from more international
brands entering the South Korean market in 2007. We have
strengthened the new product pipeline to meet the competitive
challenge and rekindle growth, but January and February sales were
essentially flat due to the record warm weather. We will continue to with
the reorganization of our store portfolio and are planning a modest 10-
store increase to our network in South Korea in 2007.

GIORDANO INTERNATIONAL LIMITED
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Although growth in the Middle East region is expected to slow from the
torrid pace it enjoyed in the last few years, we continue to expect good
growth in 2007, and the first two months have seen turnover growing by
double-digit year-on-year. As such, despite rental and staff cost
pressures, we plan to add about 20 outlets in the region.

We launched Giordano in India in May 2006 with the first store in
Chennai. There are now two outlets in the city and both stores have
thus
underscoring the excellent reception we are enjoying. However,

experienced strong customer traffic and sales growth,

construction delays will likely cause us to come in a few stores below
our target of having at least ten stores in India by the end of 2007.

Finally, in February we opened our first Giordano store in North America
in Vancouver, and we are looking to establish additional pilot stores
elsewhere on the West Coast later this year. These franchised
operations will allow the Group to test the waters of the North American
market.

In order to execute on our ambitious branding initiatives and to reinforce
our geographic expansion, the Group will invest heavily in upgrading
and deepening its corporate and operations talent pool in 2007. Service
excellence has long been a pillar of our success, and we will be
stepping up our investment in this area in order to maintain our leading
position and enhance it as a source of brand differentiation. We will also
expand support for our franchisees and other business partners,
particularly in Mainland China, to back up our growth plans.

The other area in which the Group will invest more resources, especially
human resources, is product design and development. The aim is to
boost our design quality and capacity to buttress our new branding and
product initiatives, and to strengthen collaboration with our suppliers to
shorten our time-to-market and enable us to respond swiftly and
effectively to changing fashion and market trends.

The recovery that began in the second half of 2006 has continued to
gain momentum, and we look to the above initiatives to enable us to
sustain the double-digit turnover increase we have achieved in the first
two months of 2007.
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