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Management's

Discussion & Analysis

Group Results

For the financial year ended 28 February 2007 the Group achieved (i) a consolidated turnover of HKS 1,510
million (2006: HKS 1,324 million), an increase of 14% on that achieved last financial year and (ii] an overall profit
attributable to equity holders of the Company of HKS55.6 million (2006 : Loss of HK$47.98 million). Earnings
per share were HK26.8 cents. (2006:10ss per share:HK23.2cents)

This is a major turn around on the result reported last financial year; however, it needs to be noted that last
year's result was adversely affected by a provision of HKS51 million made by the Group in that year relating to
prior year tax disputes with the Hong Kong Inland Revenue Department (“IRD")
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Business Review and Prospects

Retail Operations in Hong Kong, Mainland and Overseas

During the period under review, the Group opened two new stores in Hong Kong in Tuen Mun and
Shatin. Overall, the retail environment in Hong Kong showed a marked improvement in the second
half of the year which coincided with the Group’s peak sales period. Overall, our Hong Kong retail
business achieved an 8.3% increase in sales over that achieved last year — a trend that we hope will
continue/carry into next financial year. The retail environment in Hong Kong still remains competitive
and, at times, patchy and so we are still maintaining our cautious approach to our investment in

this area.

The Group opened and/or renovated 27 stores in the Mainland. Sales from our business in the
Mainland have increased with growth being achieved from the strength of the market generally,
improved merchandising and our new store openings. In September and November 2006, the
Group successfully acquired a further 24% stake in its Mainland business from its joint venture partner
increasing its interest from 56.46% to 80.46%. The Group sees its Mainland business as being one of its
major growth engines going forward and it will continue to invest in this business to capitalize on the
current market opportunities in the Mainland.

The Group’s showroom business continues to trade well with a pleasing increase in the overall
number of both Mainland and non-Mainland tourists visiting its showrooms during the period. The
Group expects that this business will continue to prosper and grow in line with the continuing
increase in tourists visiting Hong Kong and notwithstanding the recent negative publicity in both
Hong Kong and the Mainland arising from some unscrupulous operators that were identified in the
market. We believe that the steps being taken by the Travel Industry Coundil, the Hong Kong Tourism
Board and the Mainland authorities to address this issue will be successful and that the market and
opportunities for long standing and reputable operators like the Group will be further enhanced.

The Group’s export business grew by 42% during the period under review. We will continue to
expand this business by identifying and entering new and emerging markets and by expanding our
product offering to the market next financial year. The Group’s export business is set to become one of
the two major sources of growth for the Group over the next 3-4 years.

Our Malaysian business saw good growth during the period under review due to a buoyant
economy in that region and improved merchandising.
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Infrastructure Reinvestment Program

The Group has now completed the majority of the projects undertaken by it in
respect of this program with only the IT project still remaining to be completed. The
first and second phases of the IT project were successfully launched in our Hong
Kong retail operations in September 2006 and in the Mainland retail operations and
our Hong Kong head office in January/February 2007. The remaining (and final)
phase of the project will be rolled out across the Group over the next 6 months
The update of the Group’s overall [T infrastructure, ranging from its office to
manufacturing to retail operations, will be completed by August 2007. \We believe
that this project, after completion, will result in cost savings and better information
for serving our customers and improving profitability.

Overall, projects undertaken under this program have led to an increase in the
Group’s overhead costs over the last 3 years. This increase in overhead costs will
continue for a little longer (albeit at a lesser rate to that incurred by the Group in the
past) until the completion of the IT project.
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Finance

The Group has adopted certain new and revised Hong Kong Financial Reporting Standards (“HKFRSs") in
the current period. The impact of these HKFRSs on the financial statements has been fully set out in note |
1o these accounts.

Capital expenditure including store renovation and expansion, information technology investment and
machinery made during the period was approximately HKS42 million. This was mainly financed from
bank borrowings and internal resources.

Liquidity, Capital Structure and Gearing

At 28 February 2007, the Group's total borrowings were HKS149.6 million, an increase of HKS0.4 million
since 28 February 2006. Despite the increase in borrowing, our debt to equity ratio (ratio of net
borrowings to net assets) has decreased from 23.2% to 18.3% mainly because of the increase in net assets
value resulting from the profit during the year.

At 28 February 2007, the Group had cash balance of HKS99.2 million which is sufficient for the present
working capital requirements.

Pledge of Assets

(1) At 28 February 2007, the Group had granted debentures in favour of its bankers and financial
creditors charging, by way of fixed and floating charges, all of the undertakings, properties and assets
of the Company and of its 18 subsidiaries as security for, inter alia, all obligations and liabilities, actual
or contingent, from time to time owing by the Group to the bankers and financial creditors. Rental
revenue of the Group is also charged in favour of the Group’s bankers.

(2) At 28 February 2007, the Group had pledged the capital contribution to a subsidiary of the Group
amounting to US$232,500 and all the benefits accruing to the pledged equity interest of 11.625% of
the subsidiary to the Group's bankers and financial creditors as security for, inter alia, all obligations
and liabilities, actual or contingent, from time to time owing by the Group to the bankers and financial
creditors.

(3) At 28 February 2007, the Group had pledged all rights, title and interest in 80.46% of the entire share
capital of Infinite Assets Corp. and Tse Sui Luen Investment (China) Limited (“TSL China“) and all benefits
accruing to the pledged equity interest to the Group’s bankers and financial creditors as security for,
inter alia, all obligations and liabilities, actual or contingent, from time to time owing by the Group to
the bankers and financial creditors.

(4) At 28 February 2007, the Group had pledged the entire issued share captial of a subsidiary as an
equitable mortgage to secure the loan of US$2,100,000 for acquiring the additional 24% interest in
TSL China.

Exchange Rates

During the year, the transactions of the Group were mainly denominated in local currencies and US dollars.
The impact of the fluctuation of foreign exchange rates of these currencies is insignificant to the Group.
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Contingent Liabilities

(1) At 28 February 2007, the Company has issued guarantees to banks and financial creditors in respect of general banking and

other credit facilities extended to certain subsidiaries of the Company amounting to HKS$ 129,298,000 (2006:HKS 150,096,000).

(2) As set out in the announcements of the Company dated | February 2006 and 20 April 2006, the Company was informed
that two directors, a consultant and an employee were charged by the Independent Commission Against Corruption (“ICAC")
relating to the alleged offences under the Prevention of Bribery Ordinance, the Crime Ordinance and the Theft Ordinance
("the ICAC Charges”).

Under the Company’s Bye-Laws, the Company may be required to indemnify its directors from and against all actions, costs,
charges, losses, damages and expenses which they or any of them may incur in execution of their duty, provided that such
indemnity shall not be extended to any matter in respect of, among other things, fraud and dishonesty.

The directors have consulted with the Company’s legal advisers as to what legal implication the ICAC Charges may have,

if any, for the Group as a whole. In view of the discussions with the legal advisers, the directors are of the view that they are
not in a position to conclude that whether and/or to what extent the Company may be required to indemnify the directors
involved in relation to the ICAC Charges. As a result, the directors will, in conjunction with the Company’s legal aavisors,
consider any such claims as and when they are received and the Company with make such a provision or adjustment in the
accounts as deemed necessary at that time.
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(3) As at the balance sheet date, the disputes of certain subsidiaries with Inland Revenue Department ("IRD”)
regarding the tax treatment of certain offshore income and agent commission payments and promoter
fees arising in prior years is undetermined. The Group has established a provision of approximately
HKS91,000,000 in respect of such disputes. In the event that the Group is not successful in defending
the tax treatments adopted, the Group may be subject to significant additional tax liabilities and possibly
penalties which, under the provisions of the current tax legislation, may be up to three times any tax
under-reported as assessed by the IRD. Furthermore, the ICAC's allegations as mentioned in (2) above and
the ongoing investigation may or may not have impact on the IRD's challenges on the tax treatments
adopted by the Group relating to agent commission payments and promoter fees arising in prior years.
The directors consider that it is impractical to estimate the potential amount of additional tax liabilities
arising if the IRD's challenge in respect of the agent commission payments and promoter fees is successful.

Employees
As at Z8pFebru2{y 2007, the total number of employees of the Group was approximately 2,700 (as compared
to 2,500 as at 28 February 2006). The increase in headcount was mainly in sales and marketing in Mainland
China. Employees are rewarded on a performance basis with reference to market rates. Other employee
benefits include medical cover and subsidies for job-related continuing education. The Group also has an
employee share option scheme. No options were granted pursuant to the scheme during the year.

Retail front line staff are provided with formal on-the-job training by internal seniors and external professional
trainers. Experience sharing with seniors at in-house seminars and discussion groups enhance intra-
departmental communications.
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