MANAGEMENT DISCUSSION AND ANALYSIS
BB W R D

o Group Turnover down 31.7% to HK$706.3 million

J Loss Attributable to Equity Holders of the Company of
HK$81.9 million (FY2019/20: HK$402.9 million)

o Gearing ratio at 70.2% (31 March 2020: 88.6%)

. Net debt at HK$342.5 million, down HK$127.3 million
from HK$469.8 million at 31 March 2020

o Group Inventory down HK$105.7 million or 28.3% to
HK$267.3 million

For the year under review, Group turnover decreased by 31.7%
to HK$706.3 million (FY2019/20: HK$1,034.8 million) as the
pandemic severely disrupted economic activities with lockdowns
in some of our operating regions. A loss attributable to Group
equity holders of HK$81.9 million was recorded after taking into
account the following items:

- a gain on disposal of a subsidiary of HK$97.8 million
(relating to a property in Hong Kong);

- the accounting impact from HKFRS 16 Leases (non-cash) of
HK$76.3 million (income);

— an impairment (non-cash) of HK$15.7 million relating to
right-of-use assets mainly arising from retail stores with
declined store profitability;

- an impairment loss (non-cash) of HK$54.1 million due to
revaluation of investment properties and leasehold land
and buildings as at 31 March 2021;

—  a stock provision expense (non-cash) of HK$19.3 million
relating to slow-moving watch movements; and

- an impairment of intangible assets (non-cash) of HK$5.6
million due to reducing recoverable amount.

If the above items are excluded, the Group would have reported
a loss of HK$161.3 million.
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In FY2019/20, the Group would have reported a loss of
HK$145.8 million, after excluding the following non-cash
expense items totalling HK$257.1 million:

—  the accounting impact from HKFRS 16 Leases of HK$12.3
million (expense);

- an impairment of HK$76.9 million relating to right-of-use
assets mainly arising from retail stores with declined store
profitability;

- an impairment loss of HK$66.3 million due to revaluation
of investment properties;

- a stock provision expense of HK$95.4 million mainly
relating to slow-moving watch movements; and

— an impairment of intangible assets of HK$6.2 million due
to a reducing recoverable amount.

Group gross profit margin was 46.0% compared with 48.8%
in FY2019/20 as promotional strategies were implemented to
stimulate consumer demand and to reduce inventory to enhance
liquidity.

Various government subsidies of approximately HK$31.2 million
were received in our operating regions during the reporting
period.

In FY2020/21, the Group continued with measures, including
those below, to further reduce operating costs and to strengthen
liquidity:—

e selling expenses (excluding expenses related to investment
in brand building) which fell 43.5% mainly due to reduced
rental expenses and other overheads at shops;

J Group general and administrative expenses which fell
further by 13.3% in FY2020/21 following a decrease of
21.6% in FY2019/20;

e capital expenditures which were significantly reduced by
63.2% to HK$4.2 million (FY2019/20: HK$11.4 million) in
line with Group strategy to close non-performing shops and
to rationalise shop portfolio to improve shop productivity.
Shop numbers fell by 19.4% y-o-y;
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o strict inventory control and tightened stock procurement
to reduce Group inventory balance which declined
by 28.3% against that at the end of March 2020 (after
including a stock provision expense of HK$19.3 million
for slow-moving watch movements which was made with
a view that the consumption of watch movements will
remain stagnant given the current adverse retail climate
and uncertainty around the magnitude of recoveries of the
retail and tourism sectors in the near future). Excluding the
impact of the provision expense, Group inventory balance
at the end of March 2021 declined by 23.2% or HK$86.4
million y-o-y.

FINAL DIVIDEND

The Board does not recommend the payment of a final dividend
for the year ended 31 March 2021 (2020: Nil per ordinary share).

CITY CHAIN GROUP

The CITY CHAIN Group operates around 150 stores in Hong
Kong, Macau, Mainland China (the “Greater China”), Singapore,
Thailand and Malaysia together with on-line stores for “CITY
CHAIN” and “SOLVIL et TITUS".

The CITY CHAIN Group reported a 38.9% decline in turnover
to HK$472.5 million (FY2019/20: HK$773.3 million) and a loss
before interest and tax (LBIT) of HK$69.6 million (FY2019/20:
HK$206.1 million with the impact of an impairment loss of
HK$76.9 million being right-of-use assets of the Group’s retail
stores arising from the adoption of the new HKFRS 16 Leases in
FY2019/20).

In FY2020/21, as the CITY CHAIN Group progressed with its
migration to an omni-channel business model encouraging
results were reported by our e-commerce business in Hong Kong.
Moreover, our upgraded CRM membership program “Delights”,
a key component to the development of our omni-channel
business was launched in Hong Kong and Mainland China in
2019 and continues to strengthen customer engagement. Under
COVID-19, we continued to accelerate our pace of investment,
adopting the necessary infrastructure and expertise, increasing
allocation of marketing expenditure on our online operations
such as social networking platforms to maintain quality
interactions with consumers to boost online sales and to enhance
the online brand presence of “CITY CHAIN” and “SOLVIL et
TITUS”.
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Greater China

Turnover for our CITY CHAIN operations in Greater China fell by
46.7% to HK$254.3 million (FY2019/20: HK$477.1 million) but
LBIT narrowed to HK$75.1 million (FY2019/20: LBIT HK$209.2
million) mainly attributable to tight cost control measures in
place throughout the year and the accounting impact from
HKFRS 16 Leases. In line with our shop consolidation strategy,
number of shops reduced by 19 shops compared with March
2020. A deficit in valuation of investment properties of HK$15.3
million was recorded in FY2020/21.

Notwithstanding the pandemic, we saw a mild recovery of sales
in the quarter from January to March 2021 (“Q4") with a positive
y-o-y despite reduced number of shops. We continued to see a
y-0-y sales growth from April to May 2021.

Our online business in Hong Kong delivered a promising
performance with escalating sales recorded in FY20/21 and a
satisfactory EBIT was recorded, whilst cost efficiencies at our
Mainland China watch e-commerce business continued to
improve.

Southeast Asia

Our Southeast Asian operations in Singapore, Malaysia and
Thailand were impacted by COVID-19 almost throughout the
year as curfews and movement controls were implemented
within these countries. Certain shopping malls either closed
temporarily in response to government demand for controlling
crowds and sanitization or voluntarily shortened operating
hours. Work-from-home and no dine-in arrangements were
prevalent and reduced foot traffic in shopping malls significantly.
Moreover, these economies were hit hard by muted tourism.
Despite these however, our operation teams remained agile, and
managed these unprecedented challenges with an emphasised
focus on enlarging our local customer base, growing e-commerce
sales and negotiating for rental concessions.
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Turnover at our Southeast Asian operations declined by 26.3%
to HK$218.2 million (FY2019/20: HK$ 296.2 million) with the
number of shops reduced by 17% due to the closure of certain
non-performing shops mainly in Thailand and Singapore.
Despite the challenging business environment, our Singapore
and Malaysian operations posted an EBIT (excluding exchange
difference) of HK$10.2 million. Our Singapore operations
recorded a same store growth of 11.4% in the last 4 months
of the financial year. Our Southeast Asian operations reported
an aggregate EBIT (excluding exchange difference) of HK$6.5
million (FY2019/20: HK$3.1 million) despite a loss of HK$3.7
million posted by our Thai operations.

SUPPLY CHAIN MANAGEMENT AND WHOLESALE TRADING

Turnover for this division comprising our supply chain and
wholesale trading subsidiaries decreased moderately by 10.6%
to HK$233.8 million (FY2019/20: HK$261.5 million) and an
EBIT of HK$20.0 million was posted. Excluding a provision
expense of HK$19.3 million for slow-moving watch movements,
this division would have reported a profit of HK$39.3 million
(FY2019/20, a profit of HK$30.4 million excluding a provision
expense of HK$95.4 million for slow-moving watch movements).

As the sole distributor for “SEIKO” clocks and watches and
“GRAND SEIKO” watches in Hong Kong, Macau, Singapore,
Brunei and Malaysia, our wholesale trading unit launched
various marketing campaigns, which were well received, and
with prompt service support promoted sell-through to retailers.

COVID-19 AND THE SHORT TERM OUTLOOK

In the short to medium term, the direction of the pandemic,
associated vaccine rollout and take up will continue to dictate
the pace of economic recovery in most of the regions where
we operate. Based on these factors, the Group is highly likely
to continue operating in a challenging environment for the
remaining fiscal year.

The Group will continue to adopt appropriate measures to
meet these headwinds, including closely monitoring cash flow,
operating costs, capital expenditure, inventory management;
closing non-performing shops. The financial impact of
cost containment measures will continue to be reflected in
FY2021/22. However, we will continue to accelerate investment
in our online businesses and further progress the development of
our omni-channel business.
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FINANCE

The Group’s capital management, currency and interest rate
movement are constantly monitored and reviewed by the
management of the Group to address and manage relevant
financial risks relating to the Group’s operations. The Group
maintains prudent treasury management policies to address
liquidity to finance both short-term and long-term working
capital needs for business operations. Funds are generated from
business operating activities and banking facilities in the form of
term loans and short-term trading facilities. Forecast and actual
cash flow analyses are continuously monitored. Maturity of assets
and liabilities and requirement of financial resources for business
operations are prudently managed.

Group gearing ratio was 70.2% (31 March 2020: 88.6%) with
shareholders’ funds standing at HK$487.5 million (31 March
2020: HK$530.4 million) and net debts of HK$342.5 million
(31 March 2020: HK$469.8 million). The net debts are based
on the bank borrowings of HK$512.8 million (31 March 2020:
HK$651.4 million) less bank balance and cash of HK$170.3
million (31 March 2020: HK$181.6 million of which HK$54.6
million were pledged). The bank borrowings comprised of
HK$226.2 million repayable within one year and HK$ 286.6
million with scheduled repayment after one year but repayable
on demand and were classified as current liabilities.

The decrease in gearing ratio was due to the disposal of a
property by way of transfer of shares in a subsidiary to a third
party during FY2020/21 with most of the sales proceeds used to
repay bank loans. The Group’s cash inflow from its operations
was HK$185.3 million. The unutilized banking facilities as at 31
March 2021 was HK$122.7 million.

The Group’s major borrowings are in Hong Kong dollars and
mostly based on a floating rate at HIBOR or bank prime lending
rates. As major revenues of the Group are in Hong Kong dollars
and Macanese Pataca, the natural hedge mechanism was
applied.

As at 31 March 2021, the current assets and current liabilities
were approximately HK$579.6 million (31 March 2020:
HK$718.1 million) and HK$765.3 million (31 March 2020:
HK$1,017.6 million), respectively. The current ratio was
approximately 0.76 (0.71 as at 31 March 2020).
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As at 31 March 2021, the Group'’s total equity funds amounted
to HK$494.6 million.

The Group does not use any financial instruments for hedging
purposes.

The Group does not engage in speculative derivative trading.

As at 31 March 2021, the Group does not have any significant
contingent liabilities.

The Group does not have plans for material investments or
change of capital assets.

As at 31 March 2021, certain property, plant and equipment
and investment properties amounting to HK$513.9 million
(31 March 2020: HK$640.4 million of certain property, plant
and equipment, investment properties and bank deposit) were
pledged to secure banking facilities granted to the Group. Capital
expenditure was well controlled and reduced to HK$4.2 million
(FY2019/20: HK$11.4 million).

The investment properties and leasehold land and buildings
were revalued by independent valuers as at 31 March 2021. An
impairment loss of HK$54.1 million was recorded in the year
ended 31 March 2021 accordingly.

The deferred tax asset balance decreased by HK$22.3 million
and this expense was charged to the income statement during
the year ended 31 March 2021. The decrease was mainly from a
decrease in tax losses and other temporary differences recognised
as a deferred tax asset.
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NUMBER AND REMUNERATION OF EMPLOYEES, EEHE MeBsR - RERESIZTIIFE
REMUNERATION POLICIES, BONUS AND TRAINING
SCHEMES

The Group’s remuneration policies are reviewed on a regular B [ D 1 G N G IR T 3 Sy ME R e
basis and remuneration packages are in line with market TR R B AR - S0 E BEAT AR o ARG
practices in the relevant countries where the Group operates. 2021 4F 3 A 31 H#A 1,000 1i2(2020 4F 3 A
As at 31 March 2021, the Group had around 1,000 employees 31 H < 1,120 fi0) 18 B - 4 1k 364 KA Al iR B
(31 March 2020: 1,120). The Group offers KPI related bonuses KRB MR [ BB SRR R | 8 2 S8 T & A%
to eligible employees based on the performance of the Group AR B o A2 BN PR AR B 0 15 Al ok AR BV
and the individual employee. The Group also provides related R~ HEJI ALHE -

training programmes to improve the quality, competence and

skills of its employees.

Joseph C. C. Wong E=AE

Chairman and Chief Executive Officer FIERATECA#

Hong Kong, 24 June 2021 i - 20214F6 124 H
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