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Disposal of the Optical Business

On 26 January 2018, the Group announced the disposal of
its entire optical retail and wholesale businesses (the “Optical
Business”) to its controlling shareholder (the “Disposal”).
Following the satisfaction of certain conditions of sale, including
approval of the Disposal by the Company’s independent
shareholders, the Disposal was completed on 1 June 2018 (the
“Completion”). The Disposal has generated sale proceeds of
HK$400 million in cash, of which HK$198.8 million has been
distributed as a special distribution to shareholders of the Group.

In accordance with Hong Kong Financial Reporting Standard
5, the Optical Business is now classified as Discontinued
Operations. This management discussion and analysis together
with the financial results will focus on the remaining businesses
within the Group after the Disposal, classified here as Continuing
Operations.

o Disposal of Optical Business for HK$400 million in cash
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o Payment of conditional special distribution of HK$0.19 dollars
per share
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J Group Net Loss reduced by 15.3% to HK$150.6 million
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J Operating costs of Continuing Operations reduced by around
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The Continuing Operations comprise of watch retailing under the
“CITY CHAIN” brand; the wholesale trading of watches, including
the “SEIKO” brand, watch supply chain management and watch
movement manufacture related to its house brands, including
“CYMA” and “Solvil et Titus”.

The Discontinued Operations will be presented separately as a
single line item in the Group consolidated profit and loss account.

Summary of Results

For the year under review, turnover from the Continuing
Operations fell by 7.7% to HK$1,509.1 million (2017:
HK$1,634.9 million). A loss attributable to Group equity holders
of HK$150.6 million (2017: loss of HK$177.9 million) for the
Continuing Operations and the Discontinued Operations was
reported, representing a y-o-y reduction of around 15.3%. This
loss included a loss of HK$4.5 million (2017: loss of HK$45.2
million) for the Discontinued Operations.

After excluding the following non-cash items:—

(i) an impairment of intangible assets of HK$30.3 million
(2017: HK$3.7 million) given softened demand in the
watch industry and a gain on re-measurement of deferred
consideration payable of HK$10 million (2017: nil) related
to the Group’s Swiss movement assembly facilities;

(i) a provision for stocks of HK$23.2 million (2017: HK$23.4
million);

(iii) an impairment for property plant and equipment of HK$10.9
million (2017: HK$9.5 million) mainly for certain non-
performing shops;

(iv) an income from utilisation of provision of onerous contracts
of HK$25.0 million (2017: a provision charge HK$23.9
million); and

(v)  nil gain on redemption of convertible bonds (2017: net gain
of HK$25.4 million),
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the Group reported a loss attributable to its shareholders of
HK$121.2 million (which included the impact from the increase
in income tax expense of HK$18.6 million mainly due to non-cash
movement in deferred tax assets and liabilities), for the Continuing
Operations and the Discontinued Operations (2017: loss of
HK$142.8 million).

Gross profit margin of the Continuing Operations was 50.9%
compared to 53.5% in the previous financial year.

Operating costs for the Continuing Operations (other than
impairment of intangible assets related to our Swiss movement
production facility and the accounting impact of the convertible
bonds) decreased by around 14% due mainly to a reduction in
shop operating expenses and other office overheads.

Inventory of the Continuing Operations remained comparably
stable at HK$670.9 million (2017: HK$693.3 million), with
inventory turnover days of 331 days (2017: 333 days).

FINAL DIVIDEND

The Board does not recommend the payment of a final dividend
for the year ended 31 March 2018 (2017: nil per ordinary share).

CITY CHAIN GROUP
- City Chain Group turnover down 7.4%

- City Chain Group Loss before interest and tax (LBIT) of
HK$48.7 million

The City Chain Group operates around 240 stores in
Hong Kong, Macau, Mainland China (the “Greater
China”), Singapore, Thailand and Malaysia together with on-line
stores at https://citychain-hk.tmall.hk/, https://titus.world.tmall.com/,
http:/mall.jd.com/index-54221.html, https:/www.solvil-et-titus.hk/,
https://www.solvil-et-titus.sg/ and https:/www.solvil-et-titus.co.th.
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With returning positive sentiment, performance at the City Chain
Group gradually improved during the review period. A smaller
7.4% fall in turnover (1H 17/18: 11.1%) to HK$1,227.8 million
was reported (2017: HK$1,325.3 million) despite number of shops
declining by around 15.4%. LBIT narrowed by 58.9% to HK$48.7
million (2017: LBIT of HK$118.6 million) as closure of non-
performing shops and containment of rental and other operating
expenses also contributed.

The City Chain Group reported moderate recovery as same
store sales growth resumed in Greater China and Thailand, with
sustainable momentum further seen in the second half of the
financial year. Therefore, LBIT in 2H 17/18 was further reduced
to HK$11.0 million (1H 17/18: HK$37.7 million). After a series of
store revamps, a refreshed store image projecting an open lifestyle
vibe contributed to increased customer traffic. Up to May 2018,
around one-third of stores have been revamped or fitted out with
our new lifestyle concept. Further store revamp will continue in
FY 18/19. Moreover, enhancements to brand and product mix also
converted into higher sell-through.

Greater China

Turnover performance for Greater China reported improvement,
falling 8.3% to HK$884.1 million (2017: HK$964.5 million) given
a reduction in number of shops by 13.5%. LBIT was significantly
reduced by 50.5% to HK$53.0 million (2017: HK$107.1 million)
due to an uplift in shop productivity and cost efficiencies.

Our operations in Hong Kong and Macau recorded a y-o-y
uptrend in same store sales growth, and a stronger performance by
leveraging operating efficiencies, rental reductions and an income
from utilisation of onerous lease provision. With retail confidence
gradually returning, same store sales in Hong Kong and Macau
recorded satisfactory growth of around 8% in 2H 17/18, and the
momentum has picked up further with same store sales nearing
16% in April and May 2018. A refreshed “CITY CHAIN” image,
marketing campaigns focused on social media for “Solvil et Titus”
and “CITY CHAIN”, an enriched brand portfolio together with
increased local and tourist spending resulted in higher sales per
shop.
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During the reporting period, the closure of non-performing shops,
the positive impact from the expiry of leases with high rentals,
rental reductions upon lease renewals and other stringent cost
control measures contributed to about a 21.4% fall in operating
costs. Further positive financial impact from rental savings in
Hong Kong and Macau will also be realised in FY18/19.

LBIT in Mainland China narrowed by around 17.9% due to
encouraging growth in shop sell-through in Southern China and
the closure of non-productive shops. Single-digit growth in same
store sales continued into April and May 2018.

The turnover of our watch e-commerce business at
https://citychain-hk.tmall.hk/, https://titus.world.tmall.com/, and
http://mall.jd.com/index-54221.html, increased by about 43%
compared to last year. New online shopping platforms for “Solvil
et Titus” in Hong Kong, Singapore and Thailand have commenced
operations with further rollout for Malaysia expected in the next
few months.

Southeast Asia

Performance at our Southeast Asia operations improved with a
rebound in sales revenue per shop. Despite reporting a 17.6%
reduction in number of operating shops, turnover fell 4.7% to
HK$343.7 million (2017: HK$360.8 million). Together with
stringent cost containment, an EBIT of HK$4.2 million (2017: LBIT
of HK$11.5 million) was reported for the full year under review.

EBIT at our Malaysian operations improved by 32% while our
Singapore operations also achieved a strong turnaround posting
an EBIT of around HK$1.41 million after several successive
years of losses (2017: LBIT HK$9.35 million). Turnover at our
Thai operations was sustained and near break-even results were
posted by this subsidiary in 2H 17/18. This positive momentum
in Thailand has continued with same store sales growth of around
30% recorded in April and May 2018.
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SUPPLY CHAIN MANAGEMENT AND WHOLESALE TRADING

This business division is made up of the Group’s watch supply
chain and wholesale trading units.

Turnover fell by 9.1% to HK$281.3 million (2017: HK$309.6
million) and a LBIT of HK$4.6 million was recorded (2017: EBIT
of HK$21.5 million). The loss was mainly due to a non-cash
impairment for intangible assets of our Swiss movement facility of
HK$30.3 million (2017: HK$3.7 million), gain on re-measurement
of deferred consideration payable of HK$10 million (2017: nil)
and a stock provision of HK$17.9 million which was mainly
related to watch movements (2017: HK$9.4 million).

During the year, various marketing campaigns were implemented
by our wholesale trading business to drive performance. These
campaigns were positively received and focussed on promoting
“GRAND SEIKO” as an independent luxury brand and also a
“SEIKO” watch sports collection.

Discontinued Operations — Optical Retail and Wholesale

The turnover for the Discontinued Operations increased by 4.6%
to HK$1,271.0 million (2017: HK$1,215.5 million) and the loss
was reduced to HK$4.5 million (2017: loss of HK$45.2 million).

GROUP OUTLOOK

Over the last decade or so, like many retailers in Hong Kong,
the Group’s customer base was composed of mainly Mainland
Chinese tourists. However, the consumer landscape has changed
significantly over the last few years, and since then, we have
worked to adapt to a new generation of consumers delighting
in lifestyle and travel. We have adopted measures to refresh the
“CITY CHAIN" image and our house brand portfolio to attract a
younger clientele.

The measures adopted have so far yielded positive results, not only
drawing higher store footfall but also younger customers. Average
revenue per shop has improved, despite a lower average selling
price (compared to 2014), and same store sales growth has also
seen healthy increase. In the last three months, we have seen the
uptrend in turnover gaining momentum, and as we expect this to
continue, we will, where appropriate commence to grow store
numbers in the coming year.
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This change process has been slow but necessary to bring us back
to a position of growth. Therefore, the various operational and
financial strategies and initiatives already in place since FY 16/17
and FY 17/18 will continue and are expected to further improve
the Group’s competitiveness and to drive performance in the next
year.

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. The Group did not enter into
any derivative financial instruments for speculative purposes.

The gearing ratio of the Continuing Operations was 67.4% (61.3%
of the Group as at 31 March 2017) with shareholders’ funds
standing at HK$1,020.6 million (31 March 2017: HK$919.1
million) and net debts of the Continuing Operations at HK$688.1
million (HK$563.6 million of the Group as at 31 March 2017).
The net debts are based on the bank borrowings of the Continuing
Operations of HK$934.4 million (HK$1,097.4 million of the
Group as at 31 March 2017) less the cash and cash equivalents
of the Continuing Operations of HK$246.3 million (HK$533.8
million of the Group as at 31 March 2017). The cash position of
the Discontinued Operations as at 31 March 2018 was HK$ 143.1
million. At Completion, cash held by the Discontinued Operations
in excess of HK$56.0 million was transferred to the Continuing
Operations as part of the purchase consideration adjustments on
a debt free basis.

Following the Completion of the Disposal of the Discontinued
Operations, the Group received proceeds of HK$400 million, of
which a special distribution of HK$198.8 million was paid to its
shareholders and the remaining balance will be deployed to settle
bank borrowings to strengthen the balance sheet of the Group.
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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 2018, the Group’s total equity funds amounted
to HK$1,028.8 million. The Group'’s cash inflow from operations
amounted to HK$45.1 million and coupled with its existing cash
and unutilized banking facilities will fund its future needs.

As at 31 March 2018, the current assets and current liabilities
were approximately HK$1,883.7 million (HK$1,885.3 million
as at 31 March 2017) and HK$1,600.6 million (31 March
2017: HK$1,699.9 million), respectively. The current ratio was
approximately 1.18 (1.11 as at 31 March 2017).

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

The Group does not engage in speculative derivative trading.

As at 31 March 2018, the Group does not have any significant
contingent liabilities except as disclosed in Note 34 to the
Consolidated Financial Statements.

Other than the Disposal, the Group does not have plans for
material investments or change of capital assets.

Other than the Disposal, there was no change in the capital
structure of the Group and no change in the composition of the
Group during the period under review.

At at 31 March 2018, certain property, plant and equipment and
an investment property of the Continuing Operations amounting
to HK$452.7 million (HK$272.8 million of the Group'’s property,
plant and equipment at 31 March 2017) were pledged to secure
banking facilities granted to the Group.
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NUMBER AND REMUNERATION OF EMPLOYEES, EEZHE - Me  BERESEIFE
REMUNERATION POLICIES, BONUS AND TRAINING
SCHEMES

The Group’s remuneration policies are reviewed on a regular basis G 1 D HE 5 B 1 N IR T 3 s YER > fEE
and remuneration packages are in line with market practices in TR MR B R S BEAT AR ET o A AR
the relevant countries where the Group operates. As at 31 March 201843 A 31 H3:452,863 17 (20174 = 3,102
2018, the Group had 2,863 (2017: 3,102) employees. Excluding f0) M B o MERAC s 2R > AL’ 20184E3
the Discontinued Operations, the Group had 1,656 employees A31THILHE 1,656 (20174F = 1,8350) E & - 4k
as of 31 March 2018 (2017: 1,835). The Group offers KPI related P L S A A Al B 3 BB e [ R SR AR A
bonuses to eligible employees based on the performance of the BRI G T A EMIIER - IR B 1
Group and the individual employee. The Group also provides RGBSR B R - eI RAne -

related training programmes to improve the quality, competence

and skills of its employees.

Joseph C. C. Wong EHAIE
Chairman and Chief Executive Officer T RITECF
Hong Kong, 21 June 2018 - 201846 A21H
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