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MANAGEMENT DISCUSSION AND ANALYSIS
BB W R D

o Group Turnover fell by 3.4% to HK$1,457.8 million
J Group Net Loss at HK$34.6 million

o Group Gearing Ratio at 40.3% (March 2018: 67.4%)

o Group Inventory fell by 16.6% to HK$559.8 million vs that
as at 31 March 2018

For the year under review, Group turnover decreased by 3.4%
to HK$1,457.8 million (FY2017/18: HK$1,509.1 million). The
Group reported a loss attributable to its equity holders of HK$34.6
million (FY2017/18: loss of HK$150.6 million). A gain on Disposal
of the Optical Business of HK$111.8 million was recognized
during the year ended 31 March 2019 (On 1 June 2018, the Group
completed the disposal of its entire optical retail and wholesale
businesses (the “Optical Business”) to its controlling shareholder
(the “Disposal”)).

After excluding the following items:

J the gain on Disposal of the Optical Business of HK$111.8
million (FY2017/18: nil);

J an exchange loss of HK$16.1 million (FY2017/18: exchange
gain of HK$12.0 million);

o non-cash deferred tax expenses of HK$12.8 million
(FY2017/18: HK$18.6 million); and

J an impairment of intangible assets of HK$30.3 million
in FY2017/18 and a gain on re-measurement of deferred
consideration payable of HK$10 million related to the
Group’s Swiss movement assembly facilities in FY2017/18,

the Group would have reported a loss of HK$117.5 million
(FY2017/18: HK$123.7 million).

The Optical Business was classified as discontinued operations
in accordance with the Hong Kong Financial Reporting Standard
5. A loss of HK$1.7 million (FY2017/18: HK$4.5 million) was
recorded by the discontinued operations during the year under
review.
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MANAGEMENT DISCUSSION AND ANALYSIS
BB W R D

Group gross profit margin was maintained at 50.7% comparable
to 50.9% in the previous financial year. With cautious consumer
sentiment since mid-2018, the Group strengthened measures
to further reduce costs, enhance inventory management and
liquidity. Due to these measures:—

J selling expenses (excluding expenses related to investment
in brand building) fell 6.6% mainly due to reduced rental
expenses and other store overheads;

o Group general and administrative expenses fell further by
6.3% (net of shared service income) in FY2018/19 following
a decrease of 5.7% in FY 2017/18;

o Group inventory decreased by HK$111.1 million (16.6%)
to HK$559.8 million (March 2018: HK$670.9 million) and
inventory turnover days were shortened to 284 days (March
2018: 331 days) with tightened stock procurement. The
faster stock turnover also contributed to a write back income
of stock provision of HK$2.6 million against a provision
charge of HK$18.9 million in FY2017/18;

J Group liquidity was enhanced by reductions in inventory
and capital expenditures. In FY2018/19, capital
expenditures were reduced by HK$28.3 million to HK$30.1
million (FY2017/18: HK$58.4 million). Group net cash
generated from operating activities increased to HK$69.6
million (FY2017/18: HK$45.1 million).

As proceeds from the Disposal were utilised to settle part of
the Group’s bank borrowings, the Group reported an improved
gearing ratio of 40.3% compared to 45.6% as at end of September
2018 (March 2018: 67.4%) as net debts decreased by 42.3% (or
HK$291.3 million) to HK$396.8 million.

FINAL DIVIDEND

The Board does not recommend the payment of a final dividend
for the year ended 31 March 2019 (2018: Nil per ordinary share).
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MANAGEMENT DISCUSSION AND ANALYSIS
BB W R D

CITY CHAIN GROUP

The City Chain Group operates around 220 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”.

In TH FY2018/19, same store sales growth was recorded. The
initiatives adopted to refresh the “CITY CHAIN” image and
house brand portfolio together with store consolidation and cost
reductions, contributed to the City Chain Group returning an
improved financial performance in TH FY2018/19.

However, as the trade dispute between China and the United
States intensified, and with a weakened Renminbi since July
2018, tourist and domestic spending in regions where we operate
slowed down and the positive sentiment seen in Q1 FY2018/19
did not carry through for the remaining year. Turnover over the
festive peak seasons such as Christmas and Chinese New Year
for several regions was not up to expectation despite continued
deployment of marketing campaigns.

For FY2018/19, the City Chain Group posted a y-o-y fall in
turnover of 5.0% to HK$1,166.5 million (FY2017/18: HK$1,227.8
million) while the number of operating shops contracted by
13%. A loss before interest and tax (LBIT) of HK$98.0 million
(FY2017/18: HK$48.7 million) was recorded. Excluding inventory
provision, impairment of non-performing stores, provision for
onerous contracts, exchange difference and expenditure on
brand investment, operating costs decreased by 8.3%, with rental
expenses, alone, reduced by 15.4%.

Greater China

Turnover for City Chain operations in Greater China fell by
6.5% to HK$826.3 million (FY2017/18: HK$884.1 million) with
a reduction in number of shops by 19% and a wider LBIT of
HK$98.9 million (FY2017/18: LBIT HK$53.0 million).

Despite the challenging operating environments in the 2H
FY18/19, y-o-y same store sales in Hong Kong and Macau
remained stable. Operating costs (excluding inventory provision,
impairment of non-performing stores, provision for onerous
contracts, exchange difference and expenditure on brand
investment) fell by 9.8%.
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MANAGEMENT DISCUSSION AND ANALYSIS
BB W R D

LBIT in Mainland China narrowed by 26.8% due to consolidation
of non-performing shops and a simultaneous improvement in
the productivity of operating shops. During the year, a moderate
increase of 7.2% (in local currency) in sales per shop from
FY2017/18 was attained despite a weak Renminbi, volatility in
the stock market and a marked slowdown in retail consumption
in Mainland China. In order to improve bottom-line results,
closure of non-performing shops in Northern and Southwestern
China were completed by May 2019 and shop consolidation is in
progress in Eastern China.

The turnover of our watch e-commerce business remained stable
and operating loss was reduced by 19.1% in local currency terms
compared to FY2017/18 as cost structures were streamlined to
uplift financial performance.

Southeast Asia

Despite a generally weaker market environment, our City Chain
operations in Southeast Asia reported an increase in sales per shop
of 8.9% from FY 2017/18 and turnover remained relatively stable
at HK$340.2 million (FY2017/18: HK$343.7 million) despite
a 5.4% reduction in number of shops. However, impacted by
currency depreciation against the stronger Hong Kong dollar,
an EBIT of HK$0.8 million (FY2017/18: EBIT of HK$4.2 million)
was reported. Excluding exchange loss, our operations in
Southeast Asia reported an EBIT of HK$3.4 million (FY2017/18:
EBIT of HK$4.6 million). Operating costs (excluding inventory
provision, impairment of non-performing stores, provision for
onerous contracts, exchange difference and expenditure on brand
investment) fell y-o-y by 3.5%.

Our Malaysia operations posted satisfactory results with EBIT
growing 2.3% while the LBIT at our Thai operations narrowed
by 30.9% (in local currency terms) due to sales growth of 8.0%,
following the refreshing of several key stores and effective
merchandising initiatives. However, our Singapore operations
posted a LBIT due to a difficult retail operating environment,
particularly, in 2H FY2018/19.

R B A Y I R B TR SR E 26.8% 0
SR A D R B R ARG N il B R A T A 0 2R
PE R AR S o R RN R R
i~ R IR B M R IR A b Y A R -
V51 15 & A & B 48 B 201 7/1 8 B I 4 FE AR LE B A5
IR 7.2% (LLE MBS o M — RT3
45> A 20194 5 H 2 52 BUBA PR FE 6 12 b B P 7
b [ R B R FE G T B o T Y T B A B
AT o

$12017/18 WA BUF FE AR L - S 6K T 06 B2 6510
BEBAERARE > H o ORS f UAS SE 0 LR T
BRB  EE R E T 19.1% (LU & T
) o

Pan

RED

R T IR B IR > R EE AR [ IRF IR | 5
T &l ZE4AE 201 7/18 WA BUEE - F+8.9% » 1M
TR TG B B WD 5.4% > 45 ERAERF AN B RS E
W HK$340.2 {6 #5 (2017/18 BABLAERE © HK$343.7
fH &) o SR > Z W o5 8 Bz [E 2
& AT PR A S OB TE A A A HK$0.8 16 i
(2017/18 1 BUAF J& = B A B K Bl JE /i v R &
HK$4.2 16 #) o bR S st > p nn 360 8k 18
ok ) 5L B A TEL A s A HK$ 3,445 B8 (2017/18 AL
FERE  BRAE RBLE RS R A HKS4.6 1 5 4
NS (BB A7 B 1Al ~ 3R B AR i il e
HIL B A AR B ~ T SL 2250 T T R )
) BEFETE3.5% °

Rl VY BH BE TS BRAS A T 248 > BRFLE Bt
TE T 6 P32 2.3% o T FR B 5w > i T
B 1 T S S B UL RS E o T it
TR G 8 T+ 8.0% » B F B & B T8 A1 s 8 Ui 42
30.9% (LAE ML MemEaE) o SR > BT Nk 2505
2018/19 I BUAR B T 24 4F R B 48 4 B 1% 1] kT
AT AE M B E A TR -

B () A RA A
2019 4F4F-H

30



31

MANAGEMENT DISCUSSION AND ANALYSIS
BB W R D

SUPPLY CHAIN MANAGEMENT AND WHOLESALE TRADING

This business division is made up of Stelux Group’s supply
chain unit for house brands, such as Solvil et Titus and CYMA,
its wholesale trading unit for the sole distribution of “SEIKO”
watches and clocks and “GRAND SEIKO” watches in Hong Kong,
Singapore and Malaysia; and our Swiss business units.

Turnover for this division grew moderately by 3.5% to HK$291.2
million (FY2017/18: HK$281.3 million) and together with
improved operational efficiencies contributed to a profit of
HK$40.1T million (FY2017/18: loss of HK$4.6 million, including
one-off items being impairment for intangible assets of our
Swiss movement facility of HK$30.3 million and gain on re-
measurement of deferred consideration payable of HK$10
million). The various marketing campaigns for “SEIKO” and
“GRAND SEIKO” continued during the year and were well
received; and together with committed service support provided
to retailers stimulated consumer demand and sell-through.

DISCONTINUED OPERATIONS - OPTICAL RETAIL AND
WHOLESALE

The turnover for the discontinued operations recorded during
the two month period before the completion of the Disposal was
HK$219.0 million and a loss of HK$1.7 million was sustained.

GROUP OUTLOOK

With the uncertainties surrounding the completion of a trade
deal between China and the United States impacting most of the
regions where we operate, retail sentiment is likely to remain
subdued for the remaining FY2019/20. Therefore, operational
and fiscal initiatives currently in place to reduce costs, improve
operational efficiencies and to strengthen liquidity will continue in
FY2019/20. Refreshment of stores will continue in FY2019/20 and
capital expenditures will be prudently managed.

However, as part of the Group’s long term strategy to improve its
competitiveness to adapt to changes in the consumer landscape,
the Group has prioritized investment in infrastructure and brand
development to enhance customer interaction through omni-
channels so as to improve synergies between the online and
offline businesses of the City Chain Group. In Q2 FY2019/20,
enhanced e-commerce platforms for “City Chain” and “Solvil et
Titus” and the deployment of CRM solutions are scheduled to be
rolled out.
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MANAGEMENT DISCUSSION AND ANALYSIS
BB W R D

BUSINESS MODEL AND STRATEGY

. We are a brand owner, wholesaler and retailer, covering all
aspects of the value chain to maximise returns

e We have an extensive retail network and growing online
platforms

o We offer multi-brands, both house brands and foreign
brands targeting the mid income customer

J We will invest in infrastructure and brand development to
enhance synergies between online and offline businesses

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 gearing ratio was 40.3% (31 March 2018: 67.4%) with
shareholders’ funds standing at HK$985.0 million (31 March
2018: HK$1,020.6 million) and net debts of HK$396.8 million (31
March 2018: HK$688.1 million). The net debts are based on the
bank borrowings of HK$688.3 million (31 March 2018: HK$934.4
million) less bank balance and cash of HK$291.5 million (of the
Group as at 31 March 2018: HK$246.3 million) of which HK$56.6
million were pledged (nil at 31 March 2018). The bank borrowings
comprised of HK$113.4 million repayable within one year and
HK$574.9 million with scheduled repayment after one year but
repayable on demand and were classified as current liabilities.
The cash position of the discontinuing operations as at 31 March
2018 was HK$143.1 million. At completion, cash held by the
discontinued operations in excess of around HK$60.0 million
(adjusted by foreign exchange rate at completion) was transferred
to the continuing operations.
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MANAGEMENT DISCUSSION AND ANALYSIS
BB W R D

Following the Completion of the Disposal of the discontinuing
operations, the Group received gross proceeds of HK$400 million,
of which a special distribution of HK$198.8 million was paid
to its shareholders and the remaining balance has been utilized
together with improved operating cash inflow to settle part of
bank borrowings to reduce the net debts by 42.3% to HK$396.8
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 2019, the Group’s total equity funds amounted to
HK$992.1 million. The Group’s net cash inflow from its operating
activities increased by 54.3% to HK$69.6 million and coupled
with its existing cash and unutilized banking facilities will fund its
future needs. The unutilized banking facilities at 31 March 2019
were HK$221.3 million.

As at 31 March 2019, the current assets and current liabilities were
approximately HK$1,033.8 million (31 March 2018: HK$1,883.7
million) and HK$958.6 million (31 March 2018: HK$1,600.6
million), respectively. The current ratio was approximately 1.08
(1.18 as at 31 March 2018).

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

The Group does not engage in speculative derivative trading.

As at 31 March 2019, the Group does not have any significant
contingent liabilities except disclosed in Note 33 to the
Consolidated Financial Statements.

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

At at 31 March 2019, certain property, plant and equipment,
investment properties and bank deposit amounting to HK$712.3
million (31 March 2018: HK$452.7 million) were pledged
to secure banking facilities granted to the Group. Capital
expenditures were under control and reduced to HK$30.1 million
(FY2017/18: HK$58.4 million).

During the year ended 31 March 2019, certain self-owned stores
were leased out and therefore reclassified from property, plant and
equipment to investment properties. The gain on revaluation upon
transfer to investment properties net of tax amounted to HK$202.0
million was recorded in reserves as at 31 March 2019.
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MANAGEMENT DISCUSSION AND ANALYSIS
BB W R D

The deferred tax asset balance decreased by HK$12.9 million and
this expense was charged to the income statement during the year
ended 31 March 2019. The decrease was mainly from a decrease
in tax losses recognised as deferred tax asset.

Since 31 March 2019, there have been no important events
affecting the Group which have occurred, and, hence there are no
details to disclose.

NUMBER AND REMUNERATION OF EMPLOYEES,
REMUNERATION POLICIES, BONUS AND TRAINING
SCHEMES

The Group’s remuneration policies are reviewed on a regular
basis and remuneration packages are in line with market practices
in the relevant countries where the Group operates. As at 31
March 2019, the Group had 1,550 employees. Excluding the
discontinued operations, the Group had 1,656 employees as at
31 March 2018. The Group offers KPI related bonuses to eligible
employees based on the performance of the Group and the
individual employee. The Group also provides related training
programmes to improve the quality, competence and skills of its
employees.

Joseph C. C. Wong
Chairman and Chief Executive Officer

Hong Kong, 20 June 2019
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