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MESSAGE TO SHAREHOLDERS

On behalf of the Board of Directors, | am pleased to provide the results of Le Chateau Inc.
for the first quarter ended April 30, 2005.

Sales increased 19.6% to $60,601,000 for the first quarter ended April 30, 2005, compared
with sales of $50,677,000 for the first quarter ended May 1st, 2004 last year. Comparable
store sales increased by 16.9% in the first quarter of 2005 compared with the same period
a year ago.

Net earnings for the first quarter increased 112% to $4,638,000 or $0.79 per share from
$2,188,000 or $0.42 per share last year.

Net earnings attributable to Canadian operations amounted to $4,739,000 or $0.81 per
share for the first quarter, compared to $2,281,000 or $0.44 per share the previous year.
The U.S. reported a net loss $101,000 Cdn or $(0.02) Cdn per share for period, compared
to a net loss of $93,000 Cdn or $(0.02) Cdn per share for the same period a year ago.

For the first five weeks ended June 4, 2005, total retail sales increased 25.8% and same
store sales increased 19.8% compared to the same period last year.

| wish to thank our employees, customers, suppliers and our shareholders for their
continued support.

Mt

Herschel H. Segal
Chairman of the Board and Chief Executive Officer
June 10, 2005
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MANAGEMENT DISCUSSION AND ANALYSIS

Management’s Discussion and Analysis (MD & A) should be read in conjunction with the unaudited interim consolidated financial
statements for the three months ended April 30, 2005 and the audited consolidated financial statements and MD & A for the year
ended January 29, 2005. The risks and uncertainties faced by the Company are substantially the same as those outlined in the
annual MD & A contained in the Company’s 2004 Annual Report.

Results of Operations

Sales increased 19.6% to reach $60.6 million for the first quarter ended April 30, 2005, due primarily to an increase of 16.9% in
comparable store sales. Increased sales reflect the strong appeal of our spring merchandise, as well as increased square footage.

The Company’s business follows a seasonal pattern, with retail sales traditionally being higher in the third and fourth quarters due
to the back-to-school period and the Christmas season, respectively. In addition, fourth quarter earnings results are usually
reduced by post Christmas sale promotions.

Net earnings for the first quarter increased 112% to $4,638,000 or $0.79 per share from $2,188,000 or $0.42 per share last year,
resulting primarily from continued improvements in gross margins and better leverage of our store and head office costs.

Net earnings attributable to Canadian operations amounted to $4,739,000 or $0.81 per share for the first quarter, compared to
$2,281,000 or $0.44 per share the previous year. The U.S. reported a net loss $101,000 Cdn or $(0.02) Cdn per share for the
period, compared to a net loss of $93,000 Cdn or $(0.02) Cdn per share for the same period a year ago.

Dividends

On April 8, 2005, Le Chateau declared a quarterly dividend of $0.175 per share on the Class A Subordinate Voting and Class B
Voting shares. This dividend is the 46th consecutive one declared by Le Chéateau, and was paid on June 6, 2005 to shareholders
of record at the close of business on May 20, 2005.

Liquidity and Capital Resources

Cash flow from operations rose to $7.8 million for the first quarter of 2005, from $4.8 million last year, mainly as a result of higher
net earnings reported for the quarter.

Capital expenditures for the first quarter amounted to $12.1 million, compared to $5.6 million last year and related primarily to the
opening of four new stores and the renovation of over 20 existing stores. Capital expenditures were financed from cash and cash
equivalents.

Financial Position

Working capital stood at $41.7 million at the end of the first quarter of 2005, compared to $25.4 million as at May 1st, 2004 and
$47.8 million as at January 29, 2005.

Inventories increased to $32.7 million at the end of the first quarter, from $29.9 million a year earlier, due primarily to the
increased square footage resulting from four new stores and the expansion of four existing stores into adjacent premises to
accommodate menswear.

Long-term debt and capital lease obligations, including the current portions, increased to $12.4 million from $9.6 million in 2004,
after the additional long-term financing of $10.0 million in 2004 and the repayment of $1.1 million during the first three months of
2005. The long-term debt to equity ratio remained conservative at 0.14:1, compared to 0.15:1 the previous year.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Accounting Policies
Critical Accounting Estimates.

The Company'’s critical accounting estimates are substantially the same as those disclosed in the Management's Discussion and
Analysis section of its 2004 Annual Report.

Accounting Standards Implemented in 2005.
There were no new accounting standards implemented in the first quarter of 2005.
Forward-looking Statements

This “Management’s Discussion and Analysis” may contain forward-looking statements relating to the Company and/or the
environment in which it operates that are based on the Company's expectations, estimates and forecasts. These statements are
not guarantees of future performance and involve risks and uncertainties that are difficult to predict and/or are beyond the
Company's control. A number of factors may cause actual outcomes and results to differ materially from those expressed. These
factors include those set forth in other public filings of the Company. Therefore, readers should not place undue reliance on these
forward-looking statements. In addition, these forward-looking statements speak only as of the date made and the Company
disavows any intention or obligation to update or revise any such statements as a result of any event, circumstance or otherwise.

Factors which could cause actual results or events to differ materially from current expectations include, among other things: the
ability of the Company to successfully implement its strategic initiatives and whether such strategic initiatives will yield the
expected benefits; competitive conditions in the businesses in which the Company participates; changes in consumer spending;
general economic conditions and normal business uncertainty; customer preferences towards product offerings; seasonal weather
patterns; fluctuations in foreign currency exchange rates; changes in the Company’s relationship with its suppliers; interest rate
fluctuations and other changes in borrowing costs; and changes in laws, rules and regulations applicable to the Company.
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FINANCIAL HIGHLIGHTS

(Unaudited)

(In units except where otherwise stated) April 30, 2005 May 1, 2004
Working Capital ($,000) $ 41,744 $ 25444
Current ratio 2.51 2.22
Quick ratio 1.33 0.79
Long-term debt to equity * 0.14 0.15
Capital expenditures ($,000) $ 12,070 $ 5598
Number of stores at end of quarter 176 166
Total number of square feet (,000) 723 666
Book value per share $ 15.02 § 1192

*Including capital leases and current portion of debt. Excluding deferred lease inducements.

CONSOLIDATED BALANCE SHEETS

(Unaudited) As at As at As at

(In thousands of dollars) April 30, 2005 May 1st, 2004 January 29, 2005

ASSETS

Current

Cash and cash equivalents $ 33,592 $ 10,618 $ 45985

Accounts receivable and prepaid expenses 3,078 5,851 2,089

Inventories 32,708 29,862 29,393

Total current assets 69,378 46,331 77,467

Fixed assets 60,137 47,643 50,731
129,515 93,974 128,198

LIABILITIES AND SHAREHOLDERS' EQUITY

Current

Accounts payable and accrued liabilities $ 21,310 $ 16,988 $ 22397
Dividend payable 1,039 796 1,027
Income taxes payable 1,017 189 1,923
Current portion of capital lease obligations 1,421 1,493 1,399
Current portion of long-term debt 2,847 1,421 2,940
Total current liabilities 27,634 20,887 29,686
Capital lease obligations 1,965 3,386 2,329
Long-term debt 6,131 3,265 6,757
Future income taxes 1,695 1,758 1,695
Deferred lease inducements 3,012 2,100 2,487
Total liabilities 40,437 31,396 42,954

Shareholders’ Equity

Capital stock 26,628 14,798 26,393
Retained earnings 62,450 47,780 58,851
Total shareholders’ equity 89,078 62,578 85,244

$ 129,515 $ 93,974 $ 128,198

CONSOLIDATED STATEMENT OF RETAINED EARNINGS

(Unaudited) For the three months ended

(In thousands of dollars) April 30, 2005 May 1st, 2004

Balance, beginning of period $ 58,851 $ 46,388

Net earnings 4,638 2,188
63,489 48,576

Dividends 1,039 796

Balance, end of period $ 62,450 $ 47,780
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CONSOLIDATED STATEMENT OF EARNINGS

(Unaudited) For the three months ended
(In thousands of dollars, except per share data) April 30, 2005 May 1st, 2004
Sales $ 60,601 $ 50677
Cost of sales and expenses
Cost of sales and selling, general and administrative 50,526 44614
Interest 193 121
Depreciation and amortization 2,620 2,184
Write-off of fixed assets 44 215
53,383 47,134
Earnings before income taxes 7,218 3,543
Provision for income taxes 2,580 1,355
Net earnings $ 4,638 $ 2188
Net earnings per share
Basic $ 0.79 $ 0.42
Diluted 0.76 0.40
Weighted average number of shares outstanding (‘000) 5,880 5,247

CONSOLIDATED STATEMENT OF CASH FLOWS

(Unaudited) For the three months ended
(In thousands of dollars) April 30, 2005 May 1st, 2004
OPERATING ACTIVITIES
Net earnings $ 4,638 $ 2188
Adjustments to determine net cash from operating activities
Depreciation and amortization 2,620 2,184
Write-off of fixed assets 44 215
Amortization of deferred lease inducements (148) (119)
Deferred lease inducements 673 288
7,827 4,756
Net change in non-cash working capital items related to operations (6,297) (13,218)
Cash flows from operating activities 1,530 (8,462)
FINANCING ACTIVITIES
Repayment of loan to director - 566
Repayment of capital lease obligations (342) (374)
Proceeds of long-term debt - 3,238
Repayment of long-term debt (719) (318)
Issue of capital stock 235 24
Dividends paid (1,027) (525)
Cash flows from financing activities (1,853) 2,611
INVESTING ACTIVITIES
Additions to fixed assets (12,070) (5,598)
Cash flows from investing activities (12,070) (5,598)
Decrease in cash and cash equivalents (12,393) (11,449)
Cash and cash equivalents, beginning of period 45,985 22,067
Cash and cash equivalents, end of period $ 33,592 $ 10,618
Supplementary information:
Interest paid during the period $ 193 $ 121
Income taxes paid during the period, net 3,487 3,171
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NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited —Tabular figures in thousands of dollars except share information)

1.

Disclosure

These interim consolidated financial statements (the “financial statements”) do not include all disclosures required by
Canadian generally accepted accounting principles for annual financial statements and accordingly, the financial statements
should be read in conjunction with the most recently prepared annual financial statements for the 52-week period ended
January 29, 2005.

The Company’s business follows a seasonal pattern, with retail sales traditionally being higher in the third and fourth quarters
due to the back-to-school period and the Christmas season, respectively. In addition, fourth quarter earnings results are
usually reduced by post Christmas sale promotions.

Accounting Policies

These financial statements follow the same accounting policies and methods of their application as the most recent annual
financial statements for the 52-week period ended January 29, 2005.

Capital Stock

As at June 10, 2005, there were 3,415,951 Class A subordinate and 2,520,000 Class B voting shares outstanding. Further,
there are 441,740 stock options outstanding with exercise prices ranging from $3.75 to $30.49, of which 123,540 are
exercisable. Further details are provided in note 9 of the consolidated financial statements contained in the 2004 Annual
Report.

61,550 shares (2004 - 3,800 shares) were issued for cash consideration of $235,000 (2004 - $24,000) for the three months
ended April 30, 2005.

Subject to shareholder and regulatory approval, the Company has amended its stock option plan (the “Plan”) in order to
change the maximum number of Class A Subordinate Voting Shares issuable from time to time under the Plan from the
current fixed maximum number of 1,500,000 Class A Subordinate Voting Shares to a fixed maximum percentage of 12% of
the aggregate number of Class A Subordinate Voting Shares and Class B Shares issued and outstanding from time to time.

Subsequent to April 30, 2005, the Company granted 203,500 options at prices ranging from $30.25 to $30.49.

For the three months ended April 30, 2005, no compensation expense was recorded as there were no stock options granted
during this period.

For stock options granted from January 27, 2002 to January 25, 2003, if the Company had used the fair market value method
of accounting for its option plan, the Company’s net earnings and the basic and diluted earnings per share, on a pro forma
basis, would be as indicated below:

For the three months ended
April 30, 2005 May 1, 2004

Net income as reported $ 4,638 $ 2,188
Pro forma adjustment (8) (17)
Pro forma net income $ 4,630 $ 2171
Pro forma earnings per share
Basic $ 0.79 $ 041
Diluted 0.76 0.39
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NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS (continued)

4. Earnings per share

The numbers of shares used in the earnings per share calculation is as follows:

For the three months ended
April 30, 2005 May 1, 2004

Weighted average number of shares outstanding — basic 5,880,070 5,247,160
Dilutive effect of stock options 189,222 264,512
Weighted average number of shares outstanding - diluted 6,069,292 5,511,672

5. Segmented Information

For the three months ended
April 30, 2005 May 1st, 2004

Sales

Canada $ 58,685 $ 48,763

United States 1,916 1,914
$ 60,601 $ 50677

Net earnings (loss)

Canada $ 4,739 $ 2,281

United States (101) (93)
$ 4,638 $ 2188

Identifiable assets

Canada $ 125,330 $ 90,043

United States 4,185 3,931
$ 129,515 $ 93974

6. Comparative Figures

Certain comparative figures have been reclassified to conform with the presentation adopted in the current period.



