Stores with new image provide pleasant and comfortable shopping environment.
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The financial year ended 29 February 2004 has proved to be one
of mixed fortunes for the Group. The Group saw sales for the
first half of the year being adversely affected by the outbreak of
Severe Acute Respiratory Syndrome (“SARS”) in Hong Kong and
Mainland China while sales for the second half of the year
rebounded strongly with the aid of the easing of travel
restrictions for tourists from Mainland China. As a result, in the
second half of the year, the Group was able to make up for the
sales it lost in the first half of the year due to SARS so that,
overall, it was able to achieve a slightly higher turnover for the
year than that achieved in the previous financial year.

The impact of SARS has left the Group further financially
weakened. As a result, the Group was required to seek, and was
granted, a waiver from its banks of some of the provisions of a
restructuring agreement dated 3 August 2000 (“Restructuring
Agreement”). These waivers are continuing pending a proposed
further restructuring the Group’s borrowings and share capital as
set out in the announcement made by the Group on 14 May
2004.
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As set out in the abovementioned announcement, it is proposed
that, subject to shareholder approval, (i) a revised restructuring
agreement will be entered into by the Group with its lenders (ii)
a reduction and restructure of the Group’s share capital will be
completed (i) part of the Group’s borrowings will be converted
into shares and (iv) on completion of the aforementioned debt/
equity swap, that the Group or its lenders will complete a
placement of the Group’s shares.

In light of the substantial difficulties experienced by the Group
over the last four to five years, | believe that a further
restructuring of the Group's capital and borrowings together
with the raising of new funds is now essential to ensure that the
Group can stabilize its current financial position and rebuild its
business to ensure that the Group can meet the competition and
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grow and prosper going forward. Further announcements will be
made by the Group and a circular will be issued to shareholders
as and when appropriate in respect to the above. | would ask all
shareholders to support the further restructuring of the Group
when this matter is put before you.

Notwithstanding the setbacks due to SARS and the limited
financial resources of the Group, during the year it has
continued to consolidate and refocus its core jewellery business
to position itself to embrace the growth opportunities in Hong
Kong and Mainland China. | would like to report the progress of
these initiatives which have been undertaken and the
achievements by the Group since the last annual report:

e The capacity and the quality of our processing factory have
been improved to meet the needs of our Mainland China
business. To cater for the expansion of the Group and to
upgrade the quality of our products, the Group is (subject to
new funding), planning to set up a new factory in southern
China. It is expected that the new factory can be in
production by the end of this financial year.

e Approximately 45% of the Group’s outlets have been
changed to the new image with the new corporate identity.
More outlets will be renovated with the new image to
provide our customers with a more pleasant and comfortable
shopping environment. It is planned that approximately
65% of the Group’s outlets will bear the new image by the
end of next financial year.

e We are continuously reviewing the distribution of our retail
outlets so as to better serve our customers and exploit
profitable business opportunities. In Hong Kong, the new
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stores in Telford Garden and Tuen Mun Town Plaza have
been well received by our customers. Another new store
was opened in Causeway Bay in mid June 2004 to serve the
increasing number of tourists and the reviving local market.

A new concept store themed with contemporary jazz music
was opened in late March 2004 in Shenzhen. The brand
name, #f % B |Saxx, is an extension of the Group’s quality
products and services to the young and trendy consumer
segment in Mainland China. The performance of this new
concept store is encouraging and the Group will be carefully
expanding the number of outlets under this brand in
Mainland China to cater the needs of this segment of the
market.

Our efforts of continuously improving the quality of our
products and services to our customers have been well
recognized by the market and the industry. In May 2004, we
had the honour of, once again, being awarded the
"Superbrands Hong Kong” status by Superbrands Ltd. The
selection criteria of the award consist of goodwill, consumer
loyalty and overall market acceptance. Our Hong Kong retail
operation has recently been awarded not only the Service
Category Leader but also the Service Industry Leader under
the mysterious shopper scheme run by Hong Kong Retail
Management Association (“HKRMA"). Besides, our frontline
colleagues, Mr. Winky Fok and Mr Liu Chi Shing, were
selected as the finalists in the 2003 Service and Courtesy
Award run by HKRMA. On the product front, our jewellery
designers have also won design awards in different categories
of various local and international jewellery design
competitions. For example, Ms Vicky Tam, our Chief
Designer, won an award in the design contest themed with
Nature’s The Miracle organized by De Beer’s Diamond
Trading Company (“DTC") which attracted over 300 entries
worldwide.
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e We have completed the information technology blue print
of the Group during the year. A new information technology
structure (subject to new funding) is to be built over the
coming two to three years. The new information technology
system will enable the Group to serve our customers more
effectively with timely and accurate information and more
efficiently by streamlining the operation procedures.

We believe the above initiatives and the further proposed
restructure of the Group are important steps to lead the Group
to growth and to our mission to become the leading, most
innovative, efficient and profitable jewellery retailer in Asia. We
shall, with the support of shareholders, steadfastly and
painstakingly work to complete the above initiatives in order to
achieve our mission. On behalf of the Board, | would like to take
this opportunity to express our thanks to our bankers, business
partners, shareholders and staff for their continuing efforts and
supports in the past year and in the future.

Tse Tat Fung, Tommy

Chairman

Hong Kong
23 June 2004
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