“Indulgence”, the award-winning piece in the DTC s “Diamonds:
Nature” s Miracle” international diamond jewellery design contest
in May 2004.
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Management's
Discussion and Analysis

Turnover for the year was HK$956 million (2003: HK$954
million), at a level similar to that of last year. The profit for the
year was HK$7.5 million (2003: loss of HK$49.5 million), an
improvement of HK$57 million.

BUSINESS SEGMENT

During the first five months of the financial year, retail and
showrooms operation in Hong Kong were severely hit by the
outbreak of SARS. Thanks to the waivers of certain provisions by
the bankers under the Restructuring Agreement and the rapid
response by the Group to SARS via various cost cutting measures
and the redeployment of resources to the Mainland China
business that were unaffected by SARS, the Group has managed
to overcome this hardship. Both our retail and showroom
operations in Hong Kong have recovered and improved as a
result of the relaxation of independently travelling tourists from
Mainland China and the rebound of the economy of Hong Kong
in the second half of the financial year. We are cautiously
optimistic about the outlook of the tourist industry in Hong
Kong and the local economy for the current year and beyond.
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Turnover and profitability of the business in the Mainland China
grew satisfactorily. The increasing affluent population of Mainland
China continues to create increased demand for quality jewellery
products. According to DTC, the mainland market will overtake
the Hong Kong market within two years. Our local production
and the lifting of import duties on diamonds has helped to
improve the profitability of the operation in Mainland China.
Mainland China will become the major and important source of
growth for the Group going forward.

The improved retail environment in Hong Kong and the growth
opportunities in Mainland China has meant that our competitors
are expanding more rapidly and new competition is entering the
industry. To embrace the business opportunities and to stand
against the current and new competition, the Group will need to
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invest further in (i) the expansion of its retail network in
Mainland China (ii) a new production plant(s) and (iii) the
replacement of its information infrastructure at a faster pace
than what we did in the past few years.

DISPOSAL OF SUBSIDIARIES

In order to focus on our core jewellery business in Hong Kong
and Mainland China, we ceased the non-profitable operations in
Taiwan and Thailand in May 2003 and September 2003
respectively. The Group also continued to dispose of some of its
non-core properties during the year. Subject to the finalization of
the revised debt restructuring, except for two car parks and one
unit in the Summit Building, the Group considers that its
previous program of disposal of non-core properties is now
complete and it does not anticipate selling any further of its
properties (other than those mentioned above) going forward.
The Group will continue to assess its non-core operations, and if
deemed fit, dispose or close such operations to maximize its
return on funds invested.

EMPLOYEES

At the end of the financial year, the Group had approximately
957 (2003: 950) employees. Employees are rewarded on a
performance basis with reference to market rates. Other employee
benefits include medical cover and subsidies for job-related
continuing education. The Group also has an employee share
option scheme. No options were granted pursuant to the
scheme during the year.
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Staff are provided with formal on-the-job training by external
professional trainers. Experience sharing with seniors at in-house
seminars and discussion groups enhance intra-departmental

communications.

PLANS FOR INVESTMENTS

Following a number of years of under investment (due to the
restrictions of the debt restructuring and the generally depressed
state of the economy in Hong Kong), the Group now needs to
reinvest back into its core infrastructure and business to support
future growth. To start this process, the Group has budgeted
(but not committed) capital expenditure (committed amount
subject to funding availability) for the financial year 2004/05 of
HK$26 million, where a major portion goes to renovation or
relocation of outlets, expansion of outlets in Mainland China,
building a new production plant(s), and investment in new
information technology infrastructure. This planned capital
expenditure will be financed by a combination of internal
resources and the proceeds from a new issue.

LIQUIDITY, CAPITAL STRUCTURE AND GEARING

All the Group’s borrowings are denominated in local Hong Kong
dollars. Interest is determined on the basis of inter-bank market
rates.

As set out in the announcement dated 14 May 2004, four bank
creditors of the Group (“Assigning Banks”) had assigned all their
rights, title and interests in the indebtedness due to them by the
Group of amount HK$210 million (“Acquired Debt”) to Partner
Logistics Limited during the year (and in the case of one
Assigning Bank in April 2004). A revised debt restructuring
agreement is in process of negotiation among the Group, the
remaining three bank creditors (“Continuing Banks”) and Partner
Logistics Limited. It is proposed that, under the revised debt
restructuring agreement, the remaining indebtedness owing to
the Continuing Banks will be conditionally restructured to
mature over a two to three years period on a secured basis. The
Acquired Debt will be repaid after the debt of the Group payable
to the respective Continuing Banks is reduced to certain
thresholds. It is also conditionally contemplated that share capital
of the Company will be restructured.
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As at 29 February 2004, the total borrowings of the Group
amounted to HK$247.4 million (2003: HK$253.7 million) and
overall reduction of HK$6.3 million on the previous year. This
reduction is represented by repayments made out of pledged
rental income and the disposal of non-core properties and the
disposal of a subsidiary in Thailand. The Group is required to
make minimum fixed quarterly repayments of HK$24 million on
an annual basis pursuant to the Restructuring Agreement. No
quarterly repayment were made during the year ended 29
February, 2004 and repayment of HK$1,549,000 was made in
May 2004. According to letters dated 21 May 2003, 2 October
2003, 20 November 2003, 19 March 2004 and 14 June 2004
issued by the representative of the participating lenders under
the Restructuring Agreement, all the lenders agreed to postpone
the quarterly repayments due by the Group on 7 May 2003, 7
August 2003, 10 November 2003, 27 February 2004 and the
balance of repayment due on 31 May 2004 until 31 August
2004 or the completion of the revised restructuring agreement,
whichever is earlier.

The profit for the year increased the shareholders fund from
HK$33.2 million to HK$40.5 million. Gearing (ratio of interest
bearing borrowings less cash and bank balances to net asset
value) was 5 times (2003: 6 times).

The Group had cash balance of HK$39 million which is unlikely
to be enough to meet all its planned future working capital and
capital expenditure requirements. As a result, after the substantial
difficulties experienced by the Group over the last four to five
years, management 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
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the Group can meet the competition and grow and prosper
going forward. The Group now needs to address its tight
liquidity position and proposes to do so via a number of
initiatives this year which include a capital restructuring, debt
equity conversion and placement by the Group or its lender as
mentioned in the announcement dated 14 May 2004. Until this
is completed, the gearing of the Group will remain high as will
its tight liquidity position which, in turn, will constrain growth
and lead to lost opportunities. Details of the contemplated
capital restructuring and other exercises will be addressed in an
announcement which is to be published as soon as practicable.

CHARGES ON GROUP ASSETS

a) At 29 February 2004, under the Restructuring Agreement,
debentures were executed by the Group in favour of its
bankers and financial creditors charging, by way of fixed
and floating charges, all of the undertakings, properties and
assets of the Company and 17 of its subsidiaries as security
for, inter alia, all obligations and liabilities, actual or
contingent, from time to time owing by the Group to the
bankers and financial creditors. Rental revenue of the Group
is also charged in favour of the Group’s bankers.

b) At 29 February 2004, the Group pledged the capital
contribution to a subsidiary of the Group amounting to
US$235,000 and all the benefits accruing to the pledged
equity interest of 11.625% of the subsidiary to the Group’s
bankers and financial creditors as security for, inter alia, all
obligations and liabilities, actual or contingent, from time to
time owing by the Group to the bankers and financial
creditors.

¢) At 29 February 2004, the Group pledged all rights, titles
and interests in 56.46% of the entire share capital of Infinite
Assets Corp. and Tse Sui Luen Investment (China) Limited
and all benefits accruing to the pledged equity interest to
the Group’s bankers and financial creditors as security for,
inter alia, all obligations and liabilities, actual or contingent,
from time to time owing by the Group to the bankers and

financial creditors.
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EXCHANGE RATES

During the year, the transactions of the Group were mainly

denominated in local currencies, Renminbi and US dollars. The

impact of the fluctuation of foreign exchange rates of these

currencies is insignificant to the Group.

CONTINGENT LIABILITIES

(a)

At 29 February 2004, the Company has issued guarantees
to banks and financial creditors in respect of general
banking and other credit facilities extended to certain
subsidiaries of the Company amounting to HK$248,427,000
(2003: HK$251,433,000).

As at 29 February 2004, tax treatments adopted by the
Group relating to certain offshore income and agents
commission payments and promoter fees arising in prior
years are being challenged by the Inland Revenue Department
("IRD"). In the event that the Group is not successful in
defending these challenges, the Group may be subject to
significant additional tax liabilities and possibly penalties.

Save as mentioned above, as at 29 February 2004 the Group did

not have any other material contingent liabilities.
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