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Chan Sing Chuk, Charles, Ph.D, JP
Group Chairman

| am pleased to present the annual report of Continental
Holdings Limited (“the Company”) and its subsidiaries (“the
Group") for the financial year ended 30 June 2004.

BUSINESS REVIEW

During the year, the Group has achieved a turnover of
HK$1.25 billion as compared to HK$1.22 billion of last year,
representing a growth of 2.5%. Profit attributable to
shareholders was HK$15.2 million (2003: HK$10.1 million) a
growth of 50% and earnings per share was HK5.4 cents
(2003: HK3.6 cents).

Though 2003 was a challenging year, and with the aftermath
of the Severe Acute Respiratory Syndrome (SARS) and conflicts
in the Middle East, our Group has been able to maintain a
steady growth in business.

The competition of jewellery manufacturing will continue to
be strong in the coming year. Our Group will maintain our
market competitiveness by exerting every effort in our core
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business of diamonds and jewellery. The overall strategy is to
keep our production costs low and penetrate our export
markets by introducing innovative products and styles for
different target segments. Our Group will also look into the
possibility of extending our retail arms at strategic locations
both in Hong Kong and China.

To broaden and diversify the income source, our Group has
deployed our internal resources together with bank
borrowings to acquire interest of the property at Nos. 523 to
527, Hennessy Road, Hong Kong, transaction of which will
be completed before end of 2004. Our management is
confident that this investment will contribute and further
enhance the income of the company.

BUSINESS OUTLOOK

Our Group remains cautiously optimistic and adopts a
discerning effort in maintaining a healthy balance sheet.

Participated in DTC Advertising
Campaigns — Celebration
Diamonds (Upper) and Natural
Diamond Solitaire Campaigns
(Below)
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nPEE  MBEERER LIQUIDITY, FINANCIAL RESOURCES AND GEARING
RZZEFTMFAAA=+AH ' &Ex&E As of 30 June 2004, the Group had a low gearing ratio of 0.15
EzRITEEHERRESE - (2003: 0.04), calculated on the basis of the Group’s bank
REEZEEBBLXRERFR0.15 borrowings over shareholders’ funds. Total cash and bank
(ZZT=F:0.04) ZEKTF - He balances was HK$74,911,000 (2003: HK$157,730,000) while
KERITAE SR 4258 /574,911,000 7T bank loans and overdrafts was HK$93,008,000 (2003:
(ZEZF =% : 157,730,000/ 7T) - HK$22,257,000). The movement represents the acquisition of
RITEF KiEE /£93,008,000%8 T an investment property. These bank loans and overdrafts are
(ZZEZ =4 :22,257,000%7T) ° secured by first legal charges over investment properties, certain

8= E DAY, Hﬁl Eﬁ —IEBREMEFR leasehold land and buildings, share mortgage of a subsidiary,
55( ° EZ ERITERRBEZAREY) assignment of rental income of an investment property and
ES Fa"ﬁiaiﬂﬁ&k &2 E— corporate guarantees executed by the Company.
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Grand opening of Continental Diamond Ocean Terminal
Boutique, ribbon cutting ceremony by Ms. Vicki Chan
(General Manager of Continental Diamond), Jessica Hsuan
(Famous Hong Kong Actress), Chan Sing Chuk, Charles,
Ph. D, JP (Chairman and Managing Director of Continental
Holdings Ltd.,) Mrs. Chan Cheng Siu Yin, Shirley (Executive

Director of Continental Holdings Ltd.,) Sofia Rahman (Hong Continental Diamond Boutique in Ocean Terminal, Tsim Sha
Kong Top Model), Mr. Ip Chi Kin (Director of Continental Tsui, opened in November 2003
Holding Ltd.) (LRI GEAE Z [BFEAER - EE=F+— AR -
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PLEDGE OF ASSETS AND CONTINGENT LIABILITIES

As of 30 June 2004, the Group's investment properties, certain
leasehold land and buildings and shares of a subsidiary
company were pledged to bank to secure the general banking
facilities. The Inland Revenue Department (“IRD"”) of Hong
Kong is in the process of reviewing the tax of a subsidiary of
the Company. The directors of the Company are of the opinion
that the Group’s tax provision is fairly presented. The tax
liabilities relating to the aforementioned review by IRD are
approximately HK$6.6 million.

CAPITAL STRUCTURE

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

There was no change to the Group’s capital structure during
the year ended 30 June 2004. In the light of the current
financial position of the Company and provided there is no
unforeseeable circumstance, the management does not
anticipate the need to change the capital structure.
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NUMBER OF EMPLOYEES, REMUNERATION POLICIES
AND SHARE OPTION SCHEMES

The Group employs a total of approximately 2,300 employees
with the majority in the PRC. The Group remunerates its
employees largely based on the industrial practice. There is
no share option scheme being adopted by the Company.

EXPOSURE TO FLUCTUATIONS IN EXCHANGE RATES
AND RELATED HEDGES

With the exception of the UK subsidiary, all transactions and
the borrowings of the Group are primarily denominated in
US Dollars and/ or Hong Kong Dollars. The risk of foreign
exchange fluctuations is minimal under the peg. During the
year, the Group did not use any financial instrument for
hedging purposes. As of 30 June 2004, there was no hedging
instrument outstanding.

ACKNOWLEDGEMENT

On behalf of the Board, | would like to express my sincere
gratitude to the Group’s management and staff member for
their dedication and hard work, our customers for their
confidence and support for our products and our shareholders
for their trust and support.

On behalf of the Board
Chan Sing Chuk, Charles
Chairman

Hong Kong, 20 October 2004



