MANAGEMENT DISCUSSION AND ANALYSIS

The Group’s results

In 2005, Chow Sang Sang as a Group recorded a turnover of HK$5,761
million, the decrease of 18% from the HK$7,017 million of 2004 being
caused by a fall in the volume of wholesale of gold bullion. Profit
attributable to shareholders amounted to HK$187 million, decreasing
by 7% from the HK$201 million (restated) of 2004. Earnings per share
dropped to HK31.12 cents from HK33.37 cents (restated).

Overview

The Group is engaged in three businesses: jewellery retail, wholesale
of precious metals, and brokerage of stock and futures.

Retail of jewellery is conducted by Chow Sang Sang Jewellery Company
Limited and several of its fellow subsidiaries. At the end of 2005, they
together operated 34 shops in Hong Kong and 61 shops in Mainland
China, bearing the name “Chow Sang Sang”. They also operated another
chain called “Emphasis Jewellery”, which had 6 shops in Hong Kong,
22 shops in Taiwan and one shop in Macau. Chow Sang Sang also
owns and manages the operation of the jewellery shop in Hong Kong
Disneyland whose moniker is “Midtown Jewelry”.

Chow Sang Sang positions itself as a brand of international calibre
operating in Greater China. Its medium term goal is to become the top-
notch jeweller in the Mainland market, a position similar to those it
already occupies in Hong Kong and Taiwan.

The Mainland retail network now covers 35 cities, including Beijing,
Shanghai, Tianjin, Chongqing, Guangzhou and other provincial capitals
and major towns. More shops are planned at the rate of about 15 per
year.

All the shops in all of Greater China are owned and operated by the
Group. None has been franchised or licensed. This strategy requires
more intensive use of capital and human resources and may result in a
slower pace of expansion than that achieved by its competitors, but it
affords better and more effective brand management.

The Group has its own jewellery manufacturing facilities in Shunde
and Qingdao, Mainland China and in Hong Kong. It purchases finished
goods from other suppliers in Mainland China and Hong Kong, as well
as items made to its design and specifications.
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MANAGEMENT DISCUSSION AND ANALYSIS

Besides jewellery designed in-house, the Group offers customers a wide
selection of international brands, such as Stefan Hafner, The Love
Diamond, Elara, DTC Forevermark, Marco Bicego and Calgaro. Teams
of merchandisers regularly visit Europe and Japan to search the market
for new additions.

Although jewellery items made of gold and platinum remain a staple
in the Group's array of merchandise, diamond-set jewellery has been
taking on increasingly dominant significance. This has prompted the
Group to move into buying rough diamonds and have them polished
to order. The Group is already vertically integrated in that it buys gold
and platinum for jewellery manufacture, and going upstream in diamond
supply is a logical extension.

Chow Sang Sang is one of the 93 worldwide “Sightholders” of the
Diamond Trading Company (“DTC”) in London, which controls some
50% of the global diamond mine output. As such it is able to buy
rough diamonds on a regular basis from the DTC. Rough diamonds so
purchased are sorted according to criteria set for its own jewellery
manufacture. Those falling within the specifications will be sent to be
polished and the remainder will be sold off. The Group does not plan
to develop a diamond polishing or wholesale business. The purpose of
purchasing rough diamonds is to gain better control of part of the
supply chain of polished diamonds. The Group continues to buy
polished diamonds from other suppliers.

The chain Emphasis Jewellery has successfully transformed itself into a
purveyor of highly fashionable jewellery in an intimate setting, thus
complementing Chow Sang Sang’s broad-platform approach. It also
operates in Taiwan (22 shops) and Macau (1 shop), offering in all a
wider selection of merchandise, including items from Chow Sang Sang.

World Commercial Sales Company Limited is a member of the Group
that is engaged in the wholesale of gold, platinum and palladium in
Hong Kong. This is a high turnover-value low-margin business that
nonetheless is a useful adjunct to the Group because the Group is a
major user of gold and platinum. The company minimises risk by not
taking any positions in gold, only a small one in platinum, and by
matching sells and buys meticulously.
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MANAGEMENT DISCUSSION AND ANALYSIS

Chow Sang Sang Securities Limited and Chow Sang Sang Futures Limited
together operate 8 sales offices in Hong Kong, as well as Internet
trading platforms for stock and futures. The companies service a small
niche market of retail clients, providing professional personalised service
while leveraging on the Group’s branding and network. The businesses
are conducted in a conservative manner with emphasis on controls
and risk management.

Jewellery retail

Retail of jewellery accounted for 41% of the Group's turnover, rising
from the 32% in 2004. Despite an increase of 6% in turnover to
HK$2,381 million, operating profit decreased by 7% to HK$173 million.

Hong Kong & Macau
Turnover recorded an increase of 2% to HK$1,999 million during 2005
(2004: HK$1,966 million (restated)), accounting for 84% of the total
turnover in jewellery.

During the year, 7 new shops were opened. Seven shops were closed,
due either to landlords” untenable rental demands or to the locations
having become unattractive. The street-level shop in Tuen Mun was
relocated to a shopping mall. The shop in Hong Kong Disneyland was
opened in August and the Emphasis Jewellery shop in Macau was
opened in December.

Turnover was higher than that of 2004, but the increase was not as
high as might have been expected with the new shops, and a number
of existing shops registered declines from 2004.

With the price of gold at historic heights, the turnover fell below their
prior year levels. Gross profit was about par, however, thanks to a
sharp increase in the trade-in of gold in December that was spurred on
by a hike in the price of gold.

After the festive months of January and February, the sale of gem-set
jewellery drifted along until the fourth quarter, and in December it
started to climb and more than made up lost ground.
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MANAGEMENT DISCUSSION AND ANALYSIS

Because of the erratic attendance at the park, the turnover at Midtown
Jewelry in Hong Kong Disneyland has been far below expectation.
From our experience, turnover at the shop is very much dependent on
the visitors volume in the park, as well as the mode of travel of such
visitors. Large groups that are bound by preset timetables are not likely
to have the time and leisure to shop seriously at Midtown Jewelry.
Nonetheless we believe contribution from the shop should improve,
once the park overcomes its difficulties with attendance and starts to
attract more affluent independent to visits from the Mainland.

Despite a higher turnover, net profits fell because of higher expenses
in shop rents and salaries. On average, rental expenses have gone up
11% upon renewal of leases. However, total rental expenses have
gone up 30%. In order to keep rental expenses under control, we
assess every rental proposition, be it for a new lease or a renewal,
carefully with respect to the expected return and the strategic value of
the shop concerned.

We have signed a lease for space in Skyplaza, the new addition to the
terminal facilities at Hong Kong International Airport. The shop is
scheduled to open in the second half of 2006. With the excellent
traffic flow attained by the Airport, our current presence there in the
form of two relatively small shops is inadequate.

Salaries had gone up because we have strengthened our brand
management team at senior level and we have expanded our workforce
in preparation for the new shops. However, staffing for the new shops
has been fine-tuned since the opening, in line with actual requirements.

In order to hold down costs, the programme to refurbish the older
shops to the brand-image standard has been drawn out, to be completed
in 2007.

We continue to put heavy emphasis on diamonds, especially branded
diamonds such as The Love Diamond. Since the beginning of the year,
we have been buying rough diamonds from the DTC in London under
their “sightholder” arrangement. Buying and processing rough diamonds
to feed our diamond usage in jewellery manufacturing has enabled us
to expand our supply of The Love Diamond and other goods.

Emphasis Jewellery has completed its positioning as a “fashion jewellery
trend-setter”. Its new look and shop image have drawn admiration
from shopping mall managements and it is building up its new clientele
successfully. During the year, 3 shops were refitted. A new shop is
slated to open in Taikoo Shing in 2006.
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MANAGEMENT DISCUSSION AND ANALYSIS

Mainland China

During the year turnover from the Mainland shops increased by 61%
to HK$285 million (2004: HK$177 million), representing 12% of the
total turnover in jewellery.

New shops opened in the year numbered 21, bringing the total at the
year end to 61. We have established our presence in cities such as
Jinan, Nanjing, Wuxi, Liuzhou, Wuhan and Dongguan; we have also
expanded the number of shops in other key cities in which we already
have shops.

We expect to open 15 shops in 2006 and 6 were already opened at the
time of this report. With the current total of 67 shops, we expect to
increase our spending on advertising and promotion, with particular
focus on our proprietary product lines, licensed products and exclusive
brands such as The Love Diamond, Lady Hearts, Hello Kitty and Disney.
At the same time, our training and development programmes for
mainland staff will be geared up in order to keep pace with our network
expansion.

Taiwan

During 2005, turnover from Emphasis Jewellery shops dropped by 7%
to HK$97 million (2004: HK$104 million), or 4% of the total turnover
in jewellery.

The economy continued to be slow, the unsettled political climate
likely a dominant cause. Department stores, in which most of our
stores are located, frequently resorted to price competition, as did our
major competitors. As a result, turnover decreased and profit margin
dropped.

We have ceased to be the distributor for 4°C of Japan in Taiwan; three
shops had been closed but the amount written off as a result is not
significant.

In line with the new positioning of Emphasis Jewellery, we shall focus
on gem-set jewellery in higher price brackets.

Wholesale of precious metals

The wholesale business recorded a turnover of HK$2,932 million,
dropping 35% from the HK$4,503 million in 2004. Operating profit
dropped by 29% to HK$7 million. The turnover was 51% of the Group’s
total, and the profit 3% of the Group's profit.
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MANAGEMENT DISCUSSION AND ANALYSIS

In an effort to develop the business, we are setting our sight on
palladium, rhodium and their solutions used in electroplating. We will
also explore the possibility of getting into the mainland market.

Securities and Commodities broking

For 2005, the transaction volume was HK$12 billion, as compared to
HK$14 billion in 2004. Commission income and operating profit
decreased 20% and 37% to HK$31 million and HK$13 million,
respectively.

During the year, trading volume in the stock market increased as the
economy improved. However, Group C brokers continued to under-
perform the market, with aggregate market share shrinking from 17%
as of December 2004 to a new low of 13% in 2005. Our business
volume was similarly affected, despite the launch of the new Internet
futures trading service during the year. This is caused by increased
competition from banks with their near predatory pricing tactics.

Looking forward, our strategy continues to place heavy emphasis on
service and branding, with specific focus on key customer segments.

Investments

Properties

Most of the Group’s properties are held for its own use as jewellery
shops and factory premises. Rental revenue from investment properties
increased to HK$8 million (2004: HK$7 million (restated)), which
accounted for less than 1% of the Group’s overall turnover.

In September 2005, the premises known as G/F and M/F, 22-26 Heung
Sze Wui Road, Tuen Mun, was sold to an independent third party. The
property was originally acquired in 1985 to serve as the premises for
our jewellery shop, but its location had in recent years became
unattractive for the purpose.

Shares in Hong Kong Exchanges and Clearing Limited

Shares in Hong Kong Exchanges and Clearing Limited (“HKEC”), received
as distribution from the merger of the stock and futures exchanges in
2000, are being held by the Group as available-for-sale investment. At
1 January 2005, the Group had 5,653,500 shares.

During the year, 700,000 shares were sold at a gain of HK$16 million.
As at 31 December 2005, the Group held 4,953,500 shares of HKEC
and the unrealised gain on the holding amounted to HK$159 million
(2004: HK$117 million).
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MANAGEMENT DISCUSSION AND ANALYSIS

Finance

Financial Position and Liquidity

The Group centralises funding for all its operations through the corporate
treasury based in Hong Kong. This policy achieves better control of
treasury operations and lower average cost of funds.

As at 31 December 2005, the Group had net cash and cash equivalents
of HK$175 million, and total undrawn bank and other credit facilities
of approximately HK$528 million. The Group generates strong recurring
cash flows from its core jewellery business.

Total borrowings for the Group as at 31 December 2005 amounted to
HK$98 million, which is repayable in one year. The Group's policy is
to obtain financing on an unsecured basis whenever possible, and
unsecured debt accounted for 100% of total borrowings as at 31
December 2005. The Group has a low gearing ratio of 5%, based on
net debts of HK$98 million and shareholders’ equity of HK$2,092
million. At 31 December 2005, the current ratio was 4.1, based on
current assets of HK$1,995 million and current liabilities of HK$485
million. Most of the cash is deposited in the leading banks of Hong
Kong in either HK dollar or US dollar.

Foreign Exchange Risk Management

The Group considers its foreign exchange exposure insignificant. The
Group has foreign currency exposure in Renminbi (“RMB”), Taiwanese
dollars, Euro and Japanese Yen. Currency risks are managed by partly
financing non-Hong Kong dollar assets with loans denominated in the
relevant currency. As at 31 December 2005, total foreign currency
borrowings excluding RMB borrowings amounted to approximately
HK$5 million. RMB loans at the year end amounted to RMB76 million
(2004: RMB6T million) and are used for the operations in Mainland
China.

Most of the Group’s assets and liabilities, revenues and payments are
in Hong Kong dollars and US dollars.
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MANAGEMENT DISCUSSION AND ANALYSIS

Charges on assets

The Company guarantees banking and other facilities granted to its
subsidiaries. The Group’s banking facilities are secured by certain items
of property, plant and equipment and investment properties with a net
carrying value of HK$142 million (2004: HK$152 million (restated)),
and available-for-sale investments of HK$87 million (2004: HK$56
million). At 31 December 2005, the Group's total bank loans and gold
loans amounted to HK$98 million (2004: HK$62 million) and HK$116
million (2004: HK$11 million), respectively.

Significant impact of changes in accounting standards

The Group has adopted certain new and revised Hong Kong Financial
Reporting Standards (“HKFRSs”, which also include Hong Kong
Accounting Standards (“HKASs”) and Interpretations) in the current year.
The impacts of these HKFRSs are set out below.

According to HKAS 17 “Leases” and HK-Int 4 “Lease — Determination
of the Length of Lease Term in respect of Hong Kong Land Leases”,
where the lease payments of land and buildings cannot be split reliably
in proportion to their fair value at inception, the entire lease is treated
as a finance lease and the two elements are stated collectively at cost
or valuation less accumulated depreciation, depreciated over the shorter
of its estimated useful life and the lease term of the entire lease. The
change in accounting policy has been adopted retrospectively. The
result of this has been to increase both the land and buildings
revaluation reserve as at 1 January 2005 and 1 January 2004 by
HK$21,387,000, and to reduce both the retained profits as at 1 January
2005 and 1 January 2004 by HK$23,416,000 and HK$22,016,000,
respectively.

In accordance with HKASs 32 and 39 “Financial Instruments”, the
Group’s long term investments and short term investments were
reclassified as available-for-sale investments and investments at fair
value through profit or loss, respectively.

According to HKAS 40 “Investment Property”, changes in fair value are
recognised in the profit and loss account and there should be no
revaluation reserve available for offsetting against revaluation deficits.
The change in accounting policy has been adopted retrospectively.
The result of this has been to increase both the retained profits and
decrease both the investment property revaluation reserve previously
reported as at 1 January 2005 and 1 January 2004 by HK$5,213,000
and HK$3,125,000, respectively.
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MANAGEMENT DISCUSSION AND ANALYSIS

According to HK(SIC)-Int 21 “Income Taxes — Recovery of Revalued
Non-depreciable Assets”, deferred tax arising from the revaluation of
investment properties is measured on the basis of tax consequences
that would follow from recovery of the carrying amount of that asset
through use and is calculated at the profits tax rate. The change in
accounting policy has been adopted retrospectively. The result of this
has been to increase both the deferred tax liabilities and decrease both
the investment property revaluation reserve previously reported as at 1
January 2005 and 1 January 2004 by HK$5,012,000.

Human resources

As at 31 December 2005, the Group, excluding its associates, had
2,194 employees all over Greater China. This is a 17.5% increase over
2004, but more than three quarters of the increase was attributable to
the operations in Mainland China.

The Group does not have any option plans.

As a rule the Group, in Mainland China, Hong Kong or Taiwan, recruits
locally unless there is an overriding need otherwise. Remuneration is
performance based. In general, awards are given to sales staff based on
the performance of the individual shops, and discretionary bonuses
may be granted to all classes of staff based on overall performance of
the Group.

The Company organises staff training and development in a systematic
manner. Both in-house and external programmes are made available to
staff of all ranks. Front line staff are also provided with incentive to
improve their language skills. During the year, as many as 951
employees took part in external or in-house training and development
programmes.

Contribution to the Community

The Group believes in good corporate citizenship. We are committed
to: delivering quality products and service to our customers, strong
and sustained financial performance to investors, and creating a positive
impact in the communities where we conduct business.

The Group contributed to various educational, cultural and charitable
organisations in Hong Kong, Shunde and Shanghai. Directors and senior
members of management have contributed their time and expertise to
various public service and activities.
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MANAGEMENT DISCUSSION AND ANALYSIS

In 2005, the Group was acknowledged as a Caring Company by the
Hong Kong Council of Social Services in recognition of its active
involvement in various social services and charity actions.

This annual report has been designed to be printed with minimum ink
on paper bearing the Forest Stewardship Council certification for
containing recycled material.

Outlook

The jewellery operation in Mainland China will take on increasing
importance as a contributor of revenue and profit. To meet the demand
for goods, the manufacturing plant in Shunde and Qingdao will be
strengthened. A new die-stamping facility has been added at Shunde,
which will increase the output of popular-priced items, with better
quality of finish, and at lower cost.

The Group obtained approval from the Ministry of Commerce, in January
2006, for the setting up of a “wholly foreign-invested commercial
enterprise” in Guangzhou, under the Administration Measure for Foreign
Investment in Commercial Sector issued in 2004. By means of this new
and wholly-owned subsidiary, Chow Sang Sang (China) Company
Limited, we will be able to ease the situation of tight capital currently
faced by the operating subsidiaries, and to enhance our performance
in Mainland China by realigning assets between the subsidiaries.

We shall continue to refine our operation at Hong Kong Disneyland in
order to maximise our return under the circumstances.
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