MANAGEMENT DISCUSSION AND ANALYSIS

The Group’s Results

In 2006 Chow Sang Sang Group achieved a total turnover of HK$6,981
million, increasing 21% over 2005. Profit attributable to shareholders
went up 58% to HK$297 million. Earnings per share increased to
HK49.3 cents from HK31.1 cents in 2005.

The impetus for the upswing came from the Group’s jewellery business,
which benefited from both strong sales of gem-set jewellery and trading-
in of gold. Contribution from stock and future broking made significant
progress, and wholesale of precious metals also brought higher earnings.

Overview

The Group is engaged in three businesses: jewellery retail in Hong
Kong, Mainland China, Taiwan and Macau (“Greater China”); wholesale
of precious metals and brokerage of stock and futures in Hong Kong.

Chow Sang Sang Jewellery Company Limited together with some of its
fellow subsidiaries operate, at the end of 2006, 86 jewellery shops
under the name “Chow Sang Sang” in the mainland, and 34 shops in
Hong Kong. They also operate 8 jewellery shops under the name
“Emphasis Jewellery” in Hong Kong, one in Macau and 20 in Taiwan.
Chow Sang Sang also owns and manages the jewellery shop “Midtown
Jewelry” in Hong Kong Disneyland.

The retail network in China now covers some 40 cities. It consists
entirely of shops owned and operated by the Group. In order to afford
better and more effective brand management, the Group has made it a
policy not to issue franchises or licences.

The shops are managed through four regional centres located at
Qingdao, Shanghai, Guangzhou, and Xian, with area offices in Beijing
and Fuzhou as well. Manufacturing is done mainly in owned facilities
in Qingdao, Shunde and Hong Kong and bolstered by other suppliers
in China and Hong Kong with finished goods or items made to custom
design and specification.

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 and Marco Bicego. Teams of
merchandisers regularly visit Europe and Japan to search the market
for new additions.
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MANAGEMENT DISCUSSION AND ANALYSIS

Overview (continued)

Selected shops in Hong Kong and China carry Rolex and Tudor watches
as official agents. The Group is licensed by the respective owners of
intellectual properties such as Disney and Hello Kitty to use them for
design and marketing in territories in Greater China.

Since 2005 Chow Sang Sang has been one of 93 worldwide
“Sightholders” of the Diamond Trading Company in London, from whom
it buys rough diamonds directly. Rough diamonds bought from that
company and other sources are polished by contractors in Mainland
China. The purpose of buying rough diamonds is to add a channel to
the Group’s supply of polished diamond that it needs in its jewellery
manufacturing. The Group does not intend to develop a diamond
polishing and wholesale business per se.

World Commercial Sales Company Limited is engaged in the wholesale
of gold, platinum and palladium in Hong Kong, its clients being
downstream users of the metals. The business, operating under a policy
of minimising risks by taking little or no positions on the metals and
extending no credits, is high in turnover but low on margin. It is a
valuable facility to the jewellery business which is of course a large
user of the metals.

Chow Sang Sang Securities Limited and Chow Sang Sang Futures Limited
together maintain 8 offices in Hong Kong as well as internet trading
platforms for stocks and futures. The companies aim at a small niche
market of retail clients, providing professional personalised service while
leveraging on the Group’s branding and network. To this end,
management puts due emphasis on control, risk management and
technology.

Jewellery Retail

Of the Group’s total turnover, 40% came from retail of jewellery as
compared to 41% in 2005. Turnover rose 17% to HK$2,785 million,
and operating profits increased 75% to HK$303 million.

Hong Kong & Macau

Shops in Hong Kong and Macau accounted for 80% of the jewellery
turnover. Turnover was HK$2,214 million, 11% over that of 2005.
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MANAGEMENT DISCUSSION AND ANALYSIS

Jewellery Retail (continued)
Hong Kong & Macau (continued)

In 2006, a new shop was opened at Shatin Centre and the one at New
Town Plaza Shatin was relocated within the mall. The opening of the
shop at Skyplaza, Terminal 2 of the Hong Kong International Airport,
was delayed and took place in the first quarter of 2007. Emphasis
Jewellery opened a new shop at Taikoo Shing in March and one at
Telford Plaza in November. During the year, one Chow Sang Sang
shop was closed upon the expiration of its lease.

The price of gold went on a continuous climb from December 2005
until May 2006, at which time it took a plunge from the peak. Regaining
some ground it remained volatile at relatively high levels to the end of
the year. As detailed in the Group’s Interim Report 2006, during the
first half of the year gross profit shot up thanks to better margins and to
gains on the recycling of gold sold back by customers. As was expected,
selling by customers abated as the price of gold went off peak, but
both inflow and outflow remained brisk throughout the year, the latter
being fuelled by demand for bridal ornaments.

Third quarter 2006 was unremarkable, but thanks to the surging
economy in Hong Kong and the stream of shoppers from the mainland,
performance in the last quarter was so strong turnover registered an
increase of 24% over 2005. Benefiting from a HK$18 million advertising
campaign launched in August, sales of diamonds, branded and non-
branded, were gratifying, having gone up 23% year on year. At the
same time, sales of jewellery priced HK$100,000 and up increased
28%.

Emphasis Jewellery is positioned as a boutique of jewellery in eclectic
styles, with focus on character and exclusivity. Turnover of the Emphasis
Jewellery shops increased 39% from 2005. Although Emphasis Jewellery
contributes relatively small profits it is making satisfactory progress as
it fulfils its mission as a “trend-setter”. Its shop in Central was cited in
the volume Cool Shops Hong Kong, and its poster advertisements won
gold and silver in the 2006 annual poster awards organised by the
MTR.

Both Emphasis Jewellery and Chow Sang Sang had one sales
representative each named by Diamond Trading Company as
Forevermark Service Ambassadors of the Year, with the one from
Emphasis Jewellery taking the top honour as champion. The company
had invited the Ambassadors to visit their facilities in England.
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MANAGEMENT DISCUSSION AND ANALYSIS

Jewellery Retail (continued)
Hong Kong & Macau (continued)

The main items of expenditure remained shop rentals and personnel
emoluments. Renewal of leases during the year saw increases averaging
16%. Basic salaries were modestly adjusted up 2% at the beginning of
the year but strong turnover over the entire year drove up profit-based
bonus awards. Overall, personnel emoluments increased 12% over
2005.

Capital expenditure for the year was mostly incurred in opening of
new shops and renovation of existing ones. The total amount was
HK$11 million.

Mainland China

The turnover in China advanced 76% to HK$502 million, contributing
18% of the total jewellery retail, up from the 12% in 2005.

Major contributors of gross profit were the shops in Beijing, Shanghai,
Guangzhou and Xian. However, other cities such as Fuzhou and Jinan
also boasted individual shops whose gross profits reached
“championship level” during the year.

In 2006, 25 new shops were opened, bringing the total to 86. Shops
were opened for the first time in the cities Tianjin, Hefei, Chengdu,
Kunshan, Kunming, Xuzhou, Guiyang and Ningbo.

The pleasing growth, we believe, can be attributed to several factors:
our frontline staff have matured as our training efforts bore fruit; we
have enhanced our recognition in the mainland as the network grows;
and our sales, marketing and product teams have been tuned to work
together effectively.

Capital expenditure in the year amounted to HK$25 million, the bulk
of which went to the opening of new shops.

Taiwan

Turnover of Emphasis Jewellery in Taiwan decreased by 28% to HK$69
million, accounting for 2% of the total (2005: 4%).

Our loss in Taiwan widened as the retail sector continued to be
impacted by political turmoil and cutthroat competition. We are
redoubling our efforts in changing the product mix and consolidating
the store network.
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MANAGEMENT DISCUSSION AND ANALYSIS

Wholesale of Precious Metals

As the prices of gold and platinum hovered at high levels, turnover
rose 38% to HK$4,041 million, bring in operating profit of HK$9
million, being a 30% increase over 2005.

Profit margin tends to be low and vary widely according to demand
and supply. World Commercial Sales Company Limited, our wholesale
arm, enjoys felicitous relationships with several suppliers, especially
one that is a major player in platinum, giving us an edge over our
competition.

Securities and Futures Broking

The stock market in Hong Kong continued its buoyancy throughout the
year, with the Hang Seng Index closing above 20,000 for the first time
ever in December.

Riding on the active market, our transaction volume reached HK$22
billion, as compared to HK$12 billion in 2005. The growth is in line
with the market and is better than the average performance of Group C
brokers. Commission income and operating profit were HK$54 million
(+72%) and HK$31 million (+147%) respectively.

During the year, financing to clients for 55 initial public offerings
(“IPO”") subscriptions generated a net revenue of HK$4.5 million but at
a shrunken percentage rate that reflected how competition from banks
continue to erode our profitability. Our overall commission rate went
down to 0.21% from last year’s 0.23%.

Investments
Properties

The Group holds properties mainly for its own use as office, jewellery
shops and factory premises. Rental income from investment properties
stood at HK$8 million, less than 1% of the Group’s overall turnover.

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
investments. As at 1 January 2006 and 31 December 2006, the Group
held 4,953,500 shares of HKEC and the unrealised gain on the holding
amounted to HK$421 million (2005: HK$159 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, which is also given the management of
the Group's gold and foreign exchange holdings. This policy achieves
better control of treasury operations and lower average cost of funds.

As at 31 December 2006, the Group had net cash and cash equivalents
of HK$285 million, and total undrawn bank and other credit facilities
of approximately HK$685 million. The Group generates strong recurring
cashflow from its core jewellery business.

The Group’s policy is to obtain financing on an unsecured basis
whenever possible. Total borrowings as at 31 December 2006 amounted
to HK$127 million, which was unsecured and repayable in one year.
The Group has a low gearing ratio of 5%, based on net debt of HK$127
million and shareholders’ equity of HK$2,558 million. As at 31
December 2006, the current ratio was 2.8, based on current assets of
HK$2,645 million and current liabilities of HK$942 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 currency exposure insignificant. The
Group has foreign currency exposure in Renminbi (“/RMB”), New Taiwan
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 2006, total foreign currency
borrowings excluding RMB borrowings amounted to approximately
HK$7 million (2005: HK$5 million). RMB loans at year end amounted
to RMB100 million (2005: RMB76 million) and are used for the
operations in Mainland China.

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

Finance (continued)
Charges on assets

The Company guarantees banking and other facilities granted to its
subsidiaries. Some of the Group’s banking facilities are secured by
certain items of properties with a net carrying value of HK$153 million
(2005: HK$142 million), and listed equity investments of HK$298
million (2005: HK$87 million). As at 31 December 2006, the Group's
total bank loan and gold loan amounted to HK$127 million (2005:
HK$98 million) and HK$118 million (2005: HK$116 million),
respectively.

Human Resources

The Group employs 2,639 persons total in the territories it operates.
During the year it phased in a unified system of sales awards based on
gross profits and bonus schemes based on adjusted net profits. Allocation
of the awards and bonuses is tied to performance appraisal. The entire
system is geared to give incentive to employees to upgrade their
productivity.

A new MPF service provider was added to give employees a wider
choice of investment funds. While all new contributions will be passed
to the new provider, employees are given the choice of how much of
their previously accumulated funds they wish to switch from the old
one to the new.

The Group continued to allocate considerable resources to training
and development, especially to employees in Mainland China. In order
to nurture frontline managers for the expanding network, mainland
employees have been given numerous opportunities to engage in
exchange with their Hong Kong counterparts.

Outlook

Although the stock market showed signs of overheat and has taken
some retreats in the first quarter, the prospect is still positive as a
significant number of IPO is said to be lined up for the year. The
brokerage business is expected to continue its steady, if small by
comparison, contribution to profits.

The strong jewellery sales of the 2006 Christmas season continued
past the Chinese New Year, both in Hong Kong and in Mainland China.
Indications are such that both economies will enjoy healthy expansion
in 2007, thus providing growth opportunities to our jewellery business.
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MANAGEMENT DISCUSSION AND ANALYSIS

Outlook (continued)

In Hong Kong, our shop at 628 Nathan Road is due to be expanded in
the second half to approximately two times its present area, allowing
us to provide an unprecedented shopping experience to mainland
visitors. A store at Elements, a mall that is uniquely a part of a vast
complex of offices, 5 and 6-star hotels and residential towers situated
on top of a huge transport hub in Kowloon, will offer customers
upmarket jewellery in luxurious ambience. An Emphasis Jewellery shop
will open at Queensway Plaza in the second quarter.

In Mainland China, at the end of the first quarter of 2007 the number
of shops stands at 90 and it will pass 100 in the middle of the year.
Shops will be set up for the first time in cities such as Urumqi and
Lanzhou, and more will be opened alongside existing one in cities
such as Chongging, Wuhan, Harbin, Fuzhou and Beijing.

In order to increase profitability and to enhance our brand image, we
have launched a major effort to increase the ratio of designs developed
and produced in-house while continuing to source proprietary and
exclusive designs from other manufacturers.

As our network in Mainland China expands, our supply chain
management is put to the test at the same time as our investments in
infrastructure and advertising achieve higher efficiency. At our
production centres we are building up capacity as well as technical
capability. We are constantly honing our logistical procedures in order
to shorten lead times without impinging on system robustness or
security.

In order to meet the demands of the expanding retail network, the
intranet system for shop management will receive a major hardware
upgrade aimed at providing faster response and higher capacity. At the
same time, soft- and hardware upgrades on the human resource
management system will be implemented so as to extend its application
Group wide.

Our retail strategy is, simply put, to reach the hearts of our customers
by the sincerity and geniality of our staff, and the excellence and
quality of our jewellery.
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