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Group Chairman

I am pleased to present the Annual Report of
Continental Holdings Limited for the financial year
ended 30 June 2002. The Group achieved a turnover of
HK$1.02 billion compared to the turnover of HK$0.96
billion in the previous year, representing an increase of
approximately 6.3%. The profit attributable to
shareholders was HK$3.8 million, decreasing by 81.6%
over the profit of HK$20.7 million for the same period
last year. Earnings per share dropped to HK$0.014 from
HK$0.078 of last year.

The year 2001-2002 was a difficult year of challenges
faced by the Group and its management. As the United
States continues to be the single largest consumer
market, the economic recession in the US since the “911”
incident has greatly affected our customers’ buying
confidence. The Group has to compromise with more
stringent customer-return policies, shorter delivery lead-
time as well as greater flexibility in inventory balancing.
To satisfy these criteria and to maintain competitiveness,
the Group is tolerating heavier administrative work,
higher overhead and extra costs while keeping profit
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margins to a minimum. Moreover, the effect of
globalization has intensified competition among the
regional suppliers. In order to cope with these
challenges, the Group has strengthened on marketing
functions and production facilities at considerable costs
to ensure its ability to meet customer demands.

The facilities for the cutting and polishing of diamonds
in China have contributed satisfactorily to the Group’s
performance in the last financial year. The Group has
further invested in technologies and training of labour
force to ensure high quality output. The products have
been well accepted by customers and there are
increasing demands for production capabilities. As a
result, the Group is studying the feasibility of a new
facility in China for diamond cutting and polishing.

The retail operations remain as a small contribution to
the Group’s turnover. In face of the prolonged weakness
of the local retail market, the Group managed to operate
at breakeven level. In view of the increasingly
competitive retail market, reasonable resources are put
forth in marketing and promotions; whilst the Group is
exploring opportunities in other regional markets within
Asia.

The economic downturn has also seriously affected our
profitability in the marketing and production of cabinet
doors. The Group has thus made adequate provisions
in this particular branch of investment.

The property development project in Tin Hau Temple
Road is progressing with the construction work for
superstructure and is expected to complete by the third
quarter of 2003.

Given the above challenges, the management has been
pursuing a very prudent financial practice to maintain
a relatively high level of liquidity for the Group. This
practice has led the Group to overcome major difficulties
in the past. The reported results included prudent
provisions made for customer receivables and inventory
re-cycling.
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International Renowned Jewellery Show —
2001 Hong Kong Watch & Jewellery Show
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With much market uncertainties and the bleak outlook

of global economy, the Group expects competition to
remain high and the market environment continues to
be extremely difficult. The management anticipates
steady sales in both its jewellery and diamond
operations. With its cautious and prudent approach, as
well as continuous improvements in both production
and product offerings, the Group will maintain its
market share in the industry and be able to weather
through this economic downturn.

In line with the Group’s prudent financial management,
the Group has been able to maintain a healthy balance
sheet. As at 30 June 2002, the Group had a low gearing
ratio of 0.03 (2001: 0.03), calculated on the basis of the
Group’s bank borrowings over shareholders’ funds, total
cash and bank balances was HK$175,968,000 (2001:
HK$151,735,000) exceeding bank loans and overdrafts
of HK$17,447,000 (2001: HK$17,164,000). These bank
loans and overdrafts are secured by first legal charges
over investment properties, certain leasehold land and
buildings and property under development of the
Group, share mortgage of a subsidiary and corporate
guarantees executed by the Company.
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“Continental Diamond”, a new shop of
Continental opened in October 2001
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As at 30 June 2002, the Group’s investment properties,

certain leasehold land and buildings and property under
development of the Group and the shares of a subsidiary
have been pledged to bank to secure general banking
credit facilities granted to the Group. At 30 June 2002,
the Group had no significant contingent liabilities (2001:
Nil).

There was no change to the Group’s capital structure
during the year ended 30 June 2002.

As at 30 June 2002, the Group employed a total of
approximately 2,300 employees, the majority of whom
are employed in the PRC. The Group remunerates its
employees largely based on industry practice. No share
option scheme was adopted during the year.
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Both the sales and purchase transactions and the
borrowings of the Group are primarily denominated in
United States Dollars and/or Hong Kong Dollars, the
risk of foreign exchange fluctuations is minimal under
the existing linked exchange rate system for Hong Kong
Dollar against United States Dollar.

On behalf of the Board, I 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 during the year.

By Order of the Board
Chan Sing Chuk, Charles
Chairman

Hong Kong, 21 October 2002




