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INDUSTRY REVIEW

During the year under review, the significant upturn of the Hong
Kong economy and drop in unemployment rate had boosted the
shopping sentiment of consumers in Hong Kong, creating a
favourable consumer environment as a whole. Also, the “Individual
Visit Scheme” issued by the Chinese government continues to play
its role as a major driving force in the jewellery industry. In addition,
the acceptance of the RMB Union Pay Card by the PRC visitors in
Hong Kong allows them to indulge in shopping with ease and
convenience. The retail market of both the Lunar New Year Holidays
and Golden Week are thereby significantly boosted. Jewellery is at
an all time favourite with the PRC tourists, and its demand has
presented enormous business opportunities, as well as a competitive

challenge to the jewellery industry.

The continuous growth of the PRC economy boosted the demand for
luxury products such as gold and diamond. Retailers also benefited
under the “Closer Economic Partnership Agreement” which allows
for zero tariffs benefits. Through its advanced technology, quality
products and well-trained staff, the Group anticipates its further

penetration into the PRC jewellery market.

REVIEW OF 2004/2005 BUSINESS STRATEGIES
Strategic expansion plan in Hong Kong, the PRC, Macau and
overseas markets is the key for the sustainability of the Group’s
overall profitability. Besides choosing prime locations such as
Central, Causeway Bay, and Tsim Sha Tsui, the Group has opened an
outlet at the Hong Kong International Airport, to strengthen its
international brand image. Furthermore, the Group currently has 3
retail outlets in Canada, and 2 retail outlets in the PRC located at the
Guangzhou Baiyun International Airport and at the largest jewellery
center in Beijing. During the year under review, the number of

licensee shops of the Group in the PRC has increased to over 145.
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Gold and Jewellery Operation
During the year under review, the Group launched various new
products into the market so as to suit the needs and taste of different

customers. New products include:

» “Love Declaration Diamond Series” was the fusion of the
resplendence of diamond and forever promise of DTC
Forevermark. Products include pendant and rings encrusted with

0.3 carat or above Forevermarked diamond

» “Temptation Series” was launched during the Labour Day Golden
Week, which includes various designs of pendants, earrings and
rings made up of 18K platinum with diamond. The elegant yet

simple design brings out the irresistible charm of the piece

» To match up with the promotion for the year of rooster, pure gold
electroformed mini rooster displays were produced with the

theme of “Wealth and Prosperity”

» Lovers’ rings from Ice g. specially designed for Valentine’s Day.
Each ring comprised exquisite round-shaped and square-shaped
diamonds. The trendy and simple design collection created

romantic atmosphere for lovers

» Pearl and jade jewellery “Mother You Are The Best” collection

especially designed for Mother’s Day

* To meet the market’s demand, a series of Titanium Steel Jewellery

were produced especially for men
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INNOVATIVE DESIGNS

The Group’s designs received numerous awards and recognitions in

both local and overseas design competitions, including:

* The 6th Hong Kong Jewellery Design Competition
“Best of Show” Award — “Sixty”
Ring Category: Merit Award — “Water-nymph”

» The Fifth International South Sea Pearl Jewellery Design

Competition

Bracelet Category: Silver Award — “Wave”

» International Design Competition for Trendy Jadeite Jewellery

Products Division: Premier Award — “Layers”
Products Division: Gold Medal Award — “Cube”

Products Division: Silver Medal Award — “Shiny Face”

o The 6th Buyers’ Favorite Jewelry Design Competition
“Best of the Best” Award — “Never-ending”
Earrings Category: Gold Prize — “Never-ending”
Free Style Design: Gold Prize — “Contact”
Earrings Category: Silver Prize — “Meteor”
Ring Category: Silver Prize — “Fire Diamond”
Bracelet Category: Bronze Prize — “Gyration”

Necklace Category: Bronze Prize — “Wishes”
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Brand Building
Branding is undoubtedly important for the long-term development of
the Group. The Group dedicates to promote its trade name of “Luk

Fook Jewellery” in Hong Kong, the PRC, and overseas markets.

During the year, the Group has been accredited with the “Hong Kong
Top Brand Awards 2004” which was organized by the Chinese
Manufacturers’ Association of Hong Kong. There are a total of 10
brand names accredited and Luk Fook Jewellery is the only
accredited jeweler in 2004. Also, the Group was awarded the title of
“Sincere Trademark of Hong Kong” and “My Most Favorite Top 10
Brands of Hong Kong” in the second annual event held by
Guangzhou Daily in the PRC. The Group is very proud to be
recognized by both communities of Hong Kong and the PRC, which
lay the foundation for the internationalization of the Luk Fook brand

name.

Moreover, the Group has been honoured with two trophies, namely
“Most Innovative Marketing Award” and “Excellent Service Award”,
at DTC Forevermark Appraisal Day organized by the Diamond
Trading Company (DTC), which demonstrate the marketing

capability and service quality commitment of Luk Fook.

T A

i WA 7 S A A (B T o R A L B o AR [ B
P T/SARERE | & il ~ I3 R S g AT 35 1 2N 44
i o

AP R A [ HE A5 H s v 2 R T AR
[20044F 5 s 2 J8L | TR 58 o SR URIE B 3L 101 7 fas
88 TS ARERE 9200440 ME— 115 3% TH R 28 2 BRE
P o WUAN > AR B TR AEAT iy v B R B R A e
[ s B 5 98 ) B TR & BB s oK i
2 BT o A B [ 34 rp v T b4 SRR R R B A
Fh 7S ot RO 1) B A B

4> A 4E B Diamond Trading Company (DTC) &
#¥2 DTC Forevermark Appraisal Day#/H [ Most
Innovative Marketing Award ] & [Excellent Service
Award | IR SE S RHNAR 2 5 T B T S
RS Z R o

K& 42 Chu Wai On 3% F A0 Tsoi Yuk Yu, Winny
35355 — K 5% Premier Award SR K% Gold Medal Award
S 4 Products Division S 4 Products Division

[#3 ] Layers [ =422 ] Cube

530 Li Wai Ki, Vickie
AL =K Silver Medal Award
J8 4 Products Division
[# RS Shiny Face

LUK FOOK HOLDINGS (INTERNATIONAL) LIMITED 451 (BKS) B R A H

15



e —,

——

MANAGEMENT DISCUSSION AND ANALYSIS

PR i B 23 e

A4 Chu Wai On
S H Gold Prize

4% F 140 Tsoi Yuk Yu, Winny
5 Gold Prize

HLZEKAE Best of the Best Award
H- B Earrings

[3F 7P Never - ending

[ % | Contact

H B AIE4H Free Style Design

[ %5 % Au Yee Wa, Evelyn
HR4E Silver Award

F44H Bracelet

MR ] Wave

The Group sponsored various public activities during the year,

including:

» Sponsored a charitable Dragon Boat event organized by the Police

Dragon Boat Club. The event created a record of successfully

finishing the longest distance rowed by dragon boat continuously

within 24 hours. The result would be written into the Guinness
Record. In addition, the event has raised HK$250,000, which
would be donated to the China Star Light Charity Fund
Association for the building of a primary school in Inner

Mongolia

» Sponsored the “Chinese Tennis Champions Hong Kong Tour”

organized by Hong Kong Tennis Association on 30th January

2005. Half of the income from tickets was donated to the “ Hong

Kong Red Cross South Asia Relief Fund”, the rest was used to

support the work of Chinese Women Tennis Team

» Sponsored the Diamond crown and jewellery pieces for the

winners of Miss Hong Kong Pageant for seven consecutive years

» Sponsored the Diamond Crown and jewellery pieces for the

winners of Miss Asia Pageant

» Sponsored game shows “ The Super Trio Continues...” and “It’s

Show Time” on TVB Jade
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The Group also organized and participated in numerous promotional

activities, including:

* “Love Declaration writing competition” in sync with the DTC

Forevermark “Love Declaration” Diamond promotional activities

* “Love on Fire” Ring Series were produced during Valentine’s Day
Promotion. CDs and VCDs of Leon Lai were given out in

co-operation with the entertainment group

» Promotional distribution of “Lucky Package” and “Luk Fook
Travel Kit” during the Lunar New Year and Labour Day Golden
Week

* Holding large scale promotional activities on important days such

as Mother’s Day, Christmas, Lunar New Year and Valentine’s Day

« New TV advertisement and special series were broadcasted on

major TV Channels
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« “Jinhan Guangzhou Exhibition” in Guangzhou
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+ “5th Shenzhen International Jewellery Fair” at China Hi Tech Fair o AU 28 & R B bSR30k 2 (55 1 Jim VI B

Exhibition Centre, Shenzhen
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+ “Hong Kong Jewellery, Clock and Watch Fair” at the Hong Kong o AT EERBRE PO [ H B R

Convention and Exhibition Centre

» Hong Kong Products Expo at the Victoria Park

» Exhibition at the Hong Kong Gold Coast Hotel

» Exhibition at the Hong Kong Panda Hotel
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Quality Assurance

With its subsidiary gems laboratory namely “China Gems Laboratory
Limited”, operated by four certified gemologists who specialize in
the authentication of gemstones and jades, the quality of gemstones
is ensured before being sold to customers. In recent years, the Group
has introduced advanced equipments for the testing and issuance of
certificates for diamonds and gemstone jewellery. The objective is to
ensure that every piece of the Group’s products come with an
identification certificate, which could raise the confidence of our
customers towards the Group’s products and the market
competitiveness. The laboratory had tested and issued quality
certificates for over 100,000 pieces of jade products and has
successfully attained the ISO 17025 qualification. Being the first
jeweler in Hong Kong has such honour, it revealed that Luk Fook’s

professional authentication system has been recognized.

Cost Control

The rental costs represent an insignificant 3.4% of the Group’s
turnover. The Group continues to obtain favourable rates from
landlords this year. Negotiations with other landlords on rental issues
are in active progress. Advertising and promotion expenditures

represent approximately 1.3% of the turnover.

Portal Operation

The Group believes that jewelers around the world will use the
jewellery portal more frequently to view samples and purchase
jewellery in order to streamline their operation procedures. It
undoubtedly represents significant business potential for the Group’s

jewellery portal.

Liquidity and Financial Resources

The Group’s core business is gold and jewellery retailing. As at 31st
March 2005, the Group’s bank balances and cash reached
approximately HK$131,000,000 (2004: HK$73,000,000). The
Group’s debt-to-equity ratio at the year-end, being the proportion of
total debts of approximately HK$159,000,000 (2004:
HK$120,000,000) against total shareholders’ equity of approximately
HK$674,000,000 (2004: HK$583,000,000), was 23.6% (2004:
20.6%).

The Group’s income and expenditure streams are mainly

denominated in Hong Kong dollars.
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Capital Expenditure

During the year under review, the Group incurred capital
expenditures of approximately HK$82,000,000 (2004:
HK$45,000,000). including the costs of furniture, fixture and
equipment for several new jewellery retail shops as well as the cost

for decorating its new head office in Kwun Tong.

Contingent Liabilities
The Group did not have any significant contingent liabilities at 31st
March 2005 (2004: Nil).

Employment, Training, Development and
Recruitment Remuneration Policy

As at 31st March 2005, the number of employees (including staff and
workers) of the Group was approximately 1,550 (2004: 700).
Remuneration policies are reviewed and approved by management
on a regular basis. Remuneration packages are structured to take into
account the comparable level of the market. Bonus and others merit
payments are linked to the success of the Group and performance of
individual employee. The policy is to encourage employees to
optimize business performance by providing them with financial

incentives.
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