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Business Review and Prospects

During the financial year ended 28 February 2006, the Group
achieved an overall increase of 3.8% in its consolidated turnover
as compared to the same period last year. Consolidated turnover
for the year was HK$1,324 million (2005: HK$1,276 million).

The Group experienced a slow start to the year due to a marked
slowdown that occurred in the retail jewellery market in Hong
Kong between April and November 2005 as compared to the
same period last year. This slowdown was mainly attributable
to lower spending by tourists from the Mainland which trend
appears to be more specific to the retail jewellery sector in Hong
Kong than to the overall retail market in general. However,

due to (i) the Group taking immediate action to address this

Management’s Discussion slowdown when it become evident (ii) a pick up occurring in
and Analvsis jewellery market in Hong Kong in December 2005 and (iii) a
%@Ezﬁjﬁﬁ&ﬁﬁ better performance by our other businesses, the Group was able

to claw back some of these lost sales in the second half of the
year.

Unfortunately, notwithstanding the improvements made in the
second half, the Group was not able to fully recover from the
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effect of (i) the decrease in sales that it experienced in Hong
Kong between April and November 2005 (whose adverse effect
was further compounded by the increased rents and staff costs
(versus the same time in the previous year) being incurred by
the Group in Hong Kong) (ii) increased overheads arising out
of the continuing reinvestment program being conducted by
the Group into its businesses and core infrastructure during the
year and (iii) lastly, but more importantly, the issuance of further
protective assessments by the IRD in respect to two disputed
prior year tax cases that are in the process of investigation by
the IRD, the Group reported an overall loss attributable to equity
holders of the Company for the year of HK$48 million (2005:
Profit of HK$36 million after adjusting for changes in accounting
policies). Of this loss, HK$51 million relates to provisions that
have been made by the Group in respect of the assessments
issued by IRD during the period relating to prior years.

Retail Operations in Hong Kong, Mainland and
Overseas

During the period under review, the Group opened three new
stores in Hong Kong comprising (i) two new stores in Mongkok
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which were opened in April 2005 and July 2005 and (ii) a new
flagship store in Tsim Sha Tsui which was opened in late July
2005. This new flagship store launches the next generation of
the Group’s store image which will be applied to future store
opening by the Group both in Hong Kong and the Mainland.

These new stores and image have been very well received by
our customers.

Overall, the retail environment in Hong Kong remains very
competitive and very patchy as (i) the competition for customers
continues to increase amongst the various major jewellery
brands in Hong Kong given the current lack of growth occurring
in the overall market (ii) and demands for rent and staff salary
increases continuing which, as yet, have not been matched by a
corresponding increase in sales and (iii) the absence of any real
"Disney effect” on the retail market to date.
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We believe that (i) our commitment to provide quality services
and products to our customers (ii) the benefits emerging from
the brand building and positioning exercises undertaken by the
Group in Hong Kong and the Mainland during the year and
planned for next year (iii) our new product lineup and releases
during the year and planned for next year (iv) the benefits that
are emerging (and are yet to emerge) from our reinvestment
program and (v) the increasing strength and growth of our other
businesses outside Hong Kong can lead us through this less
favourable retail environment in Hong Kong.

The Group also opened a net 6 new stores in the Mainland. Sales
from our business in the Mainland have remained steady with
growth being achieved from the new store openings. About 90%
of the mainland outlets have now been upgraded to the new
brand image and we expect the balance to be completed this
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year. The outlook for the Mainland remains positive for next
financial year.

The Group’s Showroom business continues to trade well with a
pleasing increase in the overall number of non-Mainland tourists
visiting its showrooms during the period which has helped to
offset a reduction in the overall spending by Mainland tourists
during the first half of the year. The Group expects that this
business will continue to prosper albeit that competition for
Mainland Tourists remains fierce.

Our Malaysian business remained stable in the period under
review. The Group’s export business has continued to grow
steadily and become one of the major sources of growth of the
Group during the period under review.

Infrastructure reinvestment

The Group is now well advanced with its project to update its
overall IT infrastructure ranging from its office to manufacturing
to retail operations which it expects to complete next year. We
believe that this project, after completion, will result in cost
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savings and better information for serving our customers and
improving profitability.

Also, during the year, the Group continued to heavily invest in
the upgrade of its manufacturing capabilities, its store network
and image, its stock and merchandise and embarked on a new
promotional campaign in April 2005 aimed at strengthening its
brand in the Greater China region. This investment by the Group
in its underlying infrastructure and future capabilities has lead to
a temporary increase in its overhead costs which will continue to
be a drag on its profits until these various projects are all
completed over the next 12 to 18 months.

Finance

The Group has adopted certain new and revised Hong Kong
Financial Reporting Standards (“HKFRS") in the current period.
The impact of these HKFRS's on the financial statements has been
fully set out in note 1 to the financial statements.

Capital expenditure including store renovation and expansion,
information technology investment and machinery made during
the period was approximately HK$36 million. This was mainly
financed from bank borrowings and internal resources.
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Liquidity, Capital Structure and Gearing

At 28 February 2006, the Group’s total borrowings were
HK$149.2 million, an increase of HK$54.7 million since 28
February, 2005 following new facilities of HK$77 million being
made available and being drawn down by the Group in
November 2005. Our debt to equity ratio (ratio of net
borrowings to net assets) has increased from 5.1% to 23.2%
mainly because of the decrease in net assets value resulting from
the loss incurred during the year and the increase in bank

borrowings.

As at 28 February 2006, the Group had cash balances of HK$101.2
million which is sufficient for the present working capital
requirements.

Charges on Group Assets

(a) At 28 February 2006, debentures were executed by the
Group in favour of its bankers and financial creditors
charging, by way of fixed and floating charges, all of the
undertakings, properties and assets of the Company and
17 of its subsidiaries as security for, inter alia, all
obligations and liabilities, actual or contingent, from time
to time owing by the Group to the bankers and financial
creditors.
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(b)

(9

At 28 February 2006, the Group pledged the capital
contribution to a subsidiary of the Group amounting to
US$235,000 and all the benefits accruing to the pledged
equity interest of 11.625% of the subsidiary to the Group’s
bankers and financial creditors as security for, inter alia,
all obligations and liabilities, actual or contingent, from
time to time owing by the Group to the bankers and
financial creditors.

At 28 February 2006, the Group pledged all rights, titles
and interest in 56.46% of the entire share capital of Infinite
Assets Corp. and Tse Sui Luen Investment (China) Limited
and all benefits accruing to the pledged equity interest to
the Group’s bankers and financial creditors as security for,
inter alia, all obligations and liabilities, actual or contingent,
from time to time owing by the Group to the bankers and
financial creditors.

Exchange Rates
During the year, the transactions of the Group were mainly

denominated in local currencies, Renminbi and US dollars. The

impact of the fluctuation of foreign exchange rates of these

currencies is insignificant to the Group.

(b)
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Contingent Liabilities

1. As set out in the announcements of the Company dated
1 February 2006 and 20 April 2006, the Company was
informed that two directors, a consultant and an
employee (collectively “the Officers”) were charged by
the Independent Commission Against Corruption
("ICAC") relating to alleged offences under the
Prevention of Bribery Ordinance, the Crime Ordinance
and the Theft Ordinance (“the ICAC Charges”). It is
alleged that the Officers were involved in a scheme to
offer illegal commissions to employees of a number of
travel agencies and to help them to evade tax.

Under the Company’s Bye-Laws, the Company may be
required to indemnify its directors from and against all
actions, costs, charges, losses, damages and expenses
which they or any of them may incur in execution of their
duty, provided that such indemnity shall not be extended
to any matter in respect of, among other things, fraud
and dishonesty.
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The Directors have consulted with the Company’s legal
advisers as to what legal implication the ICAC Charges may
have, if any, for the Group as a whole. In view of the
discussions with the legal advisers, the Directors are of the
views that they are not in a position to conclude that
whether and/or to what extent the Company may be
required to indemnify the directors involved in relation to
the ICAC Charges.

As explained in note 5(a)(ii) to the financial statements,
the outcome of the challenges by the IRD on the tax
treatments adopted by the Group relating to certain
offshore income and agent commission payments and
promoter fees arising in prior years is undetermined as at
28 February 2006. The Group has established a provision
of approximately HK$91,000,000 in respect of such disputes.
In the event that the Group is not successful in defending
the tax treatments adopted, the Group may be subject to
significant additional tax liabilities and possibly penalties
which, under the provisions of the current tax legislation,
may be up to three times any tax under-reported as assessed
by the IRD. Furthermore, the ICAC's allegations as
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mentioned in (1) above and the ongoing investigation
may or may not have impact on the IRD’s challenges on
the tax treatments adopted by the Group relating to
agents commission payments and promoter fees arising
in prior years. The Directors consider that it is impractical
to estimate the potential amount of additional tax
liabilities arising if the IRD’s challenge in respect of the
agent commission payments and promoter fees is
successful.

Employees

As at 28 February 2006, the total number of employees of the
Group was approximately 2,500. The increase in head count was
mainly in sales and marketing in the Mainland. Employees are

rewarded on a performance basis with reference to market rates.
Other employee benefits include medical cover and subsidies
for job-related continuing education. The Group also has a share
option scheme. 8,825,000 options were granted pursuant to the
scheme during the year

Retail front line staff are provided with formal on-the-job
training by internal seniors and external professional trainers.
Experience sharing with seniors at in-house seminars and
discussion groups enhance intra-departmental communications.
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"The TSL Estrella Diamond was developed over a 3-year period in an exclusive partnership with Rosy Blue,

one of the world's leading designers, manufacturers and distributors of fine diamonds - a dynamic corporation
built on expertise, excellence and the highest integrity.

Through a combination of the immense talents of TSL and Rosy Blue and, after much painstaking research and
countless experimental cuts in a relentless pursuit of a one-of -a-kind excellence, the TSL Estrella Diamond was
created.
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