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Chan Sing Chuk, Charles, Ph.D, JP
Group Chairman

| am pleased to present the annual report of Continental
Holdings Limited (“the Company”) and its subsidiaries (“the
Group”) for the financial year ended 30 June 2006.

BUSINESS REVIEW

Continental’s financial year ended on June 30, 2006, was a
year of continuity and progress for the Company. During the
year, the Group has achieved a turnover of HK$1.712 billion
(2005: HK$1.243 billion). Profit attributable to equity holders
of the Company was HK$50.5 million (2005: HK$50.1 million
(restated)) and earnings per share was HK18.1 cents (2005:
HK17.9 cents).

Our results in 2006 were achieved through the marketplace
performance of our jewellery manufacturing and trading, export
marketing, diamond cutting and polishing, diamond trading,
jewellery retailing, properties and other investments. We are
focused on the higher value-added segment of our business to
seek for a more consistent and profitable income source. We
strive to aggregate our business in the core business and
investments for diversification. Our Group will constantly fine-
tune our operations in order to capture the most attractive
growth, efficiency and profit opportunities in the years ahead.
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Against the backdrop of a tempering market, and raising
interest rates, the luxury jewellery market has improved towards
the later part of the fiscal year internationally. Though 2006 is
a very competitive market with huge volatility in the gold prices,
Continental is able to expand its international presence as we
continue our efforts on innovation, creativity and quality.

Continental remains one of the strong leaders in diamond
and jewellery manufacturing. In the years to come we will
further strengthen our competitive advantages in market
positioning and management through higher efficiency and
maximization of resources.

1. Continental Diamond Plaza at Hennessy Road, Causeway Bay

e EFBENELRE

2. Jewellery demonstration by Balia and Rosemary showcasing Continental's latest diamond collection during the 30th anniversary

cocktail party.

BMREEE 30 BFEVES , mBERHE/MEK Ms. Rosemary R &HT.2 B EF .

3. Grand opening ceremony of Continental Jewellery (Jiangmen) Co. Ltd. in Nov, 2005.

BFHKRECIF)ER AN 2005 F 11 A zAEHE

4. Board of Directors toasting at the Continental Holdings Ltd 30th anniversary cocktail party.
SEESENENRKRESE 30 BEEE 2PUBEER

5. Special limited edition South African Diamond Collector's Box by Continental Diamond
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BUSINESS OUTLOOK

Continental will continue our vision in providing quality goods
and services to our business partners and customers. We hope
further down the line to diversify our portfolio in jewellery
and other investments to create a stronger organization for
our shareholders and our community.

LIQUIDITY, FINANCIAL RESOURCES AND GEARING

As of 30 June 2006, the Group had a moderate gearing ratio
of 0.39 (2005: 0.47 (restated)), calculated on the basis of the
Group's bank borrowings over shareholders’ funds. Total cash
and bank balances was HK$116,408,000 (2005:
HK$32,339,000) while bank loans and overdrafts was
HK$272,683,000 (2005: HK$305,919,000). The movement
represents the disposal of an investment property through
the sale of the entire issued share capital of a wholly-owned
subsidiary of the Company. These bank loans and overdrafts
are secured by first legal charges over the Group'’s investment
properties, certain leasehold land and buildings, assignment
of rental income of an investment property and corporate
guarantees executed by the Company together with a
personal guarantee executed by a director.

PLEDGE OF ASSETS

As of 30 June 2006, the Group’s investment properties, certain
leasehold land and buildings were pledged to bank to secure
the general banking facilities.

CAPITAL STRUCTURE

All the Group’s borrowings are denominated in local Hong
Kong dollars and PRC Renminbi. Interest is determined on
the basis of Hong Kong inter-bank offering rates or Prime
Rate and PRC Renminbi fixed rate.
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There was no change to the Group’s capital structure during
the year ended 30 June 2006. In the light of the current
financial position of the Company and provided there is no
unforeseeable circumstance, the management does not
anticipate the need to change the capital structure.

NUMBER OF EMPLOYEES, REMUNERATION POLICIES
AND SHARE OPTION SCHEMES

The Group employs a total of approximately 2,400 employees
with the majority in the PRC. The Group remunerates its
employees largely based on the industrial practice. There is
no share option scheme being adopted by the Company.

EXPOSURE TO FINANCIAL RISK AND RELATED HEDGES

The Group utilises conservative strategies on its risk
management and the market risk is kept to minimum. With
the exception of the UK subsidiary, all transactions and the
borrowings of the Group are primarily denominated in US
Dollars and/or Hong Kong Dollars. The risk of foreign exchange
fluctuations is minimal under the peg. During the year, the
Group entered into foreign exchange forward rate agreements
in order to secure its exposure to fluctuations in foreign currency
exchange rates and to neutralise the impact of foreign currency
risk on the Group’s operating result. The Group’s cashflow and
interest rate risks were managed by means of derivative financial
instruments, such as interest rate swaps, to ensure short to
medium term liquidity. During the year, the Group did not use
any other financial instrument for hedging purposes. As of 30
June 2006, there was no hedging instrument outstanding.
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On behalf of the Board
Chan Sing Chuk, Charles
Chairman

Hong Kong, 20 October 2006



