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MISSION -

Hong Kong Resources Holdings Company Limited
aims at growing into a jewellery retailer:of scale, and
at developing brands with international recognition
in Greater China, Fast Asia and beyond: |

We continte to seek products:of préciots:metals
and stones; distribution chan_nels, both brick-and-
mortar and e-commerce; as well:as partners-with

strategic fit for franchising or alliance.”
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Management Discussion and Analysis

The board of directors (the “Board”) of Hong Kong Resources Holdings Company Limited Turnover Breakdown
(the “Company”) is pleased to announce the unaudited interim results of the Company and by Business

its subsidiaries (collectively the “Group”) for the six months ended 31 December 2011 (the

“Period”). 9 . 1 %

Retail
operations in

OVERVIEW HK & Macau

The Group is engaged in retailing, through self-operated points of sale as well as franchising of
gold and jewellery products in Hong Kong, Macau and other regions (“Mainland China”) in
the People’s Republic of China (the “PRC).

The Group recorded a turnover of HK$2,076 million for the Period, representing an increase
of 78% as compared to the turnover of HK$1,166 million last year. Profit from operations of
HK$79 million for the Period increased 114% as compared to HK$ 37 million last year.

90.9%

The Group recorded a significant growth throughout the Period as a result of the expansion Retail and franchising
. . . . . . X operations in the PRC
in our points-of-sale network in Mainland China and our investment in brand development.
During the Period, 76 new shops and counters were opened in Hong Kong, Macau and
Mainland China. The Hong Kong and Macau markets have recorded same-store-growth of

29% whereas that in the Mainland China was 25%. Gross Profit Analysis

by Products
The profit for the Period attributable to owners of the Company amounted to HK$22

million (2010: HK$9 million), after deducting finance costs, fair value changes in financial 7 9 % 4 5 %

instruments, gold loans and financial assets at fair value through profit or loss, as well as shares

Others Franchise Fee
Income

of results of associates and jointly controlled entities. During the Period, management focused
on cost control particularly in cutting administrative expenses, which contributed to improving 7 8 %
.

the results of the Group. Platinum

38.0% 42.3%

Fine Gold
Jewellery




Management Discussion and Analysis

INTERIM DIVIDEND

The Board has resolved not to declare an interim dividend in respect of the six months ended 31 December 2011

to both the holders of ordinary shares and preference shares of the Company.
BUSINESS REVIEW AND PROSPECTS
Retail Operations

The Group’s five-year strategic plan has continued on track, in line with the expansion plan for Mainland China.
Turnover from the Hong Kong and Macau retail operations amounted to HK$189 million, while that from the
Mainland China operation reached HK$1,887 million.

During the Period, 76 new shops and counters opened in Hong Kong, Macau and Mainland China. As at 31
December 2011, the Group’s point-of-sale (“POS”) network consisted of: 9 in Hong Kong, 2 in Macau and 369 in
Mainland China under the brandname “3D-GOLD?, as well as 2 in Hong Kong and 17 in Mainland China under
the brandname “La Milky Way”. Of the POS network in Mainland China, 153 were self-operated and 233 were

franchisee-operated.

The Group has tapped into the fast developing second-tier and third-tier cities in various parts of Mainland China.
Our growth plans will be continually adjusted to optimise financial returns, marketing benefits and strategic

advantages. The Mainland China market will remain the key growth driver in the future.

For the Period, the turnover from our wholesale business with franchises increased by 96% to HK$987 million

(2010: HK$504 million), representing 48% (2010: 43%) of total turnover. This increase primarily resulted from
net addition of 56 franchises points-of-sale. Although the overall gross profit margin registered a decrease to 19%
(2010: 23%), the expansion via franchise will enable the Group to leverage local knowledge, capital and premises,

exacting a faster rollout strategy which minimises the Group’s capital commitment.

Our plan is to continue expanding our jewellery POS network and geographic footprint in Mainland China via
the expansion of our franchise network. We select our franchisees with care and require them to operate according
to our standard and to our branding and marketing guidelines. We closely monitor the sales performance and

inventory level of our franchised POS.

To further broaden the sales channel, the Group has launched an e-commerce platform to capture the high ground
in the fast-emerging cyber market in Greater China and other regions. Further, to capture the promising market

potential and increase in popularity of corporate gifts in China, the Group has entered into the corporate gift and

premium sector.
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Management Discussion and Analysis

Our raw materials include, among other commodities, diamonds, gemstones, platinum and gold. Gold prices have
fluctuated significantly during the Period. The Group has hedged the risk of gold price fluctuations through gold
loans and bullion forward contracts. During the Period, fair value changes in financial instruments and gold loans

of HK$4 million was recognized in the income statement.
Brand Recognition and Marketing Programme

During the Period, besides the regular marketing activities, the Group sponsored a wide range of events, including
the Crown Sponsorship of Miss Chinese Cosmo Beauty Pageant 2011, Diamond Sponsorship of Alan Tam’s
Concert 2011 in Beijing and the Opening of the 50th Shop in Shangdong Province. Our effort in brand promotion
has again won recognition by the World Brand Lab: with a ranking of 177th among China Top 500 Most Valuable
Brands 2011 and 2nd in the category of jewellery brands with a brand value of RMB7.632 billion.

Products and Awards

Our Product Design and Development Department is committed to creating jewellery designs of style and taste for
customers. In February 2012, our design won one of the Best of Show awards in the 13th Hong Kong Jewellery

Design Competition organised by the Hong Kong Trade Development Council and other associations.
Prospects

With more than 80% of our turnover from Mainland China, the Group remains confident and positive to the gold
and jewellery retail market in the years ahead and will continue to enlarge its retail network in Mainland China;
while continuing to promote our brand to secure even higher recognition and trust, as well as spread our good

reputation for product design, quality, value and authenticity.

We constantly strengthen our customer loyalty program to more effectively promote our high-value products. The

Group is also widening its product range, from classic to contemporary; as well as from mass luxury products to

high-end luxury items.




Management Discussion and Analysis

FINANCIAL REVIEW
Liquidity, Financial Resources and Capital Structure

The Group centralizes funding for all its operations through the corporate treasury based in Hong Kong. As at 31
December 2011, the Group had total cash and cash equivalents amounting to HK$162 million (30 June 2011:
HK$261 million) whilst total net assets were HK$638 million (30 June 2011: HK$610 million). The Group’s net
gearing ratio as at 31 December 2011 was 110% (30 June 2011: 80%), being a ratio of total borrowing of HK$861
million (30 June 2011: HK$748 million) less pledged bank deposits and bank balances and cash of HK$162
million (30 June 2011: HK$261 million) to total equity of HK$638 million (30 June 2011: HK$610 million).
After taking into account the gold inventories of HK$619 million (30 June 2011: HK$464 million), the Group’s
adjusted net gearing ratio as at 31 December 2011 was 13% (30 June 2011: 4%), being a ratio of total borrowing

less pledged bank deposits, bank balances and cash and gold inventories to total equity.
Contingent Liabilities and Capital Commitments

Contingent liabilities and capital commitments of the Group as at 31 December 2011 are set out in notes 23 and

19 to the condensed consolidated financial statements.
Pledge of Assets

As at 31 December 2011, the Group’s inventories and bank deposits with a carrying amount of HK$428 million
(30 June 2011: HK$240 million) and HK$37 million (30 June 2011: HK$36 million), respectively were pledged

to banks as securities to obtain the banking facilities granted to subsidiaries of the Group.

Financial Risk and Exposure

Except for the financial derivatives set out in notes 13 and 15 to the condensed consolidated financial statements,
the Group did not have any outstanding material foreign exchange contracts, interest or currency swaps, or other
financial derivatives as at 31 December 2011.

Employees and Remuneration Policy

As at 31 December 2011, the Group had 2,392 employees (30 June 2011: 2,153). The Group’s remuneration

policy is periodically reviewed by the Remuneration Committee and the Board. Remuneration is determined with

reference to market conditions, company performance, and individual qualifications and performance.




Other Information

DIRECTORS” AND CHIEF EXECUTIVES’ INTERESTS AND SHORT
POSITIONS IN SHARES, UNDERLYING SHARES AND DEBENTURES

At 31 December 2011, the interests and short positions of the directors and chief executives of the Company and
their associates in the shares, underlying shares and debentures of the Company and its associated corporations

as recorded in the register maintained by the Company pursuant to Section 352 of the Securities and Futures
Ordinance (the “SFO”), or as otherwise notified to the Company and the Stock Exchange of Hong Kong Limited
(the “Stock Exchange”) pursuant to the Model Code for Securities Transactions by Directors of Listed Companies
set out in Appendix 10 to the Rules Governing the Listing of Securities on the Stock Exchange (the “Listing

Rules”) were as follows:

(a) Long positions in shares

Number of ordinary shares
Personal Family Corporate % of issued
Name of director interests interests interests Total  ordinary shares
Executive Directors
Dr. Wong, Kennedy Ying Ho 4,574,373 240,000 703,564,805 710,379,178 36.08%
(Note a) (Note b)
Mr. Chui Chuen Shun 6,085,900 - - 6,085,900 0.31%
Dr. Hui Ho Ming, Herbert 19,271,900 - - 19,271,900 0.98%
Mr. Mung Kin Keung 4,517,900 - - 4,517,900 0.23%
Dr. Liu Wangzhi 15,556,000 - 156,874,847 172,430,847 8.76%
(Note ¢)
Mr. Lam Kwok Hing, Wilfred - 400,000 = 400,000 0.02%
(Note d)
Ms. Wong Wing Yan, Ella 88,000 200,500 - 288,500 0.01%
(Note ¢)
Non-executive Director
Mr. Kung Ho 72,000 - - 72,000 0.00%

Independent Non-executive Directors

M. Fan, Anthony Ren Da - - - . -
Ms. Estella Yi Kum Ng - - - - -
Mr. Wong Kam Wing 3,790 - - 3,790 0.00%




Notes:

(@

(b)

(©

(d)

(e)

Other Information

The shares are held by the spouse of Dr. Wong, Kennedy Ying Ho (“Dr. Wong”).

Of the 705,564,805 shares, 646,761,055 shares are held by Perfect Ace Investments Limited (“Perfect Ace”) and 58,803,750 shares
are held by Limin Corporation. Perfect Ace is wholly-owned by Ying Ho (Nominees) Limited (“YH Nominees”). YH Nominees

holds 100% in trust for Limin Corporation which is wholly-owned by Dr. Wong.

The shares are held by Ming Feng Group Holdings Limited (“Ming Feng”). Ming Feng is owned as to 49% by Ms. Chan Yangfang
(“Ms. Chan”), the spouse of Dr. Liu Wangzhi (“Dr. Liu”) and 51% by Dr. Liu. Ms. Chan holds 49% shares in trust for Dr. Liu.

As such, Dr. Liu deems to have interest in all the shares in Ming Feng.

The shares are held by the spouse of Mr. Lam Kwok Hing, Wilfred.

The shares are held by the spouse of Ms. Wong Wing Yan, Ella

(b) Long positions in underlying shares of equity derivatives of the Company

Number of % of
Name of director Capacity shares interested shareholding
Executive Directors
Dr. Wong, Kennedy Ying Ho Controlled corporation (Note a) 403,374 0.02%
Beneficial owner (Note b) 1,000,000 0.05%
Controlled corporation (Note c) 10,126,582 0.51%
Mr. Chui Chuen Shun Beneficial owner (Note b) 1,000,000 0.05%
Dr. Hui Ho Ming, Herbert Beneficial owner (Note b) 1,000,000 0.05%
Beneficial owner (Note c) 5,063,291 0.26%
Mr. Mung Kin Keung Beneficial owner (Note b) 1,000,000 0.05%
Dr. Liu Wangzhi Beneficial owner (Note b) 1,000,000 0.05%
Beneficial owner (Note c) 10,126,582 0.51%
Mr. Lam Kwok Hing, Wilfred Beneficial owner (Note b) 5,500,000 0.28%
Ms. Wong Wing Yan, Ella Beneficial owner (Note b) 5,000,000 0.25%
Non-executive Director
Mr. Kung Ho Beneficial owner (Note b) 1,000,000 0.05%
Independent Non-executive
Directors
Mr. Fan, Anthony Ren Da Beneficial owner (Note b) 551,790 0.03%
Ms. Estella Yi Kum Ng Beneficial owner (Note b) 551,790 0.03%
Mr. Wong Kam Wing Beneficial owner (Note b) 100,000 0.01%




Other Information

Notes:

(a) These derivatives are convertible preference shares of the Company. Dr. Wong was deemed to be interested in 403,374 convertible
preference shares through his controlling interests in Perfect Ace and Limin Corporation. Of the 403,374 convertible preference
shares, 3,374 and 400,000 convertible preference shares are held by Perfect Ace and Limin Corporation respectively. Each
preference share is convertible to one ordinary share of the Company at any time from a date not earlier than one year from 3

October 2008.
(b) All interests above are in the form of share options of the Company.
() All interests above are in the form of convertible bonds convertible into ordinary shares of the Company.

Saved as disclosed above, none of the directors, chief executives nor their associates had any interests or short

positions in any shares or debentures of the Company or any of its associated corporation at 31 December 2011.
SUBSTANTIAL SHAREHOLDERS

At 31 December 2011, the register of substantial shareholders maintained by the Company pursuant to Section
336 of the SFO shows that, the following shareholders had notified the Company of relevant interests and short

positions in the issued share capital of the Company.

(a) Long positions in shares of the Company

Number of % of

Name of issued ordinary ordinary
substantial shareholder Capacity shares held shares
Perfect Ace Investments Limited ~ Beneficial owner (Note a) 646,761,055 32.85%
Limin Corporation Beneficial owner (Note a) 58,803,750 2.99%
Savona Limited Beneficial owner (Note b) 101,250,000 5.14%
Dr. Liu Wangzhi Corporate interest (Note ¢) 156,874,847 7.97%
Beneficial owner 15,556,000 0.79%

Notes:

(a) Please refer to the corporate interests of Dr. Wong in the Company as disclosed under “DIRECTORS’ AND CHIEF
EXECUTIVES’ INTERESTS AND SHORT POSITIONS IN SHARES, UNDERLYING SHARES AND DEBENTURES”

section above.

(b) Savona Limited is wholly-owned by Chime Corporation Limited, which is owned as to 99.69% by the Estate of Nina Kung, also
known as Nina T.H. Wang.

(o) Please refer to the corporate interests of Dr. Liu in the Company as disclosed under “DIRECTORS’ AND CHIEF EXECUTIVES’
INTERESTS AND SHORT POSITIONS IN SHARES, UNDERLYING SHARES AND DEBENTURES” section above.




Other Information

(b) Long positions in underlying shares of equity derivatives of the Company

Name of Number of % of
substantial shareholder Capacity shares interested shareholding
Perfect Ace Investments Limited ~ Beneficial owner (Notes a & b) 3,374 0.00%
Limin Corporation Beneficial owner (Notes a & b) 400,000 0.02%
Beneficial owner (Notes c) 10,126,582 0.51%
Diamond Season Limited Beneficial owner (Notes ¢ & d) 75,949,367 3.85%
Notes:
(a) Each preference share is convertible to one ordinary share of the Company at any time from a date not earlier than one year from 3
October 2008.

(b) Please refer to the convertible preference shares in the Company held by Dr. Wong as disclosed under the “DIRECTORS’
AND CHIEF EXECUTIVES’ INTERESTS AND SHORT POSITIONS IN SHARES, UNDERLYING SHARES AND
DEBENTURES” section above.

(o) All interests above are in the form of convertible bonds convertible into ordinary shares of the Company.

(d) Diamond Season Limited is wholly-owned by Rightwood Enterprises Inc., which is wholly-owned by the Estate of Nina Kung, also
known as Nina T.H. Wang.

Saved as disclosed above, the Company had not been notified of any other relevant interests or short positions in

the issued share capital of the Company at 31 December 2011.
SHARE OPTIONS

Particulars of the Company’s share option scheme are set out in note 18 to the condensed consolidated financial

statements.

PURCHASE, SALE OR REDEMPTION OF LISTED SECURITIES OF
THE COMPANY

During the Period, neither the Company nor any of its subsidiaries had purchased, sold or redeemed any of the

Company’s listed securities.

COMPLIANCE WITH THE CODE ON CORPORATE GOVERNANCE
PRACTICES

The Company’s code on corporate governance practices was adopted with reference to the provisions of the Code
on Corporate Governance Practices (the “Code Provision”) contained in Appendix 14 to the Rules Governing the

Listing Securities on the Stock Exchange of Hong Kong Limited (the “Listing Rules”), except for the following

deviations from the Code Provision:




Other Information

Code Provision A.2.1 stipulates that the roles of chairman and chief executive officer should be separate and should
not be performed by the same individual. The Company does not at present have any office with the title “chief
executive officer”. The Board is of the view that currently vesting the roles of the chairman and chief executive
officer in Dr. Wong, Kennedy Ying Ho provides the Group with strong and consistent leadership and allows for

more effective and efficient business planning and decisions as well as execution of long term business strategies.

Code Provision A.4.1 stipulates that the non-executive directors should be appointed for a specific term and subject
to re-election. The Company has not fixed the term of appointment for non-executive director and independent
non-executive directors. However, all non-executive director and independent non-executive directors are subject
to retirement by rotation at least every three years and re-election at the annual general meeting of the Company
pursuant to the Company’s bye-laws. As such, the Board considers that sufficient measures have been taken to

ensure the Company’s corporate governance practices are no less exacting than those in the Code Provision.

The current corporate governance practice of the Company will be reviewed and updated in a timely manner in

order to comply with Code Provision.
ESTABLISHMENT OF CORPORATE GOVERNANCE COMMITTEE

In response to the recent amendments to the Listing Rules relating to corporate governance, the Company has
established a Corporate Governance Committee (“CG Committee”) for the purpose of ensuring the Company’s
corporate governance standards meet with prevailing market standards and requirements. The CG Committee
comprises three executive directors, namely Mr. Mung Kin Kung, Dr. Hui Ho Ming, Herbert and Mr. Lam Kwok

Hing, Wilfred and an independent non-executive director, Ms. Estella Yi Kum Ng.
The CG Committee recommended an internal code on ethical conduct to the Board for the purpose of promoting:

1. the honest and ethical conduct of all staff, including the ethical handling of actual or apparent conflicts of

interest between personal and professional relationships;
2. all employees are required to maintain a basic level of personal integrity;

3. full, fair, accurate, timely and understandable disclosure in periodic reports required to be filed by the

prevailing regulations; and
4. compliance with all rules and regulations that apply to the Company and its officers.

In particular, a separate section on sexual harassment has been incorporated into the internal code on ethical

conduct to reflect the view of the Company’s serious commitment to this issue. The internal code on ethical

conduct has been approved by the Board and implemented in February 2012.




Other Information

MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS
OF THE COMPANY

The Company has adopted the Model Code for Securities Transactions by Directors of Listed Issuers (the “Model
Code”) set out in Appendix 10 to the Listing Rules. All directors of the Company have confirmed, following
specific enquiry by the Company, that they have fully complied with the required standards set out in the Model
Code throughout the Period.

AUDIT COMMITTEE

The Audit Committee has reviewed with the management the accounting principles and practices adopted by the
Group and discussed internal controls and financial reporting matters including a review of the unaudited interim
financial statements for the Period. At the request of the Board, the Company’s external auditor, Deloitte Touche
Tohmatsu, has carried out a review of the unaudited interim financial statements in accordance with Hong Kong
Standard on Review Engagements 2410 “Review of Interim Financial Information Performed by the Independent
Auditor of the Entity”.

As at the date of this report, the Audit Committee of the Company comprises three independent non-executive

directors, namely, Ms. Estella Yi Kum Ng, Mr. Fan, Anthony Ren Da and Mr. Wong Kam Wing.

By Order of the Board

Hong Kong Resources Holdings Company Limited
Dr. Wong, Kennedy Ying Ho, BBS J.P.

Chairman

Hong Kong, 27 February 2012




Report on Review of Interim Financial Information

Deloitte.
EE)

TO THE BOARD OF DIRECTORS OF

HONG KONG RESOURCES HOLDINGS COMPANY LIMITED
TR REBARA

(incorporated in Bermuda with limited liability)

Introduction

We have reviewed the interim financial information set out on pages 17 to 39, which comprises the condensed
consolidated statement of financial position of Hong Kong Resources Holdings Company Limited (the
“Company”) and its subsidiaries (collectively referred to as the “Group”) as at 31 December 2011 and the related
condensed consolidated statement of comprehensive income, the condensed consolidated statement of changes in
equity and the condensed consolidated statement of cash flows for the six-month period then ended and certain
explanatory notes. The Main Board Listing Rules governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited require the preparation of a report on interim financial information to be in compliance with
the relevant provisions thereof and Hong Kong Accounting Standard 34 “Interim Financial Reporting” (“HKAS
34”) issued by the Hong Kong Institute of Certified Public Accountants. The directors of the Company are
responsible for the preparation and presentation of this interim financial information in accordance with HKAS
34. Our responsibility is to express a conclusion on this interim financial information based on our review, and to
report our conclusion solely to you, as a body, in accordance with our agreed terms of engagement, and for no other
purpose. We do not assume responsibility towards or accept liability to any other person for the contents of this

report.
Scope of review

We conducted our review in accordance with Hong Kong Standard on Review Engagements 2410 “Review of
Interim Financial Information Performed by the Independent Auditor of the Entity” issued by the Hong Kong
Institute of Certified Public Accountants. A review of interim financial information consists of making enquires,
primarily of persons responsible for financial and accounting matters, and applying analytical and other review
procedures. A review is substantially less in scope than an audit conducted in accordance with Hong Kong

Standards on Auditing and consequently does not enable us to obtain assurance that we would become aware of all

significant matters that might be identified in an audit. Accordingly we do not express an audit opinion.




Report on Review of Interim Financial Information

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the interim financial

information is not prepared, in all material respects, in accordance with HKAS 34.

Without qualifying our review conclusion, we draw attention to the fact that the condensed consolidated
statement of comprehensive income, the condensed consolidated statement of changes in equity and the condensed
consolidated statement of cash flows for the six-month period ended 31 December 2010 and the relevant
explanatory notes disclosed in the interim financial information have not been reviewed in accordance with

Hong Kong Standard on Review Engagements 2410 “Review of Interim Financial Information Performed by the

Independent Auditor of the Entity”.

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong

27 February 2012
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