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Overall Group Results

Turnover for the year was HK$1,177.5 million
(2000: HK$1,271.9 million), representing a
decrease of 7% mainly as a result of the
continuing difficult conditions in the local retail

market and lower tourist spending in Hong Kong.

Profit from operations was HK$66.2 million
(2000: HK$142.7 million). The decline was
caused by a decrease in property related income
following the Group's divestment of non-core
properties, non-recurrence of recovery of a bad
debt and an increase in the provision for
obsolete inventory during the year. We have
evaluated critically our inventory portfolio and
have made a provision for obsolete inventory
amounting to HK$40.4 million for the year. Had
the effect of the provision been excluded, the
overall gross margin would have shown an
absolute improvement of 1.4% point compared

to the prior year's 35.9% gross margin.
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Loss attributable to shareholders was HK$68.3 million (2000:
HK$285.6 million), an improvement of HK$217.3 million. Loss per
share improved from HK$0.76 to HK$0.20. Finance costs, loss on
disposal and revaluation of properties and provision for unrecoverable
debts were substantially reduced from those in last year, reflecting the

result of the restructuring efforts.

Hong Kong Operation

Decrease in turnover was mainly attributable to the lower level of
our retail and showroom sales in Hong Kong. The bursting of the
technology stock bubble in the U.S. and elsewhere, uncertainties over
the structural change of the Hong Kong economy and slowing down of
the U.S. economy made local consumers increasingly more
conservative towards consumption. On the other hand, thanks to the
improvement of sales mix, our gross margin improved. This indicated
that consumers, though cautious, are still willing to pay for products

with value for money.

The Group has always been dedicated to improving the value of our
products and services to our customers. Our product design has been
well recognised by the profession. It was evidenced by our Creative
Manager, Mr. Tommy Yuen's winning of the Gold Awards in The Third
International South Sea Pearl Jewellery Design Competition and The
Buyers' Favorite Diamond Jewellery Design 2000. On top of that, our
colleagues also won another six awards in different competitions during

the year.
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The management is determined to replenish our inventory portfolio
with more contemporary and quality design products. Our product
design and merchandising departments have been reorganised and
empowered to become more responsive to market changes. A series of
projects, such as a computer-aided design centre and expansion of
moulds-building capability, have commenced to enable ourselves to

offer wider range of contemporary and quality design to our customers.

To accommodate the trend towards decentralisation of the
population in Hong Kong, the Group has been carrying out more
jewellery exhibition sales to serve our customers in different areas of

Hong Kong with a competitive cost structure.

The Group will redevelop the information technology system in the
coming year to re-engineer the business processes to bring about

greater administrative and logistics efficiency and control.

Overseas Operations

Turnover from overseas operations was HK$454.4 million (2000:
HK$385.6 million), with a 17.8% growth from last year. Sales in
Mainland China were steady whilst sales from operations in Taiwan,
Thailand and Malaysia showed signs of recovery with double digit

growth.
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Mainland China has enjoyed one of the fastest and most sustained
periods of economic growth in its history and we believe the conditions
remain in place for this to continue. It will be the most important
market for the Group. In April 2001, the Group set up a jewellery
processing joint venture in Beijing, which enables the Group to have a

stronger foothold in this expanding market.

The Group will continue to improve operating efficiency and control

in all overseas operations.

Employees

The Group has approximately 850 employees. Employees are
rewarded on a performance basis with reference to market practice.
Other employee benefits include medical cover and subsidies for job-

related education as well as an employee share option scheme.

Staff is provided with on-the-job training and formal job-related
training by sharing of experiences of seniors and by outside

professional trainers.
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Financial Review
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During the year, the Group continued to divest its non-core assets.
As at 28th February, 2001, the book value of non-current assets was
HK$86.6 million comprising mainly furniture and fixtures and
properties used for retail shops, showrooms and offices. They are

principally financed by equity.

Pursuant to the Subscription Agreement of the preference shares
dated 31st December, 1997, if the preference shares have not been
converted into ordinary shares, the preference shares are to be
redeemed by the Company on 28th February, 2002. We are in an
advanced stage of negotiation with the preference shareholder to
redeem the preference shares in consideration for an interest in
certain subsidiaries of the Company. The Company will make all the
necessary disclosures when a definitive agreement is reached with the
preference shareholder. Barring unforeseen circumstances, the
Company is optimistic in reaching an agreement with the preference

shareholder.

As at 28th February, 2001, total interest-bearing borrowings
amounted to HK$352.7 million (2000: HK$409.9 million), a reduction
of HK$57.2 million. All of the Group’s borrowings are denominated in
local currency. The bank borrowings were secured and interests were
determined on the basis of inter-bank market rates. Interest cover
(ratio of profit from operations before net interest expenses to net

interest expenses) for the year was 2.1 times.
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The figure for net asset value declined from HK$207.4 million to
HK$113.3 million mainly as a result of the loss for the year and a
deficit on revaluation of properties. Gearing (ratio of interest-bearing
borrowings less cash and bank balances to net asset value), therefore,

increased from 1.5 times to 2.7 times.

On 3rd August, 2000, the Company entered into a debt
restructuring agreement (the “Restructuring Agreement”) with its bank
creditors. The restructuring is for a period of five years and three
months or up to an earlier date when repayments reduce the total
bank indebtedness to HK$150 million. Pursuant to the Restructuring
Agreement, the Group is required to divest non-core assets to reduce
its borrowings. The Group is also required to reduce its borrowings, at
least HK$24 million a year starting from 3rd November, 2000. Interest
is payable during the restructuring period. The Company and certain of
its wholly-owned subsidiaries have charged all of their undertakings,
properties and assets by way of debentures and mortgages or second
mortgages as security for the restructured bank indebtedness under the
Restructuring Agreement. During the year under review, the Company
repaid HK$51.4 million to its bank creditors under the Restructuring
Agreement, thereby reducing the balance to HK§347.4 million from
HK$398.8 million. Under the terms of the Restructuring Agreement, the
majority participating lenders may terminate the Restructuring
Agreement at any time by servicing a 14-day notice on the Company.
The whole balance due under the Restructuring Agreement is therefore
classified under the current liabilities. The directors believed that up to
the date of this report, there was no reason to believe that the bank
creditors would not continue the Restructuring Agreement. Up to the
latest practicable date, the Group has further disposed of certain non-
core assets and made fixed repayment in accordance with the

Restructuring Agreement. Loan balances under the Restructuring
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Agreement would be further reduced by HK$42.7 million to HK$304.7
million. With the continued support from the bankers, the Group will be
able to meet in full its financial obligations as they fall due in the

foreseeable future.

Corporate Governance

On 31st August, 2000, two more independent non-executive
directors were appointed to the Board. The Board of directors
comprises three executive directors and four independent non-
executive directors. All directors are able to take independent

professional advice in furtherance of their duties if necessary.

At each annual general meeting, one-third of the directors (except
the Chairman and Chief Executive Officer of the Company) shall retire
from office by rotation and the retiring directors shall be eligible for re-
election. The Company at the shareholders’ meeting at which a director
retires may by ordinary resolution fill the office being vacated by

electing the retiring director or some other person eligible for election.

The Board meets monthly and is responsible for overall group
strategy, investment and divestment policy. There were 17 full Board
meetings held during the year and all the acts of the Board were

unanimously approved by the Directors.

Independent non-executive directors provide independent
assessment and advice on finance and operations as well as business
proposal from the executive directors. They have no financial or other

interest in the business of the Company or its subsidiaries.
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The Board has one standing committee, the Audit Committee.

The Audit Committee consists of three independent non-executive
directors, namely, Mr. Chui Chi Yun, Robert (the Chairman), Mr. Hong
Po Kui, Martin and Mr. Gerald Clive Dobby (appointed on 31st August,
2000 with Mr. Lui Pui Kee, Francis as alternate). During the year, the
Audit Committee met 3 times with all members in attendance since
their appointment. None of the members of the Committee has any
personal financial interests or conflicts of interests arising from cross-
directorships or day-to-day involvement in the running of the business.
The Audit Committee oversees the financial reporting process and
internal control of the Company. The Committee reviewed the interim

and annual financial statements of the Company during the year.

MAIJOR CUSTOMERS AND SUPPLIERS

The Group is principally involved in retail business. The five largest
customers of the Group are mainly overseas customers and the
percentage of sales attributable are less than 30% of the Group's

turnover.

The Group mainly sourced its gold supplies from the world
commodity market through one dealer (2000: one). These amounted
to HK$99.4 million for 2001 (2000: HK$195.0 million). Other than this
dealer, the percentage of purchases attributable to the Group's five

largest suppliers combined was less than 30% in 2001.

None of the directors, their associates or any shareholder (which to
the knowledge of the directors own more than 5% of the Company’s
share capital) had an interest in the major customers or suppliers

noted above.
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