OPERATION REVIEW AND OUTLOOK

Turnover for the year was HK$954.1 million (2002: HK$983.5
million), a slight decline of 3%. Loss from operations was
HK$29.3 million (2002: HK$7.0 million) and the loss for the
Group for the year was HK$49.5 million (2002: HK$36.3 million),
an increase of HK$13.2 million over last year. There was a
reduction in interest expenses and other financial restructuring
costs charged to the profit and loss account following the
successful redemption of HK$171.9 million in preference shares
in August 2002. The net effect of the redemption of the
preference shares (net of related expenses, the reversal of the
accrued preference shares dividend and the loss on dilution of
interest in subsidiaries) was that HK$197.1 million has been
directly credited to reserves.

During the year, uncertainty in the global and local economies
continued to adversely affect consumer confidence and retail
turnover generally in Hong Kong. Our showroom operations also
operated in an environment of stiff competition. The operating
results of our business in Mainland China has also been affected
by repositioning efforts.
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During the year, rental expenses and staff costs (excluding
retirement costs) of the Group have been reduced by 12% and
3% respectively from last year. The Group will continue to
streamline its operations, structures and processes so as to keep
downward pressure on its operational costs. In order to better
focus on its core jewellery retail businesses in Hong Kong and
Mainland China, the Group plans to cease its non-profitable
operations in Taiwan and Thailand in the coming year.

The Group has been striving to integrate its core values of
progressiveness, quality and professionalism in every aspect of
our operations. During the year, the Group won a number of
awards in various local and international jewellery design
competitions. The Group has also set up monitoring systems to
provide immediate feedbacks on its operations so that we can
continuously improve the services to our customers. In the coming
year, the Group will invest in a new Point of Sales System (“POS").
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It is expected that the new POS will be fully implemented across
the Group by the end of next financial year. The availability of
updated and accurate sales and inventory information will enable
the Group to better serve our customers through improvements
in merchandising and our supply chain. The new POS will also
assist the Group to more closely monitor its inventory level so as
to strengthen and better manage our balance sheet.

At the end of the financial year, the Group had approximately
950 employees. 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 an employee share option scheme. No options
were granted pursuant to the scheme during the year.

Staff are provided with formal on-the-job training by external
professional trainers and by the sharing of experiences with
seniors at in-house seminars and discussion groups to enhance
communications.
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As at 28 February 2003, non-current assets were HK$66.3
million comprising mainly furniture and fixtures and properties
used for office and showrooms. They are all financed by equity.

As at 28 February 2003, total bank borrowings amounted to
HK$253.7 million (2002: HK$281.7 million), a reduction of HK$28
million. All of the Group’s borrowings are denominated in local
currency. The secured bank overdrafts are secured by a property
held by the Group and a minority shareholder. The Group's
secured bank loans are secured by:

(a) all of the undertakings, properties and assets of the
Company and 28 of its subsidiaries by way of fixed and
floating charges and rental revenue of the Group;

(b) the capital contribution to a subsidiary of the Group and
all the benefits accruing to the pledged equity interest;
and

(c) all rights, titles and interests 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.

Interest is determined on the basis of inter-bank market rates.
Pursuant to the restructuring agreement dated 3 August 2000
(“the Restructuring Agreement”), as disclosed in detail in note
1b(i) and note 20 on the financial statements, the Group is
required to make a minimum fixed repayments of HK$24 million
on an annual basis. During the year, the Group repaid a total of
HK$28 million of bank loan under the Restructuring Agreement
from the operating cash flow, pledged rental income and
proceeds from disposal of non-core assets. Because of the adverse
impact of SARS on the cash flow of the Group, the banks entering
into the Restructuring Agreement have agreed to postpone two
quarterly payments due by the Group on 7 May 2003 and 7
August 2003 under the Restructuring Agreement to 8 September
2003. Provided that the Group’s bankers continue to support
the Group, the directors believe that the Group will be able to
meet in full its financial obligations as they fall due in the
foreseeable future.
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During the year, preference shares totalling HK$171.9 million
were successfully redeemed by the Group on 31 August 2002.
The loss for the year, net of expenses relating to redemption
and the effect of dilution of interest in subsidiaries against
reserves following the redemption of preference shares has
decreased the net asset value for HK$63.6 million which is
partially offset by a write back of accrued dividend for preference
shares. As a result, net asset value of the Group decreased from
HK$62.9 million as at 1 March 2002 to HK$33.2 million. Gearing
(ratio of interest bearing bank borrowings less cash and bank
balances to net asset value) was increased to 6.0 times.

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 was insignificant to the Group.
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At 28 February 2003, the Group has disputes with the Inland
Revenue Department (“IRD") over the taxability of certain income
and deductibility of certain expenses. No provision has been made
in respect of the amounts of tax in disputes, except for the
provision of HK$2,475,000 as set out in notes 5(a)(ii) on the
financial statements. The disputes have yet to be determined by
the IRD and the directors of the Company consider that there
are reasonable grounds in defending the disputes. However,
should the Group not be successful in defending the disputes,
there would be additional exposures to the Hong Kong Profits
Tax and the amounts will be subject to the additional assessments
raised by the IRD.

Save as mentioned above, as at 28 February 2003, the Group
did not have any other material contingent liabilities.
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