12

ANNUAL REPORT 43§

MANAGEMENT DISCUSSION AND ANALYSIS

O PILRG W B oy B

OPERATION REVIEW
Products

During the year under review, the Group delivered a great variety of
new products into the market in the face of stiff competition and to cater
to the different needs of customers. The new products, which
successfully won hearts of the consumers, include:

. Launching a series of Italian K Gold, including famous Italian
brand “Laura C.”, of which styles are elegant and fancy

. “Jewellery Temptation Diamond” Collection Series were launched
during the 5¢1 Golden Week and 10°1 Golden Week

. Adorable products such as “Ff B 8 B, “l01 7 4 /1~ are designed
to match up with the year of Dog

. “Close to you” Collection and “Courage” Collection are specially
designed for Valentine’s Day. They are products that often create
romantic feelings to lovers

. “Wedding Series” especially designed to match up with the
favourable marriage year

. Cultured Pearl Jewellery “Love Mummy” Collection is especially
designed for Mother’s Day

. Targeting the increasing Men’s Jewelry Market, a series of
Titanium Steel Jewellery were introduced especially for men.
Products are mainly using Titanium as key parts, matched with
some other materials as designs, bringing out the muscularity of
men

. Proudly South African Diamond Jewellery “Parfait” Collection

. “Legend” Collection which is made up of Cultured Tahiti Black
Pearl

. “Shine Collection” based on the concept of “Jiang” from 2005
Platinum Guild International Jewellery Masterpiece

. “Blessing Collection” for Christmas
Customers are smart. They always seek for quality products at

affordable prices. In this regard, Luk Fook will seek to provide
customers with products that cater to their tastes.
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Sales Network

The year ended 31st March 2006 was a year for consolidating Luk
Fook’s pace of expansion, facilitating solid growth in the market outside
Hong Kong. Apart from the newly renovated shops situated at the prime
locations of Hong Kong that attract more shoppers, the Group realized

its strategic expansion plan by setting up its own retail outlet in Beijing
in May 2006. Meanwhile, during the year under review, the Group’s
licensee shops have increased to over 180, reflecting our strong growth
momentum.

As at 30th June 2006, the Group has 31 retail outlets under the brand
name of Luk Fook and 2 outlets under the brand name of Ice g. in Hong
Kong, the PRC, Macau and Canada. The Group is also setting up a retail
outlet in San Jose of the United States named “Luvina Jewelers”. The
Group will continue to identify new business opportunities in the
international market in response to the Group’s long-term development.

Marketing and Promotion

Advertising and promotion expenditures represent approximately 1.3%
of the turnover. To facilitate the development of Hong Kong’s jewellery
industry, the Group also participated in various large-scale exhibitions
and sponsorship of public activities during the year including:

. Sponsored the Diamond Crown and jewellery pieces for the
winners of Miss Hong Kong Pageant for the 8th consecutive year

. Being the sole sponsor of the winner’s jewellery pieces in “Miss
Asia Pageant 2005

. Sponsored the jewellery pieces for the winners of the “City
Beauties Pageant 2005 in Guangzhou

. Being the title sponsor of Miss Stephanie Sun’s concert in January
2006
. Participated in numerous worldwide jewellery exhibitions

including: Shanghai, Shenzhen and Hong Kong

. Sponsored Miss Chinese in Vancouver and Toronto for several
years

. Being a prize sponsor in various game shows at leading television
channels

Luk Fook also participated in numerous large-scale exhibitions and
worldwide jewellery exhibitions including: Shanghai, Shenzhen and

Hong Kong:
. Hong Kong Brands & Products Expo, Shanghai

D “6th Shenzhen International Jewellery Fair” at China Hi Tech Fair
Exhibition Centre, Shenzhen

o PUL R W B oy B

a1 B 44 4%

HE 200643 H 31 H 1L B & & S E e
AR — 4 BN ARTE T s LA T 53 2l B AR
W o BRI T T 4 M B B S5 T R 5
HZ RSN AREE IR 200645 H 78 b 5B
BRONE  VEEHAR RS o [/ > AREE R
T A i P T S E A (] R A B 180
HOREARLEHRMES R -

HE 20066 H30H » AEEPKFE - HEH -
T R &= R LA 31 7S 46 i R 40 I B A
W5 A W [ Ice g. b KW A0 I o A 4R 9 IR OE i
5 B0 B2 i 7Y B % 4 & [Luvina Jewelers| A9 43
S o AN SR G A A AR B BT I W R A - LU
Tic A A 42 B 1 = g e o

ili 55 #E W B 1

JEE A R BB S A A SR 1.3% o SRR
BIREEM R » REFTRRAFE NS LZ MK
R RS R B 2 A BRIG B o I

o A AT R B A S /M R 0 8 A S e &
o B4 EERE A

o YEAT20054F SE P /N B 8 R R E B B

o EAT R 200555 76 1 3k | 338 3% 5 & 1) 2k
gl

o VEATHRMEL/NIA20064F 1 H B & 5 7L 44
B Bh

o ZEDW - VRIS A 2 1 B PR 2R
03

o ZARACHE BN R EE K 2 i 2 00 HE T /N E
B

o IR AL G R 2 T H Y 5E
By e

INARIN S B L~ TR R A A M Y 2 R Y
Ji& T R 1o o Bk E R B

s HETLEG L

o JRTRIIE ZE R SE b0 B T AR S E TR
N1 el P B L B

13



14

ANNUAL REPORT 43§

MANAGEMENT DISCUSSION AND ANALYSIS

O PILRG W B oy B

. “Hong Kong Jewellery, Clock and Watch Fair” at the Hong Kong
Convention and Exhibition Centre (September 2005)

. The 40th Hong Kong Brands & Products Expo at the Victoria Park

. Roadshow/Exhibition at the Jusco-Tseng Kwan O East Point City
Story

The Group also organized and participated in a number of promotional
activities:

. Splendid of Creativity — a cocktail reception and catwalk show
displayed the awarded jewellery of the Group in December

. Actively participated in DTC Forevermark promotion

. Large scale promotion activities were held in important dates
including Mother’s Day, Christmas, Lunar New Year and
Valentine’s Day

. New advertising materials launched via different media channels

. Participated in the large-scale joint promotion activities
organized by World Gold Council, Platinum Guild International
and Perles De Tahiti

Brand Management

During the year, the Group won the sincere trademark of “Hong Kong
and Macau Merchants Integrity Award” and “My Favourite Top Ten
Brands Hong Kong” by the Guangzhou Daily, which symbolized the
Group’s popularity among Mainland customers. The Group was also
awarded by Forbes Magazine as one of Asia and the Pacific’s 200 best
companies with annual revenues under US$1 billion. Being the only
jewellery retailer gaining such honour, it strengthened our outstanding
position in the jewellery industry and marked our high quality of

corporate management and sustained growth.

Luk Fook also expands its market segments with product line
diversification. Apart from “Luk Fook” brand, the Group has established
a younger product line under the brand “Ice g.”. The brand is now
widely recognized by customers for its trendy design and craftsmanship.
Furthermore, the new brand “Luvina Jewelers” which is to be
established later this year is a new multi-branding strategy of the Group

targeting mature and premium customers overseas.
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Production

In order to attain cost effectiveness and production efficiency, a portion
of the gold ornaments and gem-set jewellery will be produced in its
production facilities in Hong Kong and the PRC. The production facility
in Pangyu, Guangdong, the PRC has also enhanced the Group’s
production capacity, bringing to the Group a higher efficiency in
manufacturing jewellery. The Pangyu manufacturing plant has a total
floor area of over 300,000 square feet. The plant commenced operation
in the fourth quarter of 2004.

Portal Operation

The Group’s jewellery portal “www.jewellworld.com” or
“www.jw28.com” was established to be an electronic gateway for the
global jewellery industry. It not only serves as a business-to-business
trading platform among jewellery manufacturers, wholesalers and
retailers worldwide, but also an additional promotion and distribution
channel for the Group. The Group thus believes that viewing via internet
product samples and purchasing jewellery has become popular and will
enhance huge business potential.

ACHIEVEMENTS

Design

To adhere to the market and jewellery trend, the Group never stops
pushing the limits of jewellery design. Our vivid appetite and passion on
creative designs received a wide range of awards and recognitions from

different design competitions including:

Chu Wai On Chu Wai On
Platinum Guild
International Jewellery

Masterpiece
“Jiang”

“The Rhapsody”

Buyer’s Choice Winner
Buyer’s Choice Group
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Chu Wai On
Champion
Pearl Row
“Banquet”
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Li Wai Ki, Vickie
Champion
Parure

“The Fate”

Tsoi Yuk Yu, Winny 3 Li Wai Ki, Vickie
Champion g First prize
Necklace 1 Pearl Row
ii% [ / “Fire Dancer”

. Platinum Guild International Jewellery Masterpiece: Jiang . W2 eH 4 T e B A AR AR AE S - T

. Chuk Kam Jewellery Design Competition 2006 . JE 4 R R FE 22006
Buyer’s Choice Group: Buyer’s Choice Winner — “The Rhapsody” T2 EOm A - Fr s o AT — [SEh

. The 4th Tahitian Pear]l Trophy Asia o MUY JE B BRI % MR e
Necklace Category: Champion — “Jiffy” TEBRAH - S — A8
Parure Category: Champion — “The Fate” SR S [EE
Pearl Row Category: Champion — “Banquet” LR iEH — [

Pearl Row Category: First Prize — “Fire Dancer” BykE A s — [k ERE
Ring: Second Prize — “Drops of Memories” RIS A - = — [ EE A

. The 7th Buyers’ Favourite Jewellery Design Competition o L A E O S i E R b 2R
Best of the Best Award: “Dandelion” AR [ A O
Bangle and Bracelet Section: “Meet” and “Part” EX D ET i S
Earrings Category: Bronze Award — “Fire” HBH4 : = [pepesyl k]

Earrings Category: Gold Price — “Dandelion” HBRA S [

. The 7th Hong Kong Jewellery Design Competition . LRSS R E
Bracelet/Necklace group: “Craftsmanship and Technology Award”: TE T - TERHfise - (4
“Victoria Harbour”

Bracelet/Necklace group: Merit Award — “Sparkle Night” TEG T8 - LA — [P o0 s
Bracelet/Necklace group: Merit Award — “Rain Forest” TESE F8aH - 84T — [ 80 R Ak
Others’s group: Merit Award — “Mirror Flakes” HA B R R A — [

Ring’s group: Merit Award — “Lolita” M AE 4L 48 4% — [Lolital
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Liu Wai Yi, Guri z ] Tsoi Yuk Yu, Winny % Chu Wai On
Second Prize < Best of the Best Award Gold Prize
Ring Earrings: Gold Prize z Bracelet
“Drops of Memories” “Dandelion” “Meet & Part”

The Group will continue to launch new products in the market to offer A A [ A A TE T A HE R BRI K
customers more innovative designed jewellery. ARG R R E -

Quality Assurance B AR &

The Group’s wholly owned subsidiary gems laboratory “China Gems AR A L TR A e A D T v S R E L
Laboratory Limited” was set up in 1996. It was established to ensure the A 19964F BUAT » H Y £ PR B 40 22 i 1 B 2 8
quality of each product maintains good standard. Its scope of services PRIE R KHE o v 3 BROET 3 2 rpoO SR AL 10 IR 5
includes authentication, grading of diamonds, and authentication of B ELFE A - P DI RIER A AE L
jades and coloured gemstones and quality assessment of jewellery. The M8 E R Sk B = R o LB 2 4 B
Laboratory has employed a number of certified gemologists who have TR I M KRR RR T A R E AT AR
professional qualifications and rich experiences. Every year, it tests over S 1 ) 5 4 100,0001F 3K B R E A o b X
100,000 pieces of jewellery and gemstones on A s RN R M #E IS0
average. With the ISO 17025 qualification accredited 1702538 7% » JA 545 88 41 1 o
by the Hong Kong Accreditation Service last year, ..'_-'.: THEA (B E) W3R
the Laboratory continues to be the accredited —= B > AT 51509001 : 2000
laboratory of gemstones (Jadeite) testings and meet _'-:'__"_ mE AR ED - B
the principles of SO 9001:2000 Quality e RS > A ) Ay A s O — — ]
Management Systems — Requirements this year. At R r—— BERAERHEBNKEZE
present, the Group is the only jewellery retailer in R R P, — PR o b K % A BT TT 4R R
Hong Kong receiving this qualification. The honour ___T:-:::_Tm?-'_.z__ 7S AR Tk T R A 1R
could undoubtedly raise customers’ confidence in T L e
purchasing Luk Fook’s jewellery. e————

— e e e T e =
Customer Service e % 5 R %
Customer service is always an essential element to e B K P WG —m & S48
the success of Luk Fook. In this regard, Luk Fook E.__L e et Bls 21 o RNERIR A EAE
has gained numerous awards during the year. - o I 7 T S R AR T o
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Li Wai Ki, Vickie
Merit Award
Bracelet/Necklace
“Sparkle night”

Au Yee Wa, Evelyn
Bronze Prize
Earrings

“Fire”

Au Yee Wa, Evelyn
Craftsmanship and
Technology Award
Bracelet/Necklace
“Victoria Harbour”

The Group has been the only jewellery brand being shortlisted in the
“Emerging Service Award” of the “Hong Kong Top Services Brand
Award” from The Chinese Manufacturers’ Association of Hong Kong
and Hong Kong Brand Development Council. The Group has also
obtained the “2005 Hong Kong Awards for Industries”: Customer
Service Certificate of Merit from the Hong Kong Retailing Management

Association.

Providing excellent customer service always tops our priority list. The
group is dedicated to provide highly professional and quality service.
The Group is proud of every award gained from the communities of
Hong Kong and the PRC as all these acknowledgments are undeniably a

significant recognition of our services.

FINANCIAL REVIEW
Liquidity and Financial Resources

The Group’s core business is gold and jewellery retailing. As at 31st
March 2006, the Group’s bank balances and cash reached approximately
HK$109 million (2005: HK$131 million). The Group’s debt-to-equity
ratio at the year-end, being the proportion of total debts of
approximately HK$171 million (2005: HK$159 million) against total
shareholders’ equity of approximately HK$715 million (2005 (restated):
HK$664 million), was 23.9% (2005: 23.9%).

The Group’s income and expenditure streams are mainly denominated in

Hong Kong dollars.
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Capital Expenditure

During the year under review, the Group incurred capital expenditures
of approximately HK$34 million (2005: HK$82 million), including the
costs of leasehold improvements, furniture, fixture and equipment.

Contingent Liabilities
The Group did not have any significant contingent liabilities at 31st
March 2006 (2005: Nil).

Employment, Training, Development and

Remuneration Policy

As at 31st March 2006, the number of employees of the Group was
approximately 1,726 (2005: 1,550). Remuneration policies are reviewed
and approved by management on a regular basis. Remuneration
packages are structured to take into account the comparable level of the
market. Bonus and others merit payments are linked to success of the
Group and performance of individual employee. The policy is to

encourage employees to optimize business performance by providing

them with financial incentives.

Chu Wai On
Merit Award
Others

“Mirror Flakes”

Tsoi Yuk Yu, Winny
Merit Award
Bracelet/Necklace
“Rain Forest”
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Tsoi Yuk Yu, Winny
Merit Award

Ring

“Lolita”
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