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LJ INTERNATIONAL INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(IN THOUSANDS, EXCEPT SHARE DATA)

ASSETS
Current assets:
Cash and cash equivalents
Restricted cash
Trade receivables, net of allowance for doubtfoaats
Derivatives
Investment in capital guaranteed fund
Inventories

Prepayments and other current assets

Total current assets
Properties held for lease, net
Property, plant and equipment, net
Due from related parties

Goodwill, net

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Bank overdrafts

Notes payable

Capitalized lease obligation, current portion

Letters of credit, gold and other loans

Derivatives

Trade payables

Accrued expenses and other payables

Due to related parties

Income taxes payable

Deferred taxation

Total current liabilities

Other payables, non-current

Total liabilities

Minority interest

As of

September 30

As of

December 31

2006 2005
(Unaudited)

US$ Us$
8,182 4,796
5,904 5,839
30,776 24,960
2,079 2,034

2,496 92,4
66,226 55,941
4,144 2,538
119,807 98,604
1,360 1,400
6,839 6,221
21 484
1,521 1,521
129,548 108,230
3,450 2,028
4,878 3,079
57 20
35,050 2,633
5,052 3,567
15,094 12,168
7,709 7,280
- 1,910
553 201
154 154
72,015 63,050
305 43
72,320 63,093
155 129



Stockholders’ equity
Common stocks, par value US$0.01 each,

Authorized — 100 million shares,

Issued —

18,942,871 shares as of September 30, 2006; 13(E2shares as

of December 31, 2005 189 155
Additional paid-in capital 40,369 31,419
Accumulated other comprehensive loss (156) (156)
Unearned compensation (29) (29)
Retained earnings 16,690 13,609
Total stockholders’ equity 57,073 45,008

Total liabilities and stockholders' equity 129,548 108,230

See accompanying notes to the condensed consdlififs@acial statements.



LJ INTERNATIONAL INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)
Three months ended Nine months ended

September 30 September 30

2006 2005 2006 2005

uUss$ uUss$ uss$ Us$
Operating revenue 33,232 26,543 83,333 63,056
Costs of goods sold (23,974) (20,471) (60,975) (48,714)
Gross profit 9,258 6,072 22,358 14,342
Selling, general and administrative expenses (6,566 (4,011) (17,470) (11,566)
Operating income 2,692 2,061 4,888 2,776
Other revenue and expense
Other revenues 564 85 910 193
Share of results of investment securities - - - 215
Interest expenses (904) (551) (2,308) (1,277)
Income before income taxes, minority interest and
extraordinary gain 2,352 1,595 3,490 1,907
Income taxes (207) (141) (383) (291)
Income before minority interest and extraordinary
gain 2,145 1,454 3,107 1,616
Minority interest (16) (8) (26) (11)
Income before extraordinary gain 2,129 1,446 3,081 1,605
Extraordinary gain in negative goodwill - - - 39
Net income 2,129 1,446 3,081 1,998
Numerator:

Net income used in computing basic and diluted
earnings per share 2,129 1,446 3,081 1,998

Denominator:
Weighted average number of shares used

in calculating basic earnings per share 17,460,3 13,402,006 16,860,066 13,134,863
Effect of dilutive potential ordinary shares:
Warrants and stock options 898,148 775,044 8322 691,587

Weighted average number of shares used
in calculating diluted earnings per share 18333 14,177,050 17,782,900 13,826,450

Earnings per share:

Basic 0.12 0.11 0.18 0.15
Diluted 0.12 0.10 0.17 0.14

See accompanying notes to the condensed coatsalifinancial statements.



LJ INTERNATIONAL INC.
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN STREOLDERS' EQUITY
(UNAUDITED)

(IN THOUSANDS EXCEPT SHARE DATA)

Nine months ended September 30, 2006
Accumulated

Common Stock Additional Other
Paid-in Comprehensive Unearnel Retained
Shares  Par Value Capital Loss Compensation Earnings Total
uUss$ Us$ Uss$ uUss$ Uss$ Us$
Balance as of December 31, 2005 15,521,203 155 31,419 (156) (29) 13,609 45,008
Comprehensive income:
Net income 3,081 3,081
Issuance of common stock upon exercise
of stock options 1,455,000 14 2,921 2,935
Issuance of common stock upon exercise
of warrants 500,000 5 1,735 1,740
Issuance of common stock on private
placement 1,466,668 15 4,176 4,191
Compensation costs for warrants granted 118 118
Balance as of September 30, 2006 18,942,871 189 40,369 (156) (19) 16,690 57,073

See accompanying notes to the condensed consdlififa@@cial statements.



LJ INTERNATIONAL INC.
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN STREOLDERS' EQUITY
(UNAUDITED)
(IN THOUSANDS EXCEPT SHARE DATA)

Nine months ended September 30, 2005
Accumulated

Common Stock Additional Other
Paid-in  Comprehensive Unearned Retained
Shares  Par Value Capital Loss Compensation Earnings Total
uss$ uss$ uss$ uss$ uss$ US$
Balance as of December 31, 2004 12,304,658 123 23,382 (151) (37) 10,171 33,488
Comprehensive income:
Net income 1,998 1,998
Unrealized holding loss on investment
in capital guaranteed fund (105) (105)
Issuance of common stock upon
exercise of stock options 1,318,000 13 3,448 3,461
Stock options granted 471 (471) -
Compensation expense recognized
during the period 79 79

Balance as of September 30, 2005 13,622,658 136 27,301 (256) (429) 12,169 38,921

See accompanying notes to the condensed consdlififa@@cial statements.



LJ INTERNATIONAL INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)
(IN THOUSANDS)

Nine months ended

September 30
2006 2005
Uss$ US$
Cash flows from operating activities:
Net income 3,081 1,998
Adjustments to reconcile net income to net caskigea by operating activities:
Depreciation and impairment loss on property, {odend equipment 1,336 968
Unrealised loss on derivatives 46 88
Loss on disposal and write-off of property, plantl equipment 3 1
Share of results of investment securities - (215)
Extraordinary gain on negative goodwill - (393)
Compensation costs for warrants granted 118 79
Minority interest 26 11
Changes in operating assets and liabilities:
Trade receivables (5,816) (6,894)
Inventories (10,285) (8,336)
Prepayments and other current assets (1,606) (1,606)
Due from related parties 463 -
Trade payables 2,926 2,003
Accrued expenses and other payables 781 314
Due to related parties (1,910) -
Letters of credit 2,084 4221
Net cash used in operating activities (8,753) (7,761)

Cash flows from investing activities:
Change in restricted cash (65) 511
Cash acquired from subsidiaries - 175

Purchases of investment in capital guaranteed fund - (2,496)
Purchase of property, plant and equipment (1,555) (2,055)
Proceeds on disposal of property, plant and equipme 4 12
Net cash used in investing activities (1,616) (3,853)
Cash flows from financing activities:

Change in bank overdrafts 1,422 2,680
Proceeds from issuance of shares upon exerciseosf gptions 2,935 3,461
Proceeds from issuance of shares upon exercisarcints 1,740 -
Net proceeds from issuance of shares in privatepiant 4,191 -
Loans acquired 6,399 7,958
Repayment of loans (2,883) (4,003)
Repayment of capitalized leases (49) (26)
Net cash provided by financing activities 13,755 10,070
Net increase (decrease) in cash and cash equivakent 3,386 (1,544)
Cash and cash equivalents, at beginning of period 4,796 3,228
Cash and cash equivalents, at end of period 8,182 1,684
Supplemental disclosure:

Cash paid during the period for:

Interest 1,979 1,044
Taxes 31 67

Non-cash transactions:
Purchase of property, plant and equipment undetatiapd leases 366 -

See accompanying notes to the condensed consdlififs@acial statements.
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LJ INTERNATIONAL INC.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEENTS
(INFORMATION SUBSEQUENT TO DECEMBER 31, 2005 IS UNIBITED)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

LJ International Inc. (the “Company”) and its sdlimiies (collectively the “Group”) are principaldngaged in
the design, manufacture, marketing and wholesaleretail sale of precious and colored gemstonesligvas
well as diamond jewelry. While the Company is daiseHong Kong, its manufacturing operations arthé
People's Republic of China (“PRC”) and most oftes are currently in the United States of Amefics”).
The Group also owns certain commercial and resaleptoperties located in Hong Kong, which are held
primarily for investment purposes.

The unaudited condensed consolidated financiarsits included the accounts of LJ International &md
its subsidiaries. All material intercompany accauand transactions have been eliminated on comasiolid
The accompanying unaudited condensed consolidatadlcfal statements and related notes should loeimea
conjunction with the financial statements and eglaiotes included in the Company’s annual repofeam
20-F for the year ended December 31, 2005 filetl thie Securities and Exchange Commission on Ma8¢ch 2
2006.

The information furnished reflects, in the opinioh the management of the Company, all adjustments,
consisting of normal recurring accruals, which @eeessary to present a fair statement of the sefulthe
interim periods presented.

The interim figures are not necessarily intieaof the results to be expected for the fisedrydue to the
seasonal nature of the business.

Certain prior period amounts have been reclassifiembnform to current period presentation.

INVENTORIES

Inventories consist of:

As of As of
September 30 December 31
2006 2005
US$'000 US$'000
Raw materials 43,252 38,676
Work-in-progress 3,383 2,214
Finished goods 19,591 15,051

66,226 55,941

PRIVATE PLACEMENT OF COMMON STOCK AND WARRANT$0O PURCHASE COMMON STOCK

On September 25, 2006, the Company entered intcecurises purchase agreement with certain
institutional investors for the issuance of shafesur Common Stock and warrants to purchase sludrasr
Common Stock (“Warrants”). The Company sold to itmeestors an aggregate of 1,466,668 units at a
purchase price of $3.75 per unit, each unit cangjgif one share of Common Stock and a short-teamanmt

and a long-term warrant. The long-term warrangse®ent a five-year option to purchase in the aggesup

to 366,668 shares of Common Stock at $4.50 peesitaany time during the period from March 25, 2007
until March 25, 2012, and the short-term warramjgresent an option to purchase in the aggregate up
236,909 shares of Common Stock at $4.221 per stiamy time during the period from September 25620
until February 5, 2007.

The Company also entered into a registration régineement with the investors. Pursuant to thegefthe
registration rights agreement, the Company agreegdister the shares of Common Stock and the share



underlying the warrants for resale on behalf of iveestors. The registration statement coverihg t
warrants was declared effective on November 7, 2006

STOCK BASED COMPENSATION
The 1998 Stock Compensation Plan

Effective June 1, 1998, the Company adopted ancbapg the 1998 Stock Compensation Plan. The purpose
of the plan is to:

o encourage ownership of the common stock by trapany’s officers, directors, employees and
advisors;

o provide additional incentive for them to promtte Company’s success and the Company’s
business; and

0 encourage them to remain in employment by piingithem an opportunity to benefit from any
appreciation of the Company’'s common stock thrabhghissuance of stock options.

Options constitute either incentive stock optiorighiw the meaning of Section 422 of the United &tat
Internal Revenue Code of 1986, as amended, orraptidnich constitute nonqualified options at theetiaf
issuance of such options. The plan provides thantive stock options and/or nonqualified stockans
may be granted to our officers, directors, empleyaed advisors selected by the compensation coeanitt
A total of 4,000,000 shares of common stock arbai#ed and reserved for issuance during the tértheo
plan, which expires in June 2008. The compensationmittee has the sole authority to interpretptam
and make all determinations necessary or advidabladministering the plan. The exercise pricedoy
incentive option must be at least equal to thenfedirket value of the shares as of the date of grddpon the
exercise of the option, the exercise price mustpdigl in full either in cash, shares of our stockaor
combination. If any option is not exercised foy #a@ason, such shares shall again become avaitattlee
purposes of the plan.

On October 17, 2000, the Company offered each wpt@der the opportunity to cancel all or somehaf t
stock options previously granted in exchange ferghanting on April 30, 2001 of options to acqureequal
number of shares with an exercise price equalddtbn last sale price of the stock on April 30020or a
new term of seven years expiring April 30, 2008.

As of September 30, 2006, 3,139,500 options had erercised and the following options to purchésees
of our common stock under the plan remained outistgn

0 stock options to purchase 449,000 and 20,00@slz1$2.00 per share through April 30, 2008 and
June 30, 2013 respectively, and 391,500 share®.2b$er share through April 30, 2008, of
which 795,500 shares are held by the directorsoffitrs as a group.

The 2003 Stock Compensation Plan

Effective July 1, 2003, the Company adopted andaggal the 2003 Stock Compensation Plan, which the
shareholders approved on December 5, 2003. Thegeigi the plan is to:

o encourage ownership of the common stock by trapany’s officers, directors, employees and
advisors;

o provide additional incentive for them to promtte Company’s success and the Company’s
business; and

0 encourage them to remain in employment by piingithem an opportunity to benefit from any
appreciation of the Company’'s common stock thrahghissuance of stock options.

Options constitute either incentive stock optiorithiw the meaning of Section 422 of the United é&tdhternal
Revenue Code of 1986, as amended, or options wbitttitute nonqualified options at the time of &swe of
such options. The plan provides that incentivekstiptions and/or nonqualified stock options magraated to
our officers, directors, employees and advisorscsedl by the compensation committee. A total @®000
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shares of common stock are authorized and res@oweéssuance during the term of the plan, whichiregpin
June 2013. The compensation committee has theusthierity to interpret the plan and make all deiteations
necessary or advisable for administering the pldie exercise price for any incentive option or quatified
option may be less than the fair market value efghares as of the date of grant. Upon the ereotithe
option, the exercise price must be paid in fullesitin cash, shares of our stock or a combinatidhany option
is not exercised for any reason, such sharesafaith become available for the purposes of the plan

As of September 30, 2006, 3,005,000 options had &eercised and the following options to purchésges of
the common stock under the plan remained outstgndin

0 stock options to purchase 973,000 shares at $210§hare through June 30, 2013 and 22,000 shares
at $2.25 per share through April 30, 2008, of wi3é®,000 shares are held by the directors and
officers as a group.

The 2005 Stock Compensation Plan

Effective July 1, 2005, the Company adopted andaggal the 2005 Stock Compensation Plan, which the
shareholders approved on September 26, 2005. Tpegauof the plan is to:

o0 encourage ownership of the common stock byttrapany’s officers, directors, employees and
advisors;

o provide additional incentive for them to promtte Company’s success and the Company’s
business; and

0 encourage them to remain in employment by piingithem an opportunity to benefit from any
appreciation of the Company’'s common stock thrabhghissuance of stock options.

Options constitute either incentive stock optionighiw the meaning of Section 422 of the United &tat
Internal Revenue Code of 1986, as amended, orraptidnich constitute nonqualified options at theetiof
issuance of such options. The plan provides tigritive stock options and/or nonqualified stockioos
may be granted to our officers, directors, empleyaed advisors selected by the compensation coeanitt
A total of 4,000,000 shares of common stock arbaized and reserved for issuance during the tértheo
plan, which expires in June 2015. The compensationmittee has the sole authority to interpretpiaa
and make all determinations necessary or advidabladministering the plan. The exercise pricedoy
incentive option or nonqualified option may be I#san the fair market value of the shares as ofitdte of
grant. Upon the exercise of the option, the egergrice must be paid in full either in cash, sharfeour
stock or a combination. If any option is not exgd for any reason, such shares shall again become
available for the purposes of the plan.

As of September 30, 2006, no options had beenegtantder the plan.

As of December 31, 2005, the Company recorded cosagien expense for stock-based employee compamsati
plans using the intrinsic value method pursuardR® Opinion No. 25 in which compensation expense wa
measured as the excess of the market price ofdble gver the exercise price of the award on thasutmement
date. Compensation expense was charged to inconvaen incurred if the benefit was fully vestethatdate

of grant or was recognized proportionately oveniisting period. No compensation expense was rexaatjfor
these stock options granted to employees at egquaise which was same as or higher than the mpricet of
the underlying stock on the date of grant.

Effective for the fiscal year beginning Januar2d06, the Company will adopt the provisions of SP&& 123R,
which requires all companies to measure compenseatigt for all share-based payments at fair value.
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LJ INTERNATIONAL INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
(INFORMATION SUBSEQUENT TO DECEMBER 31, 2005 IS UNIBITED)

We are a totally vertically integrated company tlesigns, brands, markets and distributes a compdeige of
fine jewelry. While we specialize in the colorenvglry segment, we also offer high-end piecesrsegellow
gold, white gold, platinum or sterling silver andoaned with colored stones, diamonds, pearls aediqus
stones. We distribute mainly to fine jewelers, atépent stores, national jewelry chains and TV pirap
channels and discount chain stores throughout Nartterica, Western Europe, Australia and Japan. Our
product lines incorporate all major categories soury major retailers, including earrings, neckiageendants,
rings and bracelets.

We believe that our vertically integrated structprevides significant advantages over our compstito All
profits from value added processes are capturentnially, rather than shared with third party maotifeers.
This results in very competitive pricing for théaier and enhanced profits for us. Innovativecpsses in stone
cutting and manufacturing further enhance our cditiyge position.

We employ an international design team and alluofdesigns and merchandising strategies are ptapyie Our
exclusive and innovative concepts that we crede bfand potential. Our primary marketing focas lbeen in
North America where we have sold directly to certhigh volume customers who need specialized ptoduc
development services and through a marketing oelstiip with International Jewelry Connection foogh
customers that need higher levels of service aaalitig.

We organize our marketing and distribution stragedpy retail distribution channels. Concepts anelbped for
the specific needs of different market segmentse hde identified the following as prime retailgeis:

fine jewelers;

national jewelry chains;
department stores;

TV shopping channels; and
discount chain stores.

RESULTS OF OPERATIONS FOR THE THREE MONTHS AND NINE MONTHS ENDED
SEPTEMBER 30, 2006 AND SEPTEMBER 30, 2005

Revenues

Three months ended September 30, Nine montresiebelptember 30,
(in thousands) 2006 2005 % change 2006 2005 % change
Revenues 33,232 26,543 25.2% 83,333 63,056 32.2%

The increase in revenues for the three months ¢heairmd nine months period ended September 30, 2006,
compared to the same periods last year, was phnthre to the acceptance of new products, new met® and
increase in orders from existing customers in tire business, and continued growth in the retaiinass.

Cost of Sales and Gross Profit

Three months ended September 30, Nine montredie®ebtember 30,

(in thousands) 2006 2005 % change 2006 2005 % change
Cost of sales 23,974 20,471 17.1% 60,975 48,714 25.2%
% of revenues 72.1% 77.1% 73.2% 77.3%

Gross profit 9,258 6,072 22,358 14,342

% of revenues 27.9% 22.9% 26.8% 22.7%

The gross profit margin increased for the three ttroperiod and nine months period ended Septenthe2(B6,
compared to the same periods last year. It weabw@tble to the higher profit margin from retaildiness.
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Selling, General and Administrative Expenses (SG&A&Xxpenses)

Three months ended September 30, Nine montredie®ebtember 30,

(in thousands) 2006 2005 % change 2006 2005 % change
Selling, general and administrat

expenses 6,566 4,011 63.7% 17,470 11,566 51%
% of revenues 19.8% 15.1% 21% 18.3%

Selling, general and administration expenses fertlinee months and nine months period ended Septeh
2006 increased by 63.7% and 51% respectively, coedpto the same periods last year. The increase wa
primarily incurred for the rental, advertising guadyroll cost of retail business.

Interest Expenses

Three months ended September 30, Nine montredie®ebtember 30,

(in thousands) 2006 2005 % change 2006 2005 % change
Interest expenses 904 551 64.1% 2,308 1,277 80.7%
% of revenues 2.7% 2.1% 2.8% 2.0%

The increase in interest expenses was primarily tduecreased utilization level of bank overdrédtters of
credit, factoring facilities, and consecutive irage in interest rate for the nine months periocérgeptember 30,
2006.

Net Income
Three months ended Nine months ended
September 30, September 30,

(in thousands) 2006 2005 2006 2005
Net income 2,129 1,446 3,081 1,998
Weighted average number of shares

Basic 17,460 13,402 16,860 13,135

Diluted 18,359 14,177 17,783 13,826
Earning per share

Basic 0.12 0.11 0.18 0.15

Diluted 0.12 0.10 0.17 0.14

LIQUIDITY AND CAPITAL RESOURCES

We have no direct business operations other tteowmership of our subsidiaries and investmentrgaes Our
ability to pay dividends and meet other obligatidepends upon our receipt of dividends or othemgsygs from
our operating subsidiaries and investment secsirilibere are currently no known restrictions onsubsidiaries
and investment securities to pay dividends to asydver, we do not currently intend to pay dividenasur
shareholders.

Cash Flows

(in thousands) Nine months ended September 30,
2006 2005

Net cash used in operating activities (8,753) (7,761)

Net cash used in investing activities (1,616) (3,853)

Net cash provided by financing activities 13,755 10,070

Net increase (decrease) in cash and cash equivalent 3,386 (1,544)
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Operating Activities:

Net cash used in operating activities during theermonths period ended September 30, 2006 was 3805
compared to net cash used in operating activifi&y 61,000 in the same period last year. Thecagh used in
operating activities reflected the accumulationeentory in anticipation of significant increasesales, and the
build up of inventory for the growing retail busgsein Hong Kong, Macau and China, and rental deppsid for
retail stores. The rise in cost of gold and gemestomlso attributed to the increase in net cash asegerating
activities.

Investing Activities:

Net cash used in investing activities during theenmonths period ended September 30, 2006 was GQ08
which was primarily attributed to the capital expiares for retail business. For the same peristl yaar, net
cash used in investing activities of $3,853,000 w#tsibutable to the increase in capital expendituand
purchases of capital guaranteed fund form banksdouring new banking facilities, and partiallyseff by the
reduction in restricted cash.

Financing Activities:

Net cash provided by financing activities during thine months period ended September 30, 2006 was
$13,755,000, which represented the increase of baeidrafts, proceeds from issuance of shares egertise

of stock options and warrants, net proceeds fravag placement, new bank loans acquired, andtdffgehe
repayment of matured bank loans. For the samedést year, net cash provided by financing abtisiwas
$10,070,000.

Financing Sources

Banking Facilities and Notes Payables:
We have various letters of credit and overdrafteurizhnking facilities. The banking facilities a@lateralized

by land and buildings, investment properties, retsil cash deposits, factored receivables and parso
guarantees of a director.

Letters of Credit, overdrafts and others:

As of As of
September 30 December 31
2006 2005
US$'000 US$'000
Facilities granted:
Letters of credit 39,238 31,533
Overdraft 4,590 3,461

43,828 34,994

Utilized:
Letters of credit 23,971 21,887
Overdraft 3,450 2,028

27,421 23,915

The letters of credit and bank overdrafts are denatad in H.K. dollars and U.S. dollars, bear iagtrat the
floating commercial bank lending rates of the lenidewhich it operates, and are renewable annuaillly the
consent of the relevant banks.
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Notes payable:

As of As of
September 30 December 31
2006 2005
US$'000 US$'000
Notes payable 4,878 3,079

We have term loans classified under notes payablehvare related to the Group’s properties. Theses are
denominated in H.K. dollars and Renminbi, bearrggtat pre-fixed rates in Hong Kong and China ugorewal.

Gold Loan Facilities:

As of As of
September 30 December 31
2006 2005
US$'000 US$’000
Gold loan outstanding (in $) 11,079 10,756
Gold loan outstanding (in troy ounces) 26,920 920,
Gold loan interest rate 2.7%-3.1% 2.4%-2.6%

We have also secured “gold loan” facilities withiwas banks in Hong Kong, which bear a below-maitkierest
rate. Due to lower interest rates charged for dolths, our cost through our gold loan program hesnb
substantially less than the costs that would haemlincurred if we were to finance the purchasaladf our gold
requirements with borrowings under our letter addit facility or other credit arrangements. Thddglman,
however, does expose us to certain market riskaciaéed with potential future increases in the @t gold, so
in 2003, we have put in place mechanisms to hedgst such risks. Under the gold loan arrangesnaem
may defer the purchase until such time as we dggopriate, the price to be paid being the cumestket price
at time of payment. At the close of each reporgegod, the gold loan is valued at fair value witianges
reflected on the income statement.

FORWARD LOOKING STATEMENTS

This Quarterly Report contains certain forward-iogk statements within the meaning of Section 21Ehef
Securities Exchange Act of 1934. These forwardilogkstatements include the words "believe," "expect
"plans” or similar words and are based in partte €ompany's reasonable expectations and are stibjec
number of factors and risks, many of which are beythe Company's control. Actual results could ediff
materially from those discussed under "Managemddissussion and Analysis of Financial Condition and
Results of Operations" as a result of any of thleng factors:

a) general economic conditions and their impadherretail environment;

b) fluctuations in the price of gold and other nietesed to manufacture the Company's jewelry;

C) risks related to the concentration of the Comtsacustomers, particularly the operations of anysaop
customers;

d) variability of customer requirements and theurebf customers' commitments on projections addrst
and
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e) the extent to which the Company is able to ettrad retain key personnel.

In light of these uncertainties and risks, there ba no assurance that the forward-looking statésmienthis

Quarterly Report will occur or continue in the ftduExcept for its required, periodic filings undiee Securities
Exchange Act of 1934, the Company undertakes nigatins to release publicly any revisions to thieseard

looking statements that may reflect events or orstances after the date hereof or to reflect tloairoence of
unanticipated events.
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LJ INTERNATIONAL INC.
PART Il - OTHER INFORMATION

Item 1 and 2
Not applicable.
Item 3
QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK
Not applicable.
Item 4 and 5
Not applicable
Item 6

(&) Reports On Form 8-K

Not applicable.
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