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Review of Operations

During the year under review, the
management has employed a mix of
business strategies to expand the Group’s
operations, spurred on by its pledge of

entertainment content provider. The Group
has enlarged its film production capacity,
expanded stock titles in its content library and

established alliances with famous studios overseas
for international theatrical release of films and film distribution.
At the same time, the Group has been equally dedicated to
strengthening it's core business in video distribution, licensing
and sub-licensing.

Turnover

During the financial year ended 30 June 2001, despite intense
market competition, the Group recorded a turnover of HK$307
million, representing an increase of 8.4% over the same period
last year. The Group's profit attributable to shareholders
nevertheless experienced a decrease of 34.2% to HK$40
million. This was due to our increased investment in film
production, which requires up front deployment of financial
resources to cover promotion and theatrical release costs.
However, the full commercial value and return of films produced
during this year will be reflected in the results of

coming years via different streams of revenue
such as video distribution and licensing.

Finance Costs

Finance costs rose by more than 137.6%
compared with the same period last year
as the Group expanded its scale of
operations and increased its content
investment.
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SENAEEREN At REEEEE
IWAMEZRER - T —FHHRE As the Group is based in Hong

EHLHETENII% - REIEER  TER Kong, the local market is a
SBP R b A LR A 493 78 #5279,000,0007T dominant source of revenue for
B_TTTFPHEE 2 8%264,000,000 our operations, accounting for
T LEF5.8%  LERESESNFEAEHER approximately 91% of the total
TR  RERERBUAAHEROK revenue in financial year 2001.
& E R - As a result of our efforts to
expand our sales and distribution
MER BRERTHBEINEEETH network as well as the ability of
1w REITBERAEREBEESERLE producing and acquiring content
Hig - REBEFE  BINTHERNEEED targetted at local audience, income from Hong
5 78%28,000,0007T © AhEE AL Kong and Macau generated during the year under review
9% o Lk EFREA LA T44.2% » BIE[E reached HK$279 million, representing an increase of 5.8%
EMEREBERSR  EEEERE when compared to HK$264 million recorded in financial year

BEENSIMNEBREXFEFREEX 2000.
METEMEHE  BAm<®MN - EE -

BREE - TR R B AAEEBERSHEY In recent years, the overseas market has increasingly taken
—fEREE  BREEFNEEBLE DRI up a larger portion of the Group's turnover as a result of the
FA0EHI125665 © management’'s determination to expand its sales and

distribution network abroad. During the year under review,
overseas sales amounted to approximately HK$28 million, or
about 9% of the Group's total turnover representing a growth
rate of 44.2% over the previous year. The management's
decision to venture into film production has given the Group
greater autonomy and freedom in overseas licensing thus
pushing sales from Australia, Indonesia, Malaysia, Thailand and
Japan to triple-digit growth, while turnover from Korea and
Singapore soared 40 times and 125 times respectively.
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Analysis by
Business
Operations

Video Distribution
As the Group's

mainstay, video
distribution contributed

71% of the total turnover.
Sales from VCD and DVD
formats totaled HK$218 million,
representing an increase of 8.6%
over the last financial year. This growth is attributable to the
success of our film production strategy and ability to acquire
famous local and foreign entertainment programmes (the
“Titles”).

Given the saturated growth of VCD players in recent years and
the increasing popularity of DVDs which offer better visual
quality, sales of VCDs experienced a modest growth of 2.56%
to HK$185 million. On the other hand, sales of DVDs fared
extremely well in year 2001 to HK$33 million, up 62.9%
compared to the last financial year, which is in line with the
management’s expectations.

During the year under review, the Group distributed over 400
new local and foreign Titles.

Licensing and Sub-licensing

During financial year 2001, licensing and sub-licensing business,
accounting for 21.7% of the total turnover, increased by 8.8%
to HK$67 million, due to the contribution of our extensive
collection of Titles.
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Our content library boasts one of Hong Kong's most
entertaining and diverse mix of Titles. Each year we add some
notable Titles, such as “Shaolin Soccer’ “Everyday is Valentine’,
“Hit Team” and “For Bad Boy Only" which enhance our
unmatched collection of entertainment classics and whose
worth will only increase.

During the year, we also continued our energetic efforts to
extend the reach of our distribution network, which now covers
Hong Kong, the People’s Republic of China (the “PRC"), Taiwan,
Macau, Thailand, Malaysia, Singapore, Japan, Indonesia,
Australia, New Zealand, Canada, the US and Eastern Europe.

Optical Disc Replication

The optical disc replication operation is an important step in
realizing our strategy of business diversification. A revenue of
HK$9 million was generated in financial year 2001, representing
an increase of 94% over that of last year.

The growth in the optical disc replication service is due to the
Group'’s ability to attract new orders from magazine publishers
and multimedia production houses by the provision of “one-
stop” service.

Film Production and Film Exhibition

Prior to 2000, expansion of the Group’s content
library had been achieved mainly through
acquisition of content with limited rights and
license period. Since then, the
[ management has adopted new strategy
to produce and acquire Titles with
perpetual rights and all rights which enable
the Group to distribute and sub-license
them in various territories and formats for
an unlimited time period. Film production is
considered vital to expand the licensing
business to help fuel the long-term growth of
the Group.
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During the course of planning, the management carefully

selected appropriate themes and contents for our own

productions in line with the tastes and preferences

of the audience in different territories in order to
maximize return and minimize risk.

Since film production is tied to the development
of video distribution and licensing, especially for
overseas expansion, many of the films produced
during the year were distributed to overseas licenses
via our strengthened distribution network. As a result,
turnover from most of our overseas markets has grown
tremendously.

The Group, though, continues to keep a very watchful eye on
cost and content control, following a carefully-formulated set
of budget guidelines. Keeping in mind the various viewing
tastes of both local and international audiences, the Group is
able to produce movies targetted at specific market segments.
This strategy will remain fundamental to the Group's future
plans for film production.

The Group's dedication to film production has brought about a
revenue of HK$10 million in the form of film exhibition during
the year under review, representing an increase of 20.4%
compared to last year. Apart from in-house productions, the
Group also exhibited an array of foreign films in current financial
year.

Notwithstanding, the benefits of film production, a key
characteristic of such investment is that the resulting
contribution to sales and profit in the first year of theatrical
release is comparatively lower and does not reflect the full
commercial return from such investment. This is due to
promotion and other costs relating to theatrical release being
incurred up front while revenue as well as profit from the films
will only be fully realized upon subsequent distribution and
licensing over the next few years.
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During the year under review, the Group has produced more
than 30 films which is increased by nearly 2 times as compared
with previous year. As explained above, however, the financial
impact has resulted in a decline in the Group’s operating margin.

In assessing the profitability of film production investment, the
Group typically aims to recoup the full cost of investment,
including all costs relating to theatrical release , within one
and a half to three years. As the amount of investment in film
production is expected to stabilize in the coming years, the
operating margins for film production and exhibition should
improve where the adverse impact is more than offset by the
benefits.

Prospects
Outlook

We are confident that the Group is well positioned to maintain
our industry-leading position in video distribution, licensing as
well as sub-licensing by exploring new market opportunities
and expanding content library.

Video distribution

For video distribution, we expect DVD sales to post impressive
growth over the next few years since this video format has
become the premium medium to provide viewers with quality
images at an affordable price. The widespread popularity of
DVD players will provide an additional boost to our sales of
DVDs. The management also believes, sales of VCDs will remain
stable, since this format has been widely viewed as a highly
cost-effective and useful medium to disseminate information
similar to that of magazines and books with the added
advantage of more graphics and enhanced visual presentation.
VCDs are now not just limited to film entertainment, but also
infotainment. Accordingly, we are confident that there will still
be a continuous growth of this format in the future. To capitalize
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on this trend, the Group will continue the efforts on the
production of more infotainment content for VCD distribution.

Licensing and sub-licensing

In addition, the management expects licensing and sub-
licensing business to register promising growth over the next
few years, due to the expected launch of a few Pay TV channels
in Hong Kong in 2002. Deals for the broadcast of Titles owned
by the Group are well underway. The creation of satellite TV
channels targeting overseas Chinese in recent years has also
increased the demand for Chinese-language content. The Group
thus aims to extend its overseas distribution network further
by working closely with them to meet the changing tastes of
their target audiences, helping them to extend their reach.

Film production

In future, the Group will continue with the strategy to expand
its content library through investment in film production to
generate its multiple streams of revenue including video
distribution, licensing, sub-licensing and film exhibition. It is
planned that about 40 Chinese language films and about 100
hours of video programmes will be produced in the next
financial year.

Opportunities in the PRC

As the PRC is expected to enter the
World Trade Organization (the
"WTO") very soon, all eyes
around the world are focusing on
this huge potential market. With
the well-established network
built up with publishing houses
in the PRC over the past years,
together with the experience ":,-F
gained from the co-operation with
production company during the
shooting of “Shaolin Soccer” in the PRC,
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the Group has laid a solid foundation to step up its operations
in the PRC once the barriers to enter and operate in the
market have been lifted. “Shaolin Soccer’, the Group'’s
biggest-ever hit in Hong Kong, will be shown to cinema
audiences across the PRC soon. Given the Hong Kong
audience’'s overwhelming response to this mega
production, the management expects the movie to gross
huge box office taking in the PRC. After the PRC's accession
to the WTO, the deregulation of the media and entertainment
industry in the PRC will definitely attract international media
corporations trying their best to take a share in such a gigantic
market. This situation will create great opportunities for the
Group's film distribution and sub-licensing business. The PRC's
huge potential market is expected to lure many big Hollywood
studios to invest substantially in joint productions with Hong
Kong and PRC film-markers, tailoring movies for Chinese
audience. The increasing popularity of Chinese-language films
has also made it easier for Chinese language films financed by
Hollywood studios to find their way to the West. This has
undoubtedly increased international interest in investing in
Chinese films which will benefit the Group in the future. Thus,
the Group will look for opportunities to enter into joint
production with renowned studios from Hollywood, Japan,
Korea and the PRC.

Internationalization

“Shaolin Soccer” will not only generate substantial income
for film exhibition, but also will boost video distribution and
film distribution in both local and overseas markets over the
next few years. The Group will also be able to use the film as a
stepping stone to achieve a greater international presence since
it will be shown on big screens in the US and to a worldwide
audience next year, assisted by Miramax Films Corporation,
Hollywood's film distribution powerhouse.

20



MANAGEMENT DISCUSSION A N D ANALYSIS

=) i & Fa) & ) T

=g Conclusion

BREKKR BRESEMNHBE Looking ahead, we are confident that the Group's

BE N REIRBEEENTS exceptional expertise and leading position in the

Aﬁ%f@u CEKMEELSE entertainment industry will enable us to meet
R R IAkEL - E2K i challenges ahead and continue to grow in the coming

i%i*gg@ years.
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As at 30th June 2001, the Group had cash balances of HK$58
million and unutilized banking facilities amounted to
approximately HK$36 million.

During the year, the Group issued US$7 million unsecured
convertible notes (the “Note") to Multimedia Group Limited, a
company wholly-owned by a fund under the management of
HSBC Private Equity (Asia) Limited, providing funding for
content library expansion. Consequently, gearing ratio after the
issuance of the Note increased to 44% (2000: 33%). The
gearing ratio would have dropped to 17% (2000: Nil) if the Notes
had been fully converted into the Company’s shares on or
before 30th June 2001.

As at 30th June 2001, the Group had net current asset
value of approximately HK$190 million,
representing an increase of HK$84 million
over the previous year. The calculation of
gearing ratio is based on the sum of the
Group's long term bank borrowings of
approximately HK$51 million and
convertible notes of approximately
HK$54 million,
shareholders fund of approximately
HK$237 million.

and on the
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Employees

As at 30th June 2001,
Remuneration is reviewed annually and certain staff are

the Group employed 234 staffs.

entitled to commission. In addition to the basic
salaries, staff benefits include discretionary bonus,
medical insurance scheme and mandatory
provident fund.

Audit Committee

The written terms of reference which describe the

authority and duties of the Audit Committee were
prepared and adopted with reference to “A Guide for The
Formation of An Audit Committee” published by the Hong Kong
Society of Accountants.

The Audit Committee provides an important link between the
Board of the Directors and the Group's auditors in matters
coming within the scope of the Group’s audit. It also reviews
the effectiveness of the external audit, internal controls and
risk evaluation. The Audit Committee comprises three non-
executive directors, namely Messrs. NG Kwok Tung, CHIU Shin
Koi and TANG Yiu Wing. Two meetings were held during the
current financial year.

Code of Best Practice

None of the Directors of the Company is aware of any information
that would reasonably indicate that the Company is

not, or was not, in compliance with the Code of
Best Practice as set out in Appendix 14 of in the
Listing Rules of the Stock Exchange for the year
ended 30th June 2001.

Purchase, Sale or
Redemption of the
Company'’s Listed Securities

The Company has not redeemed any of its shares during the
year. Neither the Company nor any of its subsidiaries has
purchased or sold any of the Company’s listed securities during
the year.
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