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Overview

Poor economic conditions have impacted strongly on the
film industry and the entertainment business as a whole. We
expect these conditions to prevail for some time and have
acted accordingly to protect the Group’s diversified interests
in the industry. The Group has consolidated by going back to
its core business of distribution, supported by the exhibition
and production businesses. In refocusing on our core
businesses, we have slowed down - and in some cases,
closed down - activities of under-performing sectors.

Box office receipts in Hong Kong jumped 9.6% to HK$1,040
million for the year 2001 but these figures do not fully
represent the bearish situation of the market. Much of the
box office increase has been due to the overwhelming
success of a few individual movies. The outlook for 2002
remains bearish, with both production and box office levels
continuing to fall dramatically. Despite that, the Group’s
financial standing still remains strong and we continue to
operate debt-free. We continue to critically review our expenses
and business strategies consistently and are looking to new
business models where we can leverage on our position as a
leading brand in entertainment across the region.
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Finance

For the financial year ended 30 June 2002, the Group
incurred a loss of HK$86.4 million as compared to a loss of
HK$73.8 million last year. The figures include normal
operating losses of HK$45.2 million and non-recurring loss
items of HK$41.2 million, due to the divesting of unprofitable
or under-performing non-core businesses such as our
Taiwan video rental operations and our music and public
relations divisions. Consequential losses of trimming down
business activities came up to HK$18.3 million and the
Group has conservatively made a provision of HK$15.5
million for impairment loss in film and television rights, in
light of the poor performance of Chinese language films in
the past few years.

Despite the higher non-recurring loss items, the move will
lower our operation expenditure by 15% in the coming years
and significantly reduce risk for the Group. Despite the
conservative income from Chinese language films, our
distribution income has been considerably boosted by strong
non-Chinese language products released by the Group in
the financial year. This has brought the Group a modest but
noteworthy profit of HK$1.9 million despite the shrinking
markets. In the exhibition sector, the Group has benefited
from rising contributions from the Singapore and Malaysian
businesses as well as the appreciation of the Singapore
currency. Results from the exhibition sector showed a
marked increase of HK$14.4 million from last year.
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Film Distribution

The total box office of Hong Kong grew from HK$962 million
to HK$1,037 million, a 7.8% increase for the financial year
under review. This was largely attributed to the release of
Hollywood blockbusters such as “Harry Potter”, “Jurassic
Park 3” and “Tomb Raider” as well as the successes of two
local films “Shaolin Soccer” and “Love On A Diet”. However,
box office takings dipped by 16% in the first half of 2002.

The Group distributed 23 Chinese language and 43 non-
Chinese language films in the 2001/2002 financial year,
compared with 25 Chinese language films and 27 non-
Chinese language films in the previous year. Despite that,
our lunar new year release “Marry A Rich Man” scored a
resounding success at the box office, being the top grosser
of the first half of 2002 with gross receipts of HK$21.7
million. The increase in our share for non-Chinese language
films from 17% to 19% helped offset the decrease in our
market share for Chinese language films which fell from
28% to 21%. The reason for the decrease in the number of
films distributed by the Group is the Group’s turn from direct
productions to film financing of fewer but better-quality
movies in return for regional distribution rights.

This has lowered production risks for the Group significantly
as we do not have to bear the full cost of production. It also
allows the Group to capitalise on our distribution synergies
across the region and to gain market share through service
fees and distribution fees. The result of the new initiatives
will be more fully felt in the coming financial year.
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Exhibition

In accordance with streamlining and consolidations plans,
the Group has seen fit to close several underperforming
cinemas across the region. The Group now operates 215
screens in 38 cinemas in Hong Kong, Mainland China,
Singapore and Malaysia.

Both Singapore and Malaysia turned important corners in
the 2001/2002 financial year. Despite overall admissions
level in Singapore remaining flat, exhibition for the Group
recorded its first profits with a net share of HK$5.7 million.
This has been attributed to a highly successful marketing
campaign and price increase strategy.

An increase of blockbusters and the reduction of
entertainment tax by Malaysian authorities have also
increased box office and admissions in the country
significantly despite a net of tax ticket price increase. The
bottom line has also been aided by the trimming of operating
costs and closure of under-performing cinemas.

In Hong Kong, the exhibition business has generally been
hard hit especially in the latter part of the financial year
with total admissions in the market registering a drop of
approximately 21.5%. Lower film hire percentage and higher
average ticket prices helped counter further shortfalls,
resulting in a loss of HK$5.1 million compared to HK$2.7
million the previous year.

In China, our plans for Golden Peace Cinema IMAX Theatre
has received a boost with the negotiation of our contract to
now include a further 4 adjoining multiplex screens. With
the 7 existing screens at Hai Xing and Friendship, this will
bring our total number of screens in Shanghai to 11 besides
the additional IMAX theatre, which is expected to be ready
in the first Quarter of 2003.
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Film & TV Production

While the Group maintains our interest in the kind of quality
products we have always been known for, we have decided
to scale back on in-house productions in 2002 in light of
the current economic downturn and the shrinking of the
traditional markets for Chinese language films. Instead, the
Group has switched focus to financing films from other
producers in return for distribution rights across the region.
This allows for more optimum usage of capital while
providing less risk.

Despite that, the Group’s films from 2001 performed well
both artistically and commercially. At the 21st Hong Kong
Film Awards, “The Accidental Spy” won Best Film Editing
and Best Action Choreography and was nominated for Best
Sound Design and Best Visual Effects; “Para Para Sakura”
was nominated for Best Original Film Song; “2002” was
nominated for Best Visual Effects; and “You Shoot | Shoot”
was nominated for Best Screenplay. At the 7th Golden
Bauhinia Awards, “You Shoot | Shoot” won Best Screenplay
and was nominated for Best Supporting Actor.

In television production, the Group went on ahead to
produce several drama series including the 20-episode “The
Fan Scholar” and the 30-episode “The Legend of the Tang
Dynasty aka Love Affairs in the Tang Dynasty” which has
proven to be very successful in Mainland China. We have
been less active with filming in 2002 because of stricter
production rules in the Mainland and have been spending
more time developing new projects.
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Video

In video sales, the Group is seeing encouraging performance
since the setting-up of the video distribution business in
September 2001. Despite still being in its incubation period,
the division has already contributed a net profit of HK$1.1
million to the Group.

On the other hand, the Group has decided to discontinue
the operations of its Taiwan video rental business. This is
due to a drastic drop in the overall video rental market in
Taiwan as well as the Group’s decision to focus on its core
businesses.

Music/Public Relations

The Group established a Music division and a Public
Relations division in 2000 but decided to temporarily
halt operations for the divisions during this financial year.
This is in response to a rapidly shrinking music market
and a drop in advertising budgets for respective clients.
This is also part of the Group’s strategy to return to its
core businesses where we can leverage off our strengths
and our brand name in the face of an uncertain future
for the industry.
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Prospects

The Group’s tougher cost control measures and our return
to core businesses and strengths will help us maintain and
increase our competitive edge in the industry. The market
will still be tough and we expect that it will be some time
for the industry to rebound. Piracy will remain a big problem
in the region for producers, distributors and exhibitors. Our
consolidation will hold us in good stead in unsteady times.

Hong Kong will continue to be the base for the Group and
Singapore and Malaysia will retain their strong supporting
roles for us. Nevertheless, we will be focusing on developing
our China market. We intend to work closely with the Hong
Kong as well as the Mainland Chinese Government to
facilitate the gradual opening of the market. One of our
main focuses will be on looking at the possibility of getting
more Chinese language films into the Pearl River Delta
region. This would, in effect, significantly increase our
potential domestic market ten-fold.

We still firmly believe in the potential of the Chinese
language entertainment market. We also believe that the
Group is in the best place to exploit this potential and
position ourselves as a bridge between the rest of the world
and the gradually opening Chinese market. The Group is
confident that we can fully realise this potential.
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Liquidity and Financial Resources

During the year, the Group was principally financed by cash
flow generated internally. There are no bank borrowings
and the net current assets amounted to HK$70.2 million as
at 30 June 2002, including cash and deposits totalling
HK$38.9 million. The gearing ratio, which was computed by
dividing the total liabilities by the total assets, increased
from 15% to 21%.

As at 30 June 2002, the Group had a contingent liability of
HK$48.5 million (2001: HK$47.0 million) in respect of a
guarantee of banking facilities granted to its associates.

Employees and Remuneration Policies

As at 30 June 2002, the Group had 244 (2001: 255)
employees. The Group remunerates its employees largely
based on industry practice. Apart from salaries, commission,
provident fund and discretional bonuses, share options are
granted to certain employees based on individual merit.

RBEERMBER

REAEER  FEEZEEESTERBRBE
&HE  AEFLTETMBITHE > MRZEE
“HEXRA=t+THZREEEFER70,200,000/
7T HPEERE R EFENRE 38,900,000 7T © 42
EERUNREEZBBLERISH EAE21% -

REZZZFAA=TR AEEREEREBE
DEMEZRITREMELEZAREE  HEA
48,500,00078 7t (= FZ — 4 : 47,000,000/ 7T) °

12 8 & % B BUR

RIZEZ-FRA=1TH AKEBE2445EE
(ZZZ—F 1 255%) - XAEBFXZERBITEE
BIEERETMH - BREFe A 2BEREE
BRZREAN  ETEEETVRENREMEE
BREBRE -

ESE]:

Review of Operations

Golden Harvest Entertainment (Holdings) Limited

n
N

Annual Report 2002



