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NMANAGEMENT DiscussioN AND ANALYSIS

EEER W R D

-4 Jr1)

¥ rempuponns OB
FETHAREE o B
B2l ZERIES
EEESTHEFEOA
HOTHNEEBERA
WER - —— B
BE—SRRHEE -
B2 BREEE
BRAEEELMIER
I M55 R A B
BB SEEEE

ZIN
BE o

BRamngn snsrerm
HERAHZS RS BENEE
B R B B B9 RO 0 T (4
wE . BAREH EY -

Bems  mulEsT . &2
Bk A B R (0% B AR
W

BEERE
Rez-—sz-5-8=+81

FE HARAREENGESEEEERYE
306,700,0007C © IEE4EFEE A FHE

OVERALL REVIEW

The year under review has been tough for the Group and
the whole economy. Globally,
both the United States and most
of the Asian economies
representing the major film
licensing markets of Chinese-
language films, are still suffering
from further depression after the
11 September terrorists attack.
Besides, persistent deflation
along with high unemployment
in Hong Kong also gives rise to
an unfavourable operating
environment with weak consumer confidence and consumption

power.

Apart from the slowdown of economy, the local film industry
is also facing increasing challenges from overseas including
Hollywood, as well as the emerging popularity of films produced

in Asia including Korea, Japan and Thailand.

Overall, given such circumstances, the management is
nevertheless satisfied with the performance of the Group in the

year under review.
OPERATING RESULTS

During the year ended 30th June 2002, whilst the Group’s
consolidated turnover of HK$306.7 million was maintained at a

similar level to last year, the profit attributable to shareholders
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HKE - ERREGENRTHRENE experienced a decline by 75.1% to approximately HK$ 10.0 million.

#£10,000,0007T » BAIEE75.1% @ =& The major reasons for such decline are:—

THRREES :

1. HBEBTREBEHEZRENER 1. Gross profit ratio of video distribution and film licensing
ZRRIT%6.2%%1.9% ; decreased by 6.2% and 1.9% respectively;

2. RERSEMEREDSENEBEER 2. Provision made for film right deposits and film rights
NIBEREBEMSETRRMME amounted to HK$24.3 million due to the reduced buying
EMEREREXREELBE power of overall film licensing markets and stagnant retail
24,300,0007T 2 1 5 & market; and

3. ERUMBEEAERRERR 3. Additional interest of HK$7.0 million payable to convertible
REHEMAREEFE A S note holder on redemption of convertible notes subsequent
F 2 7E¥7,000,0007T © to the financial year end.

R¥OE BUSINESS REVIEW

SBEET Video distribution
EReamsms The video distribution

BLARENERE
10.1% B - FEME
#217,600,000TI8 &
X FE M BE
239,500,0007T » {h7<
EENGEEXR
78. 1% (=FF—F :
71.0%) °

segment shows an encouraging
growth of 10.1%, representing an
increase from last years HK$217.6
million to current years HK$239.5
million, contributing 78.1% (2001:
71.0%]) of the Group’s consolidated

turnover.
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B/\‘\ZIKEE P BREMTISEHERR During the year, in an attempt to mitigate the adverse
BB RNTREE  NEBEETE impact of slack market demand, the Group continues to apply an
EEREMNEERETERZ UL aggressive approach on the

FREVE BB IR - MR IR BR R pricing of the video products fL_
B o BRIEMARE D EBBEN 1B and product diversification,
MEERBETEBRIBEERE R ESFT which have proven to be
ShER  BEBIBTHRAGESE useful. Apart from the
BRREITEIRINES - Bt » SRIFHE competitive pricing, increased
BAMOEFREFRE T EX8.8% © efforts in promotions and

packaging also helped to

stimulate turnover and maintain our market share, although lower
profit margins have continued to affect the results of the video
distribution business. As a result, the gross profit on this segment

has dropped by 8.8%, compared with the same period last year.

£  BEREEXCHERERHBR Film licensing, film sub-licensing and film exhibition
TJ-/\‘\IEIEE$T§? Rl BREY The gross profit from the film licensing, film sub-licensing
RREZHMNEFNRD THEBE and film exhibition showed a decrease by approximately HKS$ 1.5
1,500,0007T ° million in the year under review.
Bﬁ%ﬂ?ﬁifﬁﬁﬁﬁ Apart from challenges from mega-

BENBFI - AFEE
AARZESZERENZ
BORETERRE B
—EECFEH¥FEERG
ES = U ON: LA IPN N

productions from Hollywood, Korean,
Japanese and Thai movies are becoming more
popular in Hong Kong in recent years. This is
evident from a significant decrease in the total

box office takings of the Chinese-language

FHR -5 - MNEERNE films in the first half of year 2002. In view of
THMEBREE2RER  AEEER the contracted overall film exhibition business in Hong Kong, the
ENBEEY L EIREBENBE - €4 Group has adopted a more prudent approach in investing in film
FERENEZEERD - REFE - productions resulting in a reduction of the total number of titles
TEBHEBUFEICMEE (MDMHE produced in the year. During the year, the Group has produced
Bl BEFEIRIMEBFTED WL 16 titles such as “Shaolin Soccer”, “Frugal Game” and “Tiramisu”
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as compared to 28 titles in the last year. However, the total net
theatrical income increased by 89.2% over last year. Such
encouraging result is mainly due to the box office hit “Shaolin

Soccer”, with gross box office takings of over HK$60 million.

The film licensing and sub-licensing business however
experienced a decline in revenue from HK$66.6 million in the
last year to HK$43.0 million in current year,
representing a decrease by 35.4%. Such
decline is mainly attributable to a general
reduction of price offered by licensees
particularly in South East Asia where the
adverse economic climate persisted. The
termination of the video-on-demand service
offered by PCCW IMS and the delay in
broadcast or withdrawal of new pay TV channels also led to

reduced contribution from this segment of our business.

Although the Group has experienced a decline in overall
contribution from film licensing and sub-licensing, we are
delighted to see both the revenue and profit generated from the
PRC show significant growth. While the revenue generated from
the PRC was only HK$0.6 million in the last year, it reaches HK$7.2
million in-the current year. Contribution in terms of profit also

shows a significant increase.
Replication of optical discs

Keen competition within the optical disc replication industry
has led to pressure on our revenue and profitability on this
business. The total revenue generated from this business
decreased to HK$4.0 million, compared to HK$9.0 million in the

last financial year.
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OUTLOOK

The outlook of the local economy remains uncertain and at
present there is yet to be any clear indication of recovery from
persistent deflation and high unemployment. Weak sentiment in
the retail market and the entertainment
industry as a whole create a difficult
operating environment for the Group. In
view of this uncertainty, the Group will
continue to develop its business in a
pragmatic and prudent approach so as to

maintain long-term growth and profitability.

As an all-round player in the entertainment industry,
diversification of products and markets will continue and the
Group will, as a content provider, continue to invest in film
productions. Subsequent to the year under review, the Group
have produced several films, including “If you care” and “My wife
is 18”. Apart from investing solely in local film productions, the
Group will also seek strategic partners from Japan, Korea and
mainland China to participate in film productions. The Group is
co-producing a film titled “May & August”
with a PRC film production company, which
is shot in the PRC, and plans to release this
film to cinema audiences across the PRC
soon. Such co-operation will not only
provide a chance to exchange ideas and
production techniques, but will also establish
a channel for alliances-among other

operators in the industry outside of Hong Kong.
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Apart from maintaining our leading position in the local
market, the Group is planning to establish a joint venture company
in the PRC for developing its huge video distribution market. The
management expects the further growth of the Group will be
fueled by opportunities arising from the deregulation and
reformation of laws governing the entertainment industry in the

PRC.

Looking ahead, we are
confident that our exceptional
expertise in video distribution
and film licensing, strong
leadership position and ability

to generate the highest level

of profitability in the industry
will enable the Group to

outperform in any environment and grow our market share.

LIQUIDITY AND FINANCIAL POSITION

As at 30th June 2002, the Group had cash balances of
HK$98:6 million and unutilised banking facilities amounted to
approximately HK$67.0 million while the corresponding figures
in the last year were HK$58.0 million and HK$36.1 million

respectively.

The gearing ratio (excluding convertible notes which have
been redeemed after the year end) was further reduced to 14.3%

as at 30th June 2002 as compared to 21.4% in the last year. The
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calculation of gearing ratio is based on the sum of the Group’s
bank loans and obligations under finance leases of approximately
HK$35.7 million (of which HKS$14.3 million, HK$9.8 million and
HKS$11.6 million are repayable within one year, in the second
year and in the third to fifth year respectively) and on the

shareholders’ fund of approximately HK$248.9 million.

As at 30th June 2002, certain assets of the Group with
aggregate carrying value of HK$76.5 million (2001: HK$90.1
million) were pledged to secure banking facilities utilised by

subsidiaries.

Subsequent to the balance sheet date, the Group had

redeemed the USS$S7.0 million convertible notes which is funded

from internal resources.

In light of the fact that most of
the Group’s transactions are
denominated in Hong Kong Dollars,
the management considered the
exposure to fluctuation in exchange
rates is limited and no financial
instruments for hedging purposes are

used by the Group.
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EEFRFHEMBE EMPLOYEES AND REMUNERATION POLICIES
R-zz-% As at 30th June 2002, the Group

ANA=+A8 > xEE
ER2098ET - T
ERSFHEEMT
mEFEISEXH
e BRELXF2
o BIEFEER
BB - BE
R BIRBFIMED

employed 209 staffs. Remuneration is
reviewed annually and certain staffs are
entitled to commission. In addition to basic
salaries, staff benefits included

discretionary bonus, medical insurance

scheme and mandatory provident fund.

)
ERERE AUDIT COMMITTEE

Z'K’L\\ RAIZ2ZEBBEHM AR The written terms of reference which describe the authority
IR BE%EEEIES| R RIERMAF and duties of the Audit Committee were prepared and adopted
MEZZESRIRBENEEBES with reference to “A Guide for the Formation of An Audit
E - Committee” published by the Hong Kong Society of Accountants.

== -

EREEENES The Audit Committee provides an
SHEASEZEMBAE important link between the Board of Directors
BEEZEHETBEENE and the Group’s auditors in matters coming

EWE  FEERTFH
TiE - BB R AR
fE HEORY - BUE

within the scope of the Group’s audit. It also

reviews the effectiveness of the external audit,

internal controls and risk evaluation. The

EESRAMEFHNITES Audit Committee currently comprises two
AR MR ERESHREE - B non-executive directors, namely Messrs. NG Kwok Tung and CHIU
REESNRAHBRFERE EEBHEM Shin Koi. Two meetings were held during the current financial
REE o year.
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RIEFEAT CODE OF BEST PRACTICE
E'J[ﬂ-"&ﬁ%%?ﬁﬁ%ﬂ » I AR None of the Directors of the Company is aware of any
ERETAARBARBE_SZT_F information that would reasonably indicate that the Company is

NA=ZTHLEFER
FTEBIEBHERS
FIERARESR LT
A (T EmARR) K
BI4FEZREER

not, or was not, in compliance with the
Code of Best Practice as set out in
Appendix 14 of the Rules Governing the
Listing of Securities on the Stock Exchange

of Hong Kong Limited (the “Listing Rules”)

A for the year ended 30th June 2002.
ERRERF AT LTRSS PURCHASE, SALE OR REDEMPTION OF THE
COMPANY’S LISTED SECURITIES
ZIK A B A F R 3 8 B (5 1 AT iR The Company has not redeemed any of its shares during
7 o AN B EREARAHIE A R F R the year. Neither the Company nor any of its subsidiaries has
EBREQHERAREMLEMNRES - purchased or sold any of the Company’s listed securities during

the year.
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