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REVIEW OF OPERATIONS

Overview

The film and entertainment industry have been hard hit by
poor economic conditions and piracy across the region in
previous years. Added to the unchanged economic situation,
the outbreak of Severe Acute Respiratory Syndrome (SARS)
has severely impacted the exhibition and distribution

businesses in Hong Kong.

As predicted last year, box office receipts in Hong Kong
was on a downward spiral, falling from HK$1,037 million
in 2001/2002 to HK$841 million in 2002/2003. Besides
the economic downturn and SARS, the Group also attributes
this downward trend to a lack of good cinemas, the high
cost of land and rental and an insufficient supply of movies.

This outlook is unlikely to change in the short term.

Despite that, however, the Group's financial standing has
stood firm and we continue to operate debt-free with the
promise of new revenue avenues opening up in the coming
year. The Group will continue to explore new investment
opportunities in and out of Hong Kong to further develop its

core businesses of distribution and exhibition.

X ¥ E B

EE
EYRRULZXCREYFECHIRET

SEBRNERMBRNEETE mESE

RERGERBEZ2E  BESHTFRA
REAE (MWL) BREEE 2Bk L
REFBITEBRAERELME -

EMEFFRET  BBZRERERAM

T BM-%2F-/-%F-_fF2
1,037,000,0008 THE-F2= /~2%
= 2841,000,0008 T - REERS - I

BERBREDLTREN  XHRZEEY
R tRAREAESE  BINERRF
B BREFUSETRZRR  mME%ERH
BRHENEERRNEEER -

BAZERZANEL  BRAEEZHHK
RRERRR FAEEEBEEEREGZ

BFRTEE  YEFELARRERAHR
ARR - AEESEERBEETERE Mt

EzHREBHK ITHNE-SBRREY
BOIRBREESHOES -

a4 Hot
&AM

5
e

>R

i
Ji: |



GOLDEN HARVEST
ENTERTAINMENT

(HOLDINGS) LIMITED

m “ ‘I |||"n

New York Cinema

7 IR

Subsequent to this report, the Group started the first stage
of its plans to attract new investment to the Group in August
2003. Several new investors including actor and producer
Jackie Chan invested HK$23.4 million by subscribing to
83,400,000 new shares issued by the Company. This will

be an ongoing strategy for the Company.

Finance

For the financial year ended 30 June 2003, the Group
incurred a loss of HK$141.4 million as compared to a loss
of HK$86.6 million last year. The figures include normal

operating losses of HK$57.3 million and exceptional items
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of HK$84.1 million. The normal operating losses included
approximately HK$14.5 million that was attributable to the
impact of SARS. Barring the SARS impact, it meant that our
normal operating losses showed an improvement over the

loss of HK$45.4 million incurred the previous year.

A major portion of the exceptional items incurred were
attributed to production-related appraisals, in particular
goodwill accounts, and provisions for the IMAX project and
cinema operations in Shanghai. While these strongly affected
our profit and loss for the current year, they will not affect
the balance sheet for the coming years. The increase in
losses did not adversely affect the Group’s cash flow from
operating activities, which was in fact improved as compared
to the previous year. Our expenditure is under good control
and head count is down slightly, thus bringing down
operating costs. The Group also continues to operate with

no outstanding bank loans.

The Group’s strategy to move from production to film
financing and distribution has also brought in further income.
The Group produced only one film, “My Lucky Star”, this
year, and has financed films such as the highly successful
“Twins Effect”, “Golden Chicken” and “The Touch”.
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Lara Croft Tomb Réider:
The Cradle Of Life
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While the Hong Kong exhibition has suffered from SARS
and the economic downtum, the Group’s exhibition businesses
in Singapore and Malaysia have seen a strong rebound this
year, with market box offices growing by 7% and 16%

respectively.

Film Distribution

The total box office of Hong Kong fell from HK$1,037 million
to HK$841 million, a 19% slump for the financial year under
review. This was largely attributable to a lack of strong

Chinese language films and fewer summer blockbusters.

The Group distributed 17 Chinese language and 26 non-
Chinese language films in the 2002/2003 financial year,
compared with 23 Chinese language films and 43 non-
Chinese language films in the previous year. Chinese
language films distributed by the Group outperformed
competitors at the box office, giving the Group a 46% market

share for the year under review.

Through film financing, the Group managed to secure
distribution rights to a number of external films for its Gala
Circuit. Of the top 10 box office hits of the year, the Group
distributed “My Lucky Star”, “Infernal Affairs”, “Twins Effect”
and “Golden Chicken”. “Infemal Affairs”,
the box office champion for 2002/2003.

in particular, was
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Due to a lack of strong non-Chinese language products, the
Group saw its market share fall from 19% to 13%, with total
box office receipts of HK$62 million approximately half of

that from the previous year's.

Despite that, the Group’s distribution fee income from Hong
Kong was up HK$7.1 million. A drop in income from
auxiliary rights and overseas traditional markets brought
total distribution fee income down by approximately HK$2

million.

Exhibition

In accordance with the Group’s strategy to strengthen its
core business in exhibition, the Group has consolidated its
exhibition business across the region and is looking at further
avenues to grow its business. The Group now operates 211
screens in 37 cinemas in Hong Kong, Mainland Chinag,
Singapore and Malaysia, and is exploring other opportunities

for investment.
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Despite the SARS outbreak, our exhibition businesses in
Singapore and Malaysia have maintained a healthy outlook
achieving their best results since the 1997 financial crisis. In
Singapore, box office receipts for the financial year jumped
7% to $$109 million and the Group’s market share pushed
to 43.5%. This has been attributed to our successful marketing
campaign as well as the strong performances of non-peak
season releases such as “Lilo & Stitch” and “The Tuxedo”. In
November 2002, the Group also converted one of its existing

screens to the Republic’s first commercial IMAX screen.

In Malaysia where the Group controls 45% plus 37% of the
market through Golden Screen Cinemas Sdn Bhd (“GSC”)
and Tanjong Golden Village Sdn Bhd (“TGV”) respectively,
overall box office receipts increased by 16% to RM112 million
in the financial year under review. At TGV, box office receipts
were up 18% to RM41.4 million, and operating results
doubled to RM6.6 million after including a RM2.5 million
insurance compensation from a fire accident two years ago.
GSC reported box office up 41.3% and a profit of RM1.3
million compared to a loss of RM6.9 million the previous

year.

The strong performances have been attributed to the full
effects of the reduction in entertainment tax introduced the

year before. The Group increased its stake in TGV from
25% to 33.3% in October 2002.

Final Destination 2
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In Hong Kong, however, the exhibition business bore the full
brunt of the outbreak of SARS as well as a lack of summer
blockbusters, bringing losses of HK$24.5 million - an
increase of HK$19.4 million over last year. The Group’s

market share fell slightly from 15% to 14%.

In Mainland China, the Group’s cinemas faced growing
competition from newly-opened cinemas, particularly near
Hai Xing. Box office receipts dropped by 13% to HK$5.3
million, but the impact was offset by lower film hire

percentage and rental reductions.

In reviewing our exhibition strategy in Mainland China, we
foresee a period of over-competition in the market. We have
thus decided to concentrate our resources in other areas
where we can build an ongoing competitive advantage. As
such, the Group has divested its interests in the Peace IMAX
project and is now considering disposing of our interests in

our other two cinemas in Shanghai.

Film & TV Production/Finance
The Group 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
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films. In the 2002/2003 financial year, the Group produced

only one film “My Lucky Star”, switching its focus instead to

financing films from other producers in return for distribution
rights across the region. Among the top films financed by
the Group are “Twins Effect”, “Golden Chicken” and “The

Touch”.

In television production, the Group invested in three Mainland
Chinese television drama series which brought in royalty
income of HK$9.4 million this year. Results were below
expectation and a provision of impairment for HK$2 million

was made for prudence.

Video
Our scaled back production numbers have had an effect on
our video sales, with royalty income mainly being attributed

to the Group’s lunar new year hit “My Lucky Star”.

Prospects

Despite the underperformance of some sectors of the Group’s
businesses, the Group’s strict financial control measures and
the growing returns from its other Asian businesses will help
us retain our competitive edge in the business. Although the

effects from SARS and the economic downturn will still likely
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be felt for some time, the Group is confident that our focus
on our core businesses will give us an edge in these tough

times.

Hong Kong will continue to be the base for the Group and
Singapore and Malaysia will retain their strong supporting

roles for us.

The Group will continue growing its core businesses with an
eye on the Asian markets as a whole and will be looking at
further expansion and investment opportunities in new

territories and markets.

With the signing of the Mainland China-Hong Kong Closer
Economic Partnership Arrangement (CEPA), the Group will

be also actively looking for new investment opportunities in
Mainland China.

The Chinese language entertainment industry remains one
with great potential. We believe the Group’s strength and
vision across the Asian markets will help us realise this

potential to develop and exploit those growing markets.

LIQUIDITY AND FINANCIAL RESOURCES

During the year, the Group was principally financed by
cash flow generated internally. As at 30 June 2003, the
Group’s cash balances stood at HK$28.4 million and the

net current liabilities at HK$17.3 million. The gearing ratio,
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Truth Or Dare: 6th Floor Rear Flat

How ToLose A Guy In 10 Days
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which was computed by dividing the total liabilities by the
total assets, increased from 21% to 29%. Subsequent to the
balance sheet date, on 1 August 2003, the Group successfully
placed new shares to third party individuals and institutional
investors at HK$0.28 per share and the net proceeds of
approximately HK$23.4 million were used to provide
additional working capital of the Group. The Group continues
to operate debt-free and there are no bank borrowings and

charges on the Group'’s assets.

As at 30 June 2003, the Group had a contingent liability of
HK$48.2 million (2002: HK$48.5 million) in respect of a

guarantee of banking facilities granted to its associates.

The Group’s assets and liabilities are principally denominated
in Hong Kong dollars except investments in associates located
in Singapore and Malaysia. In view that the Malaysian
Ringgit is pegged to the United States dollars and the
exchange rate between Singapore dollars and Hong Kong
dollars has been relatively stable for the past two years, the
directors were of the view that the Group’s exposure to
currency exchange risk was minimal. There was no hedging

of foreign currencies carried out by the Group accordingly.
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Johnny English

EMPLOYEE AND REMUNERATION POLICIES

As at 30 June 2003, the Group had 232 (2002: 244)
employees. The Group remunerates its employees largely
based on industry practice. Apart from salaries, commission,
mandatory provident fund and discretional bonuses, share
options are granted to certain employees based on individual

merit.
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