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UNIVERSE INTERNATIONAL HOLDINGS LIMITED

OVERALL REVIEW

TRSSIAE The operating environment in the local markets

I for the businesses of video distribution and film
exhibition during the year under review remained
difficult. In view of this, the Group has continued
fo focus on market and business diversifications
while implementing stringent cost control

\ measures. Notwithstanding the rebound of the
o WIS |l retail sectors, driven by rising fourist arrivals
o|ong with the relaxation of restrictions on the entry of mainland tourists
into Hong Kong, there has not been apparent improvement in the film

entertainment industry.
OPERATING RESULTS

For the year ended 30th June 2004, the Group's consolidated turnover
was approximately HK$227.6 million, representing a decrease of
9.4% over the comparative period last year. Notwithstanding, loss
attributable to shareholders for 2003/2004 of approximately
HK$19.5 million represents an improvement over the loss of

approximately HK$28.3 million in the previous year.
BUSINESS REVIEW
Video distribution

The video distribution segment recorded a decline
in turnover of 33.0%, representing a decrease from
last year's HK$186.2 million fo the current year's
HK$124.8 million. This segment contributed 54.8%
(2003: 74.1%) of the Group's consolidated turnover.

In view of stagnant local video distribution market, the Group continued
with its geographical diversification strategy by allocating more financial
resource fo production of its own films, where it will own world-wide
rights. Consequent to such strategy, the number of title for video
distribution in local market was declined, which resulted in a decrease

in turnover from this segment. Apart from the reduction of number of
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video title released, as a result of the keen

competition and weak sentiment within the

» industry, the Group had maintained ifs

!ﬁ}”‘

competitive pricing policy, which
inevitably impacted on gross margins. As
a result, gross profit of this segment
declined to HK$22.8 million by HK$11.5
million, compared with the same period

last year.
Film exhibition, film licensing and film sub-licensing

During the year under review, the tumover derived from film exhibition,
1% to HK$96.6 million
compared with HK$50.5 million in the previous period. This segment
confributed 42.4% (2003: 20.1%) of the Group's consolidated turnover.

film licensing and sub-icensing increased by 91

Notwithstanding the
above, with continual
contraction in the film [
exhibition business of f
Chinese language films
in the local market, the

result of this business

was severely impacted.
During the year under
review, the Group recorded a segmental loss of HK$23.5 million
(2003: loss of HK$4.7 million) in the film exhibition business.

Despite the disappointing results of the film exhibition business in the local
market, the Group’s continued investments in film production was rewarded
during the year under review. The segmental turnover and profit of the film
licensing and sub-licensing increased by 79.9% and 28.6% respectively.
We are pleased to see that the contribution of overseas markets as a
percentage of the Group's turnover has been increasing and this
encouraging result further reinforces the management's continuing efforts

of expanding the Group's distribution networks abroad. During the year
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UNIVERSE INTERNATIONAL HOLDINGS LIMITED

under review, the turnover generated from overseas market increased from
HK$16.2 million to HK$49.8 million, contributing 21.9% (2003: 6.5%)
of the Group's consolidated turnover. Benefiting from the strategy of
invesiments in film production, the Group has reduced ifs reliance on the
local market and the management believes such geographical

diversification is beneficial to the long term development of the Group.

Another positive
development is the
infroduction of new
markets for film
l exhibition of co-
produced films in the
PRC. Such films,
which are co-
produced by the
Group and partners
in the PRC, have recorded encouraging box-office takings in the PRC.
Such source of income was previously unavailable. The film “Heroic
Duo”, one of our coproduced films, had been awarded the Best Co-
production Film (85 ¥ 5M& 30 F #2) at the 10th Ornamental Column
Awards Presentation Ceremony (F2 B %72 % 82 78 #28448) in the PRC.

Production of television series and artiste management

The first television series produced by the Group, entitled “Kung-fu
Soccer”, is expected to be released in the first half of financial year
2004,/2005. Response from customers has been encouraging and its

release is expected fo confribute positively to the Group.

As a confent provider, the Group also places great emphasis on the
development of the artiste management division. The management believes
that this step toward vertical integration not only benefits the Group through
production cost saving, but also provides new sources of income and
strengthens the Group's competitive advantage in the indusiry. During the
year under review, the Board is pleased that Mr. Lo Ka leung joined the
Group as one of our artistes and the Group will continue to identify potential
new arfistes in the future. As this division is sfill in development phase, the

confribution to the Group was not significant.
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OUTLOOK

The Directors are optimistic with
the potential of the PRC market.
The Closer Economic Partnership
Arrangement ("CEPA”") is expected
tfo result in relaxation of
regulations governing the film
industry in the PRC and will in furn
provide the Group with wider
access to the PRC market. The
Group expects that turnover from
the PRC will continue fo be one of the major sources of income in the
long run. In view of this, the Group will continue fo look for opportunities

of joint productions with PRC partners fo cater to PRC audiences.

Apart from seeking partners in the PRC, the Group will also seek strategic
film production partners in various other regions. During the year under
review, the Group has engaged a production company in Thailand to
produce two films, namely “leave Me Alone” starring Ekin Cheng and
Charlene Choi and “"Abnormal Beauty” starring 2R and Anson leung.
The Group intends to leverage on such co-operation, not only fo add
new elements into the films, but also to explore potential markets in
these regions. A film, namely “Recycle” starring Li Sinje which is co-
invested by the Group and a partner in Thailand will commence shooting

at the end of 2004.

In view of the encouraging
feedback on "Kung-fu Soccer” from
our customers and the expected
strong demand for good quality
television series, the Group will
allocate more resources towards the
production of television series in the

future.
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UNIVERSE INTERNATIONAL HOLDINGS LIMITED

LIQUIDITY AND FINANCIAL POSITION

As at 30th June 2004, the Group had cash
balances of HK$87.3 million and unutilised banking
facilities amounted to approximately HK$65.0
million while the corresponding figures in the last
year were HK$43.4 million and HK$65.0 million

respectively.

As at 30th June 2004, the Group had total assets of approximately
HK$347.0 million, representing an increase of HK$55.0 million over
that of 30th June 2003. Such increase was mainly due fo the issue of

new shares by the way of rights issue and the placing during the year.

The Group's gearing ratio as at 30th June 2004 was approximately
6.8% (30th June 2003: 13.5% (restated)), which was calculated on
the basis of the Group's long term bank borrowings of approximately
HK$18.9 million (of which HK$6.6 million, HK$6.3 million and
HK$6.0 million are payable within one year, in the second year and
in the third to fifth year, respectively) and on the shareholders fund of
approximately HK$278.4 million. The significant reduction was mainly

due fo the new shares issued during the year.

Finance cosfs had been reduced by 39.9%, mainly due to a drop in

interest expenses as a result of the Group'’s reduced borrowings and

lowered interest rates.

In light of the fact that most of the Group's
transactions were denominated in Hong
Kong Dollars and US Dollars, the
management considered that the exposure
to fluctuation of currency exchange rafes is
limited and no financial instruments for

hedging purposes was used by the Group.
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THE PLEDGE OF GROUP ASSETS

As at 30th June 2004, all properties and certain bank balances of the
Group with aggregate carrying value of approximately HK$65.8 million
(2003: HK$78.8 million) were pledged to secure banking facilities
utilised by subsidiaries.

EMPLOYEES AND REMUNERATION POLICIES

As at 30th June 2004, the Group employed 120 sfaffs (2003: 116).
Remuneration is reviewed annually and certain staffs are entitled to
commission. In addition to the basic salaries, staff benefits included
discretionary bonus, medical insurance scheme and mandatory

provident fund.
SHARE OPTION SCHEME

Pursuant fo resolutions passed in the annual general meeting held on
26th November 2003 (the “2003 AGM”), the Company has adopted
a new share option scheme (the "New Scheme”) and terminated the
old share option scheme (the “Old Scheme”) in compliance with Rules
Goveming the Llisting of Securities on the Stock Exchange of Hong
Kong Limited (the “Stock Exchange”) (the “Listing Rules”).

There was no share options granted under the New Scheme for the

period from 26th November 2003 to 30th June 2004.

USE OF NET PROCEEDS FROM RIGHTS ISSUE AND
PLACEMENT OF SHARES

In September 2003, the Group raised
net proceeds (after expenses) of
approximately HK$37.7 million from a
rights issue. The whole net proceeds was
applied for the film production and the
acquisition of films right for the year

under review.
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RZEZE=F+ZH AXEBHEKEE InDecember 2003, the Group raised nef proceeds (after expenses) of
190,000,000 RN BB FTSKIEFEE (B approximately HK$36.6 million by placing 190,000,000 shares. As
HERFI ) 8978 36,600,0007T © iRIE=ZF  stated in the announcement dated 17th November 2003, the Group
T=F+—ATtERZAMATM - AEEIT  intends o use the net proceeds fo finance the proposed setting up of a
B EMSRIEFRBIERBENIFING  Sinoforeign equity joint venture enterprise to invest in and operate
BEERE  WHEBRARERCEBER  cinema business in the PRC (the “Proposed Transaction”), there was no
(IZRZEXH]) @ ZERXHNR_ZTZTWME  material cost incurred for the Proposed Transaction as at 30th June
NAZTHTEBEAEREBA - ZEEXS 2004. The feasibility study of the Proposed Transaction is being
Z AT R IEEETT - ERFETISEB S conducted. In view of the everchanging PRC market, the Group will
B% AEBEBSREDMBEMEEREERT  assess this Proposed Transaction by a more pragmatic and prudent
EZEERS - approach.
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