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Business Review
Video distribution

During the year under review, the video distribution business
accounted for 41.5% (2005:40.7%) of the Group’s total turnover.
Turnover from the video distribution business posted a decline
of 45.7% to HK$38.8 million compared to the previous year as
this business segment remained battered by severe price
competition and illegal distribution of copyrighted films on the
internet through peer-to-peer file

sharing activities. These factors '

continued to put heavy pressure on the -

selling prices of the video products.

Notwithstanding the unfavourable

operating environment, gross profit of
the video distribution business has

improved slightly from approximately
HK$3.1 million to approximately HK$3.4 million as a result of
management’s efforts in streamlining operations and by
adopting a more cautious approach in film acquisitions.

Film exhibition, film licensing and film sub-licensing

Turnover from this business segment was HK$48.4 million,
representing a decrease of 50.0% over the same period last year.
It contributed 51.8% (2005: 55.0%) of the Group’s total turnover.
The decline in turnover was mainly attributable to fewer films
being produced and released during the year under review. In
response to the continued contraction of the film exhibition
market in Hong Kong, the Group has adopted a prudent approach

in the investments in film production.
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Business Review (Continued)

Film exhibition, film licensing and film sub-licensing
(Continued)

BRI 2 & 5 RE 12,300,000 [TITEEITITITXITTTIITITNTI] Turnover from film exhibition was HK$2.3 million,
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representing a decrease of 71.5%, compared to
same period last year. Despite the decrease in
turnover, operating results has improved where
losses has reduced to HK$1.2 million, compared
with losses of HK$9.8 million in the previous year.
This was due to the Group’s effort in controlling film
production and promotional costs.

Turnover from film licensing and sub-licensing was
HK$46.1 million, representing a decrease of 48.1%
over the same period last year. During the year
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medium-scale category and a television series
being produced and released. Such fewer completions affected
turnover from film licensing and sub-licensing business.

As at 30th June 2006, there were several large-scale films which
were at various stages of production. These are planned for
release in the financial year 2006/2007 and included “Recycle’,
“Forest of Death’; “Diary” and “The Sparrow” In addition, the
production of three television series, namely “Legend of Wang
Zhao Jun’, “Myth of Ah You” and “Yong Chun’, were also in
progress.

In terms of geographical distribution, contribution of overseas
markets has maintained at a level of 30.5% (2005: 34.0%) of the
Group's consolidated turnover during the year under review.
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Business Review (Continued)

Film exhibition, film licensing and film sub-licensing
(Continued)

As a testimony to their production quality, the Group’s films have
continued to win accolades locally T RTLTR T T
and abroad. “Divergence” was
awarded the Best Leading Actor,
Best Cinematography and Best
Film Editing awards at the 42nd

Golden Horse Award Presentation
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Ceremony. It also won the Best
Film Editing award at the 25th Hong Kong Film Awards
Presentation Ceremony. Meanwhile,“Recycle” was awarded the
Best Creative Movie and the Most Popular Actress at the 11th
Hong Kong Golden Bauhinia Film Awards.

Leasing of investment properties

During the year under review, turnover from leasing of

investment properties increased by 24.6% to HK$4.8 million.

The Group completed the FETETTITTTTITTITITITIT
closure of the loss-making
business of machinery leasing
for optical disc replication in
the second half of last financial
year, this business made a loss
of HK$3.9 million in last

financial year. As a result of the

Group's success in streamlining the video distribution operations,
additional space has been vacated and made available for rental,
which in turn increased the turnover from leasing of investment
properties.
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Business Review (Continued)
Leasing of investment properties (Continued)

In anticipation of continued positive [T
economic development in the People’s
Republic of China (“PRC”) and the
upcoming 2008 Beijing Olympic Games,
the management believes there will be
good potential for capital gains in the
PRC property investments, which at the

n

same time, provide satisfactory and
stable recurring rental income. To this

end, the Group announced on 20th June [LEICECIEELEIRIRLETINLIL
2006 that it entered into a sale and

purchase contract to acquire an investment property in the PRC
for a consideration of approximately RMB5.82 million on 19th
June 2006 and the contract was completed on 27th June 2006.

Outlook

Going forward, although there are no clear signs the local market
will show significant improvement in the coming year, overseas
demand for high quality films and television series has been on
the rise, especially in the PRC markets.To cater for such demands,
the Group will continue to focus on the production of films and
television series with a variety of themes suitable for various
markets and will continue to enhance its film library.

The effective implementation of cost control measures has
helped the Group to weather the difficult operating environment,
especially in the video distribution business. The management
will continue to streamline its business operation with a view of
further enhancing operational efficiency and productivity.

Capitalizing on our experience and competitive advantage, we
are confident that the Group can overcome the market
challenges in the future.
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Financial Resources/Liquidity and Capital
Structure
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of HK$118.4 million and unutilized banking
facilities amounted to HK$50 million while the
corresponding figures in last year were HK$93.9
million and HK$55.0 million respectively.

ML IITITINIENIINNEETOT] As at 30th June 2006, the Group had total assets

o

AZEERNFEANA=1TH  K&EH

B EBEL ABE375500,0007 c B_EEH
F7X A =+ H1EMNAEES54,000,0007T ° ZFEE EF
EEE

E

HREEMER

/

FEREKFT® LT

3(

o

o

REER-_ZZRNFNA=-+HZEAERELE
WEI%(ZEZRF 1 01%) © HIRBEAEE Y

REEE 4975 1194,0007T (KA 75 #95,000 0 H R
—FRNEE - B44,000LBERE _FREERS
¥555,000L BN E=EERAFNER) - UEAR
B) 2 #aE R 4075 316,700,0007C5H & o

RSB 2ERITYELRBERER E—8
BREEZHEE  SHERI TR BHEFEAAR
FEFE L 1 99.4% & 75 #5 2,0007T °

of approximately HK$375.5 million, representing
an increase of HK$54.0 million over that of 30th June 2005. Such
significant increase was mainly due to increase in fair value of
investment properties and deposits received.

The Group’s gearing ratio as at 30th June
2006 was approximately 0.1% (2005:0.1%), a
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which was calculated on the basis of the
Group's long term borrowings of
approximately HK$194,000 (of which
HK$95,000, HK$44,000 and HK$55,000 are
repayable within one year, in the second year

and in the third to fifth year respectively) and | S-————————

on the total equity of the Company of
approximately HK$316.7 million.

Finance costs had been reduced by 99.4% to HK$2,000, mainly
due to a drop in interest expenses as a result of all properties
mortgage loans fully repaid in last financial year.

ARAEB RN ZHUETY IITITTTITITITIIIITIIIT (0 light of the fact that most of the Group's
EAE B ERERAMEY transactions are denominated in Hong Kong dollars
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and US 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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The Pledge of Group's Assets

As at 30th June 2006, certain assets of the Group with aggregate
carrying value of HK$107.5 million (2005: HK$73.9 million) were
pledged to secure banking facilities utilized by subsidiaries.

Employees and Remuneration Policies

As at 30th June 2006, the Group employed 69 staff (2005: 63).
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 to a resolution passed in the annual general meeting
held on 26th November 2003, the Company conditionally
approved and adopted a share option scheme (the “Scheme”) in
compliance with Rules Governing the Listing of Securities on the
Stock Exchange of Hong Kong Limited (the “Stock Exchange”) (the
“Listing Rules”).

There were no share options granted by the Company under the
Scheme for the period from 26th November 2003 to 30th June
2006.
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