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REVIEW OF OPERATIONS

The economic recovery across the Asian region over the last
few years has been beneficial to the film and entertainment
industry as a whole, and is reflected in the continued growth
of box office receipts across our territories.

For the year under review, the Group’s result has shown
substantial improvement and recorded $5.2 million profit after
tax. The turnaround result was principally contributed by our
exhibition and distribution businesses in Hong Kong and
overseas territories, including our new investments in Shenzhen
and Taiwan whose full year results we have started to account
for the first time this year. Furthermore, in order to improve
operating results in Hong Kong, we have closed down a loss-
making cinema by terminating the lease early.

The Group is now a leading cinema operator in the Asian
region — operating 47 cinemas with 335 screens across
Singapore, Malaysia, Taiwan, Shenzhen and Hong Kong.

FINANCE
The Group reported a profit of HK$5.2 million for the year, as
compared to a loss of HK$12.9 million last year. This was
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primarily due to the improvement of results in Hong Kong, as
well as contributions from our new investments in Taiwan and
Shenzhen.

Excluding the effect of proportionate consolidation, which is
explained below, the Group’s revenue and gross profit increased
by HK$23 million, mainly attributable to our new cinema in
Shenzhen and improved results in distributing non-Chinese
language films.

In accordance with the requirements of new accounting
standards, the Group has proportionately consolidated the
financial statements of the jointly-controlled entities in Taiwan
and Malaysia (namely Warner Village Cinemas Co., Ltd. ("WVT")
and TGV Cinemas Sdn. Bhd. (“TGV")). Whilst the net assets
value and net results of the Group are not affected, the figures
of individual items such as revenue, cost of sales, property,
plant and equipment, accounts payable and accrued liabilities
etc. were all significantly affected this year as a result of
proportionate consolidation.

As a result of proportionate consolidation of our jointly-
controlled entities in Taiwan and Malaysia, the Group’s revenue
and gross profit have doubled to HK$512 million and HK$280
million respectively.

As of 30 June 2006, the Group had net current liabilities of
HK$79 million, with cash on hand of HK$56 million. Subsequent
to the balance sheet date, the Group raised approximately
HK$99 million from the issuance of convertible notes (as
disclosed in the notes 38(a) to the financial statements). The
Group intends to apply the proceeds for investments in new
businesses, expansion of existing businesses and the discharge
of its current liabilities.
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Market Share of Golden Harvest Cinemas
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FILM DISTRIBUTION

Total box office receipts in Hong Kong increased by 7% to
HK$966 million, with non-Chinese language films grossing
HK$659 million, an increase of 18% from last year. The box
office of Chinese language films remains weak, dropping by
11% to HK$307 million. As a distributor for both Chinese and
non-Chinese language films, the Group achieved a 27% market
share in terms of box office receipts.

Chinese Language Films

The Group distributed 13 Chinese language films during the
year with a box office of HK$78 million. Due to a lack of good
products, our market share decreased from 28% last year to
25% this year.

Non-Chinese Language Films

Good performance of our non-Chinese language films this year
was attributable to blockbusters like “Madagascar”, “King
Kong” and “Mission Impossible 1l1”. The number of films
released by the Group increased from 36 last year to 39 this
year and the box office receipts increased by 64% to HK$179
million. After the expiry of distribution contract with United
International Pictures, the Group will continue to concentrate
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on its own film licensing business. The Panasia-licensed films
“Train Man” and the recently released “Death Note |” (both
Japanese movies) were well received by the market and achieved
satisfactory results.

FILM EXHIBITION

In 2004/2005, the Group made a strategic move to strengthen
the exhibition business by acquiring the largest cinema chain
in Taiwan, working together with a few Taiwan partners. We
also increased our stake to 50% in one of our Malaysian cinema
operations and launched our flagship cinema in Shenzhen in
Mainland China. The Group now operates 47 cinemas with
335 screens across the Asian region and is a leading cinema
operator in Asia.

In Hong Kong, with the closure of an under-performing cinema
and implementation of better cost control, the losses of our
Hong Kong cinemas have been substantially reduced.

In Mainland China, the Group’'s 7-screen cinema located at
MIXC Mall, City Crossing, Shenzhen, accounted for a 44%
market share in Shenzhen and has attained top position nation-
wide in terms of box office takings in July and August 2006.
Box office income for its first full year amounted to RMB36
million. Flexible multi-pricing policies and customer-oriented
marketing promotions have been successful in developing a
regular movie-going habit amongst our customers.

In Singapore, the market box office increased by 2% to S$121
million. The theatre takings of the Group’s associate Golden
Village Multiplex Pte Ltd (“GVM") were up slightly, increasing
by 4% to S$54 million. Market share of GVM, currently at
44%, is likely to reach a record high level with the opening of
a new 15-screen megaplex in October 2006. GVM contributed
a net profit of HK$18 million to the Group, an increase of
HK$4 million from last year.
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Last year the Group commenced proceedings in Hong Kong to
wind up Dartina Development Limited, the holding company
of the Singapore joint venture with Village Roadshow. The
petition was caused by disputes between the Group and its
Australian partner, Village Roadshow, regarding the
performance of the operational management of GVM. Legal
proceedings are still continuing.

In Malaysia, with the opening of a number of new cinemas in
the last couple of years, the market box office has risen to a
record high of RM195 million for the year, an increase of 24%
over last year. Golden Screen Cinemas Sdn. Bhd. (“GSC")
opened 34 screens in the past two years and TGV opened 15
screens this year. Due to keen competition in the market, the
market share of GSC and TGV dropped from 81% last year to
77% this year. With additional profits from new screens, total
net profit contribution of these two joint ventures to the Group
amounted to HK$14 million, an increase of HK$2 million from
last year.

In Taiwan, our jointly-controlled investment WVT, contributed
a net profit of HK$16 million to the Group. Market box office
takings grew by 3% to NT$5,492 (HK$1,318) million this year.
Cinema admissions of WVT rose by 9% this year and total
revenue was up 15% to NT$2,204 (HK$529) million. In addition
to the cinema operations, WVT also manages a retail mall at
Hsin Yi in Taipei which is fully tenanted and yields a good
return in rental income. WVT changed its name to Vie Show
Cinemas Co., Ltd, subsequent to the year end.

PROSPECTS
Hong Kong will continue to be the base of the Group’s
operations, supported by our strong regional network. The

[ L .
i b el purs o (R

ETHAENE

r‘ni-i-nlllfla
——

i 2 53 T

= F - K& B R B % 5t 2 Village Roadshow
M2 MEEERRZERRAEEF
EXXEAERANERAEREF- EHZEH

Th 7S & [ B OH OB M %% Village Roadshowt
GUWWMEEERB 2 RBEHBRUHMAEIH-F

BERERRFRENEETH-
ERATFE ZRFEBERERBEMENR

BERE EHEHFAEERA T 5 &
195,000,000/ # - & £ F # 7+ 24% ° Golden
Screen Cinemas Sdn Bhd. ([ GSCl ) W@ =
M F AR 34E e - BTGV AN F (18 &%

1518 5 B2 - & R *““aar%’f'i GSC K TGV
LML EERHREFSNNRERNFE
T7% > BREFEZELER 2B N 2T W
REE AR AANEBETRENTRE

14,000,000/ T © & = F #8 j0 z,ooo,oooié
7T|: o

BEFTE ASEZEARIZEHEEERNE
- AANE BT K4 R T B 16,000,000
T AFEZMBERFEKRAE K3I%
% 5,492,000,000%7 & ¥ (1,318,000,000/8
TL) cEMBEARNFTE 2B AR ASHE
H 9% H # W = " £ FA 15%
% 2,204,000,000%7 & ¥ (529,000,000/%
L) cHREEERIN EREFIEEMR
eltEECTERS ZRAB2EmEE
AL BB EEAEASWALRR RF4LE
B ZMEFSEREEZB AR T ZHKR
MERRAG-

[i[=s
BREZHWRBEEERE BESEER
AEEXEBEH - NEBERBEBER KD E

_"lt




ANNUAL REPORT 2006 4 #

Group will continue to develop film exhibition and distribution
businesses in the Greater China market and strengthen its
Pan-Asian non-Chinese language films. Management believes
that there are more attractive potential investments in the
Greater China market and the Group will consider redeploying
its investments in the region in order to maximise our return
in future.

On 16 October 2006, the Group entered into conditional
agreements to acquire three related companies which hold a
film library comprising 39 film Chinese language titles at a
consideration of approximately HK$22.6 million. The acquisition
will enlarge the Group’s existing film library and strengthen its
film distribution business. The investment will be funded by
internal resources.

FINANCIAL RESOURCES AND LIQUIDITY

As at 30 June 2006, the Group's cash balance was HK$56
million and the net current liabilities stood at HK$79 million.
During the year, the Group issued a 4% convertible note to
an independent third party with net proceeds of approximately
HK$20 million. A subsidiary company also obtained a revolving
facility of approximately HK$2 million for working capital
purposes. In addition, one of the Group’s jointly-controlled
entities in Malaysia obtained a bank loan of HK$31 million
(the Group’s 50% share was HK$16 million) to finance the
development of the new cinema sites. Our gearing ratio,
calculated on the basis of external borrowings over total assets,
was 15%. The Group had contingent liabilities of HK$18 million
at the year-end date (2005: HK$17 million) in respect of a
guarantee of a banking facility granted to an associate. Details
of the contingent liabilities are set out in note 35 to the
financial statements. As at 30 June 2006, the aggregate amount
of the Group’s borrowings was HK$115 million. Details of the
borrowings including the terms of the loans, interest rates,
currencies and securities are indicated in note 23 to the
financial statements.
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The Group’s assets and liabilities are principally denominated
in Hong Kong dollars except for certain assets and liabilities
associated with the investments located in Singapore, Malaysia,
Taiwan and Mainland China. Management has assessed the
exchange risk and exposures in these territories from time to
time. Since the exchange rates of these currencies have been
either relatively stable or favorable to the Group for the past
two years, no hedging of foreign currencies was carried out
during the year. The directors will continue to assess the
exchange risks and exposures, and will consider all possible
hedging measures in order to minimise the risk at reasonable
cost.

The Group’s liquidity has greatly improved subsequent to the
year end. The Group raised new funds from the issuance of
HK$100 million 4% convertible notes and obtained a short-
term banking facility of HK$15 million both in August 2006.
The Group intends to apply the proceeds for investments in
new businesses, expansion of existing businesses and the
discharge of its current liabilities.

EMPLOYEES AND REMUNERATION
POLICIES

As at 30 June 2006, the Group had 226 (2005: 228) permanent
employees. The Group remunerates its employees largely based
on industry practice. In addition to salaries, commissions and
discretionary bonuses, share options are granted to certain
employees based on individual merit. The Group also operates
a defined contribution retirement benefits scheme under the
Mandatory Provident Fund Schemes Ordinance and as at the
balance sheet, there was no forfeited contribution arising from
employees leaving the retirement benefit scheme.
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