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Report of the Directors

EEEHES

The directors present their annual report and the audited financial

statements for the year ended 31 December 2001.

Principal Activities
The Company acts as an investment holding company. The activities

of its subsidiaries are set out in note 14 to the financial statements.

Results
The results of the Group for the year ended 31 December 2001

are set out in the consolidated income statement on page 30.
The directors do not recommend the payment of any dividend.

Five Year Financial Summary
A summary of the audited results and the assets and liabilities of
the Group for the last five financial years ended 31 December

2001 is set out on page 79.

Property, Plant and Equipment

The Group’s leasehold land and buildings were revalued at 31
December 2001. The revaluation deficit of approximately
HK$1,059,000 has been charged to the properties revaluation

reserve.

Details of this and other movements during the year in the property,
plant and equipment of the Group are set out in note 13 to the

financial statements.

Share Capital
Details of movements during the year in the share capital of the

Company are set out in note 22 to the financial statements.
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Reserves
Details of movements in the reserves of the Group and of the
Company during the year are set out in note 23 to the financial

statements.

Distributable Reserves

As at 31 December 2001, the Company’s reserves available for
distribution to shareholders was approximately HK$11,697,000,
being the contributed surplus of approximately HK$83,353,000

less the accumulated losses of approximately HK$71,656,000.

Major Customers and Suppliers
The percentages of the aggregate turnover for the year attributable

to the Group’s five largest customers are as follows:

The largest customer BREP
Five largest customers combined AREFPEE

The percentages of the aggregate purchases for the year attributable

to the Group's five largest suppliers are as follows:

The largest supplier BAHER
Five largest suppliers combined HEAMEREE

None of the directors, their associates or any shareholders (which
to the knowledge of the directors owned more than 5% of the
Company'’s issued share capital) had an interest in any of the

Group's five largest customers or suppliers.
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Directors
The directors of the Company during the year and up to the date

of this report were:

Executive directors:
Mr. HEUNG Wah Keung (appointed on 2 August 2001)
Ms. CHEN Ming Yin, Tiffany (appointed on 2 August 2001)
Mr. LEI Hong Wai (appointed on 28 September
2001)
Mr. HUNG Leung Tak, Jackson (resigned on 31 August 2001)
Mr. HUNG Sun Yuen, Edmond (resigned on 31 August 2001)
Ms. HUNG Jennifer (resigned on 31 August 2001)
Mr. MAK Chun Ho (resigned on 31 August 2001)
Independent non-executive directors:
Mr. LAl Hok Lim
Mr. Wong Yuen (appointed on 31 August 2001)
Mr. TANG Chak Lam, Gilbert (appointed on 6 February 2002)
Mr. YIU Wing Ngok, Steve (resigned on 31 August 2001)
In accordance with the Company’s bye-laws, Mr. HEUNG Wah
Keung, Ms CHEN Ming Yin, Tiffany, Mr LEl Hong Wai, Mr. LAl
Hok Lim, Mr. WONG Yuen and Mr. TANG Chak Lam, Gilbert shall

retire by rotation at the forthcoming annual general meeting and,

being eligible, offer themselves for re-election.
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Directors’ Service Contracts

There are no existing or proposed service contracts between any
of the directors and the Company or any of its subsidiaries
respectively, other than contracts expiring or determinable by the
employer within one year without payment of compensation (other

than statutory compensation).

Directors’ Interests in Shares

At 31 December 2001, the interests of the directors and their
associates in the share capital of the Company and its associated
corporations, within the meaning of the Securities (Disclosure of
Interests) Ordinance (the “SDI Ordinance”), as recorded in the
register maintained by the Company pursuant to Section 29 of
the SDI Ordinance or otherwise notified to the Company and The
Stock Exchange of Hong Kong Limited (the “Stock Exchange”)
pursuant to the Model Code for Securities Transactions by Directors

of Listed Companies were as follows:
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Interests in shares in the Company FTEEARLTRMDER

Number of Shareholding
Name of director Nature of interest shares held percentage
EEpnS EENE FRERGOEE ERESH
Mr. Heung Wah Keung * Corporate 183,600,000 38.64%
1] 2 3 5 4 * AT
Ms. Chen Ming Yin, Tiffany * Corporate 183,600,000 38.64%
PR AR 58 2 +* NG|
* This refers to the same number of 183,600,000 shares beneficially * ZETEPHEEEERAR ([FEE]) 228

held by Classical Statue Limited (“CSL"), a wholly-owned subsidiary
of China Star Entertainment Limited (“China Star”), a company in
which Mr. Heung Wah Keung and Ms. Chen Ming Yin, Tiffany have

controlling interests.
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Directors’ Interests in Shares (continued)

Save as disclosed in the section head “Share Options” below, at
no time during the year was the Company or its holding companies,
subsidiaries or fellow subsidiaries, a party to any arrangements to
enable the directors or chief executives of the Company or to the
spouse or children under 18 years of age of such director or chief
executives, to acquire benefits by means of the acquisition of
shares in, or debentures of, the Company or any other body

corporate or had exercised any such rights.

Shares Options
The share option scheme (the “Scheme”) of the Company was
adopted by the Company on 19 January 2000. The major terms of

the Scheme are summarised as follows:

1. The purpose of the Scheme was to provide incentives to the

participants.

2. The participants of the Scheme included any employee or

director of any member of the Group.

3. The maximum number of shares in respect of which options
might be granted under the Scheme must not exceed 10%
of the issued share capital of the Company from time to
time and should be of maximum of 47,520,000 shares as at

end of the year under review.

4. The maximum number of shares in respect of which options
might be granted to a participant, when aggregated with
shares issued and issuable under any option granted to the
same participant under the Scheme, must not exceed 25%
of the maximum shares issuable under the Scheme from

time to time. ‘mited
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Shares Options (continued)

5.

No minimum period of holding is required before the option

became exercisable.

The exercise period of an option granted under the Scheme
must not exceed a period of 10 years after it has been

granted.

The acceptance of an option, if accepted, must be made

within 28 days from the date of grant with a non-refundable

payment of HK$1.00 from the grantee to the Company.

The exercise price of an option must be the higher of:

(i) a price not less than 80% of the average closing price

of the share for the 5 trading days immediately

preceding the grant; and

(iiy  the nominal value of the share.

The life of the Scheme was originally effective for 10 years

until 18 January 2010.

The fair value of the options granted in the current year totalled

approximately HK$0.57. The following significant assumptions were

used to derive the fair values using the Black-Scholes option pricing

model:

1.

2.

an expected volatility of 99.46%;

no annual dividends; and
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Shares Options (continued)

3. the estimated expected life of the options granted during the
year ended 31 December 2001 is 10 years. The corresponding
10 year Hong Kong Exchange Fund Notes interest rate at the

date the options were granted was 6.22 %.

The Black Scholes option pricing model requires the input of highly
subjective assumptions, including the volatility of share price.
Because changes in subjective input assumptions can materially
affect the fair value estimate, in the directors’ opinion, the existing
model does not necessary provide a reliable single measure of the

fair value of the share options.

No charge is recognised in the income statement in respect of the

value of options granted in the period.

The following table discloses movements in the Company’s share

options during the year.

BRE#)

3. BABE-EE-F+_A=t-BPLFE
Bz BRETESRSI10F - MARBER
BER 10FBRBIIEZRSRBZEXR

6.22fE o

Black ScholesEE IR EEEHE A KESE T B 2R
o HETEEREZINSLEE - ARNZETHRR
HHABHAEF ZATFEREATE  WHES
RE BOEBEARLRFERBREATEZSE

— AR -

HIAR L 2 B E AL & A W R -

TREINFARRAEREZES -

Number of Number of
options options
At granted exercised At
1 January 2001 during the year during the year 31 December 2001
R-BE-F FRAREZ FRTHEZ 2
—A—H BRERE BREHE +=ZB=+-—H
Employees BB — 15,000,000 15,000,000 —

No options were granted to the directors during the year.

\imited .

(WY

FA- ESHMEEREABEE -



Report of the Directors

EEEHES

Shares Options (continued) BRE &
Details of the options are as follows: BREZFEOT

Closing

market price

prior to

Exercise the granting

Date of Number of price of options

options granted options granted Exercise period per share 2 B PR i A

X B A e A AR BHEREHE T BRITEE Z Wt (E

HK$ HK$

BT BT

7.2.2001 10,000,000 7.2.2001 to 18.1.2010 0.3610* 0.44*
—TE-F-AtH —EE—F-A+RBE
—T-ZETF—-A+/)/\H

17.4.2001 1,500,000 17.4.2001 to 18.1.2010 0.5488* 0.69*
T -FMA+tH —EE-FHWHA+TLERE
—T-TF—-/+)N\H

20.4.2001 500,000 20.4.2001 to 18.1.2010 0.6240* 0.90*
—EE-FMA=-+H —TE-FWA=-Z+HZE
—E2-ZF-A+)N\RH

29.5.2001 1,500,000 29.5.2001 to 18.1.2010 0.9776* 1.24*
—TT-FRA=-TNH —EE-FRA=-t+HNAZE
—TZ-TF—-/+)N\H

1.6.2001 1,500,000 1.6.2001 to 18.1.2010 0.9936* 1.22*
—TE-FA—H —TE-FRA-BZE
—ZT-ZETF—-A+/)/\H

15,000,000
* These prices had not been adjusted for the effect of bonus issue in * HMRATEBRED AR BITAIITE - L ZEE

November 2001 as all the options were exercised before the bonus

issue.

During the year under review, the Stock Exchange had revised the
statutory requirements under the Rules Governing the Listing of
Securities on the Stock Exchange in relation to the share option
scheme of a listed issuer. Accordingly, subsequent to the end of
the year under review, the Company adopted a new share option
scheme (the “New Scheme”) on 21 January 2002 to replace the
Scheme to comply with the current requirements. On 8 March
2002, 19,950,000 options were granted under the New Scheme

to employees and directors of the Company.
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Connected Transactions and Directors’ Interests in
Contracts

Details of the discloseable connected transactions with China Star
and its subsidiaries and directors’ interest in contracts for the year

are set out in note 31 to the financial statements.

The independent non-executive directors of the Company have
reviewed and confirmed that the connected transactions as set
out in note 31 to the financial statements entered into by the
Group were in the ordinary course of its business, on normal
commercial terms and in accordance with the terms of the

agreement governing such transactions.

Save as disclosed above, no contracts of significance to which the
Company or any of its subsidiaries was a party and in which a
director of the Company had a material interest, whether directly
or indirectly, subsisted at end of the year or at any time during

the year.
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Substantial Shareholders

As at 31 December 2001, the following parties were interested in
10% or more of the issued share capital of the Company as
recorded in the register kept by the Company under Section 16(1)

of the SDI Ordinance:

FTERR

RIEZ—F+-A=+—H  REXAQIFRER
BERZEME1eMEEEZECMAE - TIA
THEARRADHITRA10%HIA L

Percentage
of issued
Shareholding interests Total share capital
(Shares) (Shares) HE BT
IR 10 = (BR) B (R) KRABILH
Name Direct Deemed
=x =§:3 i 4
CsL CSL 183,600,000 — 183,600,000 38.64%
China Star FEE — 183,600,000 183,600,000 38.64%
Top Vision Management Limited Top Vision Management 79,200,000 — 79,200,000 16.67%

Limited

Note: The shareholding interests held by China Star in the Company are
held indirectly through CSL.

Save as disclosed above, at 31 December 2001, no other parties
were recorded in the register required by the SDI Ordinance to be
kept as having an interest of 10% or more of the issued share

capital of the Company.

Retirement Benefits Scheme

With effect from the 1 December 2000, the Group has set up a
defined contribution retirement scheme, the Mandatory Provident
Fund Scheme (the “MPF Scheme”), for all the eligible employees
of the Group. The Group did not provide retirement benefits for

its employees prior to set up the MPF Scheme.
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Retirement Benefits Scheme (continued)

Under the MPF Scheme, the employees are required to contribute
5% of their monthly salaries up to maximum of HK$1,000 per
employee and they can choose to make additional contributions.
The employer’s monthly contributions are calculated at 5% of
each employee’s monthly salaries up to a maximum of HK$1,000
(the "mandatory contributions”). The employees are entitled to
100% of the employer’s mandatory contribution upon their

retirement at the age of 65 years old, death or total incapacity.

Purchase, Sale and Redemption of the Company’s
Listed Securities
Neither the Company nor any of its subsidiaries purchased, sold or

redeemed any of the Company’s listed securities during the year.

Pre-Emptive Rights

There are no provisions for pre-emptive rights under the Company’s
bye-laws, or the laws of Bermuda, which would oblige the
Company to offer new shares on a pro-rata basis to existing

shareholders.

Post Balance Sheet Events
Details of significant events occurring after the balance sheet date

are set out in note 32 to the financial statements.

Compliance with Code of Best Practice

In the opinion of the directors, the Company has complied
throughout the year ended 31 December 2001 with the Code of
Best Practice as set out in Appendix 14 of the Rules Governing the

Listing of Securities on the Stock Exchange.
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Auditors

During the year, Messrs. PricewaterhouseCoopers, who acted as
auditors of the Company since its incorporation on 29 October
1999 resigned and Messrs. Deloitte Touche Tohmatsu were

appointed as auditors of the Company.

A resolution will be submitted to the forthcoming annual general

meeting to re-appoint auditors, Messrs. Deloitte Touche Tohmatsu.
On behalf of the Board

Heung Wah Keung

Chairman

Hong Kong, 26 April 2002
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