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The Group has always been striving for leadership as a producer of
Chinese language films. Apart from insistently consolidating its
production capabilities and distribution network through aggressive
engagement in the film production business, the Group has recognised
the huge potential in the film market in the People’s Republic of China
(“PRC”) long ago in 2001. The Group has been employing the acquired
extensive distribution network and established position since the
successful acquisition of Riche Multi-Media Holdings Limited in 2001,
and preliminary results and gains from the agile development of the
PRC film market have been reaped. In addition to Riche Multi-Media
Holdings Limited, we have also acquired One Hundred Years of Film
Company Limited, a well-recognised film producer, in the same year

with the objective of building a solid production capacity in mind.

However, Hong Kong has seen a decline in the overall consumption
desire due to the sustained economic downturn in 2003 and the outbreak
of Severe Acute Respiratory Syndrome (“SARS”) during the first half of
the year. The entertainment industry experienced the worst challenges
ever seen, while our performance unavoidably suffered. On one hand,
the box-office has been shrinking during the past years, with movie-
going ceasing to be a habitual behaviour for the audience. On the other
hand, the demand for film contents has gradually shifted from video
products to cable television and network channels. Against this backdrop,
the box-office and the sale of video products have shrinked, leading to
a drop in the Group’s revenue from these more traditional income
sources. As the future increase in revenue from cable television channels
is uncertain, our accounting policies cannot reflect this change of
audience behaviour. Revenues from the major media and regions have
dropped as a result. Coupled with the influence of SARS, the Group’s
turnover recorded a decline. The Group nevertheless successfully
maintained a growth in the gross profit for 2003 through adoption of

cost-control and operational restructuring measures.

Given its huge film library, the Group is well-positioned to adjust to
the new audience behaviour. Targeting at the huge demand for quality
and popular films by the cable television and internet broadcasting
channels, we endeavour to explore new revenue sources by opening up
new sales channels on these new media. The Group intends to provide
to cable television and internet channels with rich contents from its
film library in return for loyalty fees. This will hopefully bring
remarkable increase in our revenue, and we expect that the opening up

of new sales media will help turning the challenges into opportunities.
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Immense opportunities are also seen amidst the present gloomy
environment of the film industry with the signing of Closer Economic
Partnership Arrangement (“CEPA”) between Hong Kong and the PRC
in 2003. CEPA has relaxed a number of restrictions on the import of
Hong Kong films into the PRC and the cooperation between Hong
Kong and Mainland producers. In particular, the Group will be able to
take full advantage of its huge film library after the de-regulation on
the number of films imported from Hong Kong. With the door to the
vast PRC market opened, a brighter future for the Group and the local

film industry is foreseen.

Apart from developing new distribution channels and penetrating into
the PRC market, the Group also intends to further expand its artist
management business. The joining of more talented new blood to the
Group not only will help to stabilise our production costs and invigorate
the local film scene, but also will help adding in more new elements
and themes to our production, and further consolidate our position in

the industry.

Our emphasis on the artists and production staff has achieved good
results for the Group again and again, creating for us solid reputation
and overwhelming box-office records in the local market. It is also won
for the Group a number of the major awards at the 23rd Hong Kong
Film Awards. ©
Best Screenplay, and Mr. Andy Lau was named the Best Actor with his

Running on Karma” was awarded the Best Film and the

role in the film. The awards Best Actress and Best Supporting Actress
came to Miss Cecilia Cheung and Ms. Josie Ho with their respective
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performance in “Lost in Time” and “Naked Ambition”. “Lost in Time”
has also won the award of Best Original Film Score for the outstanding
work by Mr. Peter Kam. Mr. Andy Ong, a new artist under the

Company, was also honoured as the Best New Performer.

Looking into the future, the Group will sustain a stable production
volume to keep up its competitive edges in having a huge film library.
It will also seek to introduce PRC film distributors for the joint
investment in film production. Leveraging on their capital and
experience, as well as their knowledge and sensitivity in the audience
behaviour and trend in the PRC market, we expect to tailor our
productions to the preferences of the PRC market. Fruitful results are
anticipated from our film business in the PRC. On the other hand, our
pool of talented artists has been crucial to our success in the past year.

In view of that, we will continue to develop our artist management
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business in order to recruit more talented new faces, which will also
help to stabilise our production costs. Our cost control measures will
be paralleled by the efforts to tap new revenue sources. We take heart
in adapting to the changes in market trends and audience preferences,
and look forward to the Group’s diversified development and the
addition of more popular films to our library. We are preparing for an

exciting turnaround and a bright future in the coming years.

We firmly believe that our vision of contributing to the film industry
and our commitment to generating greater return for our shareholders
have become a reality with the dedication of our staff and our insightful
strategies. I would like to express our gratitude to all the staff for the
sustained efforts they have made, and our shareholders for their support

in the past year.

Heung Wah Keung

Chairman

Hong Kong, 26th April, 2004
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