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FINANCIAL PERFORMANCE

For the year ended 31st December, 2003, the Group’s net loss improved
by 86% from HK$395.7 million to HK$53.5 million. The turnover
decreased by 11% from HK$241.5 million to HK$213.9 million.

The decrease in current year’s loss was mainly attributable to
improvement in operating results by the cost control strategy on overhead
and film production and the substantial reduction in impairment loss
recognised which totally amounted to HK$28.5 million (2002:
HK$260.5 million). The Group had also recognised a gain realized on
expiry of warrants for approximately HK$23.9 million and share the
result after amortisation of goodwill in the group headed by Riche
Multi-Media Holdings Limited (“Riche Group”), an associate of the
Group, of approximately HK$43.5 million.

During the year, majority countries in East Asia including the PRC and
Hong Kong had been encountered the most severe economic crisis in
these years as the outbreak of SARS had caused disastrous impacts on
different business sectors for a period of more than three months. In
Hong Kong, the threat of SARS had taken a heavy toll on movie industry
and hit back on the Group’s operating result was unavoidable at that
period. However, the overall effect of SARS was mitigated by the Group
demonstrating its strong ability in handling crises and the Group’s solid

foundation laid down in the past few years.

REVIEW OF OPERATIONS

For the year ended 31st December, 2003, total turnover was
approximately HK$213.9 million, of which approximately HK$200.3
million were derived from film distribution and the balance from video
distribution and other services income. The turnover from film
distribution division had decreased by 11% when compared with
approximately HK$226.2 million for the year ended 31st December,
2002. This year, the Group had released 18 films in the market when
compared with 10 films in last year and they are continued to draw the
attention of the market. The box offices of our 3 films had been ranked

as top ten box offices of Chinese language films in year 2003.
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In 2003, Hong Kong and Macau (“Hong Kong”) remained the Group’s
largest market. The turnover from Hong Kong and South-east Asia had
increased by approximately 22% and 17% respectively. During the year,
the Group’s turnover suffered from SARS. Turnover from traditional
markets such as Hong Kong and South-east Asia were increased because
the Group had released 18 films in the market as scheduled to
compensate for the decrease in turnover of each film. The performance
of Hong Kong market was comparatively poor and recorded a segment
loss of approximately HK$2.4 million which was similar to last year.
The performance of South-east Asia was less affected because their sales
contracts were normally concluded three or four months before release
of films. During the SARS period, the Group released our new films on
schedule in order to fulfill the commitment we had made to the film
exhibitors and our customers and this policy had enhanced the
development of better relationship with our business partners. The
turnover from the PRC and America & Europe had sharply decreased
by approximately 40% and 62% respectively. The turnover from the
PRC decreased because the turnover in last year had included revenue
of HK$33.8 million as consideration for the PRC rights of 116 motion
pictures that sold to Riche Group. The turnover from the PRC market
had increased approximately 49% if the revenue of HK$33.8 million
were excluded from last year’s revenue because the demand from this
segment increased. The contribution from the PRC market improved
to approximately HK$3.9 million whereas last year was loss of HK$3.5
million. The Group had changed its operation mode from direct-
distribution to sub-distribution at fixed fee or at a minimum guarantee
arrangement (i.e. the Group entitled to share a portion of the revenue
if the total revenue exceeded pre-determined amount) in the beginning
of 2003. The direct costs incurred could then be decreased and thus
increased its contribution to the Group. The result in the PRC market
was a proof of our move on the right direction. The contribution from
the PRC market would be much more encouraging if it was not affected
by SARS during the year. In this year, the Group did not have any large
scale production like Black Mask II that targeted the international
market. As a result, turnover from America and Europe was significantly

reduced.
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During the year, the Group had implemented and exercised stringent
cost control on production, marketing and distribution and had
effectively reduced the average marketing and distribution expenses from
approximately HK$5.3 million per film to approximately HK$3.0

million per film.

The cost control measure also reduced overhead and made the Group
stay competitive in the film industry. Administrative expenses before
depreciation and amortisation decreased by approximately 24% to
approximately HK$44.2 million for the year ended 31st December,
2003. Staff costs and rental expenses decreased substantially by
approximately 15% and 33% to approximately HK$25.5 million and
HKS$3.3 million respectively.

The motto of the Group to produce high quality films has never changed.
This year, the awards obtained by the Group were proof of our
achievement and recognition in the industry. The films “Running On
Karma”, “Lost in Time” and “Colour Of The Truth” had won different
awards in different presentation ceremony including The 23rd Hong
Kong Film Awards Presentation Ceremony, The 9th Golden Bauhinia
Awards and The 10th Hong Kong Film Critics Society Awards.

LIQUIDITY AND FINANCIAL RESOURCES

As at 31st December, 2003, the Group had total assets of approximately
HK$953.1 million and a net current assets of approximately HK$321.8
million, representing a current ratio of 3.0 (2002: 3.8). The Group had
a total cash and bank balances of approximately HK$21.5 million (2002:
HK$72.8 million) of which a bank deposit of approximately HK$4.6
million was pledged for bank facility granted. As at 31st December,
2003, the Group had total borrowings of approximately HK$37.2
million comprising mortgage loan from a bank of approximately
HK$17.2 million, and unsecured convertible loan notes (“Notes”) of
HK$20 million. The Group’s gearing remained low during the year
with total debts of HK$37.2 million against shareholders’ funds of
HK$773.5 million. This represents a gearing ratio, calculated in the
basis of the Group’s total borrowings over shareholders” fund, of 5%
(2002: 5%). The Group’s mortgage loan bears interest at commercial
rate and is repayable in installments over a period of ten years and is
secured by certain of the Group’s leasehold land and buildings with
carrying value of HK$27.8 million. The Notes bear interest at 4% per
annum and carry the right to convert into shares of HK$0.05 each in

the share capital of the Company at an initial conversion price of
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HK$0.20 per share (as of 31st December, 2003, the conversion price
was adjusted to HK$5.83 per share) on or after Ist July, 2002. The
Notes will mature on 30th June, 2004.

On 22nd July, 2003, Porterstone Limited (“Porterstone”), Dorest
Company Limited (“Dorest”), Mr. Heung Wah Keung (“Mr. Heung”)
and Ms. Chen Ming Yin, Tiffany (“Ms. Chen”) entered into a placing
agreement with a placing agent and a subscription agreement with the
Company respectively. Pursuant to the placing agreement, Porterstone,
Dorest, Mr. Heung and Ms. Chen placed 32,190,000 placing shares to
independent investors at a price of HK$0.52 per share. Pursuant to the
subscription agreement, Porterstone, Dorest, Mr. Heung and Ms. Chen
subscribed for 45,702,273 subscription shares at a price of HK$0.52
per share. 45,702,273 shares issued for the subscription on 1st August,
2003 with net proceeds of approximately HK$23.1 million were used

as general working capital of the Group.

On 4th August, 2003, certain option holders exercised their option
rights to subscribe for 2,000,000 shares in the capital of the Company
at an exercise price of HK$0.564 per share in an aggregate amount of
approximately HK$1.1 million. Accordingly, 2,000,000 shares of the

Company were issued on the same day.

Subject to the approval by the shareholders of the Company at a special
general meeting held on 16th September, 2003, the Company had
conditionally agreed to place 27,620,000 placing shares to independent
investors at a price of HK$1.00 per share on 21st August, 2003. The
placing was completed on 23rd September, 2003. Net proceeds of
approximately HK$27.3 million were used as to approximately HK$14
million for film production and as to approximately HK$13.3 million
for general working capital of the Group. The issue of 27,620,000
shares was approved by the shareholders of the Company at the special
general meeting and subsequently issued on 23rd September 2003.
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As the majority of the Group’s transactions, assets and liabilities are
denominated in Hong Kong dollars, United States dollars and renminbi,
the exchange rate risks of the Group are considered to be minimal.
Accordingly, no financial instruments for hedging purposes have been
used by the Group. At 31st December, 2003, the Group had no

contingent liability.
ASSOCIATES

As at 31st December, 2003, the Group had 40.61% equity interest in
Riche Group. Riche Group is principally engaged in distribution of
films, sub-licensing of film rights and sale of advertising rights for
advertisements placing on video products and videos. It had net assets
of approximately HK$337.7 million. The turnover of Riche Group
amounted to approximately HK$207.0 million and the Group had
shared the result of approximately HK$43.5 million for the year ended
31st December, 2003. Riche Group will continue to act as our
distribution partner in the PRC. As it had good distribution network

in the PRC, we believed it will have positive contribution to the Group.

INVESTMENT

For the purpose of short-term investment, the Group had entered into
a subscription agreement dated 26th August, 2003 with FT Holdings
International Limited (“FT Holdings”), a company listed on The Stock
Exchange of Hong Kong Limited. Under the subscription agreement,
the Group acquired 20% equity interest in FT Holdings upon
completion for an aggregate consideration of approximately HK$8.6
million. On 23rd October, 2003, FT Holdings announced an open
offer on the basis of five offer shares for every existing shares held at a
price of HK$0.04 per offer share. The open offer completed on 23rd
December, 2003 and the Group had invested approximately HK$17.3
million for its entitlement and kept its equity interest in FT Holdings
at 20%.
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PROSPECT

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
business in order to recruit more talented new faces, which will also

help to stabilise our production cost.
EMPLOYEES

As at 31st December, 2003, the Group employed 84 staffs (2002: 141
staffs) of which 3 staffs (2002: 46 staffs) are based in China. The
directors believe that the quality of its employees is the single most
important factor in sustaining the Group’s reputation and improving its
profitability. The staffs are remunerated based on their work performance
and experience. Apart from basic salaries, pension fund and medical
schemes, discretionary bonuses and share options are awarded to certain

staffs according to the assessment of individual performance.
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