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REVIEW OF OPERATIONS
Operating Results

For the year ended 30th June 2005, the Group recorded
consolidated turnover of approximately HK$176.0 million,
representing a decrease of 22.7% over the same period last year.
Profit attributable to shareholders was approximately HK$9.8
million with the early adoption of the Hong Kong Accounting
Standard 40 and Hong Kong (SIC) Interpretation 21, compared
with losses of approximately HK$19.5 million in the previous year.
If the effects arising from revaluation of investment properties
were not to be taken into account, the profit after taxation
amounted to approximately HK$2.7 million.

The decrease in consolidated turnover was mainly due to
continued contraction of the Hong Kong video distribution
market. Notwithstanding, the management is pleased to report
that the film licensing business recorded encouraging growth in
turnover and profit together with a series of stringent cost control
measures was effectively implemented. Such positive
developments more than offset the disappointing performance
of local video distribution business,and consequently, the Group’s
operations reported a profit.

Business Review
Video distribution

The video distribution segment recorded a decline in turnover
of 42.6% from last year’s HK$124.8 million to the current year’s
HK$71.6 million.This business segment contributed 40.7% (2004:
54.8%) of the Group’s consolidated turnover. Such decrease was
mainly due to (a) fewer numbers of new titles available for video
distribution; and (b) the continued sluggish video distribution
market in Hong Kong.
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Video distribution (Continued)

The year under review was full of challenges for the video
distribution business. Despite improvement in the local economy
and retail sector as boosted by the relaxed individual visit scheme
for the tourists of the People’s Republic of China (the “PRC"), these
have not directly benefited the Group’s video distribution
business.Meanwhile, challenges for this business segment remain
as competition in local market intensified. In addition to the
severe competition within this industry, the operating
environment was adversely affected by illegal distribution of
copyrighted films on the internet through peer-to-peer file-
sharing activities.

These unfavorable factors inevitably
impacted the results of the business
segment. Consequently, during the year
under review, gross profit of this segment
declined by HK$19.7 million to HK$3.1
million, compared with HK$22.8 million
recorded in the same period last year.

In response to the difficulties of this business segment, the Group
implemented a series of stringent cost control measures with a
view to streamlining its operations and adopted a more
pragmatic approach when acquiring new titles for video
distribution.

Film exhibition, film licensing and film sub-licensing

During the year under review, turnover derived from film
exhibition, film licensing and sub-licensing increased marginally
by 0.2% to HK$96.8 million from HK$96.6 million in the previous
year.This business segment contributed 55.0% (2004: 42.4%) of
the Group's consolidated turnover.

Turnover from film exhibition was HK$8.0 million, representing a
decrease of approximately 67.6% compared to the previous year.
Apart from the continued contraction of the film exhibition
market in Hong Kong, such decrease in turnover was also due to
fewer films being produced as the Group adopted a prudent
approach in investment in film production while focusing its
efforts on investing in television series production. Through
management’s disciplined efforts in controlling production and
promotional costs, losses of this business segment narrowed from
HK$23.5 million in the previous year to HK$9.8 million.
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Film exhibition, film
licensing and film
sub-licensing
(Continued)

The financial year 2005
was an encouraging year
for the Group’s film
licensing business.During

the year, this business
segment benefited from the success of the diversification strategy of
investing in television series production. Our first television series titled
“Kung Fu Soccer” provided remarkable contributions to the Group,
demonstrating our ability of identifying and capturing business
opportunities by anticipating shifts in market demands. Benefiting from
this success, the turnover and gross profit from this business segment
were HK$88.8 million and HK$36.3 million respectively, representing a
substantial increase of 23.7% and 165.0% over the previous year.

While implementing such multi-faceted content production
strategy, the Group also strived to reduce its reliance on the Hong
Kong market as the management believes geographical
diversification is beneficial to the long term development of the
Group.During the year under review, the turnover generated from
overseas markets increased from HK$49.8 million to HK$59.8
million, contributing 34.0% (2004: 21.9%) to the Group’s
consolidated turnover. For the year ended 30th June 2005, we
are particularly encouraged by the development of the PRC
market where it accounted for approximately 17.0% (2004:11.0%)
of the total turnover of the Group. We anticipate that the PRC
market will become a major source of growth for the Group in
the future.

While adopting a prudent approach in investment in film
production, the Group always aims to produce high quality films.
In this respect, the film “One Nite in Mongkok”had been awarded
the Best Director and the Best Screenplay at the 24th Hong Kong
Film Awards Presentation Ceremony, the Best Director at the 10th
Golden Bauhinia Awards Presentation Ceremony and the Best
Director and Films of Merit at the 11th Hong Kong Film Critics
Society Awards Presentation Ceremony.
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Leasing of investment properties and machinery for
replication of optical discs

Turnover from leasing of investment properties increased to
HK$3.8 million from HK$2.9 million in the previous year. In view
of the buoyant property market, the Group had allocated certain
properties for rental purposes with a view to securing stable

rental income.

Meanwhile, the turnover from leasing of machinery for replication
of optical discs has progressively decreased to HK$0.8 million,
compared with HK$2.0 million in the same period last year. This
business segment had unsatisfactory performance in the past
due to the poor local video distribution market and keen price
competition within the industry. The decrease in turnover was
due to the Group’s decision to wind up this business segment
where the Group has disposed
of all machinery for replication
of optical discs to an
independent third party at gain
of approximately HKS$0.9
million in January 2005. The
management has reallocated

the resources of this business
segment to more profitable
businesses.

Outlook

In view of current market demand, the Group will continue to
focus on investments in television series productions through
joint-production with various partners in the PRC. The
management believes that this will favorably position the Group
for stronger growth in the long run.During the year under review,
the Group has commenced its production of three television
series, namely “Magic Chef’“Legend of Wang Zhao Jun”and “The
Myth of Ah You”

In line with its geographical diversification strategy, the Group
aims to produce high quality films which not only target the
major markets, but also allow for expansion into other potential
overseas markets. During the year under review, the Group has
commenced on the production of the film “Recycle’, directed by
Pang Bros.and the film “The Sparrow” directed by Johnny To.
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Outlook (continued)

Meanwhile, notwithstanding Hong Kong’s economic recovery, the
outlook of local video distribution business
remains uncertain and the Group expects the
unfavorable operating environment to
continue in the coming year.To respond to such
difficulties, the Group will continue to
emphasize on streamlining and rationalizing

the operations of this business segment.

The Board believes the Group is making good progress towards
achieving its goals.The Board is confident that, leveraging on its
expertise and experience, the Group will be able to meet with
the challenges ahead and remain cautiously optimistic with its
future performance.

Financial Resources/Liquidity and Capital
Structure

As at 30th June 2005, the Group had cash balances of HK$93.9
million and unutilized banking facilities amounted to HK$55.0
million while the corresponding figures in last year were HK$87.3
million and HK$65.0 million respectively.

As at 30th June 2005, the Group had total assets of approximately
HK$321.5 million, representing a decrease of HK$25.5 million over
that of 30th June 2004.

The Group's gearing ratio as at 30th June 2005 was approximately
0.1% (2004: 6.8%), which was calculated on the basis of the
Group’s long term borrowings of approximately HK$179,000 (of
which HK$77,000,HK$77,000 and HK$25,000 are repayable within
one year, in the second year and in the third to fifth year
respectively) and on the shareholders’ fund of approximately
HK$288.9 million. Such significant decrease was wholly due to
all properties mortgage loans were repaid during the year.

Finance costs had been reduced by 48.9%, mainly due to a drop
in interest expenses as a result of Group’ reduced borrowings.

In light of the fact that most of the Group’s transactions are
denominated in Hong Kong dollars 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 Assets

As at 30th June 2005, certain assets of the Group with aggregate
carrying value of HK$73.9 million (2004: HK$65.8 million) were
pledged to secure banking facilities utilised by subsidiaries.

Employees and Remuneration Policies

As at 30th June 2005, the Group employed 63 staffs (2004: 120).
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“2003 AGM"), the Company has
adopted a share option scheme (the “Share Option 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 was no share options granted by the Company under the
Share Option Scheme for the period from 26th November 2003
to 30th June 2005.
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Cancellation of the Memorandum of
Understanding and Change of Use of Net
Proceeds from Placement of Shares

Reference is made to the announcement of the Company dated
5th November 2003 and 17th November 2003 with regard to the
entering into of the memorandum of understanding (the “MOU")
with GD Film in

relation to the
proposed setting up
of a sino-foreign
equity joint venture
company to investin
and operate cinema
business in the PRC
and the placing of
190,000,000 shares
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at a price of HK$0.20
each (the “Placing”) to raise approximately HK$37.7 million for

additional capital for the cinema venture.

The management has taken a prudent approach and conducted

in-depth study on the feasibility of investing in the cinema
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operation business (the “Cinema Project”) after the
signing of the MOU and has closely observed the
development of the industry for over a year.

When considering the Cinema Project, the
management has carefully assessed the problems
of rampant piracy in the PRC and noted that
despite efforts from the relevant authorities, there
have not been clear signs of improvement. As a
matter of fact, the problem has further aggravated
as a result of illegal distribution of copyrighted
films on the Internet through peer-to-peer file-
sharing activities, adding further concerns to the
Cinema Project. The management therefore
believes there are high uncertainties and risks and
has decided to abort the Cinema Project.
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Cancellation of the Memorandum of
Understanding and Change of Use of Net
Proceeds from Placement of Shares (Continued)

Meanwhile, the Company has successfully expanded into the
distribution of television series during the year and the release
of its first television series “Kung Fu Soccer” has received
overwhelming response and has proven to contribute steady
revenue. Based on the management’s observations, television
series is by nature less susceptible to piracy, while yielding
comparatively higher profit margins than the Cinema Project.
There is also an increasing number of cable networks and satellite
multi-channel television in South East Asia and the PRC, spurring
the demand for television series. The management is confident
that the payoff period for investments in television series will be
considerably shorter than investing in the Cinema Project.
Therefore, after due consideration, the management has
announced to change the use of the proceeds from the Placing
for investment in the production of television series on 23rd
March 2005. The management believes that the change will
enable the Group to generate optimal and higher returns for its
shareholders.

As of the year ended 30th June 2005, the Group has applied
approximately HK$11.9 million for investment in the production

of television series.
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