ANNUAL REPORT 2005 £ 3 5 |

% P i ik B 2 Bt Management Discussion and Analysis

M EE
HE_ZTAFT_A=+—"HLEFE F&EZE
EET K 44%%F 492,200,000 T (ZEE M4 -
165,300,000/ 7T) « KRB ERFB ARG ZEBLY
/21,000,000/8 7T + #& % F 303,200,000/ T £ F+
93% - L% E51E 4 439,500,000 L (Z T T F -
155,900,000/ 7T) ° AF EEE 4 A21,000,0007% T
(ZZZ U4 : 303,400,000/ 7T) - EETEZRAE
ERERS °

AEEBEBEZMUARY  EEHRERRBREBER
FE(hEt 2 AR EEREREB TR L LERBEBLED 5
#)£15,600,000/8 0 (ZEZM4F : 117,500,000/ 7T)
10,000,000/ 7t (ZZZ /M4 : 99,100,000 7T (48

7)) - AEBNBEERZELREBERAA ([EX
L] - IE@EW%“E%}EMFEK%IJ)ﬁ?’éw?ﬁﬁ
e &8 4 N a) 2% F45,000,0008 7T © REFEH T

REETEANBERENE  AEBEBEHEHETM
FBAEcEE REBEEZE_TTMF+_A=+—H1It
iﬁ%iﬁiﬁgﬁﬁzemoooo%m Am - BETE
REAEEEHEREATEERRABRAERAASL
(ﬁAz}siﬁ%zmooooo,’éx)ﬁﬁ e

% 75 B B
HE-_ZSTAFT_A=+-—"BLLEE HLEXEA
92,200,000/8 7t + E #186,000,000/8 L5 93% K B E
FEBITEM 0 700,000 TR 1%K 8 ¥ 81T
5,600,000 L3 6% AR 8 Kt & ERS - BERAE
B RTEBZEEEBBEE_STNF+=-A=1
— B ItFE 2 153,700,000/8 7T T % 44% @ 1M E £ F
33,500,000/ T tb &+ EF D4 5 31,400,0007% 7T
ZHBKE - BEHEIZAURL  TZHERHTEFH
HETEMAK - FR - AEEZETSHEY (REIRE
ZAEBYREIRIBHE ] SRAMEY)  MEAFRHET
1145?-5% c RENMIRETE(LHEREBREY)HHZ
CAREECRMNEEREBUBRESIFEY ZW
A L‘MSH SIHMBEE ZEEBHEE Eﬂ%x&l
EFAFTEN - Kl > BEFTEZRBENTAZ

FINANCIAL PERFORMANCE

For the year ended 31st December 2005, the Group’s turnover
decreased by 44% to approximately HK$92.2 million (2004:
HK$165.3 million). Loss attributable to equity holders of the
Company amounted to approximately HK$21.0 million,
representing a 93% improvement over the last year of HK$303.2
million. Loss from operations amounted to approximately
HK$39.5 million (2004: HK$155.9 million). Loss for the year of
approximately HK$21.0 million (2004: HK$303.4 million) was
recorded. The directors do not recommend the payment of a
dividend for the year.

The decrease in current year’s loss was mainly attributable to
the substantial reduction in the impairment loss recognised
and the share of attributable loss in associates which totally
amounted to approximately HK$15.6 million (2004: HK$117.5
million) and HK$10.0 million (2004: HK$99.1 million, restated)
respectively. The Group had also recognised a gain on deemed
disposal of an associate of HK$45.0 million from Riche Multi-
Media Holdings Limited (“Riche Multi-Media” and collectively
with its subsidiaries, “Riche Group”). Following the adoption
of new and revised Hong Kong Financial Reporting Standards,
no amortisation of goodwill held by the Group was required.
Amortisation of goodwill in the year ended 31st December,
2004 amounted to HK$28.7 million. The effect was mitigated
by the Group required to recognise the fair value of share
options granted as an expense in the income statement which
amounted to HK$24.1 million in the year.

BUSINESS REVIEW

For the year ended 31st December, 2005, total turnover was
HK$92.2 million, of which HK$86.0 million or 93% were
generated from film distribution, HK$0.7 million or 1% was
generated from video distribution and HK$5.6 million or 6%
was generated from other production services. Although the
turnover from film distribution division had decreased by 44%
when compared with HK$153.7 million for the year ended 31st
December, 2004, gross profit maintained at similar amount of
HK$31.4 million when compared with HK$33.5 million for last
year. The decrease in turnover was mainly attributable to the
decline in number of new films released. This year, the Group
had released eight films including popular films like “The
Shopaholic” and “Election” when compared with eleven films
in last year. In response to the weak market condition of the
entertainment industry, especially for the Chinese language
films, the Group has adopted cautious measures to secure the
revenue and control budget for each new film. These measures
were proved effective and better gross profit was achieved.
Nevertheless, the performance of film industry still threaten by
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growing popularity of advance technology in privacy activities
such as “Bit Torrent” and “peer-to-peer” downloading, resulting
in the overall loss generated by the Group.

In year 2005, Hong Kong remained the Group’s largest market.
Turnover from Hong Kong and Macau decreased by 53% to
approximately HK$49.8 million (2004: HK$104.9 million) and
its segment result recorded a profit of HK$5.4 million (2004:
loss of HK$8.8 million). The achievement in the performance
of the market was mainly attributable to the cautious selection
in film production and the tight control on marketing and
distribution expenses. The marketing and distribution expenses
spent on Hong Kong market decreased from HK$36.1 million
in the year 2004 to HK$10.5 million in the year 2005, a drop of
71%.

The turnover from the PRC decreased by 40% to approximately
HK$10.2 million (2004: HK$17.0 million) and its segment result
recorded a loss of approximately HK$6.4 million (2004:
HK$22.9 million). The segment loss was mainly attributed to
the unfavorable cinema locations and screening period in
exhibiting the Group’s films in the PRC as Chinese first-tier
cinemas have strong preference for exhibiting Hollywood films.
This preference has little improvement in the year 2005.
Recently, the Group has sub-licensed China theatrical rights
to other distributor for a fixed amount of distribution fees in
order to secure the margin received by the Group. Besides,
the territory supply agreement entered into between the Group
and the Riche Group on 5th February, 2002 expired in April
2005. In view of the current market condition in the PRC, both
parties agreed not to renew the territory supply agreement.
The Group believes that the non-renewal of the territory supply
agreement provides a greater flexibility in formulating the
Group’s distribution strategy.

The turnover from South-east Asia decreased by 21% to
approximately HK$22.6 million (2004: HK$28.6 million) and its
segment result recorded a profit of approximately HK$6.7
million (2004: HK$5.6 million). The improvement in segment
profit was mainly attributed to the costs of certain films had
been reduced by impairment losses recognised in previous
years. In addition, some of the Group’s films released in
previous years have been re-licensed during the year which
carried minimal royalties in the accounts of the Group.

The turnover from America and Europe decreased by 28% to
approximately HK$8.0 million (2004: HK$11.2 million) and its
segment result recorded a profit of HK$2.6 million (2004:
HK$8.6 million). The decrease in segment profit was attributed
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to certain films had been sub-licensed in last year which the
costs had fully amortised in previous years. Comparatively,
less sub-license titles were distributed for the year ended 31st
December, 2005.

To stay competitive in the market, the Group has regularly
review its costs structure. During the year ended 31st
December, 2005, the Group had exercised prudence measures
on cost policies and reduced its headcount. As a result,
administrative expenses decreased to HK$37 million, a 24%
decrease from HK$49.0 million in last year.

LIQUIDITY AND FINANCIAL RESOURCES

As at 31st December, 2005, the Group had total assets of
approximately HK$743.4 million and a net current assets of
HK$330.9 million, representing a current ratio of 4.0 (2004:
3.6). The Group had a total cash and cash equivalent of
approximately HK$31.5 million (2004: HK$54.1 million). As at
31st December, 2005, the Group had total borrowings of
HK$44.8 million comprising a bank mortgage loan of HK$15.3
million which was secured by the Group’s investment
properties, interest bearing at 2.5% below the Hong Kong Prime
Lending Rate per annum and repayable by 97 monthly
instalments; a revolving bank loan of HK$8.3 million which
was secured by certain of the Group’s leasehold land and
buildings and investment properties, interest bearing at 1%
per annum over Hong Kong Interbank Offered Rate and
repayable on demand; an instalment loan from a bank of
HK$1.8 million which was secured by a first legal charge over
all copyrights on the Group’s film, Himalaya Singh, interest
bearing at 6.531% per annum and repayable by 7 monthly
instalments; and unsecured convertible loan notes (“Notes”)
of HK$19.4 million (excluding equity component of HK$0.6
million) which is bearing interest at 4% per annum and will
mature on 30th June, 2007. The Notes carry the right to convert
into shares of HK$0.05 each in the share capital of the
Company (“Shares”) at the conversion price of HK$5.83 per
share as of 31st December, 2005. The Group’s gearing
remained low during the year with total debts of HK$44.8 million
against shareholders’ funds of HK$597.6 million. This
represents a gearing ratio, calculated in the basis of the
Group’s total borrowings over shareholders’ fund of 0.08.

As the majority of the Group’s transactions, assets and liabilities
are denominated in Hong Kong Dollars, Renminbi and United
States Dollars, the exposure to fluctuation in exchange rates
was considered to be minimal and no hedge activity were
considered necessary. As at 31st December, 2005, the Group
had no contingent liability.
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On 15th December, 2004, the Company had conditionally
agreed to place 60,765,000 new Shares to independent
investors at a price of HK$0.60 per Share. The issue of
60,765,000 new Shares was approved by the shareholders of
the Company at a special general meeting held on 21st
January, 2005. The placing was completed on 27th January,
2005. The net proceeds of approximately HK$35.6 million were
used as to approximately HK$20 million for the production of
two movies and as to the balance of approximately HK$15.6
million for general working capital of the Group.

In January 2005, certain option holders exercised their option
rights to subscribe for an aggregate of 7,969,939 Shares at
an exercise price of HK$0.564 per Share and an aggregate of
9,800,000 Shares at an exercise price of HK$0.52 per Share.
The net proceeds from the exercise of option rights amounted
to HK$9.6 million.

On 24th February, 2005, Porterstone Limited, a substantial
shareholder of the Company and Mr. Heung Wah Heung, a
substantial shareholder and an executive director of the
Company, entered into a top-up placing agreement with a
placing agent and a subscription agreement with the Company
respectively. Pursuant to the top-up placing agreement,
Porterstone Limited and Mr. Heung Wah Heung placed an
aggregate of 76,600,000 existing Shares to independent
investors at a price of HK$0.50 per Share. Pursuant to the
subscription agreement, Porterstone Limited and Mr. Heung
Wah Heung subscribed for an aggregate of 76,600,000 new
Shares at a price of HK$0.50 per Share. 76,600,000 new Shares
issued for the subscription on 7th March, 2005. The net
proceeds of approximately HK$37.3 million were used for
general working capital of the Group and/or any future possible
acquisition which is yet to be identified. These new Shares
were issued under the general mandate granted to the directors
of the Company at the special general meeting of the Company
held on 21st January, 2005.

ASSOCIATES

Riche Multi-Media Holdings Limited

As at 31st December, 2005, the Group held approximately
41.07% equity interest in Riche Group. Riche Group is
principally engaged in distribution of films, sub-licensing of
film rights, and investments in securities. As at 31st December,
2005, Riche Group had net assets of approximately HK$167.6
million. Turnover and loss of Riche Group for the year ended
31st December, 2005 were approximately HK$38.3 million and
HK$29.7 million respectively. Accordingly, the Group had
shared a loss of approximately HK$12.2 million for the year
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TRE O ALEBNEEXRZEERSHEAEERZ  ended 31st December, 2005. The Group had also recorded a

A A) Z % 45,000,000 7T © gain of deemed disposal of an associate of HK$45.0 million
from Riche Multi-Media upon the completion of the placing
and subscription transactions on September 2005 as stated
below.

RZTEERF=A=1+—0 EXZEBESHTE5 On 31st March, 2006, Riche Multi-Media announced that it

X B2 Leadfirst Limited X 4 FAE L £ 5] 2 B 64 1#%  would not complete the conditional agreement with Leadfirst

= BlHe 0 2XEEBUEBest Winning Group  Limited and Mr. Benny Ki, pursuant to which the Riche Group

LimitedZ # 2 17 A + R{& A£600,000,000/87c +  would acquire 100% of the issued share capital of Best Winning

FRASEXREERECENEEEREEEN2ER - Group Limited for a consideration of HK$600 million because
the Riche Group did not satisfy with the results of the due
diligence review.

RN-_ZERFAALE  ARAIZ2EAME AR On 7th September, 2005, Classical Statue Limited (“Classical”),
Classical Statue Limited ([Classicall) B¢ E M &  a wholly owned subsidiary of the Company, entered into a
%%%ﬁ%%ﬂﬁ@ﬂ%&w?ﬁﬁ% A *ETF@E%&W?%WJ placing and subscription agreement with a placing agent and
% ' ClassicalEREREREXRZHEEBRH ([EXR Riche Multi-Media. Pursuant to the placing and subscription
71)0.34B T2 ERRAND E’q‘/\ BRAUBEE EE% agreement, Classical has agreed to place 400,000,000 existing
400,000,000 BB 2 EX WK - THKHRZZEE/  shares of Riche Multi-Media(“Riche Shares”) to not less than
L RIE1D0.3478 7 2 B REE 400,000,000 T £ Xk six independent investors at a price of HK$0.34 per Riche
he BREERABMETHE  AEEAREXZHE  Share and conditionally agreed to subscribe for 400,000,000
ERBREZEBITRAPHEALI9.24% = - new Riche Shares at a price of HK$0.34 per Riche Share.
Immediately after the completion of the placing and
subscription agreement, the Group interested in approximately
39.24% of the enlarged issued share capital of Riche Multi-
Media.

RZZEZEXNF-A+tH ZXEBEHENorthbay On 17th February, 2006, the Riche Group entered into a
Investments Holdings Limited ([Northbay]) 5J3Z—  conditional sale and purchase agreement with Northbay
BEKUGEERSE B Z2XEEBUANRE  Investments Holdings Limited (“Northbay”), pursuant to which
266,064,350/ L W 8 (i) Shinhan-Golden Faith  the Riche Group would acquire (i) 100% of the issued share
International Development Limited ([Shinhan-Golden  capital of Shinhan-Golden Faith International Development
1) B E1TIRA 2 100%# % & (i) Shinhan-Golden #& /X Limited (“Shinhan-Golden”) and (ii) the debts owned by
Northbay 2 &8 ([ EEE]) - R BB E ST Shinhan-Golden to Northbay, at an aggregate consideration of
1,330,321, 745 EXRBH 2 AL - FREMF0.20 HK$266,064,350 (the “Acquisition”). The consideration shall
#JC ° Shinhan-GoldenZ? T B E A B REZBEE  be satisfied by the allotment and issue of 1,330,321,745 Riche
WERBEERAT ([AERF]) Z96.7%A# % »  Shares at HK$0.20 per share. Shinhan-Golden’s major asset is
GERAB—BUNRPH itﬁi*%i}ﬁﬁﬁﬁﬁ%ﬁz the 96.7% equity interest in Beijing Jiang Guo Real Estate
ME([ZWED2FMREREAA - ZWEBRBT  Development Co. Ltd. (the “JV Co.”). JV Co. is the registered
EETR  MEZDERABTABER ARKN LD and beneficial owner of a property (the “Property”) located at
Bo-HHIERBEER-_ZTAFNAKTK - 7% No. 9, Gongyuan Xijie, Dongcheng District, Beijing, the PRC.
MEETHHE GG ERE  WESEEPHBEN -F  The Property is currently under renovation and being
TRERATK - WESETKE  REERERE  transformed from an apartment complex into serviced
ERHEZRAEZGENA41.07% [P E32.64% o apartments. The renovation project is expected to be
completed by the end of June 2006. Subject to the fulfillment
of the conditions set out under the agreement, the Acquisition
is expected to be completed in May 2006. Upon completion
of the Acquisition, the equity interest in the Riche Group held
by the Group will decrease from 41.07% to 32.64%.
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Together Again Limited

As at 31st December, 2005, the Group held 49% equity interest
in the group headed by Together Again Limited (“TAL Group”),
a company incorporated in British Virgin Islands with limited
liability and it indirectly holds 85% equity interest in China
Entertainment Group, Inc. (formerly known as China Artists
Agency Inc.), a U.S. public company traded on the Over-The-
Counter Bulletin Board. TAL Group is principally engaged in
the provision of artist management services.

As at 31st December, 2005, TAL Group had net assets of
HK$9.2 million. Turnover and profit of TAL Group for the year
ended 31st December, 2005 were HK$23.5 million and HK$1.4
million respectively. Accordingly, the Group shared a profit of
HK$0.7 million for the year ended 31st December, 2005.

ACQUISITION OF LEASEHOLD LAND AND
BUILDINGS

On 7th July, 2005, the Group completed the acquisition of the
leasehold land and buildings from Riche Group at a total
consideration of HK$9,000,000.The consideration has been
agreed between the parties based on arms’ length negotiations
with reference to a property valuation done by an independent
firm of professional chartered surveyors appointed by the
Group. The acquisition permitted the Group to expand its post-
production premises and business on film. The consideration
was satisfied by internal resources of the Group.

SIGNING OF A NON-BINDING LETTER OF
INTENT

On 15th September, 2005, the Company entered into a non-
binding letter of intent with Mr. Phua Wei Seng, an independent
third party, for the acquisition by the Company of an equity
interest in a company involved in Macau gaming business.
Pursuant to the non-binding letter of intent, a refundable
deposit of HK$20,000,000 was placed by the Company with
Mr. Phua Wei Seng. If the proposed transaction does not
materialise or fails to complete by 14th December, 2005, the
deposit will be returned to the Company. The parties to the
letter of intent had agreed to extend the longstop date to 12th
June, 2006. If the proposed transaction does not materialise
or fails to complete by 12th June, 2006, the deposit will be
returned to the Company.

CHINA STAR ENTERTAINMENT LIMITED

FEHESERARAF
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& & EMPLOYEES
W_ZERF+_A=+—B AEHEBS1LET As at 31st December 2005, the Group employed 51 staffs
(ZZZTWF 76%ET) r B2 ET (ZZTZF W (2004: 76 staffs) of which 2 staffs (2004: 3 staffs) are based in
F3HREIL)HETPE  -EFHE  EEFEITJIA  China. The directors believe that the quality of its employees
CSEEFBERWNERTENZE—HEZELE - & s the single most important factor in sustaining the Group’s
ITzMME D BREREZTIERR  HELHBIERK 2 reputation and improving its profitability. The staffs are
TEENMETE  -BEAFE  AFEE&NMEEE  remunerated based on their work performance, professional
SN BETFETIEARMBENRBFHERBBIELNE  experience and prevailing industry practices. Apart from basic
% 4 - salaries, pension fund and medical schemes, discretionary
bonuses and options are awarded to certain staffs according
to the assessment of individual performance.

RZ PROSPECT

BEYTEESRRER  TERAREAES - AP The film industry is a highly risk business and requires a huge

FHEBETERERERE  AEBEEHRSIREHS  in-flow of capital. To diversify such risk and for long-term

Zult LERBRERBTETWRARREZEEHRSE - growth, the Group has, therefore, actively diversified the
investment portfolio, in particular those that could generate a
steady source of income in the long term.

BEXRR AEEBBERNESERAEY » MULE  Looking into the future, the Group will continue to produce

RARELEBASEYUETYRIEZRA - §HWMBEF  best-selling original films which will rely greatly on our

BoRE HEAREZBRBRELREGAMEZE  commitment to film-making, our understanding of the market

B opsh o REBBBOBIBTESHKE - £ HF  needs, stringent control on capital investment and efficient

AEARNGEBER S NEFRKBRESMKRE & management. The Group will also strive to explore new

RERKBREFEREEBE R o business opportunities; fully utilize the resources to strengthen
business growth while minimizing risk for better return for the
shareholders over the years.




