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CHINA STAR ENTERTAINMENT LIMITED

GENERAL

The Company is incorporated in Bermuda as an
exempted company with limited liability and its shares
are listed on The Stock Exchange of Hong Kong Limited
(the “Stock Exchange”). The registered office of the
Company is Unit 503C, Miramar Tower, 132 Nathan
Road, Tsimshatsui, Kowloon, Hong Kong.

The principal activities of the Group are film production,
distribution of motion pictures and television drama
series, provision of artists management services and
provision of post-production services.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

The principal accounting policies applied in the
preparation of these consolidated financial statements
are set out below. These policies have been consistently
applied to all the years presented, unless otherwise
stated.

The consolidated financial statements of China Star
Entertainment Limited have been prepared in
accordance with all applicable Hong Kong Financial
Reporting Standards (“HKFRSs”), which is a collective
term that includes all applicable individual Hong Kong
Financial Reporting Standards, Hong Kong Accounting
Standards (“HKASs”), and Interpretations (“Ints”) issued
by the Hong Kong Institute of Certified Public
Accountants (the “HKICPA”), accounting principles
generally accepted in Hong Kong and the disclosure
requirements of the Hong Kong Companies Ordinance
and applicable disclosure provisions of The Rules
Governing the Listing of Securities (the “Listing Rules”)
on The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”).
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SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

A summary of the new and revised HKFRSs which are
adopted for the first time and are relevant to the Group’s
operation is set out as below:—

HKAS 1
HKAS 2
HKAS 7
HKAS 8

HKAS 10
HKAS 12
HKAS 14
HKAS 16
HKAS 17
HKAS 18
HKAS 19
HKAS 21

HKAS 23
HKAS 24
HKAS 27

HKAS 28
HKAS 32

HKAS 33
HKAS 36
HKAS 37

HKAS 38
HKAS 39

HKAS 39
(Amendment)

HKAS 40
HKAS-Int 15

HKAS-Int 21

HKFRS 2

HKFRS 3

HKFRS 5

Presentation of Financial Statements
Inventories

Cash Flow Statements

Accounting Policies, Changes in
Accounting Estimates and Errors
Events after the Balance Sheet Date
Income Taxes

Segment Reporting

Property, Plant and Equipment
Leases

Revenue

Employee Benefits

The Effects of Changes in Foreign
Exchange Rates

Borrowing Costs

Related Party Disclosures
Consolidated and Separate Financial
Statements

Investments in Associates

Financial Instruments: Disclosure and
Presentation

Earnings per Share

Impairment of Assets

Provision, Contingent Liabilities and
Contingent Assets

Intangible Assets

Financial Instruments: Recognition and
Measurement

Transitional and Initial Recognition of
Financial Assets and Financial
Liabilities

Investment Property

Operating leases — Incentives

Income Taxes — Recovery of Revalued
Non-Depreciable Assets
Share-based Payment

Business Combinations

Non-current Assets Held for Sale and
Discontinued Operations
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SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

The adoption of new and revised HKASs 2, 7, 8, 10,
12, 14, 16, 18, 19, 21, 23, 24, 27, 28, 33, 37, HKAS-Int
15 and HKFRS 5 did not result in substantial changes
to the Group’s accounting policies. The impact of
adopting the other HKFRSs is summarised as follows:
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CHINA STAR ENTERTAINMENT LIMITED

HKAS 1 has affected the presentation of minority
interest, share of net after-tax results of
associates and other disclosures. In the
consolidated balance sheet, minority interests are
now shown within total equity. In the consolidated
income statement, minority interests are
presented as an allocation of the total profit or
loss for the year.

HKAS 21 had no material effect on the Group’s
policy. The functional currency of each of the
consolidated entities has been re-evaluated
based on the guidance to the revised standard.
All the Group entities have the same functional
currency as the presentation currency for
respective entity financial statements.

HKAS 24 has affected the identification of related
parties and some other related-party disclosures.

The adoption of revised HKAS 17 has resulted
in a change in the accounting policy relating to
the reclassification of leasehold land from
property, plant and equipment to operating
leases. The up-front prepayments made for the
leasehold land are expensed in the income
statement on a straight-line basis over the period
of the lease or when there is impairment, the
impairment is expensed in the income statement.
A lease of land and building is split into a lease
of land and a lease of building in proportion to
the relative fair values of the leasehold interests
in land element and the building element of the
lease at the inception of the lease. The lease of
land is stated at cost and amortised over the
period of the lease whereas the building is stated
at cost less accumulated depreciation. In prior
years, leasehold land was classified under
property, plant and equipment at cost less
impairment.
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SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

The adoption of HKAS 32 and HKAS 39 has
resulted in a change in the accounting policy for
recognition, measurement, derecognition and
disclosure of financial instruments.

Under HKAS 32, convertible loan notes issued
are split into their liability and equity components
at initial recognition by recognising the liability
component at its fair value which is determined
using a market interest rate for equivalent non-
convertible notes and attributing to the equity
component the difference between the proceeds
from issue and the fair value of the liability
component. The liability component is
subsequently carried at amortised cost. The
equity component is recognized in the
convertible loan notes reserve until the notes are
either converted (in which case it is transferred
to share premium) or the notes and redeemed
(in which case it is released directly to retained
earnings). In prior years, convertible notes were
stated at face value. The finance cost was
accrued using effective interest rate method. The
issuance costs incurred for the arrangement of
convertible loan notes were charged to the
income statement in the year of issue.
Retrospective application is required for adoption
of HKAS 32.

Under HKAS 39, equity investments held on a
continuing basis for an identifiable long-term
purpose are classified as available-for-sale
financial assets and are continued to be stated
at cost less impairment as the fair value cannot
be reliably measured. If there is objective
evidence that an individual investment has been
impaired, such impairment would be recognised
in the income statement. Listed equity securities
held for trading purpose are classified as
financial assets held for trading and are
continued to be stated at closing price with all
realised and unrealised gains or losses to be
recognised in the income statement. Long-term
receivables are classified as other receivables
and are recognised initially at cost and
subsequently measured at amortised cost using
the effective interest method, less provision for
impairment with changes in carrying value to be
recognised in the income statement. All non-
hedging derivative financial instruments entered
are stated at fair value with changes recognised
in the income statement. In prior years, equity
investments for long-term purpose were
disclosed as long-term investments and stated
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CHINA STAR ENTERTAINMENT LIMITED

at cost less impairment through profit or loss.
Listed equity securities held for trading purpose
were disclosed as investments in securities and
were stated at market value with changes to such
value accounted through profit or loss. Short-
term receivables were stated at cost less
impairment which, if any, was accounted through
profit or loss. Derivative financial instruments
entered were recognised on a cash basis.
Prospective application is required for adoption
of HKAS 39 by way of adjustments to the opening
balance of accumulated losses as at 1st January,
2005. Comparative amounts have not been
restated.

The adoption of revised HKAS 40 has resulted
in a change in the accounting policy of which
the changes in fair values are recorded in the
income statement as gain or loss on revaluation
of investment properties. In prior years, the
increases in fair value were credited to the
investment properties revaluation reserve.
Decreases in fair value were first set off against
increases on earlier valuations on a portfolio
basis and thereafter expensed in the income
statement.

The adoption of revised HKAS-Int 21 has resulted
in a change in the accounting policy relating to
the measurement of deferred tax liabilities arising
from the revaluation of investment properties.
Such deferred tax liabilities are measured on the
basis of tax consequences that would follow from
recovery of the carrying amount of that asset
through use. In prior years, the carrying amount
of that asset was expected to be recovered
through sale.

The adoption of HKFRS 2 has resulted in a
change in the accounting policy for share-based
payments. With effect from 1st January, 2005,
the Group recognises the fair value of share
options granted as an expense in the income
statement over the vesting period with a
corresponding increase being recognised in
employee share-based payment reserve. The
employee share-based payment reserve is
transferred to share capital and share premium,
together with the exercise price, when the option

FHESEARAF




ANNUAL REPORT 2005 £ 3 45 [N

W % i F W i Notes to the Financial Statements

HE-_ZTZRAF+_A=+—HILFE For the year ended 31st December, 2005

%n'l'ﬁ *E%:;c (m/\)

DEE FHBEREKBRETR
B RBEMEBGXRE R_TT_F
T—HEtBEBREMR_-_ZTRF—A
—HHARBZBREZRATIEHRN
EEHMRAZBARAZHE -

ﬁﬁl

RMBE B EREREI% - FADE
HRIE 365 KBS ERISE 385 B
EHRFAEREBEZ S BRERE
B UHATEARRERE EE-Z
EME+=-A=+—8 :

- FRENBRABEALREAEA
REFRIOCFHRNE R LS
#Ho YANHRRETREET
BEAR &

- BRBDRANEFREBEE L
INHEF L AL B ERI0F HRE T
DAESH - MEMMPN M EH HEE R
AERRKBEAR - BlER
e EZEBAT HERZSE
EHEELRSERNBARK -

RIBEE B BB RN F 35 2R

AEEHM_TTEAF-—A-HELBH
HEE

R-EEME+=A=+—AZRH#
CRYE R 2 SN

RBEE_ZTTRAF+_HA=+t—HLF
B BE2gRSFERRERERETR
BETRENR &

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

holder exercises its rights. In prior years, no
amount was recognized when options were
granted. If the option holders chose to exercise
the options, the nominal amount of share capital
and share premium were credited only to the
extent of the option’s exercise price receivable.
As a transitional provision, the cost of share
option granted after 7th November, 2002 and
had not yet vested on 1st January, 2005 was
expensed retrospectively in the income statement
of the respective periods.

- The adoption of HKFRS 3, HKAS 36 and HKAS
38 results in a change in the accounting policy
for positive goodwill and negative goodwill and
prospective application is required. Until 31st
December, 2004:

- positive goodwill was capitalised and
amortised on a straight line basis over its
useful economic life of 10 years and was
subject to impairment testing when there
were indications of impairment; and

- negative goodwill was amortised over the
weighted average useful life of 10 years
of the non-monetary assets acquired,
except to the extent it related to identified
expected future losses as at the date of
acquisition. In such cases it was
recognized in the income statement as
those expected losses were incurred.

In accordance with the provisions of HKFRS 3:

- the Group ceased amortisation of goodwill from
1st January, 2005;

- accumulated amortisation as at 31st December,
2004 has been eliminated with a corresponding
decrease in the cost of goodwill;

- from the year ended 31st December, 2005
onwards, goodwill is tested annually for
impairment, as well as when there is indication
of impairment; and
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CHINA STAR ENTERTAINMENT LIMITED

TH&E+-_A=+—HILFE For the year ended 31st December, 2005

SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES (Continued)

- in accordance with the transitional provision in
HKFRS 3, all negative goodwill was derecognized
as 1st January, 2005 with a corresponding
increase in retained earnings.

The Group has reassessed the useful lives of its
intangible assets in accordance with the provisions of
HKAS 38. No adjustment resulted from this
reassessment.

All changes in the accounting policies have been made
in accordance with the transition provisions in the
respective standards, wherever applicable. All
standards adopted by the Group require retrospective
application other than:

- HKAS 16 — the initial measurement of an item of
property, plant and equipment acquired in an
exchange of assets transaction is accounted at
fair value prospectively only to future
transactions;

- HKAS 21 - prospective accounting for goodwill
and fair value adjustments as part of foreign
operations;

- HKAS 39 - does not permit to recognise,
derecognise and measure financial assets and
liabilities in accordance with this standard on a
retrospective basis. The Group applied the
previous SSAP 24 “Accounting for investments
in securities” to investments in securities and
also to hedge relationships for the 2004
comparative information. The adjustments
required for the accounting differences between
SSAP 24 and HKAS 39 are determined and
recognised at 1st January, 2005;

- HKAS 40 - since the Group has adopted the fair
value model, there is no requirement for the
Group to restate the comparative information, any
adjustment should be made to the retained
earnings as at 1st January, 2005, including the
reclassification of any amount held in revaluation
surplus for investment property; and

- HKFRS 3 - prospectively after 1st January, 2005.
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2. FEEHHRBE (&2) 2.  SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)
(a) HEEEEABRZYE (a) Effect on the consolidated balance sheet
RATHEHBRRZTE
Effect of adopting

EH ER ER ERUB ERUK
Bt &R B &R B EE EHEH EHEA
HREZz%8 E1TH: $32% F40% LV £3%
Effect of new policies HKAS 17 HKAS 32 HKAS 40 HKFRS2 HKFRS 3
HE RENE HURHXA GAKRE

THhER ¢RI EfBH EIXNE EBE &t

Revaluation

Interest in surplus on Employee Negative
leasehold Financial  investment share-based  goodwill on

land instruments properties payment consolidation Total

TEL TETL TET TET TETL TR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

RZZZRF-F—-F At 1st January, 2005

BE Assets
nE - BERE Property, plant and equipment (9,036) = - = = (9,036)
MET iR Interest in leasehold land 9,036 = = = = 9,036
REES Investments in securities - (33,816) - - - (33,816)
BREBEHENATFEE  Financial assets at fair value

SR e BEE through profit or loss - 33,816 - - = 33,816
8/ RE Liabilities/equity
TAREFRZRE Convertible loan notes = (566) - = - (566)
BRENESHES Investment properties revaluation

reserve - - (4,909) - - (4,909)

THERENZHEESE  Convertible loan notes reserve = 566 - - - 566
GABMELNABE  Negative goodwill on consolidation - - - - (6,326) (6,326)
IR ZMETHE  Employee share-based payment

i reserve - - - 7,841 - 7,841
ZitER Accumulated losses - - 4,909 (7.841) 6,326 3,394
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2. FTEEHHBRBE (&) 2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)
(a) HEEEEAEEBERZEE (&) (a) Effect on the consolidated balance sheet
(Continued)
ROTHEHBR K E
Effect of adopting
ik B4 B%  ERME  ERA
e EA gt Eq g Ea ERER EGEH
FRREE ENTH $E32%; H40%; B25%; 3%
Effect of new policies HKAS 17 HKAS 32 HKAS 40 HKFRS2 HKFRS 3
BE RENE  URHXA GEKRE
THER ¢@IA BB EIXAE LEBE Ch
Revaluation
Interest in surplus on Employee Negative
leasehold Financial ~ investment share-based  goodwill on
land instruments properties payment consolidation Total

ThAL ThAL TAL TAL ThT ThAL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

RZZEME At 31st December, 2004

+=ZA=Zt+-H
BE Assets
nE BEREE Property, plant and equipment (9,036) - - - - (9,036)
RET R Interest in leasehold land 9,036 - - - - 9,036
REES Investments in securities (33,816) - = = (33,816)
BREBEEUAFEE  Financial assets at fair value

Ik e REE through profit or loss 33,816 - = - 33,816
8/ RE Liabilities/equity
TRREFFE Convertible loan notes = (566) - - - (566)
TEREENZEREE  Convertible loan notes reserve = 566 - = = 566

I 4 CHINA STAR ENTERTAINMENT LIMITED # Bl E £ B A R A =
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(by HR-ZBENF-A-AKR-ZTEILF
—A-RAZREEHRZY

HREZY

Effect of new policies

SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES (Continued)

(b) Effect on the balances of equity at 1st January,
2004 and at 1st January, 2005

ROTHEHBRR X E
Effect of adopting
R S ERRK ERLL
B ER B ERN ERER EHER
$E32%; £40% £2% 3%

HKAS 32 HKAS 40 HKFRS2 HKFRS3
TRR RENE  ARHXA HakE

EXE EfREBH BIXE ZEHE At
Revaluation
surplus on Employee Negative

Convertible  investment share-based  goodwill on
loan notes properties payment consolidation Total
TET TER TER TET TEAT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

R-ZEWE-A-H
TRREHFRER

R=225§-5-H
REARMELCARE
REAMZERRER
TRRERREHR
AR S B THIBRE
ZitBR

At 1st January, 2004
Convertible loan notes reserve

At 1st January, 2005

Negative goodwill on consolidation
Investment properties revaluation reserve
Convertible loan notes reserve

Employee share-based payment reserve
Accumulated losses

566 = = = 566

= = = (6,326) (6,326)
= (4,909) = = (4,909)
566 = = = 566
= = 7,841 = 7,841
= 4,909 (7,841) 6,326 3,394

566 = = = 566
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2. FEEHHRBE (&) 2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)
(c) HEBEZE-_ZTIFR_ZTTWNFE+=A (c) Effect on the consolidated income statement
ET-BLEEZRABRARZE for the years ended 31st December, 2005 and
2004
HHRRz¥E BEGTIEHBERZEE
Effect of new policies Effect of adopting
B B EBHK
e A g EA [ R % Al
F18 F40% 2%
HKAS 1 HKAS 40 HKFRS2
EihmE
AR EE REWME MR X
(FztHiE) EfGEH BINE Ch
Share of Revaluation
associates surplus on Employee
result net investment share-based
of tax properties payment Total
THET THET THET THET
HK$'000 HK$'000 HK$'000 HK$'000
HE-_ZZ1fF Year ended 31st December, 2005
+=ZA=+-H
LEE
B 3 Increase in administrative expenses - = (24,057) (24,057)
REMEZER Increase in revaluation surplus of
REpEM investment properties - 3,540 - 3,540
A,/ CRl ) 8%  Total increase/(decrease) in profit = 3,540 (24,057) (20,517)

FRERREBER Increase/(decrease) in basic and

B0,/ Gei) (Bfl)  diluted loss per share (HK cents) = 0.7 (4.8) (4.1)
BZ_ZZMF Year ended 31st December, 2004

+=RA=t-8

LEE
i NG e Share of associate result net of tax

(TEHHR) (594) - - (594)
WIER D Decrease in tax 594 = = 594

EAE M, (Rl ) #@%  Total increase/(decrease) in profit = = = £

I ;0 CHINA STAR ENTERTAINMENT LIMITED # Bl E £ B A R A =
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SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

No early adoption of the following new Standards or
Interpretations that have been issued but are not yet
effective. Unless otherwise stated, these HKFRSs are
effective for annual periods beginning on or after 1st
January, 2006:

HKAS 1 Capital Disclosures
(Amendment)
HKAS 39 Cash Flow Hedge Accounting of

(Amendment) Forecast Intragroup Transaction

HKAS 39 The Fair Value Option
(Amendment)

HKFRS 39 & Financial Guarantee Contracts
HKFRS 4
(Amendment)

HKFRS 7 Financial Instruments: Disclosure

HK(IFRIC)-Int 4 Determining whether an Arrangement
contain a Lease

The HKAS 1 Amendment shall be applied for annual
periods beginning on or after 1st January, 2007. The
revised standard will affect the disclosure about
qualitative information about the Group’s objective,
policies and processes for managing capital;
quantitative data about what company regards as
capital; and compliance with any capital requirements
and the consequences of any non-compliance.

HKAS 39 (Amendment), Cash Flow Hedge Accounting
of Forecast Intragroup Transactions. The amendment
allows the foreign currency risk of a highly probable
forecast intragroup transaction to qualify as a hedged
item in the consolidated accounts, provided that: (a)
the transaction is denominated in a currency other than
the functional currency of the entity entering into that
transaction; and (b) the foreign currency risk will affect
consolidated profit and loss. This amendment is not
relevant to the Group’s operations, as the Group does
not have any intragroup transactions that would qualify
as a hedged item in the consolidated accounts as at
31st December, 2005 and 2004.
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CHINA STAR ENTERTAINMENT LIMITED

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)
HKAS 39 (Amendment), The Fair Value Option. This
amendment changes the definition of financial
instruments classified at fair value through profit or loss
and restricts the ability to designate financial
instruments as part of this category. The Group believes
that this amendment should not have a significant
impact on the classification of financial instruments, as
the Group should be able to comply with the amended
criteria for the designation of financial instruments at
fair value through profit or loss. The Group will comply
this amendment from accounting periods beginning 1st
January, 2006.

HKAS 39 and HKFRS 4 (Amendment), Financial
Guarantee. This amendment requires issued financial
guarantees, other than those previously asserted by
the entity to be insurance contracts, to be initially
recognized at their fair value, and subsequently
measured at the higher of (a) the unamortized balance
of the related fees received and deferred, and (b) the
expenditure required to settle the commitment at the
balance sheet date. The Company regards its financial
guarantees provided to its subsidiaries as insurance
contracts.

HKFRS 7 will replace HKAS 32 and has modified the
disclosure requirements of HKAS 32 relating to financial
instruments. This HKFRS shall be applied for annual
period beginning on or after 1st January, 2007.

FHESEARAF
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SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)
Except as stated above, the Group expects that the
adoption of the other pronouncements listed above will
not have any significant impact on the Group’s financial
statements in the period of initial application. A summary
of significant accounting policies followed by the Group
and the Company in the preparation of the financial
statements is set out below:

(a)

Basis of consolidation

The

consolidated financial statements

incorporate the financial statements of the
Company and its subsidiaries made up to 31st
December each year.

(i)

Subsidiaries

The purchase method of accounting is
used to account for the acquisition of
subsidiaries by the Group. The cost of an
acquisition is measured as the fair value
of the assets given, equity instruments
issued and liabilities incurred or assumed
at the date of exchange, plus costs
directly attributable to the acquisition.
Identifiable assets acquired and liabilities
and contingent liabilities assumed in a
business combination are measured
initially at their fair values at the
acquisition date, irrespective of the extent
of any minority interest. The excess of the
cost of acquisition over the fair value of
the Group’s share of the identifiable net
assets acquired is recorded as goodwill.
If the cost of acquisition is less than the
fair value of the net assets of the
subsidiary acquired, the difference is
recognised directly in the income
statement.

All significant inter-company transactions,
balances and unrealised gains on
transactions between group companies
are eliminated on consolidation.
Unrealised losses are also eliminated
unless the transaction provides evidence
of an impairment of the asset transferred.
Accounting policies of subsidiaries have
been changed where necessary to ensure
consistency with the policies adopted by
the Group.
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2.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(a) Basis of consolidation (Continued)

(i) Associates
Associates are all entities over which the
Group has significant influence but not
control, generally accompanying a
shareholding of between 20% and 50%
of the voting rights. Investments in
associates are accounted for by the equity
method of accounting and are initially
recognised at cost. The Group’s
investment in associates includes goodwill
(net of any impairment loss) identified in
acquisition.

The consolidated income statement
includes the Group’s share of the post-
acquisition results of its associates for the
year. In the consolidated balance sheet,
interests in associates are stated at the
Group’s share of the net assets of the
associates plus the premium paid on
acquisition in so far as it has not already
been amortised to the income statement,
less any identified impairment loss. When
the Group transacts with its associates,
unrealised profits and losses are
eliminated to the extent of the Group’s
interest in the relevant associates, except
where unrealised losses provide evidence
of an impairment of the asset transferred.

The results of associates are accounted
for by the Company on the basis of
dividends received or receivable during
the year. In the Company’s balance sheet,
investments in associates are stated at
cost, as reduced by any identified
impairment loss.

(b) Revenue recognition
Distribution fee income is recognised when the
master materials have been delivered.

Sales of video products are recognised when
goods are delivered and title has passed.

Service income, advertising income,
management fee income and production fee
income are recognised when the services are
rendered.

CHINA STAR ENTERTAINMENT LIMITED # B £ £ B H R 2 7
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2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(b)

(c)

Revenue recognition (Continued)

Dividend income from investments is recognised
when the Group'’s rights to receive payment have
been established.

Interest income is accrued on a time basis, by
reference to the principal outstanding and at the
interest rate applicable.

Rental income under operating leases is
recognised on a straight-line basis over the
relevant lease term.

Property, plant and equipment

Property, plant and equipment are stated at cost
less accumulated depreciation and impairment
losses.

The cost of an asset comprises its purchase price
and any directly attributable costs of bringing
the asset to its working condition and location
for its intended use. Expenditure incurred after
the property, plant and equipment have been
put into operation, such as repairs and
maintenance, is normally charged to the income
statement in the period in which it is incurred. In
situations where it can be clearly demonstrated
that the expenditure has resulted in an increase
in the future economic benefits expected to be
obtained from the use of the property, plant and
equipment, the expenditure is capitalised as an
additional cost of that asset.

Depreciation is provided to write off the cost of
property, plant and equipment, using the straight
line method, over their estimated useful lives.
The principal annual rates are as follows:

4.5% — 5%
20% — 25%
10% - 20%
18% — 25%
15% - 20%

Buildings

Leasehold improvements
Furniture and fixtures
Machinery and equipment
Motor vehicles

The gain or loss arising from disposal of an asset
is determined as the difference between the sale
proceeds and the carrying amount of the asset
and is recognised in the income statement.
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2.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(d)

(e)

CHINA STAR ENTERTAINMENT LIMITED

Interest in leasehold land

Interest in leasehold land represents prepaid
lease payment made for leasehold land. Interest
in leasehold land is stated at cost less
subsequent accumulated amortisation and any
accumulated impairment losses. The cost of
interest in leasehold land are amortised on a
straight-line basis over the shorter of the relevant
interest in leasehold land or the operation period
of the relevant company.

Investment properties

Investment properties are completed properties
which are held for their investment potential, any
rental income being negotiated at arm’s length.

Investment properties are stated at their fair value
at the balance sheet date. Any gain or loss
arising from a change in the fair value of the
investment properties is recognised directly in
the income statement. Gain or loss on disposal
of investment properties is determined as the
difference between the sales proceeds and the
carrying amount of the asset and is recognised
in the income statement upon disposal.

The fair value of investment property is based
on a valuation by an independent valuer who
holds a recognised and relevant professional
qualification and has recent experience in the
location and category of the property being
valued. The fair values are based on market
values, being the estimated amount for which a
property could be exchanged on the date of
valuation between a willing buyer and a willing
seller in an arm’s length transaction after proper
marketing wherein the parties had each acted
and without

knowledgeably, prudently

compulsion.

FHESEARAF
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2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

()

Impairment of assets

Internal and external sources of information are
reviewed at each balance sheet date to
determine whether there is any indication of
impairment of assets (excluding inventories,
investment properties and financial assets other
than interests in subsidiaries, associates and joint
ventures), or whether there is any indication that
an impairment loss previously recognised no
longer exists or may have decreased. If any such
indication exists, the recoverable amount of the
asset is estimated. An impairment loss is
recognised whenever the carrying amount of an
asset exceeds its recoverable amount. An
impairment loss is charged to the income
statement in the year in which it arises, unless
the asset is carried at a revalued amount, when
the impairment loss is accounted for in
accordance with the relevant policy for that
revalued asset.

(i) Calculation of recoverable amount

The recoverable amount of an asset is
the higher of its net selling price and value
in use. The net selling price is the amount
obtainable from the sale of an asset in an
arm’s length transaction while value in use
is the present value of estimated future
cash flows expected to arise from the
continuing use of any asset and from its
disposal at the end of its useful life. Where
an asset does not generate cash inflows
largely independent of those from other
assets, the recoverable amount is
determined for the smallest group of asset
that generates cash inflows independently
(i.e. a cash-generating unit).

(i) Reversals of impairment losses

In respect of assets other than goodwill,
an impairment loss is reversed if there
has been change in the estimates used
to determine the recoverable amount. An
impairment loss of goodwill is reversed
only if the loss was caused by a specific
external event of an exceptional nature
that is not expected to recur, and the
increase in recoverable amount relates the
reversal effect of that specific event.
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2.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(f) Impairment of assets (Continued)

(i) Reversals of impairment losses
A reversal of impairment losses is limited
to the asset’s carrying amount that would
have been determined had no impairment
loss been recognised in prior years.
Reversals of impairment losses are
credited to the income statement in the
year in which the reversals are
recognised.

(9) Impairment of financial assets
The Group assesses at each balance sheet date
whether there is any objective evidence that a
financial asset or group of financial assets is
impaired.

(i) Assets carried at amortised cost

If there is objective evidence that an
impairment loss on receivables carried at
amortised cost has been incurred, the
amount of the loss is measured as the
difference between the asset’s carrying
amount and the present value of estimated
future cash flows (excluding future credit
losses that have not been incurred)
discounted at the financial asset’s original
effective interest rate (ie. the effective
interest rate computed at initial
recognition). The carrying amount of the
asset is reduced either directly or through
the use of an allowance account. The
amount of the impairment loss is
recognised in profit and loss.

The Group first assesses whether
objective evidence of impairment exists
individually for financial assets that are
individual significant, and individually or
collectively for financial assets that are
not individual significant. If it is
determined that no objective evidence of
impairment exists for an individually
assessed financial assets, whether
significant or not, the asset is included in
a group of financial assets with similar
credit risk characteristics and that group
is collectively assessed for impairment.
Assets that are individually assessed for
impairment and for which an impairment
loss is or continues to be recognized are
not included in a collective assessment
of impairment.

CHINA STAR ENTERTAINMENT LIMITED # B £ £ B H R 2 7
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2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(9)

(h)

Impairment of financial assets (Continued)

(i) Assets carried at amortised cost
(Continued)
If, in a subsequent period, the amount of
the impairment loss decreases and the
decrease can be related objectively to an
event occurring after impairment was
recognised, the previous recognised
impairment loss is reversed. Any
subsequent reversal of an impairment loss
is recognsied in the income statement, to
the extent that the carrying amount of the
asset does not exceed its amortised cost
at the reversal date.

(i) Assets carried at cost

If there is objective that an impairment
loss on an unquoted equity instrument that
is not carried at fair value because its fair
value cannot be reliably measured, the
amount of the loss is measured as the
difference between the asset’s carrying
amount and the present value of estimated
future cash flows discounted at the current
market rate of return for a similar financial
asset. Impairment losses on these assets
are not reversed.

Taxation

Income tax expense represents the sum of the
tax currently payable and deferred tax. The tax
currently payable is based on taxable profit for
the year. Taxable profit is the profit for the year,
determined in accordance with the rules
established by the taxation authorities, upon
which income taxes are payable.

Deferred tax is the tax expected to be payable
or recoverable on differences between the
carrying amount of assets and liabilities in the
financial statements and the corresponding tax
bases used in the computation of taxable profit,
and is accounted for using the balance sheet
liability method. Deferred tax liabilities are
generally recognised for all taxable temporary
differences and deferred tax assets are
recognised to the extent that it is probable that
taxable profits will be available against which
deductible temporary difference can be utilised.
Such assets and liabilities are not recognised if
the temporary difference arises from goodwill (or
negative goodwill) or from the initial recognition
(other than a business combination) of other
assets and liabilities in a transaction that affects
neither the taxable profit nor the accounting
profit.



W # # # B 7 Notes to the Financial Statements

HE_ZTZRAF+_A=1+—HILFE For the year ended 31st December, 2005

2.

TEERBRBE (&

(h)

R (&)
BT IR G E R AR E AR RS
RAZEEMIIBZERREREZEM
BREEAKEUSCERZEDER
ERZRAURERURARBREEZ
BRERSN -

BEERBREECRAERSEEERE
At - WHOR A BEE B T 58 SR B A
mEZEKAF D EEBEEIERR

BERBADEERRABERELEESR
RBeHHZERBERGFE - EXEHRBERN
WAKRFHEHFFARAR - HERET
REEERERADAR I ABREZE
RELBR TREERB TSR BRAF R
) BN -

RMBARRE
I8 R B R B % A AR AE ] AT 8 R
EBEBIARRARZEERGER °

BE
RAREMELZBERAKERGH
BRAKBERRZABNEEREE
RUEBRBHZUERATRAFEEZ
EH

bEBE A mMELZAEG ABED
AREE WBEMNBRARMEL CHE
WBYEVEETAZH -

BESFETHEANR  TERARR
FHREBRYIEK -

2.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(h)

()

CHINA STAR ENTERTAINMENT LIMITED

Taxation (Continued)

Deferred tax liabilities are recognised for taxable
temporary differences arising on investment in
subsidiaries and associates, except where the
Group is able to control the reversal of the
temporary difference and it is probable that the
temporary difference will not reverse in the
foreseeable future.

The carrying amount of deferred tax assets is
reviewed at each balance sheet date and
reduced to the extent that it is no longer probable
that sufficient taxable profits will be available to
allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that
are expected to apply in the period when the
liability is settled or the asset realised. Deferred
tax is charged or credited in the income
statement, except when it relates to items
charged or credited directly to equity, in which
case the deferred tax is also dealt with in equity.

Investments in subsidiaries

Investments in subsidiaries are included in the
Company’s balance sheet at cost, less any
identified impairment loss.

Goodwill

Goodwill arising on consolidation represents the
excess of the cost of acquisition over the Group'’s
interest in the fair value of the identifiable assets
and liabilities of a subsidiary or an associate at
the date of acquisition.

Goodwill arising on the acquisition of associates
is included in the carrying amount of the
associates. Goodwill arising on the acquisition
of subsidiairies is presented as a separate
intangible asset.

Goodwill is tested annually for impairment and
carried at cost less accumulated impairment
losses.

FHESEARAF
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2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(k)

U]

(m)

(n)

Interests in associates

The consolidated income statement includes the
Group’s share of the post-acquisition results of
its associates for the year. In the consolidated
balance sheet, interests in associates are stated
at the Group’s share of the net assets of the
associates plus goodwill in so far as it has not
already been amortised to the income statement,
less any identified impairment loss. When the
Group transacts with its associates, unrealised
profits and losses are eliminated to the extent of
the Group’s interest in the relevant associates,
except where unrealised loss provide evidence
of an impairment of the asset transferred.

The results of associates are accounted for by
the Company on the basis of dividends received
or receivables during the year. In the Company’s
balance sheet, investments in associates are
stated at cost, as reduced by any identified
impairment loss.

Inventories

Inventories are stated at the lower of cost and
net realisable value. Cost is calculated using the
first-in, first-out method.

Convertible notes receivables

Convertible notes receivables are separately
disclosed and regarded as assets unless
conversion actually occurs. The interest income
recognised in the income statement in respect
of the convertible notes receivables is calculated
so as to produce a constant periodic rate of
income on the remaining balances of the
convertible notes receivables for each financial
year.

Convertible notes receivables are stated at fair
value. Realised and unrealised gains or losses
arising from changes in the fair value of
convertible notes receivables are recognised in
the income statement.

Film rights

Film rights represent films and television drama
series produced by the Group or acquired by
the Group and are stated at cost less
accumulated amortisation and any identified
impairment loss.
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2. FEEHHBRBE (& 2.  SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)
(n) TIRE (&) (n)  Film rights (Continued)
BERFANERRDN WA REEEY Amortisation is charged to the income statement
R #E FBET A 1R AU A 2 B Bl EF A RA based on the proportion of actual income earned
RoBYMBZHBETISBA-TF - during the year to the total estimated income
i B IRAEFDRE - A RBHEEHNEE from the sale of film rights. The amortisation of
5T AT U B & 58 A HOR o film rights will not exceed twenty years. In the

case where there is any impairment in value, the
unamortised balance is written down to its
estimated recoverable amount.

(o) HEFEE (0) Films in progress
HEREFREAEER L EZRERER Films in progress represents films and televisions
Bl - REZEARBBE & A K AR EA drama series under production and is stated at
AR 2 MEBE AR o AR T cost incurred to date, less any identified
FEBELAEZREAR - impairment loss. Cost is transferred to film rights

upon completion.

(p) EZRHMEWNRE (p) Trade and other receivables
B R AMERHIBZNZATFEEA Trade and other receivables are recognized
I - HERFERERM S ARE #HEK initially at fair value and subsequently measured
RKANKRBRERE) GHE EAREER at amortised cost using the effective interest
FRANEE G EXZERRIBZ R G method, less provision for impairment. A
FEEERER - AREZ REMIE provision for impairment of trade and other
WHIEELRERE BESEREH receivables is established when there is objective
BECEREERMGMGRRRENERE evidence that the Group will not be able to collect
BREER 7 REMER 2 ZEZ5E - BHE all amounts due according to the original terms
SHERARFER - of receivables. The amount of the provision is

the difference between the asset’s carrying
amount and the present value of estimated future
cash flows, discounted at the effective interest
rate. The amount of the provision is recognised
in the income statement.

(99 RE (q) Investments
RIRWTETE AV ISERER 28] - & Before adoption of the new HKFRSs, the Group
SEEELFRE (MBAR  BEAAR classified the investments in securities into non-
HEZEHEBEERIN GERIFEEE trading securities and trading securities except
FHEEFEF o for the investment in subsidiaries, associates and

jointly control entities.

(i) B EFES (i) Non-trading securities
FREEEABRZREREEH Investments which were held for non-
RAFEEYE- @ARESFQF trading purpose were stated at fair value
BEZEHEAAREEMHE at the balance sheet date. Changes in
IRREEMGFEETHR - BEE the fair value of individual securities were
EHEAHENRBTEARER credited or debited to the investment
o REER  HE2HAKREE revaluation reserve until the securities was
BALEMERBFEESGH sold, or was determined to be impaired.
BHEEMEMEZER) ERE Upon disposal, the cumulative gain or loss
BRAaREERH#EEzANAER representing the difference between the
BA I ARAK - net sales proceeds and the carrying

amount of the relevant security, together
with any surplus/deficit transferred from
the investment revaluation reserve, was
dealt with the income statement.

I < CHINA STAR ENTERTAINMENT LIMITED  # B £ £ 8 7 R 2
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2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(a) Investments (Continued)

(ii)

When there was objective evidence that
individual investments were impaired the
cumulative loss recorded in the investment
revaluation reserve was dealt with in the
income statement.

Trading securities

Trading securities were carried at fair
value. At each balance sheet date, the
net unrealised gains or losses arising from
the changes in fair value of trading
securities were recognised in the income
statements. Profits or losses on disposal
of trading securities, representing the
difference between the net sale proceeds
and the carrying amounts,
recognised in the income statement in the
period that arised.

were

From 1st January, 2005 onward, the Group
classifies its investment in the following
categories depends on the purpose of
such investment were acquired.
Management determines the classification
of its investments at initial recognition and
re-evaluate this designation at every
reporting date.

(1) Financial assets at fair value
through profit and loss
A financial asset is classified in this
category if acquired principally for
the purpose of selling in the short
term or if so designated by
management. Assets in this
category are classified as current
assets if they are either held for
trading or are expected to be
realised within 12 months from the
balance sheet date.
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SAHRBE (&8 2.  SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES (Continued)

—

BE (&)
(i) BEEF(E)
2) ERKEWRRIEA

g
o

k

—

(a)

Investments (Continued)
(i) Trading securities (Continued)
(2) Loans and receivables

/TAEEUEJPZ/TAIE%IE Loans and receivables are non-
ERN B HER AL ER derivative financial assets with
KA FEENREBEZIE

MTETESREE - EXR
E.E&ﬁi\ﬁ%/\kﬁim
B HAmdREAEEEE
BRMGKIE - AIELEER
EEEEW?XIE o ﬁt%ﬁ%”ﬁl?ﬂ
’PEJ% ‘JHHEI%,\uﬁElﬁ_ ﬂ'
128 R&4& - ZEREKK
BEIEERBEE - B
FERERFBREERE
wc BN ATBRRERRE
S EWERTR -

(3) HAZIHAZEE
BEEZIHAZRETE
EETRAEBET 2R E
HAETEIHAAEASE
EEEERAEITE TN
BERRHBEZENTET
AemEE - RAFE -
NEBEWEFEWER
ig °

(4) HHELEZTREE
AHEEZEeREEE
ERARBRIHA R AL
MEMLBNZETET
B BRIFEEBFENG
BREF12EARNEESR
BIRE - &AM AER

BEEREONRZFH A (BAEE A KE

fixed or determinable payments
that are not quoted in an active
market. They arise when the Group
provides money, goods or services
directly to a debtor with no
intention of trading the receivable.
They are included in current
assets, except for maturities
greater than 12 months after the
balance sheet date. These are
classified as non-current assets.
Loan and receivables included
loan receivables, convertible notes
receivables and trade receivables.

(3) Held-to-maturity investments
Held-to-maturity investments are
non-derivative financial assets with
fixed or determinable payments
and fixed maturities that the
Group’s management has the
positive intention and ability to hold
to maturity. During the year, the
Group did not hold any investments
in this category.

(4) Available-for-sale financial assets
Available-for-sale financial assets
are non-derivative that are either
designated in this category or not
classified in any of the other
categories. They are included in
non-current assets unless
management intends to dispose of
the investment within 12 months of
the balance sheet date.

Purchases and sales of investments are

HHE uxﬁxﬁ* ) BER - AT A I IFiE recognised on trade-date — the date on which
BRBEUNATEENEZ CREEM the Group commits to purchase or sell the asset.
5 REZMARTFEENR ZH KA

B BAEEEZEREBREUDRS
MEZENEIHANXCEE  MAKE

Investments are initially recognised at fair value
plus transaction costs for all financial assets not
carried at fair value through profit or loss.

EXMERBEREZMBRR &@*&ﬁi Investments are derecognised when the rights
B AlgTBER “**TXQIE E A to receive cash flows from the investments have
HEZERMEBEEREBBRRARTEE

E‘J%Z$mﬂﬁﬁﬁ1§?ﬁﬂ$ﬁﬁﬂﬁ
ERREURBEARFEEIHAZE
B AER 7F'J1)£$§E%§%ﬁﬁ2$§ﬂ1§
[BEBREARNFEBEIGZEREE]
Az $Ffﬁﬁfﬁ“§)ﬁ BimEEZ

CHINA STAR ENTERTAINMENT LIMITED

expired or have been transferred and the Group
has transferred substantially all risk and rewards
of ownership. Available-for-sale financial assets
and financial assets at fair value through profit
or loss are subsequently carried at fair value.
Loans and receivables and held-to-maturity

FHESEARAF
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2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(a)

0]

Investments (Continued)

investments are carried at amortised cost using
effective interest method. Realised and
unrealised gains and losses arising from changes
in the fair value of the ‘financial assets at fair
value through profit or loss’ category are included
in the income statement in the period that arise.

Unrealised gains and losses arising from
changes in the fair value of non-monetary
securities classified as available-for-sale are
recognised in equity. When securities classified
as available-for-sale are sold or impaired, the
accumulated fair value adjustments are included
in the income statement as gains or losses from
investment securities.

The fair values of quoted investments are based
on current bid prices. If the market for a financial
asset is not active (and for unlisted securities),
the Group establishes fair value by using
valuation techniques. These include the use of
recent arm’s length transactions, reference to
other instruments that are substantially the same,
discounted cash flow analysis, and option pricing
models refined to reflect the issuer’'s specific
circumstances.

The Group assesses at each balance sheet date
whether there is objective evidence that a
financial asset or a group of financial assets is
impaired. In the case of equity securities
classified as available for sale, a significant or
prolonged decline in the fair value of the security
below its cost is considered in determining
whether the securities are impaired. If any such
evidence exists for available-for-sale financial
assets, the cumulative loss — measured as the
difference between the acquisition cost and the
current fair value, less any impairment loss on
that financial asset previously recognised in the
income statement — is removed from equity and
recognised in the income statement. Impairment
losses recognised in the income statement on
equity instruments are not reversed through the
income statement.

Cash and cash equivalents

Cash and cash equivalents include cash in hand,
deposits held at call with banks, other short-term
highly liquid investments with original maturities
of three months or less, and bank overdrafts.
Bank overdrafts are shown within borrowings in
current liabilities on the balance sheet.
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2.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(s)

(®)

(u)

CHINA STAR ENTERTAINMENT LIMITED

Provision

A provision is recognised when the Group has a
present legal or constructive obligation, as a
result of a past event and it is probable that an
outflow of resources will be required to settle
the obligation, and a reliable estimate can be
made of the amount of the obligation. Where the
effect of the time value money is material, the
amount of a provision is the present value at the
balance sheet date of the expenditures expected
to be required to settle the obligation.

Borrowings

Borrowings are recognised initially at fair value,
net of transaction costs incurred. Transaction
costs are incremental costs that are directly
attributable to the acquisition, issue or disposal
of a financial asset or financial liability, including
fees and commissions paid to agents, advisers,
brokers and dealers, levies by regulatory
agencies and securities exchanges, and transfer
taxes and duties. Borrowings are subsequently
stated at amortised cost; any difference between
the proceeds (net of transaction costs) and the
redemption value is recognised in the income
statement over the period of the borrowings using
the effective interest method.

Convertible loan notes

Convertible loan notes that can be converted to
share capital at the option of the holder, where
the number of shares issued does not vary with
changes in their fair value, are accounted for as
compound financial instruments. At initial
recognition the liability component of the
convertible loan notes is calculated as the
present value of the future interest and principal
payments, discounted at the market rate of
interest applicable at the time of initial recognition
to similar liabilities that do not have a conversion
option. Any excess of proceeds over the amount
initially recognised as the liability component is
recognised as the equity component. Transaction
costs that relate to the issue of a compound
financial instrument are allocated to the liability
and equity component in proportion to the
allocation of proceeds.

The liability component is subsequently carried
at amortised cost. The interest expense
recognised in the income statement on the
liability component is calculated using the
effective interest rate method. The equity
component is recognised in the convertible loan
notes reserve until either the notes are converted
or redeemed.

FHESEARAF
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2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(u)

(v)

(w)

(x)

(y)

Convertible loan notes (Continued)

If the notes are converted, the convertible loan
notes reserve, together with the carrying value
of the liability component at the time of
conversion, are transferred to share capital and
share premium as consideration for the shares
issued. If the notes are redeemed, the convertible
loan notes reserve is released directly to
accumulated losses.

Foreign currencies

Transactions in foreign currencies are initially
recorded at the rates ruling on the dates of the
transactions. Monetary assets and liabilities
denominated in foreign currencies are re-
translated at the rates ruling on the balance sheet
date. Profits and losses arising on exchange are
dealt with in the income statement.

On consolidation, the assets and liabilities of the
Group’s operations outside Hong Kong are
translated at exchange rates prevailing on the
balance sheet date. Income and expense items
are translated at the average exchange rates for
the year. Exchange differences arising, if any
are classified as equity and transferred to the
Group’s exchange reserve. Such translation
differences are recognised as income or as
expenses in the year in which the operation is
disposed of.

Operating leases

Leases where substantially all the rewards and
risks of ownership of assets remain with the
lessor are accounted for as operating leases.
Rentals payable under operating leases are
charged to the income statement on a straight-
line basis over the relevant lease term.

Retirement benefits costs

Payments to the Group’s retirement benefits
schemes are charged as an expense as they
fall due.

Employee benefits

(i) Bonuses
The Group recognises a liability for
bonuses when there is a contractual
obligation and the amount can be
estimated reliably.
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2.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

Employee benefits (Continued)

(y)

(ii)

(iif)

CHINA STAR ENTERTAINMENT LIMITED

Retirement benefit obligations

The Group operates a Mandatory
Provident Fund Scheme (the *“MPF
Scheme”) under the Hong Kong
Mandatory Provident Fund Schemes
Ordinance for those employees employed
under the jurisdiction of the Hong Kong
Employment Ordinance. The MPF Scheme
is a defined contribution scheme, the
assets of which are held in separate
trustee-administered funds.

Under the MPF scheme, the employer and
its employees are each required to make
contributions to the scheme at 5% of the
employees’ relevant income, with the
employees’ contributions subject to a cap
of monthly relevant income of HK$20,000.
The Group’s contributions to the scheme
are expensed as incurred and vested in
accordance with the scheme’s vesting
scales. Where employees leave the
scheme prior to the full vesting of the
employer’s contributions, the amount of
forfeited contributions is used to reduce
the contributions payable by the Group.

Share-based payment expenses

The fair value of the employee services
received in exchange for the grant of the
share options and restricted share awards
is recognised as an expense in the
income statement.

The total amount to be expensed over the
vesting period is determined with
reference to the fair value of the share
options and restricted share awards
granted. At each balance sheet date, the
Company revises its estimates of the
number of share options that are expected
to become exercisable and the number
of restricted share awards that become
vested. It recognises the impact of the
revision of original estimates, if any, in
the income statement, and a
corresponding adjustment to equity in the
balance sheet will be made over the
remaining vesting periods.

FHESEARAF
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2.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(y)

(2)

Employee benefits (Continued)

(iii) ~ Share-based compensation (Continued)
The proceeds received, net of any directly
attributable transaction costs, are credited
to share capital and share premium
accounts when the share options are
exercised and when the restricted share
awards are vested.

Related parties

Parties are considered to be related to the Group
if the Group has the ability, directly or indirectly,
to control the party or exercise significant
influence over the party in making financial and
operating decisions, or vice versa, or where the
Group and the party are subject to common
control or common significant influence. Related
parties may be individuals (being members of
key management personnel, significant
shareholders and/or their close family members)
or entities and include entities which are
controlled or under the significant influence or
related parties of the Group where those parties
are individuals, and post-employment benefit
plans which are for the benefit of employees of
the Group or of any entity that is a related party

of the Group.
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3.

FINANCIAL RISK MANAGEMENT

3.1

CHINA STAR ENTERTAINMENT LIMITED

Financial risk factors

The Group’s activities expose it to a variety of
financial risks: market risk (including foreign
exchange risk and price risk), credit risk, liquidity
risk and cash flow and fair value interest-rate
risk. The Group’s overall risk management
programme focuses on the unpredictability of
financial markets and seeks to minimise potential
adverse effects on the Group’s financial
performance. The Group’s treasury function
operates as a centralised service for managing
financial risks and for providing cost efficient
funding to Group.

(a) Market risk
(i) Foreign exchange risk

The Group operates mainly in both
the People’s Republic of China
(“the PRC”) and Hong Kong and
majority of transactions are
dominated in United States dollars,
Hong Kong dollars and Renminbi.
Therefore, the Group is exposed
to foreign exchange risk arising
from these currency exposures.
Hong Kong dollars and Renminbi
are pegged to United States
dollars and the foreign exchange
exposure between them are
considered limited.

(i) Price risk
The Group is exposed to equity
securities price
investments held by the Group are
classified on the consolidated
balance sheet as financial assets
at fair value through profit or loss
which are measured at fair value

risk because

at each balance sheet date. The
Group manages the price risk
exposure by maintaining a portfolio
of investments with different risk
profiles.

FHESEARAF




ANNUAL REPORT 2005 &%

3.

71

W % i F W i Notes to the Financial Statements

HE-_ZTZRAF+_A=+—HILFE For the year ended 31st December, 2005

cHERER (&

el

3.2

TREREE (F)

(b) 1ZEERE
AEEZEERREIEAE S
HtEBRRESL - AEELE
Sh2zEERR - AEEDHET
BRABRENAERFERL
BIEPREKBETEY - A&
Een@EEraEmAkcEER
B e

(c) HBHEZAR
AEBEEEERBESRARZT
XEBHE EHELEAAREAS
MBEEFR  BREZTRZR
HREMAREREEES - U
AT ES BRI D K
HETEEE UnRAKEZ
EHMEHMRDHESFR -

(d) HERERAFEENERR
BAFPNEZRBMEEEALHE
HEREAENERER - MAE
EMEZRAFEEEAEBEHER
DFEBEMEERR

AEEREEENXER - IR
VERABRBEMAS -

NP EEMG
REBTSEBEZERTIAZAFEE
DBERZTSREREE - AEE
FIRACEREEMRAITERER
EREAE MEeMAEMERZMS
BEAREREE -

3.

FINANCIAL RISK MANAGEMENT
(Continued)

3.1

3.2

Financial risk factors (Continued)

(b) Credit risk
The Group’s credit risk is primarily
attributable to trade or other receivables.
The Group has no significant
concentrations of credit risk. It has
policies in place to ensure that films are
only licensed or distributed to customers
with an appropriate credit history. The
exposures to these credit risks are
monitored on an ongoing basis.

(c) Liquidity risk

The Group manages its liquidity risk by
regularly monitoring current and expected
liquidity requirements and ensuring
sufficient liquid cash and readily realisable
marketable securities and adequate
committed lines of funding from major
financial institutions to meet the Group’s
liquidity requirements in the short and long
term.

(d) Cash flow and fair value interest rate risk
Long term borrowings at variable interest
rates expose the Group to cash flow
interest rate risk and those at fixed rates
expose the Group to fair value interest
rate risk.

The Group monitors the interest rate risk
exposure on a continuous basis and
adjust the portfolio of borrowings where
necessary.

Fair value estimation

The fair value of financial instruments traded in
active markets is based on quoted market prices
at the balance sheet date. The quoted market
price used for financial assets held by the Group
is the current bid price; the appropriate quoted
market price for financial liabilities is the current
ask price.




W # # # B 7 Notes to the Financial Statements

HE_ZTZRAF+_A=1+—HILFE For the year ended 31st December, 2005

3.

4.

cHERER (&

3.2 AFEEMT (F)
YARERMSBEBECEB TR LAY
BEEERGBERMEE A&E®EEZ
BH%E  YERELEERZTRELR
®eRPEBHIRARELAZTHR
BRXHIHHRE -BEFEMEMIAL
NFEERAUERE MM - flanfhst
MHABRSRE -

EHRKREENERZEERMGAEE
FEDBREEQATEEEE - HAEE
Ms REEZAFEENEAEHE
BB E R T AR R 2 E T 5 A R
HEEROERSREMBR MM

FTEEREFRREAL

e BAE SR AN ARBBELRR
HAXET BREREBRATHRKEN
HERAGEZEA -

AEEHRRELGFEBRR  MALEEZ
A MEERE RIGEEBERERMA
AeRABSERTEAMBRFEZEERAR
ZCEHEEHEAFABZMF RBRTH N
T o

(a) BEEERBERERG

AEERZEH T2 PTE 2 S5 BRI E
REERBHRABEETFEANR - E
RSB ZAIRODSEZEREREZ
FEMEE  ZEAEARBEEEN
AREBEERBBATREAIEZ
FRBR AREMFECBEERRKH
EZB& e

3.

CHINA STAR ENTERTAINMENT LIMITED

FINANCIAL RISK MANAGEMENT

(Continued)

3.2 Fair value estimation (Continued)
The fair value of financial instruments that are
not traded in an active market is determined by
using valuation techniques. The Group uses a
variety of methods and makes assumptions that
are based on market conditions existing at each
balance sheet date. Quoted market prices or
dealer quotes for similar instruments are used
for long-term debt. Other techniques, such as
estimated discounted cash flows, are used to
determine fair value for the remaining financial
instruments.

The nominal value less estimated credit
adjustments of trade receivables and payables
are assumed to approximate their fair values.
The fair value of financial liabilities for disclosure
purposes is estimated by discounting the future
contractual cash flows at the current market
interest rate that is available to the Group for
similar financial instruments.

CRITICAL ACCOUNTING ESTIMATES
AND JUDGEMENTS

Estimates and judgements are continually evaluated and
are based on historical experience and other factors,
including expectations of future events that are believed
to be reasonable under the circumstances.

The Group makes estimates and assumptions
concerning the future. The resulting accounting
estimates will, by definition, seldom equal the related
actual results. The estimates and assumptions that have
a significant risk of causing a material adjustment to
the carrying amounts of assets and liabilities within the
next financial year are discussed below.

(a) Estimated impairment of intangible assets and
goodwill
The Group performs annual tests on whether
there has been impairment of intangible assets
in accordance with the accounting policy stated
in note 2 (f). The recoverable amounts of cash-
generating units are determined based on value-
in-use calculations. These calculations require
the use of estimates and assumptions made by
management on the future operation of the
business, pre-tax discount rates, and other
assumptions underlying the value-in-use
calculations.

FHESEARAF
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4. CRITICAL ACCOUNTING ESTIMATES
AND JUDGEMENTS (Continued)

(b)

(c)

(d)

(e)

Trade debtors

The aged debt profile of trade debtors is
reviewed on a regular basis to ensure that the
trade debtor balances are collectible and follow
up actions are promptly carried out if the agreed
credit periods have been exceeded. However,
from time to time, the Group may experience
delays in collection. Where recoverability of trade
debtor balances are called into doubts, specific
provisions for bad and doubtful debts are made
based on credit status of the customers, the
aged analysis of the trade receivable balances
and write-off history. Certain receivables may be
initially identified as collectible, yet subsequently
become uncollectible and result in a subsequent
write-off of the related receivable to the income
statement. Changes in the collectibility of trade
receivables for which provisions are not made
could affect our results of operations.

Useful lives of property, plant and equipment

In accordance with HKAS 16, the Group
estimates the useful lives of property, plant and
equipment in order to determine the amount of
depreciation expenses to be recorded. The
useful lives are estimated at the time the asset
is acquired based on historical experience, the
expected usage, wear and tear of the assets, as
well as technical obsolescence arising from
changes in the market demands or service output
of the assets. The Group also performs annual
reviews on whether the assumptions made on
useful lives continue to be valid.

Estimate fair value of investment properties

As described in note 8, the investment properties
were revalued at the balance sheet date on
market value existing use basis by independent
professional valuers. Such valuation were based
on certain assumptions, which are subject to
uncertainty and might materially differ from the
actual results.

Impairment of films in progress

The management of the Group reviews an aging
analysis at each balance sheet date, and identify
the slow-moving films in progress that are no
longer suitable for use in production. The
management estimates the net realisable value
for such finished goods of the films in progress
based primarily on the latest invoice prices and
current market conditions. In addition, the Group
carries out review on each film at each balance
sheet date and makes allowance for any films in
progress that production no longer proceed.
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SEGMENT INFORMATION

The directors report the geographical segments as the
Group’s primary segment information.

Geographical segments
The following table provides an analysis of the Group’s
sales by location of markets:

Income statement for the year ended 31st December,
2005:

PEAR
£HE
(Faf
B4 RM
ka#)
(TwE])
People’s
Republic
of China
excluding
E#R  Hong Kong,
i35 Macau
Hong Kong and Ex RED
and Taiwan America  South-East Hit &8
Macau (“PRC”)  and Europe Asia Other Consolidated
THL TERL TR TAL TAL TEL
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
258 Turnover 49,805 10,217 8,046 22,589 1,577 92,234
HERRBIA Cost of sales and services (33,925) (6,915) (4,878) (14,320) (787) (60,825)
MEEERETAS  Marketing and distribution
expenses (10,505) (9,666) (529) (1,552) (101) (22,353)
PEEE Segment results BIS (6,364) 2,639 6,717 689 9,056
ARHEZE@MEE  Unrealised loss on available
JAEREE for sale financial assets (5,510)
Mﬂﬂ FAZHZ Share-based payment
FERX expenses (24,057)
HEFABHUATE  Net gain on disposals of
BI&eRERE financial assets of fair value
L FE through profit or loss 1,493
LR Other revenue 8,204
Hi A Other income 5,919
RENZESH Revaluation surplus on
28 investment properties 3,540
FPBARRY Unallocated corporate expenses (38,113)
) Loss from operations (39,468)
HEAXA Finance costs (1,929)
ElEBENREE Share of results of associates 669 (10,682) - - - (10,013)
LGRS ES Impairment of convertible notes
WA receivables (10,000) = = = = (10,000)
BABELEM Impairment loss recognised in
EECEEL respect of goodwill arising
ERARELSR on acquisition of associates (4,500) = - - = (4,500)
BRELENBAR  Gain on deemed disposal
2 of associates 45,021
BEAER Loss before taxation (20,889)
RHIBXH Taxation charge (124)
Rt ADERE Loss before minority interests
BaiEa (21,013)

CHINA STAR ENTERTAINMENT LIMITED H Bl E & B & R 2 A
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5. 4 BER (& 5. SEGMENT INFORMATION (Continued)
WEDE (&) Geographical segments (Continued)
HE_ZTEME+_BE=+—RHItEEZWA Income statement for the year ended 31st December,
== 2004:

AR
B
Hong Kong BI% RED
and HE America  South-East it e
Macau PRC  and Europe Asia Other  Consolidated
THL TAT TAT THL THIL THIL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
HES Turnover 104,928 17,029 11,175 28,582 3,593 165,307
HE R RIS A Cost of sales and services (77,581) (27,022) (1,918) (20,979) (4,349) (131,849)
MHEERETAS  Marketing and distribution expenses  (36,147) (12,872) (616) (2,009) (241) (51,885)
GEES Segment results (8,800) (22,865) 8,641 5,594 (997) (18,427)
UHEHEZSBEE  Unrealised loss in available for
LRERER sale financial assets (4,744)
BEARBARM Amortisation of goodwill arising on
EECBERE acquisition of subsidiaries (15,451)
BARBARM Impairment loss recognised in
EEZHEEBL respect of goodwill arising on
BRAREES acquisition of subsidiaries (33,500)
HENEY Impairment loss recognised in
BERARERE respect of films in progress (9,042)
EXIREL Impairment loss recognised in
BRREESR respect of films rights (30,104)
LERBBEUATE  Netloss on disposals of
BIEz e RERE financial assets at fair value
LERFE through profit or loss (893)
LR Other revenue 5,507
Hip A Other income 1,299
RENEER Revaluation surplus on
2k investment properties 2,381
RAOBOARS Unallocated corporate expenses (52,979)
) Loss from operations (155,863)
HEKA Finance costs (1,479)
i3l L UNGE S Share of results of associates 9,326 (108,454) = = = (99,128)
BABELAM Amortisation of goodwill arising on
EEZHEERE acquisition of associates (6,541) (6,740) = = = (13,281)
EABELEMEE  Impairment loss recognized in
LHBZBHER respect of goodwill on
REEE acquisition of associates = (40,925) = = = (40,925)
HEMBAGFZEF  Gain on disposal of subsidiaries 7,524
BERER Loss before taxation (303,152)
REZH Taxation charge (268)
RitDERFEZRER Loss before minority interests (303,420)
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SEGMENT INFORMATION (Continued)
Geographical segments (Continued)

No analysis of assets and liabilities by location of
markets is disclosed as, in the opinion of the directors,
there is no appropriate basis in allocating the assets
and liabilities by location of markets.

The following is an analysis of the carrying amount of
segment assets, additions of property, plant and
equipment and interest in leasehold land, and the
carrying amount of segment liabilities analysed by the
geographical area in which the assets are located:

Balance sheet as at 31st December, 2005

ERRREM
Hong Kong H ®E
and Macau PRC Consolidated
FER FERT FET
HK$’000 HK$’000 HK$°000
DEEE Segment assets 743,086 310 743,396
NEBE Segment liabilities 142,637 1,771 144,408
REWE - HES Additions of property,
5% plant and equipment 5,606 - 5,606
AREHEE T Additions of interest
7 in leasehold land 4,967 - 4,967
R-EBEENFE+_A=1+t—-—HZEEAEBR Balance sheet as at 31st December, 2004
BB RIRM
Hong Kong H ey
and Macau PRC Consolidated
FAT FAT THET
HK$’000 HK$’000 HK$’000
DEEE Segment assets 663,090 4,790 667,880
NEEBE Segment liabilities 148,379 5,398 153,777
NE Y - HES Additions of property,
5 & plant and equipment 23512 = 2,512
X¥oHE Business segments

HRAKBZEXBREETIERBETH
T ARIBENEBEOBR DM

CHINA STAR ENTERTAINMENT LIMITED

As the Group’s turnover and results are substantially
derived from film distribution, no analysis by business
segment is presented.
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6. PROPERTY, PLANT AND EQUIPMENT

HeE
g R#fE
nEEE  BAREE  Machinery RE
BF Leasehold Furniture and Motor axE
Buildings improvements  and fixtures equipment vehicles Total
A AL Thn A Thn Thn
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
(Es3]) (Es3])
(restated) (restated)
S| THE GROUP
A Cost
RZFEME-F-A As at 1st January, 2004 10929 5,508 15,742 62,536 3,468 98,183
hE Additions - - 69 2443 - 2512
HERBAF Disposal of subsidiaries = = (123) (4) = (127)
HE Disposals (479) - (577) (21,204) (604) (22,954)
R-EEME+-B=1+-AEK As at 31t December, 2004 and
R-EERE-F-H 1st January, 2005 10,450 5,508 15,111 43,681 2,864 77,614
RE Additions 4412 - 230 728 23 5,606
e Disposals - - - (861) (625) (1,486)
RZFBRE+-A=1-H As at 31st December, 2005 14,862 5,508 15,341 43,548 2475 81,734
2ENE Accumulated depreciation
R-ZENE-F-H As at 1st January, 2004 3478 4774 8,793 42,236 1935 61,216
ERFE Charge for the year 523 200 2,531 10,238 431 13,923
HENBARRHE Eliminated on disposal
of subsidiaries - - (123) M - (124)
HERHE Eliminated on disposals (223) - (469) (19,313) (543) (20,548)
R-EEME+-B=+-AK As at 31st December, 2004 and
“2%1f-f-H st January, 2005 3778 4974 10732 33,160 1823 54,467
ERFE Charge for the year 576 200 2,159 6,166 390 9,491
I EREH Eliminated on disposals - - - (751) (620) (1371)
RZFBRE+-A=1-H As at 31st December, 2005 4,354 5,174 12,891 38,575 1593 62,587
BHFE Net book value
R-BB2EE+ZA=1-A At 31st December, 2005 10,508 334 2,450 4,973 882 19,147
R-EEMET-A=1-H As at 31st December, 2004 6,672 534 4,379 10,521 1,041 23,147
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sy o 2
6. M¥ HERHRME (& 6. PROPERTY, PLANT AND EQUIPMENT
(Continued)
iﬂw\aﬂﬁﬁii@&ffifrﬁ :??ﬁit The additions of leasehold land and building for the
HJ:EILBZE%E$%@ZH§ ENAEIERBETHR year were acquired from Riche Video Limited, an
 # K {8 /9,000,000 7T (K&t £¢&§ associate of the Group on 7th July, 2005 at a total
%Eﬁﬁ) CRGHABERARANR=-ZZTREL consideration of HK$ 9,000,000 (before legal and
BEtAABEZABA - professional fee). Details of the transactions are set out
in the announcement of the Company dated 7th July,
2005.
RZZEZRFTA=+—H0  A&EEEREF As at 31st December, 2005, certain of the Group’s
BE 4232900008 (=T WMHF buildings with an aggregate net book value of
2,595,000/ 7T (K &ES)) 2 & TEFEHME approximately HKD 2,329,000 (2004: HK$ 2,595,000
BAREEMERITERZER (restated)) were pledged to secure banking facilities
granted to the Group.
7. THELTHESR 7. INTEREST IN LEASEHOLD LAND
—EEREF —ZETMF
2005 2004
FERT FHT
HK$’000 HK$’000
(&=7)
(restated)
[N Cost
Rn—H— As at 1st January,
ﬁﬁﬁ%%ﬁ As previously reported - =
HaNE B 25 48 Effect of adopting HKAS 17
CRVEPa- % 10,450 10,450
KET| As restated 10,450 10,450
NBE Additions 4,967 -
R+=ZA=+—H”H As at 31st December, 15,417 10,450
ESig &ic Accumulated amortisation
Rn—H—H As at 1st January,
= As previously reported - =
HaNE B g5 48 Effect of adopting
FATHRZ B HKAS 17 1,414 1,193
KE75 As restated 1,414 1,193
FNEE Charge for the year 319 221
R+=ZA=+—H”H As at 31st December, 1,733 1,414
EREFE Net book value
R+—_A=+—8H As at 31st December, 13,684 9,036

I 7

CHINA STAR ENTERTAINMENT LIMITED

FEHESERARAF
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HELiEs (&) 7.

ASERNEELH  BEREBENEEROR
B HEREFREINET

INTEREST IN LEASEHOLD LAND
(Continued)

The Group’s interest in leasehold land represents
prepaid operating lease payments and their net book
value is analysed as follows:

—EZRF —ZETWF
2005 2004
FERT TFAxT
HK$’000 HK$’000
(&&E7)
(restated)
BRBATHOREEZ Land in Hong Kong held on:

BB T
REHELY Long-term leases 3,295 3,341
FREFAR A Medium-term leases 10,389 5,695
13,684 9,036

MNZBZRE+-_A=+—0 AEEE@EF
BEAXH2671,0008 L (TN F :
2,766,000 T (K EY)) v & THELhER
ERFERAEEMERTERZER -

BEWE 8.

As at 31 December 2005, certain of the Group’s interest
in leasehold land with an aggregate net book balue of
approximately HK$ 2,671,000 (2004: HK$ 2,766,000
(restated)) were pledged to secure banking facilities
granted to the Group.

INVESTMENT PROPERTIES

wn—HA—B8 As at 1st January,
BHAR Revaluation surplus
R+=—A=+—8 As at 31st December,

HEMETBRBLISEGEBEMITRETEER
RAINMER_ZTERF+_A=+—H8zZA
FMEETHE ZSHEELEHREH
3,540,000/87C ' MEHBELBERBEE S %
Bl 40 st AIRMA RSP - FEBE E—FE 2
4,909,000 T2 R EMFEHRFEHEDERAR
FTEE -

—EEREF —EETMF
2005 2004
FHET AT
HK$’000 HK$’000
(FgE=7)

(restated)

38,650 31,360
3,540 7,290
42,190 38,650

Investment properties were valued at their open market
value as at 31st December, 2005 by Grant Sherman
Appraisal Limited, an independent firm of professional
valuers. These valuations gave rise to a revaluation
surplus of HK$3,540,000, which the whole amount has
been credited to income statement in accordance with
HKAS 40. The investment properties revaluation reserve
of HK$4,909,000 brought forward from last year had
been transferred to accumulated losses.
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INVESTMENT PROPERTIES (Continued)

Investment properties included building cost held under
finance leases of which the carrying amount of
approximately HK$42,190,000 (2004: HK$38,650,000)
have been pledged to secure banking facilities granted
to the Group. The minimum lease payments have been
paid in full at the inception of the lease.

The Group’s interests in investment properties at their

I net book values are analysed as follows:
—EEREF —ETOEF
2005 2004
THER FHETT
HK$°000 HK$’000
(&=E5)
(restated)
BBEATHOFE 2 Investment properties in Hong Kong held on:
BEBREME Medium-term leases
hEIIE 49 42,190 38,650
9. MMIBLAER INTERESTS IN SUBSIDIARIES
PN
The Company
—EEREF —ETNE
2005 2004
THER FHEIT
HK$°000 HK$’000
(=E5)
(restated)
IE LTI 2 AR Unlisted shares, at cost 30,708 30,708
ERRBEES Impairment loss recognised (30,299) (30,299)
409 409
JE Lz B 8 R B 3R IR Amounts due from subsidiaries 1,495,633 1,758,466
RN E NGBS L Provision for amounts due from subsidiaries (1,015,984) (1,015,984)
479,649 742,482
480,058 742,891

=T A JE U BT BB A A] FXIE 52,000,000 7T /5 & I
B REMNERIBFEABREREE - HMfE
WHBARGFENEER 28 BERBTENR
H-BERAEZIEETERART_EAR

EE -

AARRZEERAF+_A=+—BZEZEM
BRAIFBEHNMFLA3 -

Included in amounts due from subsidiaries of
HK$52,000,000 is unsecured, bearing interest at 1%
per annum and repayable on demand. Other amounts
due from subsidiaries are unsecured, non-interest
bearing and have no fixed repayment terms. In the
opinion of directors, the amount will not be repaid in
the next twelve months.

Details of the Company’s principal subsidiaries at 31st
December, 2005 are set out in note 43.

CHINA STAR ENTERTAINMENT LIMITED H Bl E & B & R 2 A
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10. B &

10. GOODWILL
rEE
THE GROUP
T T
HK$’000
AR Cost
R_ZEZTNFE—HF—H As at 1st January, 2004 and
EZZETWOE+_A=+—H: 31st December, 2004:
SC Al 2 As previously reported 175,815
S SHER AN B B B 7S [ R AR B 2R 35 Elimination of accumulated amortisation
2 BT #EE upon adoption of HKFRS 3 (67,112)
R_ZBEZRE+-_H=+—H As at 31st December, 2005 108,703
B 5 Amortisation
RZZETMFE—-—H—H As at 1st January, 2004 51,661
FNEHE Amortised for the year 15,451
RZZEZENFE+ZA=+—H As at 31st December, 2004 67,112
Y SHER AN B B B T B R 2E A Eliminated against cost as at
FIH 2 —_TTERAF—RA—HEKA 1st January, 2005 upon adoption
of HKFRS 3 (67,112)
RZEERF+=-A=+—H As at 31st December, 2005 =
NERIE] Impairment
RZZEZTME—H—H As at 1st January, 2004 16,000
EHRBEEE Impairment loss recognised 33,500
RZBEZENEF+-_A=+—AK As at 31st December, 2004 and
—EERFE+ZA=+—H 31st December, 2005 49,500
R A Carrying amounts
RZETERF+=ZA=+—H As at 31st December, 2005 59,203
R-_ZETZWNE+_H=+—8H As at 31st December, 2004 59,203
RBAEE  BEERAZEEHARTF - &K In prior years, the amortisation period adopted for
MEAMBERENEIR 2% BEEEZZE goodwill was 10 years. Following the adoption of HKFRS
ThE—A—HRELEHE HE2R2EHEH 3, amortisation of goodwill has ceased since 1st
BEEXER - AEBETEFRESE ° January, 2005. The accumulated amortisation of goodwill

would be offset against the cost. Annual impairment
review was performed.
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10. M8 (& 10. GOODWILL (Continued)
EPETASEELARGEN([EEREE Goodwill is allocated to the Group’s cash generating
D) 2EBDIRBEBERET : units (“CGU”) identified according to business as

follows:
—EERE —EETNF
2005 2004
FHET F#HT
HK$’000 HK$'000
BB Film production 59,203 59,203
EECEMBER-_ZERAFE+_A=1+—8 The directors reassessed the recoverable amount of
ZAREEE  WIREEVEEMLERMTFHH goodwill as at 31st December, 2005 by reference to the
FEAERABR=ZZETEAF+=_A=+—H0Z valuation as at 31st December, 2005 performed by Grant
HEME BEHEMRELERSCEMET Sherman Appraisal Limited, an independent firm of
ZAKESE DEEFZETHEGFTARKEZ professional valuers. The recoverable amount of the
WEFE - LAFESEDNHEBIFTRE17.61% CGU determined by the professional valuers is based
ZHEREERTE - on the present value of the expected future revenue
arising from the distribution of films. These calculations
used cash flows projections based on a discount rate
of 17.61%.
kY f— S =L
1. REEE QXA #E R 11. INTERESTS IN ASSOCIATES
rEE
The Group
—EERF —EETNF
2005 2004
THER FET
HK$’000 HK$’000
€=n7))
(restated)
i E AR EETFE Share of net assets of associates
(Ktata) (Note a) 79,704 38,249
& (fatb) Goodwill (Note b) 86,769 37,085
166,473 75,314
B EtmkpzmE Market value of listed shares 463,533 627,244

I s: CHINA STAR ENTERTAINMENT LIMITED  # @ £ % B /5 18 2
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. Josge = RS = i
1M1. REEENRA#ER (&) 11. INTERESTS IN ASSOCIATES (Continued)
it Notes:
A N = R =
& LB E DR A ERE (a) Share of net assets of associates
—ETRE
2005
FERT
HK$°000
®n—HA—H As at 1st January, 38,249
FRE-—SPHBEERZER Further acquisition of 3.7% interest in
23 7% (ffiFc) Riche Multi-Media in the year (Note c¢) 3,997
B H & RRIE B Share of losses of associates (10,013)
BERNGERAKHEY Recognition of unrealised gain eliminated
R 5 A on consolidation 624
(H8y) EEEXRZ e (Elimination)/Share of revaluation reserve
ZEbHE of Riche Multi-Media (479)
RIELHEEXRZHEZ Gain on deemed disposal of 3.3% interest
3.3% Mz 2w A (Hfite) in Riche Multi-Media (Note c) 47,326
N+ =H=F=H As at 31st December, 79,704
(b) TEE (6)  Goodwill
ZEERF
2005
FHExT
HK$°000
B—A—8 () As at 1st January, (note (i) 37,065
FRE-—PHEER Further acquisition of 3.7% interest in
SR 3.7 % R (Hfatc) Riche Multi-Media in the year (Note c¢) 56,509
RIEHEERZHEEE Deemed disposal of 3.3% interest in
Z23.3%ka (Mite) Riche Multi-Media (Note c) (2,305)
EF—FERE-—X Adjustment to consideration for the acquisition
BERNA 2 KERAE of an associates in prior year -
B A Together Again Limited Arising on acquisition of
([TALD) MEE£Zm2 Together Again Limited (“TAL”) -
FERNEH (Hatd) Amortisation for the year (Note d) -
FARE (K ate) Impairment for the year (Note e) (4,500)
®n+=-—A=+—8H As at 31st December, 86,769
HER Represented by:
BN 7 B 75 BE 3R 2E Al Opening value upon adoption of
FEIR & ZHUEE HKFRS 3 82,990 49,384
FRNEE Movement during the year 54,204 33,606
RERE Accumulated impairment (50,425) (45,925)
86,769 37,065
(i) R-_EENF—F—BZEZEAN (i Goodwill as at 1 January 2004 represented the

62,665,000 ot 2 B 9] (B B AL
5,000,000 7T 2 25 A E °

(ii) RZEERAF—A—BZEEEY (i)
107,702,000 7t 2 B ¥ {E 1B & & 4
& 7 B 7% [E ) 2E B 5 35 24,712,000
B2 BT -

opening value of approximately HK$62,665,000
less accumulated impairment of HK$5,000,000.

Goodwill as at 1 January, 2005 represented the
opening value of approximately
HK$107,702,000 less elimination of
accumulated amortisation upon adoption of
HKFRS 3 of HK$24,172,000.
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11.

-

BN EE (F)

C (B

RZZTAFER AEEE—FELHETS
WHBERLBERAREZR -R_TTAF=
B A% B A30,334,0008 T 2R BWEE
KEZEBLT MW ([E XK M) 90,000,000
B BLAEERERSHE ZREESR
40.67%IENE42.54% c —BERENF+=
H ' Classical il EREREXRZEE D 7
ANEERRBERE BRERERAEH
# ' ClassicalAR EMBULREER &
400,000,000/ & K1 - SREXBRHERE
0348 TEKRGREELESRERXRKR
0.347 7T 2 fE1& 7285 400,000,0000% 57 £ X ik
B TREEERRERER  AEEREX
ZRE IS 42.54% 58 5 39.24% ¢
EERBABLEEBRE AR ZE Y
45,021,000 7 * WEFARARA - = F
ERFENAZE-_ZEZTRAE+=_R ' AAFMN
30,172,000 T 2 8 R B i# — & W B
94,060,000k EX KM  SHEREXRZ K
B 7 MR 39.24%E E41.07% °

RBEEE  HEERBCEFEHARET
F - RMBBYBERLEREIRK  BHEC
B-ZZRF-—A—HARFLEH KAEH
ETEFRESEK - FHEHARME4(a) -

ARARIEZEEMBEAEREE - Golden
Capital R EMB R AL TRER KGR A A
(%78 [Golden Capital Group]) FTE 4 2 %
BoalkEeHE BYRBERBEBS -

ARREFEE[MRETALFEABER S
TRET_A=+—RAzaAKk@E&£E  FR
BBUSXMEMTREIEAERARRZS
ETHRFE+_A=+t—BzBEmMTE - A
MEERKRAR AR L 4,500,000 7T 2 R
BEE HEHEDNRETALBECEREHE
R mzBEETE MEXFEXBKARER
ABERE -

FEHRLERNAR_ZTTRF+_A=+—RHZ
HEHAK 44 -

11.

CHINA STAR ENTERTAINMENT LIMITED

INTERESTS IN ASSOCIATES (Continued)

Notes: (Continued)

(c)

During the year 2005, the Group further acquired the
equity interest in Riche-Multi Media in the open market.
In February 2005, the Group acquired 90,000,000
ordinary share of Riche Multi-Media (“Riche Shares”)
with the consideration of HK$30,334,000 and thereon
the Group’s equity holdings in Riche Multi-Media
increased from 40.67% to 42.54%. On 12th September,
2005, Classical entered into a placing and subscription
agreement with a placing agent and Riche Multi-Media
respectively. Pursuant to the placing and subscription
agreement, Classical agreed to place 400,000,000
Riche Shares to independent investors at a price of
HK$0.34 per Riche Share and conditionally agreed to
subscribe for 400,000,000 new Riche Shares at a price
of HK$0.34 per Riche Share. After completion of the
placing and subscription agreement, the Group’s equity
holdings in Riche Multi-Media decreased from 42.54%
to 39.24%, resulting in a gain on deemed disposal of
an associate of approximately HK$45,021,000 which
had been credited to the income statement. From
September 2005 to December 2005, the Company
further acquired 94,060,000 Riche Shares with a total
consideration of HK$30,172,000 which increased its
shareholding of Riche Multi-Media from 39.24% to
41.07%.

In prior years, the amortisation period for goodwill was
5 to 10 years. Following the adoption of HKFRS 3, the
amortisation of goodwill has ceased with effective from
1st January, 2005. Annual impairment review was
performed. Details are set out in Note 4(a).

The directors of the Company reassessed the
recoverable amount of goodwill arising on the
acquisition of the Riche Group and Golden Capital and
its subsidiary, It TR E R K FR A A, (herein
collectively refer as “Golden Capital Group”), no
impairment loss was recognised.

The directors of the Company reassessed the
recoverable amount of goodwill arising on the
acquisition of TAL as at 31st December, 2005, by
reference to the valuation as at 31st December, 2005
performed by Grant Sherman Appraisal Limited, an
independent firm of professional valuers, and
determined that an impairment of approximately
HK$4,500,000 be recognised in the income statement.
The valuation of the goodwill was determined based
on the present value of the expected future revenue
arising from the business enterprises of TAL and its
principal activities are the provision of artist
management services.

Details of the principal associates as at 31st December,
2005 are set out in note 44.

FHESEARAF
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REEENRER () 11. INTERESTS IN ASSOCIATES (Continued)
LWTEHEEREEAEETITEHR S N KERE The following details have been extracted from the
AR EHRE audited consolidated financial statements of the Group’s
significant associates:
TAL EXZEE

TAL Riche Multi-Media
—EERE —ZTNE —EERE —ZTNE
2005 2004 2005 2004
TER FHT THER FHT
HK$’000 HK$'000 HK$°000 HK$'000

LER Turnover 23,522 25,003 38,339 58,382
BB RDE A (B#E)  Profit/(loss) before taxation 1,366 30,368 (29,664) (268,113)
BRigNEBREM  Profit/(loss) after taxation
wM, (EE) attributable to the Group 669 8,846 (12,183) (108,880)
FERBEE Non-current assets 4,244 4,078 3,590 25,616
MBI EE Current assets 30,674 33,625 231,637 109,518
mEBE Current liabilities (25,746) (29,858) (67,617) (64,310)
BEFE Net assets 9,172 7,845 167,610 70,824
AEERGEE Net assets attributable
FE to the Group 4,494 3,844 68,837 28,804
4 E£H
12. EWE K 12. LOAN RECEIVABLE
rEE
The Group
—BERF —EEMNE
2005 2004
TERT FHET
HK$’000 HK$’000
(F&E51)
(restated)
JE W &R Loan receivable 25,000 25,000
WoOmEBNEEE N —F A Less: loan receivable within one year
Z FEWE under current assets 25,000 =
—FRZERER Loan receivable after one year - 25,000
AREBEE=FR_ET_FFIUE m$&¥ The Group entered into letters of intent and deed with
4 DEA-—BITEAETPRTEHEEE a third party during 2002 for the purchase of 49% of
gy NF([EEFREERD 7J)Z49%H5<21K$2E equity interest in a company (“Potential Investee
2% o *ﬁg{gm%%}aﬁ%iﬁz\amgﬁ%&;ﬁﬁu Company”) which principally engages in video
FEARESLE  ALSEOR_TE=fF advertising business on coaches in the PRC. The

purchases were terminated in 2003 as the Group did
not satisfy with the results of the financial and legal
due diligence review on the Potential Investee Company.

RIEBBRE  BREXBENR_ZTRF=A
“HNBHZHEE - WEBAFHNX2ES

? + F E‘E&Eﬁﬁ ' ﬁ_i'\EE %7%§E%4% ‘ The loan receivables would be repayable on or before
RENEREERERLAFEERES - 28th March, 2006. The amount bears an interest at 2%

per annum, payable semi-annually, and is guaranteed
by another third party. The carrying amount of the loan
receivable approximates to its fair value.



