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FINANCIAL REVIEW

The Group recorded a turnover of HK$17,476,000 for the year
ended 31 December 2006, a 54% decrease from HK$38,339,000
for the previous year. Of the total turnover amount, HK$164,000
or 1% was generated from distribution of films, HK$200,000 or
1% was generated from sub-licensing of film rights,
HK$15,229,000 or 87% was generated from sales of financial
assets and HK$1,883,000 or 11% was generated from property
investment. The loss for the year ended 31 December 2006 was
HK$21,294,000, representing a 28% improvement over the
corresponding figure of HK$29,664,000 in 2005. The improvement
was mainly attributable to the fact that the Group did not record
any impairment losses recognised in respect of film rights and
goodwill in the year ended 31 December 2006 while the Group
recorded such impairment losses of HK$21,012,000 in the previous
year. This improvement was partly offset by the increases in
administrative expenses and finance costs resulted from the
Group’s expansion into property investment business.

Cost of sales for the year ended 31 December 2006 amounted to
HK$13,998,000, out of which HK$13,461,000 was related to sales
of financial assets and HK$271,000 was related to property
investment. Cost of sales for distribution of films and sub-licensing
of film rights decreased from HK$16,092,000 for the year ended
31 December 2005 to HK$266,000 for the year ended 31
December 2006. The decrease was attributed to the slow down
of the Group’s film distribution activities.

Gross profit margin for distribution of films and sub-licensing of
film rights improved from 19% in the year ended 31 December
2005 to 27% in the year ended 31 December 2006. The
improvement in gross profit margin was attributed to the cost of
certain films sold in 2006 had already been almost fully amortised.
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For the year ended 31 December 2006, the Group recorded a
gross profit of HK$1,768,000 for sales of financial assets. Taking
into account the dividend income of HK$754,000 and an increase
in fair value of financial assets at fair value through profit or loss
of HK$5,360,000, the performance of the Group’s sales of
financial assets was a profit of HK$7,882,000. At 31 December
2006, the fair value of the Group’s financial assets at fair value
through profit or loss amounted to HK$28,100,000. The Group
will continue to manage its financial assets at fair value through
profit or loss in a prudent manner.

As announced by the Company on 17 February 2006, the Group
entered into a conditional sale and purchase agreement with
Northbay Investments Holdings Limited (“Northbay”), pursuant to
which the Group would acquire (a) 100% of the issued share
capital of Shinhan-Golden Faith International Development Limited
(“Shinhan-Golden”) and (b) the debts owed by Shinhan-Golden
to Northbay, at an aggregate consideration of HK$266,064,350
(the "Acquisition”). Shinhan-Golden is an investment holding
vehicle and its major asset is the 96.7% equity interest in Beijing
Jian Guo Real Estate Development Co. Ltd. (“Beijing Jianguo”).
Beijing Jianguo is the registered owner of a property (the “Beijing
Property”) located at No. 9 Gongyuan Xijie, Dongcheng District,
Beijing, The People’s Republic of China (the “PRC"). The
Acquisition was completed on 21 June 2006. During the year
ended 31 December 2006, rental income of HK$1,883,000 was
generated from the leasing of the ground floor of the Beijing
Property. As the Beijing Property is under renovation, no revenue
was generated from the apartment units.

Other revenue increased from HK$2,066,000 in the year ended
31 December 2005 to HK$5,699,000 in the year ended 31
December 2006. The increase was attributed to an increase in
interest income on bank deposits of HK$2,975,000 resulting from
the top-up placing of new shares raising HK$131,179,000 in
September 2005.
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Administrative expenses (net of amortisation and depreciation
expenses, and impairment losses) amounted to HK$24,978,000
for the year ended 31 December 2006, a 72% increase from
HK$14,552,000 as compared to the correspondence figure for
the previous year. The increase was mainly attributed to the
Group’s expansion into property investment business in June 2006
and the engagements of external consultants for the renovation
work of the Beijing Property.

At 31 December 2006, an impairment loss of HK$1,050,000 was
recognised for long outstanding trade receivables. The directors
were uncertain whether the amount would ultimately be collected
and considered that it was prudence to make such an impairment
loss.

Finance costs increased from HK$340,000 in the year ended 31
December 2005 to HK$9,615,000 in the year ended 31 December
2006. The substantial increase was attributable to the inclusion
of Beijing Jianguo’s secured bank loans interest expenses of
HK$9,515,000 following the completion of the Acquisition.

Following the completion of the Acquisition on 21 June 2006,
the headcount of the Group increased from 28 at 31 December
2005 to 59 at 31 December 2006. Total staff costs (including
directors’ remuneration) amounted to HK$7,375,000 in the year
ended 31 December 2006, a 6% increase from HK$6,956,000 as
compared to the correspondence figure for the pervious year.
Employees are remunerated according to their performance and
work experience. In addition to basic salaries and retirement
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scheme, staff benefits include medical scheme and share options.
An analysis of headcount and total staff costs of the Group for
the years ended 31 December 2006 and 2005 is as follows:
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Total staff costs in HK$ WE T RA - LAE T
— Hong Kong and Macau — BB KA 6,775,000 6,562,000
— the PRC — 600,000 394,000
7,375,000 6,956,000

Headcount EEAH

— Hong Kong and Macau — BB KB 20 23
— the PRC — 39 5
59 28

During the year ended 31 December 2006, the Group’s operations
were funded by cash generated from operations, shareholders’
equity and bank borrowings.

At 31 December 2006, cash and cash equivalents of the Group
amounted to HK$63,140,000 and the Group’s current ratio was
1.49 (2005: 3.43).

During the year ended 31 December 2006, the Company issued
1,330,321,745 new ordinary shares of HK$0.01 each at a price
of HK$0.20 per share to Northbay to settle the consideration of
HK$266,064,350 in respect of the Acquisition.

In December 2006, Beijing Jianguo obtained a RMB secured term
loan facility of up to RMB350,000,000 (or approximately
HK$350,000,000) from Hang Seng Bank,
RMB250,000,000 (or approximately HK$250,000,000) was for the
repayment of the principal portion of the RMB secured bank loan
granted by China Merchants Bank and RMB100,000,000 (or
approximately HK$100,000,000) was for financing the renovation

of which

work of the Beijing Property.
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At 31 December 2006, the total borrowings of the Group
amounted to HK$357,427,000, comprising the RMB secured term
loan facility granted by Hang Seng Bank of HK$250,470,000 which
is interest bearing at 95% of the interest rate prescribed by the
People’s Bank of China for loan period of five years and repayable
within five years; and the interest portion of the RMB secured
bank loan granted by China Merchants Bank of HK$106,957,000.
On 23 March 2007, China Merchants Bank agreed to waive the
interest portion of HK$106,957,000. The Group expresses its
gearing ratio as a percentage of total borrowings over total equity.
At 31 December 2006, the Group’s gearing ratio was 89% (2005:
20%).

The Company has given a guarantee to Hang Seng Bank to secure
the RMB secured term loan facility granted to Beijing Jianguo.
The outstanding balance of the RMB secured term loan facility at
31 December 2006 was HK$250,470,000 (2005: nil).

At 31 December 2006, the Beijing Property with a fair value of
HK$678,000,000 was pledged to Hang Seng Bank to secure the
RMB secured term facility granted to Beijing Jianguo.

As the majority of the Group’s transactions, assets and liabilities
are denominated in Hong Kong dollars and Renminbi, the
exchange risk of the Group is considered to be minimal.
Accordingly, no financial instruments for hedging purposes have
been used by the Group.

At 31 December 2006, the Group had capital expenditure
commitments in respect of the renovation work of the Beijing
Property amounted to HK$63,739,000, which will be financed by
the Group’s internal resources and the RMB secured term loan
facility.

At 31 December 2006, the Group had contingent liabilities
amounted to HK$3,697,000. Please refer to note 35 to the
financial statements for details.
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OPERATIONS REVIEW

In view of rampant piracy and weak demand for Hong Kong-
made movies in the PRC, Hong Kong film production companies
adopt a cautious approach in investing films. Such difficult
operating environment placed strong pressure on the profitability
of the Group’s film distribution business. As a result, the Group
slowed down its film distribution activities during the year. In the
year ended 31 December 2006, the revenue for film distribution
business was generated from the sales of the Group’s old films.

The Beijing Property is currently under renovation and being
transformed from an apartment complex into high-end serviced
apartments. To create serviced apartments of an international
standard that will add value to the Beijing Property and achieve a
maximum revenue return for its operations, the Group has recently
appointed Shama Group to provide pre-handover and procurement
services for the Beijing Property. Our project team is working
closely with Shama Group at the pre-handover stage. The Group
is currently in the course of negotiations with Shama Group with
a view to appointing Shama Group for managing the Beijing
Property. The negotiations are in advanced stage and the directors
envisage they will be concluded by mid-2007. It is expected that
the Beijing Property will commence operation in September 2007.

FUTURE PROSPECTS

As the operating environment for film distribution in the PRC
takes some time to improve, the Group will continue to cautiously
monitor the environment and strengthen it business foundations
by implementing prudent cost control. In addition, the Group will
explore non-traditional distribution media for its old films in the
PRC and seek opportunities to act as a distributor for Hong Kong
film production companies.

With the effect of the PRC's accession into the World Trade
Organisation in place and 2008 Beijing Olympic Games, Beijing is
expected to see an increasing number of expatriates from
multinational companies and foreign government institutions,
which will lead to continual increase in demand for high-end
serviced apartments. Upon the completion of the renovation, the
Beijing Property is expected to meet the demand. The directors
believe that the Acquisition enables the Group to diversify its
earnings base and provides the Group with a stable source of
revenue, which will have a positive impact on the Group’s
profitability.
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PROPOSED SHARE CONSOLIDATION

On 4 April 2007, the board of directors proposed that every ten
existing ordinary shares of HK$0.01 each in the issued and
unissued share capital of the Company be consolidated into one
ordinary share of HK$0.10 each (the “Consolidated Share”) in
the issued and unissued share capital of the Company (the “Share
Consolidation”). As the Share Consolidation will reduce the overall
transaction and handling costs for dealings in the Company’s
shares, the directors are of the view that the Share Consolidation
is in the interests of the Company and its shareholders as a whole.
The implementation of the Share Consolidation is conditional upon
(a) the shareholders’ approval of the Share Consolidation at a
special general meeting; and (b) the granting of the listing approval
of the Consolidated Shares by the Listing Committee of The Stock
Exchange of Hong Kong Limited (the “Listing Committee”).

PLACING OF NEW SHARES

On 30 March 2007, the Company issued 1,296,860,000 new
ordinary shares of HK$0.01 each at HK$0.04 per share by way of
a vendor placing and top-up subscription raising HK$50,500,000
(net of expenses). The proceeds are intended to be used for
financing the possible diversified investments of the Group and
the general working capital of the Group.

On 4 April 2007, the Company has conditionally agreed to place
(the “Placing”), through a placing agent on a fully underwritten
basis, 155,620,000 Consolidated Shares (the “Placing Shares”) to
independent investors at a price of HK$0.55 per Placing Share.
The Placing is conditional upon (a) the Share Consolidation
becoming effective; (b) the shareholders’ approval of the Placing
at a special general meeting; (c) the granting of the listing approval
of the Placing Shares by the Listing Committee; and (d) the
obligations of the placing agent under the placing agreement
becoming unconditional and not being terminated in accordance
with the terms of the placing agreement. The net proceeds from
the Placing of HK$83,300,000 are intended to be used for
financing the possible diversified investments of the Group and
the general working capital of the Group.
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