Report of the Directors

EH TR

The directors present their annual report and the audited financial
statements of the Company and its subsidiaries (the “Group”) for
the year ended 31 December 2006.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding. The
principal activities of its subsidiaries are set out in note 9 to the
financial statements.

RESULTS AND APPROPRIATION

The results of the Group for the year ended 31 December 2006
are set out in the consolidated income statement on page 40.

The directors do not recommend the payment of a dividend.

FIVE YEARS FINANCIAL SUMMARY

A summary of the results and the assets and liabilities of the
Group for the last five financial years ended 31 December 2006 is
set out on page 124.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in the property, plant and equipment of
the Group during the year are set out in note 7 to the financial
statements.

INVESTMENT PROPERTIES

Details of movements in the investment properties of the Group
during the year are set out in note 8 to the financial statements.

SHARE CAPITAL

Details of movements in the share capital of the Company during
the year are set out in note 17 to the financial statements.
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RESERVES

Details of movements in the reserves of the Group and of the
Company during the year are set out in the consolidated statement
of changes in equity on page 41 and note 18 to the financial
statements respectively.

DISTRIBUTABLE RESERVES

At 31 December 2006, the Company had no reserves available
for distribution.

MAJOR CUSTOMERS AND SUPPLIERS

The percentages of the aggregate turnover of distribution of films
and sub-licensing of film rights for the year attributable to the
Group's five largest customers are as follows:

The largest customer 1%
Five largest customers combined 2%

The percentages of the aggregate purchases for the year
attributable to the Group’s five largest suppliers are as follows:

The largest supplier 1%
Five largest suppliers combined 2%

At 31 December 2006, China Star Entertainment Limited (“China
Star”), a shareholder holding more than 5% of the Company’s
issued share capital had a beneficial interest in the Group’s largest
supplier. All transactions between the Group and the supplier
concerned were carried out on normal commercial terms. Mr.
Heung Wah Keung and his spouse, Ms. Chen Ming Yin, Tiffany,
are also directors of and have beneficial interests in China Star.

Other than as disclosed above, none of the directors, their
associates or any shareholders (which to the knowledge of the
directors owned more than 5% of the Company’s issued share
capital) had an interest in any of the Group’s five largest customers
or suppliers.
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DIRECTORS

The directors of the Company during the year and up to the date
of this report were:

Executive directors:

Mr. Heung Wah Keung (Chairman)
Ms. Chen Ming Yin, Tiffany (Vice Chairman)

Independent non-executive directors:

Mr. Tang Chak Lam, Gilbert
Mr. Ho Wai Chi, Paul
Mr. Lien Wai Hung

In accordance with the Company’s bye-laws, Mr. Tang Chak Lam,
Gilbert, Mr. Ho Wai Chi, Paul and Mr. Lien Wai Hung shall retire
by rotation at the forthcoming annual general meeting and, being
eligible, offer themselves for re-election.

The term of office of each independent non-executive director is
the period up to his retirement by rotation in accordance with

the Company’s bye-laws.

DIRECTORS’ SERVICE CONTRACTS

There are no existing or proposed service contracts between any
of the directors and the Company or any of its subsidiaries, other
than contracts expiring or determinable by the employer within
one year without payment of compensation (other than statutory
compensation).
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DIRECTORS’ INTERESTS IN SHARES

At 31 December 2006, none of the directors nor their associates
had any long or short positions in any shares, underlying shares
or debentures of the Company and its associated corporation, as
recorded in the register (“Register of Interests”) maintained by
the Company pursuant to Section 352 of the Securities and Futures
Ordinance (the “SFO") or as otherwise notified to the Company
and The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) pursuant to the Model Code for Securities Transactions
by Directors of Listed Issuers (the “Model Code”).

At no time during the year was the Company or any of its
subsidiaries a party to any arrangements to enable the directors
of the Company or the spouse or children under 18 years of age
of such director, to acquire benefits by means of the acquisition
of shares in, or debentures of, the Company or any other body
corporate or had exercised any right to subscribe for the securities
or had exercised any right to subscribe for the securities or had
exercised any such rights.

SHARE OPTION SCHEMES

Particulars of the Company’s share option schemes and details of
movements in the share options to subscribe for shares of HK$0.01
each in the Company granted under the share option scheme
adopted on 21 January 2002 are set out in note 38 to the financial
statements.

CONNECTED TRANSACTIONS AND DIRECTORS’
INTERESTS IN CONTRACTS

Details of the discloseable connected transactions with China Star
and its subsidiaries and directors’ interests in contracts for the
year are set out in note 40(a) to the financial statements.
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CONNECTED TRANSACTIONS AND DIRECTORS’
INTERESTS IN CONTRACTS (Continued)

The independent non-executive directors of the Company have
review and confirmed that the connected transactions as set out
in note 40(a) to the financial statements entered into by the
Group were in the ordinary course of its business, on normal
commercial terms and in accordance with the terms of the

agreements governing such transactions.

Save as disclosed above and in note 40(a) to the financial
statements, no contracts of significance to which the Company
or any of its subsidiaries was a party and in which a director of
the Company had a material interest, whether directly or indirectly,
subsisted at end of the year or at any time during the year.

SUBSTANTIAL SHAREHOLDERS

At 31 December 2006, the register of substantial shareholders
maintained by the Company under Section 336 of the SFO (the
"Register of Substantial Shareholders”) showed that the following
shareholders had interests and short positions in the shares and
underlying shares of the Company representing 5% or more of
the issued share capital of the Company:
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Long positions #E
Percentage
of the issued
share capital
of the
Interest in the Company
Interestin  underlying Total RN
Name Notes Capacity shares shares interest BRTRAE
8 it &F ) ROERZ HEROGER BER Bak
China Star 1 and 5 Interest of 2,230,510,000 nil 2,230,510,000 34.40%
HEE 1%5 corporation i
DA R
China Star Entertainment 1 and 5 Interest of 2,230,510,000 nil 2,230,510,000 34.40%
(BVI) Limited 1%5 corporation i3
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SUBSTANTIAL SHAREHOLDERS (Continued) FTERE (&)
Long positions (Continued) #a (&)

Percentage
of the issued
share capital

of the
Interest in the Company
Interestin  underlying Total RN
Name Notes Capacity shares shares interest BRTRAE
28 fit et L0 BHER HEROER BER BAk
Classical Statue Limited 1 and 5 Beneficial 2,230,510,000 nil 2,230,510,000 34.40%
1%5 owner i
EnlEBA
Asia Vest Partners Limited 2 Interest of 1,330,321,745 nil 1,330,321,745 20.52%
corporation =
NI E
Asia Vest Partners 2 Interest of 1,330,321,745 nil 1,330,321,745 20.52%
VIl Limited corporation i
DA &
Asia Vest Partners 2 Interest of 1,330,321,745 nil 1,330,321,745 20.52%
X Limited corporation i
DA
Northbay Investments 2 Beneficial 1,330,321,745 nil 1,330,321,745 20.52%
Holdings Limited owner i3
EnEEA
Mr. Andrew Nan Sherrill 2 Interest of 1,330,321,745 nil 1,330,321,745 20.52%
AR L E corporation =
DA ER
Top Vision Management 3 Beneficial 792,000,000 nil 792,000,000 12.21%
Limited owner i
EnlEBA
Mr. Chan Kam Sum 3 Interest of 792,000,000 nil 792,000,000 12.21%
PR 3% 0 95 A corporation i
NI
Luck Stars Consultants 4 Beneficial 354,000,000 nil 354,000,000 5.46%
Limited owner i
EnEEA
Mr. Lau Tung Hoi 4 Interest of 354,000,000 nil 354,000,000 5.46%
AREBEE corporation i
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SUBSTANTIAL SHAREHOLDERS (Continued) FERR (&)

Long positions (Continued) e (&)

Notes: Htat -

1. 2,230,510,000 shares are beneficially owned by Classical Statue 1. 2,230,510,000/% f% 19 /A Classical Statue
Limited. Classical Statue Limited is a wholly-owned subsidiary of LimitedE z # A& ° Classical Statue Limited /%
China Star Entertainment (BVI) Limited. China Star Entertainment China Star Entertainment (BVI) LimitedZ & &
(BVI) Limited is also a wholly-owned subsidiary of China Star. China fff B 2 @] o China Star Entertainment (BVI)
Star and China Star Entertainment (BVI) Limited are deemed to be Limited/FAFREZZ2EWE AR - FEHZ
interested in the shares owned by Classical Statue Limited. K China Star Entertainment (BVI) Limited# 15

YET Classical Statue Limited# A 2 B 17 & #
B o

2. 1,330,321,745 shares are beneficially owned by Northbay 2. 1,330,321,745% f% 15 Fa Northbay Investments
Investments Holdings Limited. 35.5% and 64.5% of the shareholding Holdings Limited® z # & ° Northbay
of Northbay Investments Holdings Limited are respectively owned Investments Holdings Limitedf% # 2 35.5% &
by Asia Vest Partners VII Limited and Asia Vest Partners X Limited, 64.5% % Bll B Asia Vest Partners VII Limited &
and both of them are indirectly wholly-owned by Mr. Andrew Nan Asia Vest Partners X Limited# & -« 3% M &
Sherrill through Asia Vest Partners Limited. 7~ 7] Bl (3 79 B B 5 4 i i Asia Vest Partners

Limited % 2 & #H -

3. 792,000,000 shares are held by Top Vision Management Limited, 3. 792,000,000 D BRI L EEZEHEE 2
which is wholly-owned by Mr. Chan Kam Sum. Top Vision Management Limited& A& ©
4. 354,000,000 shares are held by Lucky Stars Consultants Limited, 4. 354,000,000 B R G E2BHE Z
which is wholly-owned by Mr. Lau Tung Hoi. Lucky Stars Consultants Limited#F A °
5. Mr. Heung Wah Keung, Ms. Chen Ming Yin, Tiffany and Mr. Ho 5. MERTE  RARZ T RABELEERETD
Wai Chi, Paul are directors of the Company and China Star. Mr. AIRFBEEZES o [AEREERRAREL L
Heung Wah Keung and Ms. Chen Ming Yin, Tiffany are also directors & China Star Entertainment (BVI) Limited &
of China Star Entertainment (BVI) Limited and Classical Statue Classical Statue LimitedZ & %
Limited.
Short positions KRB
Percentage
of the issued
share capital of
Interest in the Company
Interestin  underlying Total RN
Name Note Capacity shares shares interest BERTRAE
2% f &% 20 Bz HEROER HRER Bk
Top Vision Management 1 Beneficial 420,000,000 nil 420,000,000 6.48%
Limited owner i3
ERBERAA
Mr. Chan Kam Sum 1 Interest of 420,000,000 nil 420,000,000 6.48%
BREB LT & corporation i
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SUBSTANTIAL SHAREHOLDERS (Continued)

Short positions (Continued)

Note:

1. 420,000,000 shares for short position are held by Top Vision
Management Limited, which is wholly-owned by Mr. Chan Kam
Sum.

Save as disclosed above, at 31 December 2006, the Company
had not been notified by any other persons who had interests or
short positions in the shares and underlying shares of the Company
which would fall to be disclosed to the Company as recorded in
the Register of Substantial Shareholders.

RETIREMENT BENEFITS SCHEME

Details of the Group’s retirement benefits scheme are set out in
note 39 to the financial statements.

PURCHASE, SALE AND REDEMPTION OF THE
COMPANY'’S LISTED SECURITIES

Neither the Company nor any of its subsidiaries purchased, sold
or redeemed any of the Company’s listed securities during the

year.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the
Company’s bye-laws, or the laws of Bermuda, which would oblige
the Company to offer new shares on a pro-rata basis to existing
shareholders.

CORPORATE GOVERNANCE

The Company is committed to maintaining a high standard of
corporate governance practices. Information on the corporate
governance practices adopted by the Company is set out in the
“Corporate Governance Report” on pages 12 to 22.
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PUBLIC FLOAT

Based on the information that is publicly available to the Company
and within the knowledge of the directors, the Company has
maintained the prescribed amount of public float during the year
and up to the date of this report as required under the Listing
Rules.

SUBSEQUENT EVENTS

Details of the significant subsequent events are set out in note
42 to the financial statements.

AUDITORS

A resolution for the re-appointment of Messrs. HLB Hodgson Impey
Cheng as auditors of the Company will be proposed at the
forthcoming annual general meeting.

On Behalf of the Board

Heung Wah Keung
Chairman

Hong Kong, 26 April 2007
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