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During the year, our production “Mad Detective” has been
nominated for “The Best Movie” Award and has won “The
Best Screenplay” Award in the Hong Kong Film Awards.
This demonstrated that our persistence in producing quality
movies even though at unfavorable market situation and
our devotedness to the renaissance of Hong Kong’s film
making industry have been well recognised by the industrial
professionals.

On 15th June 2007, the Group acquired 29.17% equity interest
in an associated company, Brilliant Arts Multi-Media Holding
Limited (formerly known as Milkyway Image Holdings Limited),
a company listed on the Growth Enterprise Market of The
Stock Exchanges of Hong Kong Limited, through the purchase
of its convertible bonds. This acquisition will provide synergy
with the film making business of the Group and enhance our
capability of producing quality movies and controlling the film
budget.

In vision of the softness of the film market and its intensive
capital investment nature, the Company had in advance
strategically positioned to actively pursue diversified
investment opportunities which in particular can provide
stable revenue contribution. This includes expanding the multi
media production business of our associated company, Riche
Multi-Media Holdings Limited, to real estate investments in
mainland China. And since 2006, the Company started to
enter the rapidly developing markets of tourism, entertainment
and gaming in Macau, including the entire acquisition of
the Kingsway Hotel in Macau and introducing strategic
shareholders with solid experience in the gaming industry.
Those initiatives have been strengthening our position as a
leading entertainment enterprise in the region.
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On 18th March 2008, the Company completed the acquisition
of totally 100% equity interest in Best Mind International Inc.,
from Mr. Ng Cheuk Fai, an independent third party, and Lucky
State Group Limited, a company wholly owned by Mr. Ng. Best
Mind has a profit agreement with Ocho Sociedade Unipessoal
Limitada, which is a company engaged in gaming promotion
business in Macau. Mr. Ng had provided profit guarantee to
Best Mind International Inc. that its profit will not less than
HK$384,000,000 for the period from 17th August 2007 to 16th
August 2009.

Moving into the gaming promotion business in Macau
will enable the Group to further take advantage of the
business opportunities in the gaming industry of the market.
Furthermore, the revenue generated from the business is
expected to provide a higher than guaranteed contribution
for the Group and the performance is encouraging. The
Company believes that if the business environment does not
encounter unforeseeable changes, the gaming promotion
business in Macau will bring substantial and stable revenue
for the shareholders. The Group is planning to further increase
the ratio of the investment in Macau, subject to the market
situation and available business opportunities in future.

On 26th March 2008, the Company announced capital
reorganisation, including a share consolidation that every
ten existing shares be consolidated into one consolidated
share. The capital reorganisation will also cancel the entire
amount of HK$1,356,449,856.32 standing to the credit of the
share premium account of the Company as at 31st December
2007 and such credit amount arising from the share premium
cancellation be applied to the contributed surplus account
of the Company where it will be utilised by the Board in
accordance with the bye-laws of the Company and all
applicable laws, including to eliminate the accumulated losses
of the Company of HK$864,665,000 as at 31st December
2006 entirely. The share premium cancellation will allow the
Company to declare dividends to the shareholders at an earlier
opportunity than by generating profits to offset such losses.
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F & % 3 Chairman’s Statement

Looking into future, all the companies in the Group have
undergone division of labour with specific positioning. This is
beneficial to the Group in allocation of resources and defining
market position. The Company is actively pursuing other
business investment opportunities and bringing in projects with
good potential of revenue generation, especially in the gaming
business in Macau, and hence to further diversify the business
development of the Group.

Even facing a tough movie market in Hong Kong in the past
year, the Group was able to take the time to improve the
financial status, grasp the business opportunities in the tourism
and gaming business in Macau, and diversify the business
development with a practical utilisation of financing facilities.
Our colleagues at all levels were committed to their work to
explore stable and long term revenue. The Company will keep
on cautiously manage the business direction and also take
business opportunities with good potential, fully utilise the
resources to strengthen business growth while minimizing risk
for better return for the shareholders over the years.

Heung Wah Keung
Chairman

Hong Kong, 25th April 2008
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FINANCIAL REVIEW

For the year ended 31st December 2007, the Group’s turnover
decreased by 58% to approximately HK$64,305,000 (2006:
HK$152,777,000). Of the total turnover amount, HK$58,970,000
or 92% was generated from film distribution and sale of
film rights, HK$5,335,000 or 8% was generated from post-
production services and other service income.

Loss from operations and loss for the year from continuing
operations amounted to approximately HK$44,354,000 and
HK$41,252,000 respectively as compared to profit from
operations and profit for the year of HK$10,640,000 and
HK$36,851,000 respectively for last year. The increase in
current year’s loss position was mainly attributable to the
impairment losses recognised in respect of film rights and
goodwill.

Loss for the year from discontinued operations amounted
to approximately HK$62,555,000. Kingsway Hotel Limited
(*KHL”) become a subsidiary of the Group and the results
being consolidated into the results of the Group with effect
from 30th March 2007. The principal asset of KHL is Kingsway
Hotel, a three star hotel with a total 383 guests rooms locate
in Macau. Kingsway Hotel ceased its operation from end of
July 2007 and is currently under renovation to becoming a
luxury boutique hotel. On 1st August 2007, the Company
entered into an agreement (“Proposed Disposal”) to dispose
all its interest in Exceptional Gain Profits Limited (“Exception
Gain”) to Riche Multi-Media Holdings Limited (“Riche”). The
principal assets in Exception Gain is its interest in KHL. The
Proposed Disposal has been approved by the shareholders
of the Company at a special general meeting of the Company
held on 24th October 2007 and is expected to complete in
May 2008. Accordingly, the results, assets and liabilities of
Exceptional Gain which comprised the hotel operations had
been classified as discontinued operations. The Group had
shared an aggregate loss of approximately HK$62,555,000
from the hotel operations which consisted of share of loss
of approximately HK$32,583,000 during the year and loss
on disposal of interest in KHL of HK$45,471,000 and a gain
recognised from discount on acquisition of subsidiaries of
HK$15,498,000. In the opinion of the directors, the loss from
discontinued operations is expected to recover from the
forthcoming year upon completion of the Proposed Disposal.
As stated in the circular of the Company dated 9th October
2007, the Group is estimated to recognise a gain on disposal
of approximately HK$71,992,000 if assuming the Proposed
Disposal would completed on 30th June 2007. This gain will
differ upon actual completion of the Proposed Disposal.
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DIVIDEND
The directors do not recommend the payment of a dividend for
the year ended 31st December 2007 (2006: nil).

BUSINESS REVIEW

This year, the Group had released 2 new films in the market
in response to the weak market condition of the entertainment
industry in these years, especially for the Chinese language
films. On 13th September 2006, One Hundred Years of Film
Company Limited, China Star Pictures Limited and S&W
Entertainment Limited (the “Venders”), all whollyowned
subsidiaries of the Company, the Company and Fortune Star
Entertainment (HK) Limited (“Fortune Star”) entered into a deed
pursuant to which Fortune Star has agreed to acquire from the
Venders the perpetual and worldwide right, title and interest in
100 motion pictures at a total consideration of US$18,000,000
(subject to adjustment). Part of the income had recorded in the
income statement for the year ended 31st December 2006 and
the balance recorded in the income statement during the year.

In year 2007,
operations from Hong Kong and Macau amounted to
HK$62,366,000 (2006: HK$129,936,000) and HK$14,029,000
(2006: HK$29,895,000) respectively. The turnover mainly
comprised film distribution, post production fees income of

turnover and profit segment for continuing

films and sales of film rights to Fortune Star. The marketing
and distribution expenses for the year ended 31st December
2007 was HK$5,791,000,
HK$9,777,000 for the last corresponding year.

representing a 41% decrease from

Turnover and profit segment for the discontinued operation
from Hong Kong and Macau amounted to HK$14,046,000
and HK$9,474,000 respectively, mainly comprised the hotel
operations in Macau.

To stay competitive in the market, the Group has regularly
review its costs structure in these years by exercised prudence
measures on cost policies. As a result, administrative
expenses keep at a reasonable basis. For the year ended
31st December 2007, administrative expenses increased to
HK$39,343,000, a slight 3% increase from HK$38,309,000 of

the last corresponding year.
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LIQUIDITY AND FINANCIAL RESOURCES

As at 31st December 2007, the Group had total assets of
approximately HK$2,307,603,000 and net current assets of
HK$678,571,000, representing a current ratio of 1.6 (2006:
5.4). The Group had total cash and cash equivalents of
approximately HK$22,735,000 (2006: HK$89,347,000). As
at 31st December 2007, the Group had total borrowings of
HK$10,941,000 comprising a bank mortgage loan which
was secured by the Group’s investment properties, interest
bearing at 2.5% below the Hong Kong Prime Lending
Rate per annum and repayable by 73 monthly instalments.
As at 31st December 2007, KHL, a non wholly owned
subsidiary of the Group had total banking facilities amounted
to HK$650,000,000 which were utilised to the extent of
HK$596,516,000, comprising a bank loan of HK$450,000,000
and a bank overdraft of HK$146,516,000. These bank
borrowings were classified as liabilities of hotel business
associated with assets classified as held for sale in the
balance sheet. The Group’s gearing remained low during the
year with total debts of HK$10,941,000 against shareholders’
funds of HK$1,174,133,000. This represents a gearing ratio,
calculated in the basis of the Group’s total borrowings over
shareholders’ fund of 1%.

As the majority of the Group’s transactions, assets and
liabilities are denominated in Hong Kong Dollars and United
States Dollars, the exposure to fluctuation in exchange rates
was considered to be minimal and no hedge activity were
considered necessary. As at 31st December 2007, the Group
had no contingent liability.

On 19th January 2007, the Company entered into three
subscription agreements with Improvemany International
Limited, Better Talent Limited and Aceyard Investments
Limited (the “Subscribers”), whereby the Subscribers have
conditionally agreed to subscribe and pay for the zero coupon
unsecured convertible bonds due 2012 (“Firm Bonds”) of an
aggregate principal face value amount of HK$168,500,000
to be issued by the Company at an issue price of 95% of the
face value. The initial conversion price of the Firm Bonds is
HK$0.32 per conversion Share (subject to adjustments). The
net proceeds of approximately HK$159,000,000 had been
used for the acquisition of KHL. The Firm Bonds were issued
on 18th May 2007. During the year ended 31st December
2007, HK$64,000,000 Firm Bonds were converted into
200,000,000 Shares at the conversion price of HK$0.32,
HK$10,000,000 Firm Bonds were converted into 31,746,031
Shares at the conversion price of HK$0.315 (after adjustment)
and the balance of HK$94,500,000 Firm Bonds were converted
into 300,955,410 Shares at the conversion price of HK$0.314
(after adjustment) respectively.

9
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On 12th March 2007, Classical Statue Limited (“Classical”),
a wholly owned subsidiary of the Company entered into a
subscription agreement with Brilliant Arts Multi-Media Holding
Limited (formerly known as “Milkyway Image Holdings
Limited”) (“Brilliant Arts”), a company whose shares are listed
on the Growth Enterprises Market of The Stock Exchange
of Hong Kong Limited, whereby Classical had conditionally
agreed to subscribe for the zero coupon convertible bonds in
principal amount of HK$25,000,000 due 2012 (“Convertible
Bonds”) to be issued by Brilliant Arts at an issue price of
HK$22,500,000. The conversion price of the Convertible Bonds
is initially HK$0.33 per shares of Brilliant Arts (subject to
adjustments). The Convertible Bonds has been issued on 25th
May 2007. On 15th June 2007, 72,727,272 shares of Brilliant
Arts, representing approximately 29.17% of the issued share
capital of Brilliant Arts are allotted and issued as a result of the
conversion of HK$24,000,000 Convertible Bonds. Brilliant Arts
becomes an associate of the Company with effect from 15th
June 2007.

On 28th March 2007,
agreement with a finance company with Money Lender License
for a term loan of HK$55,000,000 (“Loan”) for the period from
28th March 2007 to 18th April 2007 at interest rate of 3% per
annum over the prime rate quoted by The Hong Kong and

the Company entered into a loan

Shanghai Corporation Limited to finance the completion of the
acquisition of KHL. The Loan was repaid on 18th April 2007.

On 29th March 2007, the Company entered into a placing
agreement with a placing agent to place on a fully underwritten
basis an aggregate 124,900,000 new Shares to independent
investors at a price of HK$0.37 per Share. 124,900,000 new
Shares was issued under the general mandate granted to the
directors of the Company at the annual general meeting of
the Company held on 23rd June 2006. The net proceeds of
approximately HK$44,800,000 was intended to be used for
general working capital of the Group.
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On the same date, the Company entered into another placing
agreement with the placing agent and had conditionally
agreed to place on a fully underwritten basis an aggregate
81,100,000 new Shares to independent investors at a price of
HK$0.37 per Share. The issue of 81,100,000 new Shares was
approved by the shareholders of the Company at a special
general meeting held on 18th May 2007. The net proceeds of
approximately HK$29,200,000 was intended to be used for
general working capital of the Group.

On 4th June 2007,
agreement with a placing agent to place on a fully underwritten

the Company entered into a placing

basis an aggregate 165,905,000 new Shares to independent
investors at a price of HK$0.40 per Share. 165,905,000 new
Shares was issued on 25th June 2007 under the general
mandate granted to the directors of the Company at the
special general meeting of the Company held on 18th May
2007. The net proceeds of approximately HK$64,600,000 was
intended to be used for general working capital of the Group.

On 20th July 2007, a licensed bank in Macau had agreed to
grant a term loan of HK$450,000,000 and an overdraft facility
of HK$200,000,000 to KHL, a subsidiary of the Company.
The term loan and overdraft facility were secured by a first
legal charge on the properties held by Kingsway Hotel,
interest bearing at 2% per annum and 1% per annum below
the bank’s best lending rate respectively. The term loan has
to be repaid by 18 equal consecutive quarterly installments
of HK$25,000,000 each and the first principal repayment
will commence on the 9th month after the date of first loan
drawdown. The overdraft facility is repayable on demand.
HK$400,000,000 term loan had been drawdown at the end
of July 2007 of which HK$200,000,000 had been used by the
Group to finance the acquisition of Best Mind International Inc.
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On 30th August 2007, the Company announced that not less
than 843,769,024 rights Shares and not more than 940,393,799
rights Shares at a subscription price of HK$0.20 each had
been issued by the Company on the basis of one right Shares
for every two Shares held on 18th September 2007. The
estimated net proceeds of approximately HK$162,600,000
was intended to be used for the acquisition of Best Mind
International Inc.

On 5th September 2007, the Company entered into a placing
agreement with a placing agent to place on a fully underwritten
basis an aggregate 274,790,000 new Shares to independent
investors at a price of HK$0.21 per Share. 274,790,000 new
Shares was issued on 28th September 2007 under the general
mandate granted to the directors of the Company at the annual
general meeting of the Company held on 29th June 2007. The
net proceeds of approximately HK$56,200,000 was intended
to be used for partial payment of the acquisition of Best Mind
International Inc.

On the same date, the Company entered into another placing
agreement with the placing agent and had conditionally
agreed to place on a best effort basis up to a maximum of
5,000,000,000 new Shares to independent investors at a price
of HK$0.21 per Share (“Tranche Il Placing”). The Tranche Il
Placing was approved by the shareholders of the Company
at the special general meeting held on 22nd October 2007.
On 11th December 2007, the parties to the Tranche Il Placing
entered into a deed of variation to extent the long stop date
to three months from the date of the special general meeting
to approve the deed of variation (i.e. 24th April 2008) and
to change the placing price of the Tranche Il Placing from
HK$0.21 per Share to HK$0.12 per Share. The net proceeds
of approximately HK$1,023,500,000 will be used by the Group
to fund the consideration for future acquisition of gaming
businesses in Macau. The Tranche Il Placing has been
terminated on the long stop date (i.e. 24th April 2008).
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On 11th December 2007, the Company entered into a placing
agreement with a placing agent and had conditionally
agreed to place on a fully underwritten basis an aggregate
1,400,000,000 new Shares to independent investors at a price
of HK$0.12 per Share. 1,400,000,000 new Shares was issued
on 29th February 2008 under the general mandate granted to
the directors of the Company at the special general meeting
of the Company held on 24th January 2008. The net proceeds
of approximately HK$163,500,000 was intended to be used for
the acquisition of Best Mind International Inc.

During the year ended 31st December 2007, certain option
holders exercised their option rights to subscribe for an
aggregate of 32,985,000 Shares at exercise price of HK$0.242
per Share, an aggregate 26,800,000 Shares at an exercise
price of HK$0.277 per Share, an aggregate of 5,900,000
Shares at an exercise price of HK$0.42 per Share and
an aggregate 12,600,000 Shares at the exercise price of
HK$0.277 respectively. The net proceeds from the exercise of
option rights amounted to approximately HK$21,374,000.

Subsequent to the balance sheet date, the board of directors
of the Company announced on 26th March 2008 that the
Company intended to put forward to the shareholders
of the Company for their approval a proposal involving
capital reorganisation of the Company comprising (i) share
consolidation that every 10 issued and unissued Shares
be consolidated into 1 consolidated share of the Company
(“Consolidated Shares”);
nominal value of all issued and unissued Consolidated
Shares be reduced from HK$0.50 each to HK$0.05 each;
and (iii) share premium cancellation that the entire amount
of HK$1,356,449,856.32 in the share premium account of the
Company as at 31st December 2007 be cancelled and credit

(ii) capital reduction that the

to the contributed surplus account of the Company, a sum of
approximately HK$864,665,000 in the contributed surplus of
the Company be applied to set off against the accumulated
losses of the Company as at 31st December 2006.

13



14

hE 2S£ E AR 2T CHINA STAR ENTERTAINMENT LIMITED

% P Wt W & 43 Bt Management Discussion and Analysis

i /NEE]

EXZHEBEMERLF
N_EELFE+-_A=+—H AEERERZEBEL
Hif@Ara (& %lJ)?ﬁﬁﬁi’]2990%ZHx$%%§°

EXREEEITEBRABTYRT BREZHRE 5
HERMERSE - BA_?7t¢+ A=+—R8 2%
EEZEEFELNA1,046,080,0008 L HE-ZZ
+tF+ZA=+—BLFE EXEEZEETERAT
2 Bl 4 /38,739,0005% It 125,694,000/ 7T » ALt » A&
SEHE_TEELFFT A=+t —BLEFEEGELAR
#4914,543,0008 T o ;T R B AL EBE RN AR CEE
49,744,000 7T K W B8 B & A B4 2 2 #7 #40,100,000
BLE ASEHSRAEREEZEESNBEYN
4,899,000 7 °

XESHEBERERAR

RZBZ+LFF+ZA=1+—H AEERREEEFYH
2B5.74% 2 Al  RERENB AR ([ REEH])
ZEBERAIREEERIERE  RIEBHRE - BER
BYREREREVET RZETELF+A=1+—
= m%%@2éféﬁa@”m%%,%s,ooo;%no HE—
TE+FFT A=+ HLEFE RESEZEEER
G F 5 Rl 4 A22,813,0007% 7T 127,121,000 7T © H 1t
AEEHEE-_FTT+LF+ A=+ B ILFEEEHEF
F B 496,415,000/ 7T °

ASSOCIATES
Riche Multi-Media Holdings Limited

As at 31st December 2007, the Group had approximately
29.90% equity interest in Riche and its subsidiaries (the
“Riche Group”). Riche Group is principally engaged in film

distribution, sub-licensing of film rights, investments in
securities and property investment. As at 31st December
2007, Riche Group had net assets of approximately
HK$1,046,080,000. Turnover and net profit of Riche Group
for the year ended 31st December 2007 were approximately
HK$38,739,000 and HK$25,694,000 respectively. Accordingly,
the Group had shared a net profit of approximately
HK$14,543,000 for the year ended 31st December 2007.
The Group had recorded an aggregate result of profit of
approximately HK$4,899,000 from Riche Group after taking into
account the loss on deemed disposal of interest in associates
of HK$49,744,000 and discount on acquisition of interest in

associates of HK$40,100,000.

Brilliant Arts Multi-Media Holding Limited

As at 31st December 2007, the Group had approximately
25.74% equity interest in Brilliant Arts. Brilliant Arts and its
subsidiaries (“Brilliant Arts Group”) are principally engaged
in the provision of film production services, production
of television movies,
worldwide film distribution. As at 31st December 2007,
Brilliant Arts Group had net assets of approximately
HK$65,658,000. Turnover and net profit of Brilliant Arts Group
for the year ended 31st December 2007 were approximately
HK$22,813,000 and HK$7,121,000 respectively. Accordingly,
the Group had shared a net profit of approximately
HK$6,415,000 for the year ended 31st December 2007.

investment in film productions and
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Together Again Limited

As at 31st December 2007, the Group held 49% equity interest
in the group headed by Together Again Limited (“TAL Group”),
a company incorporated in British Virgin Islands with limited
liability and it indirectly holds 85% equity interest in China
Entertainment Group, Inc., a U.S. public company traded on
the Over-The-Counter Bulletin Board. TAL Group is principally

engaged in the provision of artist management services.

As at 31st December 2007, TAL Group had net liabilities
of HK$7,945,000. Turnover and loss of TAL Group for the
year ended 31st December 2007 were HK$17,403,000 and
HK$16,954,000, respectively. Accordingly, the Group shared a
loss of HK$4,410,000 for the year ended 31st December 2007.

DISPOSAL OF EXCEPTIONAL GAIN PROFITS
LIMITED AND KINGSWAY HOTEL LIMITED

On 1st August 2007, the Company entered into an agreement
with Legend Rich Limited, a wholly-owned subsidiary of
Riche, an associate of the Group, and Riche relating to the
sale of 100% of the issued share capital of Exceptional Gain
and the relevant sale loan for an aggregate consideration of
HK$447,000,000. Exceptional Gain is an investment holding
vehicle which indirectly holds 50% interest in KHL. Following
the completion of the Proposed Disposal, KHL will cease to
be a subsidiary of the Group. The directors of the Company
believe that the Proposed Disposal will provide an opportunity
to the Group and Riche to allocate their resources effectively
and to avoid duplication of resources as Riche already
possessed appropriate expertise and resources in hotel and
property management and the value of Kingsway Hotel will
be better realized and reflected in Riche as the Proposed
Disposal will enable Riche to build up its own branding in hotel
and hospitality industry and in turn will have a positive impact
on the Group’s return on investment in Riche. As stated in the
circular of the Company dated 9th October 2007, the Group
is estimated to recognise a gain on disposal of approximately
HK$71,992,000 if assuming the Proposed Disposal would
completed on 30th June 2007.
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ACQUISITION OF BEST MIND
INTERNATIONAL INC.

On 16th August 2007, the Company had entered into an
acquisition agreement in relation to the acquisition of 51%
issued Share capital of Best Mind International Inc. (“Best
Mind”) at a total consideration of HK$538,000,000 (“Initial
Acquisition”) satisfied as to HK$300,000,000 in cash,
HK$196,000,000 by the issue of 5% unsecured convertible
note of the Company at an initial conversion price of HK$0.30
per Share and the balance of HK$42,000,000 by the allotment
and issue of 140,000,000 Shares credited as fully paid. On
5th October 2007, the Company had entered into a sale
and purchase agreement in relation to the acquisition of the
remaining 49% issued share capital of Best Mind at a total
consideration of HK$516,900,000 (together with the Initial
Acquisition, “Acquisitions”) satisfied as to HK$300,000,000
in cash, HK$188,000,000 by the issue of 5% unsecured
convertible note of the Company at an initial conversion price
of HK$0.30 per Share and the balance of HK$28,900,000 by
the allotment and issue of 96,333,333 Shares credited as fully
paid.

Best Mind had entered into profit agreement with Ocho
Sociedade Unipessoal Limitada (“Ocho”), a Macau company
engaged in the gaming promotion business, to acquire 0.4% of
the rolling turnover generated by Ocho and/or its customers at
one of the VIP gaming rooms operated by Ocho at the Grand
Lisboa Casino in Macau. Mr. Ng Cheuk Fai, the guarantor in
the acquisition agreement and the beneficial owner in Ocho,
has guaranteed to Best Mind that the profit to be received
by Best Mind shall not be less than HK$264,000,000 and
HK$120,000,000 during the period from 17th August 2007
to 31st December 2008 and the period from 1st January
2009 to 16th August 2009 respectively. In view of the recent
booming economy of Macau and the prospects of Macau's
gaming business, the directors of the Company believe that
this acquisition will broaden the Group’s revenue sources and
provide a stable income stream to the Group. Please refer
to the Company’s announcement dated 30th August 2007
and dated 10th October 2007 respectively for details of the
Acquisitions.

The Acquisitions have been completed on 18th March 2008.
Best Mind becomes a subsidiary of the Group and starts to
contribute cash profit in April 2008.
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EMPLOYEES

As at 31st December 2007, the Group employed 48 staffs
(2006: 51 staffs). The directors believe that the quality of its
employees is the single most important factor in sustaining the
Group’s reputation and improving its profitability. The staffs are
remunerated based on their work performance, professional
experience and prevailing industry practices. Apart from basic
salaries, pension fund, medical schemes and discretionary
bonuses, options are awarded to certain staffs according to
the assessment of individual performance.

PROSPECT

Looking ahead, the Group will continue its strength in the
production of high quality films with stringent control on capital
investment and efficient management. Besides, the Group
has strong confident on Macau’'s economy. The Acquisitions
of Best Mind was completed in March 2008 and the Group
will receive not less than HK$364,000,000 guarantee profit for
the first two years according to the terms of Acquisitions. This
new operation will broaden the Group’s revenue sources and
provide a stable cash income to the Group. The cash profit
received by the Group in April 2008 has solid our confident
on the contribution of Best Mind. During the year, the Group
has increased its long term investments in Riche and Brilliant
Art and these long term investments are expected to provide
positive contribution to the Group in the near future.
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PROFILES OF DIRECTORS

Mr. HEUNG Wah Keung, aged 59, is the Chairman of the
Company. He is the husband of Ms. Chen Ming Yin, Tiffany,
Vice Chairman of the Company. He has over 20 years of
experience in the entertainment and multimedia industries. He
was the founder of Win’s Entertainment Limited (“Win’s”) and
One Hundred Years of Film Company Limited (“One Hundred
Years”), which produces films recommended by audiences
and distributors around the world. He is also a chairman and
executive director of another main board listed company in
Hong Kong and the vice-chairman of Hong Kong Kowloon and
New Territories Motion Picture Industry Association Limited. Mr.
Heung was appointed as an executive director of the Company
in 1996.

Ms. CHEN Ming Yin, Tiffany, aged 51, is the Vice Chairman
of the Company. She is the wife of Mr. Heung Wah Keung
and has over 15 years of experience in the entertainment and
multimedia industries. Ms. Chen has produced a number of
blockbuster films for Win's and One Hundred Years. She is also
an executive director of another main board listed company in
Hong Kong. In 2003, she was selected as one of 2003 Women
in Entertainment - International Power by The Hollywood
Reporter. Ms. Chen was appointed as an executive director of
the Company in 1996.

Ms. LI Yuk Sheung, aged 40, is an executive director of
the Company. She has more than 10 years experience of
management in the entertainment and multimedia industries.
She is responsible for the overall operations, and is familiar
with the Group’s system. Ms. Li was appointed as an executive
director in 2001.

Mr. HUNG Cho Sing, aged 67, is an independent non-
executive director of the Company. He has over 30 years
of experience in the film distribution industry and founded
Delon International Film Corporation in 1970. He has been the
chairman of Hong Kong Kowloon and New Territories Motion
Picture Industry Association Limited since 1991 and was the
chairman of Hong Kong Film Awards Association from 1992 to
1995. Mr. Hung was appointed as a non-executive director in
1996.
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Mr. HO Wai Chi, Paul, aged 57, is an independent non-
executive director of the Company. He is the sole proprietor
of Paul W. C. Ho & Company, Certified Public Accountants
(Practising), and is an associate of the Institute of Chartered
Accountants in England and Wales, United Kingdom and
a fellow of the Hong Kong Institute of Certified Public
Accountants. Mr. Ho was appointed as a non-executive
director in 1996.

Mr. LEUNG Hok Man, aged 45, is an independent non-
executive director of the Company. Mr Leung read law at the
University of East London before completing the Legal Practice
Course at the College of Law, York. After having admitted as
a solicitor of the High Court of Hong Kong in 1999, he has
moved into the field of intellectual property. He is currently
an in-house solicitor at an international patent and trademark
agency firm. He has substantial experience in intellectual
property practice. Mr. Leung was appointed as an independent
non-executive director in 2007.

PROFILES OF SENIOR MANAGEMENT

Ms. LI Yee Mei, aged 45, is the Talent and PR Controller of
the Group, has over 20 years of experience in entertainment
business and culture industry. Ms. Li joined the Group in 1996.

Ms. TSANG Anna, aged 43, is the Manager-Legal
Administration Department of the Group. She has 15 years
of experience in the TV and film industry and with extensive
knowledge and expertise in all legal aspects relating to
production, distribution and copyright enforcement. Ms. Tsang
joined the Group in 1999.

Mr. WAI Kai Fai, aged 45, has served as the Group’s Film
Consultant since 2000. He has produced and directed films
and television drama series for more than 20 years, many of
which earned awards and were screened at international film
festivals. Mr. Wai's “Look Back with Anger” and “The Greed of
Man” were hugely popular television drama series attracting
over 100 million viewers when they were on air. His recent
feature films “Needing You”, “Love On A Diet”, “Fat Choi
Spirit”, “My Left Eye Sees Ghosts”, “Love For All Seasons”,
“Running On Karma”, “Fantasia”, “The Shopaholics” and “Mad
Detective” have earned a total of over HK$200 million dollars.
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Ms. WONG Shuk Han, Dorothy, aged 42, is the Financial
Controller, Qualified Accountant and Company Secretary
of the Company. She graduated from the City Polytechnic
University with a bachelor degree in Accountancy in 1990.
She is a member of the Hong Kong Institute of Certified Public
Accountant. Prior to her employment with the Group, she
worked with an international accounting firm for over 10 years.
Ms. Wong is primarily responsible for the supervision of the
Group’s accounting and financial reporting procedures and
internal control system. She joined the Group in 2001.
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CORPORATE GOVERNANCE PRACTICES

The board of directors of the Company (the “Board”) is
responsible for ensuring high standards of corporate
governance are maintained and for accounting to
shareholders. The Company has applied the principles and
complied with all the applicable code provisions of the Code
on Corporate Governance Practices (the “Code”) as set out in
Appendix 14 to the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limited (the “Listing
Rules”) for the year ended 31st December 2007, except for the
following deviation:

° Under the code provision A.4.1 of the Code, non-

executive directors should be appointed for a specific
all the
independent non-executive directors are not appointed

term and subject to re-election. However,

for specific terms but are subject to retirement by
rotation and re-election at the annual general meeting
of the Company in accordance with the provision of
the Company’s Bye-laws. The Company considers that
sufficient measures have been taken to ensure that the
Company’s corporate governance practices are no less
exacting than those in the Code.

The Board will periodically review and improve the corporate
governance practices and standards of the Company with
a view to continuously improve the Company’s corporate
governance practices by assessing their effectiveness with
evolving standards to meet changing circumstances and
needs.
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DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (the “Model Code”)
as set out in Appendix 10 to the Listing Rules for securities
transactions by directors of the Company. All the members of
the Board have confirmed, following specific enquiry by the
Company, that they have complied with the required standard
as set out in the Model Code throughout the year ended
31st December 2007. The Model Code also applies to other
specified senior management of the Group.

BOARD OF DIRECTORS

The Board represents shareholders of the Company in
managing the Company’s affairs. Members of the Board
are expected to maximize the investment return and the
Company’s long-term value.

The Board comprises three executive directors and three
independent non-executive directors. There is no relationship
between members of the Board except that Mr. Heung Wah
is the husband of Ms. Chen Ming
Yin, Tiffany, the Vice Chairman of the Company. The names,

Keung, the Chairman,
biographical details of the directors are set out in the “Profiles
of Directors and Senior Management” on pages 18 to 20 to
the annual report. In addition, one of the independent non-
executive directors possesses appropriate professional

accounting qualifications and financial management expertise.

The Board includes a balanced composition of executive and
non-executive directors (including independent non-executive
directors) so that there is an independent element on the
Board, which can effectively exercise independent judgment,
and that non-executive directors should be of sufficient caliber
and number for their views to carry weight.

The Company has received from each of the independent
non-executive directors an annual written confirmation
of his independence pursuant to Rule 3.13 to the Listing
Rules. The Company considers all of the independent non-
executive directors are independent. The independent non-
executive directors are explicitly identified in all corporate
communications.
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While at all times the Board retains full responsibility for
guiding and monitoring the Company in discharging its duties,
certain responsibilities are delegated to various standing
committees of the Board including Finance Committee,
Audit Committee, Nomination Committee and Remuneration
Committee, and the Vice Chairman and the senior
management of the Company.

The types of decisions which are reserved to be taken by the
Board include:

1. matters relating to conflict of interest for a substantial
shareholder or a director of the Company;

2. formulation of the Company’s policies relating to the
overall strategic direction and strategic plans, key
business and financial objectives, dividend policy or
entering into contracts involving significant capital
acquisition or expenditure;

3. financial controls, compliance and risk management
for the approval of annual operating and capital
expenditure budgets, the Company’s financial
statements, published reports, price-sensitive
announcements and other disclosure required under
the Listing Rules or other statutory requirements;

4. changes to the Company’s capital structure, including
reductions of share capital, share buy-backs or issue of
new securities;

5. major appointments or removal to the Board, the
Vice Chairman, the Company’s chief financial officer,
company secretary and external auditors;

6. changes to the terms of reference or membership of
any committee of the Board and the authority delegated
to the Vice Chairman and the senior management;

7. matters exceed the authorities of the Vice Chairman
and the senior management; and

8. the adoption, review and approval of changes
of the Corporate Governance Practice Manual of
the Company, the Code of Ethics and Securities
Transactions entered into by the directors and other
specified senior management of the Group, group
legal policy (if any) and group system control and risk
management policy.
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Name of director

Number of board meetings attended

During the year, thirty full board meetings (of which four
were regular board meetings) were held and the individual
attendance of each director is set out below:

HEESSERRE HE=

Attendance rate

Qe
Heung Wah Keung

FRAA 2
Chen Ming Yin, Tiffany

R
Li Yuk Sheung

HEE
Hung Cho Sing

fAfEE
Ho Wai Chi, Paul

REY (RZTT+F=A—BEZEE)
Leung Hok Man (Appointed on 1st March 2007)

HER (RZZZTLF=A—HET)
Fung Ho Sum (Resigned on 1st March 2007)

ARREFRERBEMEZTERRRTERGFE
A REYEENNEEERAF 2 AKEMBERE - K
RAEETAREERERERES TR - LR
ERRABEGHENRBTEYBIREER -

N

ARBEFHBERRARAPBRRZEME  AMA
BE ARRCRETHRUER REBHBERER
BAMmEFERPHEE -

)

ARRZEE R ERE BEFL ZBRAENAFREL0
PO BB ZEEMRE A -

30/30 100%
30/30 100%
30/30 100%
30/30 100%
29/30 96.67%
28/28 100%

2/2 100%

The directors of the Company are responsible for the
preparation of financial statements of the Group which give a
true and fair view, and are prepared in accordance with the
relevant statutory requirements and applicable accounting
standards in force, and are published in a timely manner. The
directors of the Company are also responsible for selecting
and applying on a consistent basis suitable accounting
policies and ensuring timely adoption of Hong Kong
Accounting Standards and Hong Kong Financial Reporting
Standards.

The directors of the Company acknowledge their responsibility
for preparing the financial statements of the Company and
report that the Company has announced its annual and interim
results in a timely manner after the end of the relevant period,
as laid down in the Listing Rules.

A statement by the auditors of the Company about their
reporting responsibilities is set out in the “Independent
Auditors’ Report” on pages 40 and 41 to the annual report.
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CHAIRMAN AND VICE CHAIRMAN

The roles of Chairman and Vice Chairman are separate and
not performed by the same individual to ensure that there is a
clear division of responsibilities at the board level to entail a
balance of power and authority.

The Chairman is responsible for leadership of the Board, for
ensuring that the Board functions effectively, and for ensuring
communication of the views of the Board to the public. In
performing this role, the Chairman’s responsibilities include
chairing meetings of the Board; ensuring the board meetings
receive accurate, complete, timely and clear information
concerning affairs of the Company; ensuring constructive
relations between executive and non-executive directors;
formulating for discussion and decision, questions which
have been moved for the consideration of the Board; ensuring
that all directors are properly briefed on issues arising at
board meetings; acting as liaison between the Board and
management; in consultation with the Vice Chairman and the
company secretary or his/her designated delegates, drawing
up and approving the agenda for each board meeting taking
into account, where appropriate, any matters proposed by
the other directors for inclusion in the agenda; and at least
annually hold meetings with non-executive directors (including
independent non-executive directors) without the presence of
the executive directors.

The Vice Chairman is primarily responsible for recommending
policy and strategic directions for Board approval;
implementing the strategies and policies adopted by the
Board; and conducting the day-to-day operation of the
Company.

TERMS OF NON-EXECUTIVE DIRECTORS

Code provision A.4.1 of the Code requires that non-executive
directors should be appointed for a specific term and should
be subject to re-election. The independent non-executive
directors of the Company are not appointed for specific terms
but are subject to retirement by rotation and re-election at
least once every three years in accordance with the provision
of the Company’s Bye-laws. As such, the Company considers
that sufficient measures have been taken to serve the purpose
of this code provision. Each of the non-executive directors has
remunerated at HK$120,000 per year.
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REMUNERATION COMMITTEE

The Remuneration Committee comprises two independent non-
executive directors, namely Mr. Hung Cho Sing and Mr. Leung
Hok Man (replaced Mr. Fung Ho Sum on 1st March 2007), and
an executive director, namely Ms. Chen Ming Yin, Tiffany. Ms.
Chen Ming Yin, Tiffany is the chairman of the Remuneration
Committee. The Remuneration Committee is principally
responsible for formulating and making recommendation
to the Board on the Group’s policy and structuring for all
remuneration of the directors of the Company and the senior
management of the Group. The terms of reference of the
Remuneration Committee are available on the website of the
Company.

The Remuneration Committee shall meet at least once a
year or as requested by the director responsible for human
resources function.

In determining the emolument payable to directors, the
Remuneration Committee takes into consideration factors such
as salaries paid by comparable companies, time commitment
and responsibilities of the directors, employment conditions
elsewhere in the Group and the desirability of performance-
based remuneration.

During the year, the Remuneration Committee met once to
review the remuneration packages of the staff of the Group. All
the committee members attended the meeting.

NOMINATION COMMITTEE

The Nomination Committee comprises one executive director,
namely Mr. Heung Wah Keung, and two independent non-
executive directors, namely Mr. Hung Cho Sing and Mr. Leung
Hok Man (replaced Mr. Fung Ho Sum on 1st March 2007).
Mr. Heung Wah Keung is the chairman of the Nomination
Committee. The terms of reference of the Nomination
Committee shall make available to the public on request.

The main function of the Nomination Committee is, having
regard to the independence and quality of nominees, to
make recommendations to the Board as to ensure that all
nominations are fair and transparent.
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The chair, in consultation with the person responsible for
human resources and the secretary of the Nomination
Committee, should be primarily responsible for drawing up
and approving the agenda for each Nomination Committee
meeting. The chair, with the assistance of the secretary, shall
ensure that all members shall receive sufficient information in a
timely manner to enable effective discussion at the Nomination
Committee meeting. The chair shall, with the assistance of the
person responsible for human resources, brief all members
on issues arising at each Nomination Committee meeting.
The secretary shall circulate the draft and final versions of the
minutes of meetings and reports of the Nomination Committee
to all members for comments and records within a reasonable
time after each meeting, subject to any legal or regulatory
restrictions restricting such circulation or the making of such
reports. The chair shall report in the forthcoming regular
board meeting any key decisions made and shall table before
the Board an index of meetings and issues discussed. The
secretary of the Nomination Committee shall record minutes
of all duly constituted meetings of the Nomination Committee.
In the selection process, the Nomination Committee shall
make reference to criteria including experience in the industry,
professional and education background and commitment in
respect of available time.

The re-election procedure set in the Company’s Bye-laws
provides that every director shall be subject to retirement by
rotation at the annual general meeting at least once every
three years. A retiring director shall be eligible for re-election.

During the year, the Nomination Committee met once to
nominate Mr. Leung Hok Man for appointment as independent
non-executive director of the Company. All the committee
members attend the meeting.

AUDIT COMMITTEE

The Audit Committee comprises three independent non-
executive directors, namely Mr. Hung Cho Sing, Mr. Ho Wai
Chi, Paul and Mr. Leung Hok Man (replaced Mr. Fung Ho Sum
on 1st March 2007). Mr. Ho Wai Chi, Paul is the chairman of
the Audit Committee. The composition and members of the
Audit Committee complies with the requirements under Rule
3.21 to the Listing Rules. The terms of reference of the Audit
Committee are available on the website of the Company.
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The main function of the Audit Committee is to assist the Board
to oversee the financial reporting system, risk management
and internal control procedures and the internal and external
audit functions. The Audit Committee annually assesses
the appointment of the external auditor, taking into account
the quality and rigor of the audit, the quality of the audit
service provided, the audit firm’s quality control procedures,
relationships between the external auditors and the Company,

and the independence of the external auditors.

During the year, four Audit Committee meetings were held and
the individual attendance of each member is set out below:

HEEBRE HE=

Attendance rate
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Ho Wai Chi, Paul
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Hung Cho Sing
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The Audit Committee has reviewed with senior management
and the Company’s external auditor their respective audit
findings, the accounting principles and policies adopted by the
Company, legal and regularly compliance, the internal controls,
risk management and financial reporting matters. During the
year, the Audit Committee has selected and recommended to
the Board for appointment of a professional firm to conduct an
annual review on the Company’s internal control system. The
Board agreed with the recommendation of the Audit Committee
and passed the resolution to appoint HLB Hodgson Impey
Cheng Consultants Limited to conduct an annual review on the
Company'’s internal control system. To monitor the integrity of
the financial statements of the Company, the Audit Committee
has reviewed the 2007 interim report and 2007 annual report
before their submission to the Board.




1 3 B 76 #t % Corporate Governance Report

% A B =

FRARFEEEGSMELMENTER
ZIR% - FRMES 2 FixER#605,000/8 T

BEZER

o 2B B 12
EFXQRREEAREZANERNE  YREERE
BZABEENE EFGRARAFRRBIAMEZ
BER EEEBARAKERBR AEEREILHETRER
BziENE - ARNAIEEGE S E AR EZ REBES
EREXEBREEAN(MAETEERARAR)  ALE
BAKBZEBER HNERBEMBENRLHEL
BREHRRL - MBBRRLEF - NP EENEER
AWM IFRE 2RI -

AEBAMERGE T REREFNT
. AN AEEZELEMRPIZBME KB
. BT R M

. RetBRZ @t RERER

. BHEEEEZER

EXOCHUBERRF UEE FEREEREEM
AHZEAAR BRAELHRANEERIZERE

FrAEPE ST Al

%A iﬂW%?TﬂﬁZ&&ﬁﬁﬁﬂ NBRE
U 28 AREAREESXIZEAEE - AL
lﬁ%:Iﬁ@ﬁﬁ@ AI(TEER D EfTm iR e
EREAPEREHE 2 EE -

ANNUAL REPORT 2007 £ 3§

AUDITORS’ REMUNERATION

During the year, the Company engaged Messrs. HLB Hodgson
Impey Cheng to perform audit related services only. Audit fees
of approximately HK$605,000 was incurred for the year.

INTERNAL CONTROLS

The Board is responsible for overseeing the Group’s internal
control system and to ensure that a sound and effective
internal control system is maintained. The Board is responsible
for approving and reviewing internal control policy while
the responsibility of day-to-day management of operational
risks and implementation of mitigation measures lies with the
management. As the internal control system is designed to
manage the Group’s risks within an acceptable risk profile,
rather than to eliminate the risk of failure, and to achieve
the business objectives of the Group, it can only provide
reasonable assurance but not absolute assurance against
material misstatement of management and financial information
and records or against financial losses or fraud.

Key control procedures of the Group’s internal control system
are as follows:

o Segregation of duties and functions of the respective
operational departments of the Group

° Monitoring the strategic plan and performance

o Designing an effective accounting and information
system

° Controlling price-sensitive information

The Board has established an on-going process for identifying,
evaluating and managing the significant risks faced by the
Group and this process includes updating the internal control
manual when there are changes to business environment or
regulatory guidelines.

The Board has conducted an annual review of the
effectiveness of its internal control system covering all material
controls, including financial, operational and compliance
as well as risk management.

engaged HLB Hodgson Impey Cheng Consultants Limited (the

Besides the Group has also

“Consultant”) to conduct review and make recommendations
for the improvement and strengthening of the internal control
system.
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The review by the Consultant is conducted with reference
to the principles outlined in Internal Control and Risk
Management — A Basic Framework issued by the Hong Kong
Institute of Certified Public Accountants. The assessment
covers the major internal controls and measures, including
financial, operational and compliance as well as risk
management. Any material non-compliance or failures in
internal controls maintained by the Group’s management and
relevant recommendations for improvements are reported to
the Audit Committee.

Based on the assessments made by the Consultant, the Audit
Committee and the Board considered that the key areas of the
Group’s internal control system are reasonably implemented
with room for improvement. The Group shall use its best
endeavour to implement the recommendations made by the
Consultant in order to further improve the internal control
system.

COMMUNICATION WITH SHAREHOLDERS
AND INVESTOR RELATIONS

To enhance transparency, the Company endeavours to
maintain an on-going dialogue with shareholders and investors
through a variety of communication channels.

The annual general meeting is used as an opportunity to
communicate with all shareholders. The Company is also
committed to providing clear and full performance information
in its annual report, interim report and press releases. The
Company also maintains a website at www.chinastar.com.hk or
www.irasia.com/listco/hk/chinastar, where detailed information
of the Company'’s business developments, operations, financial
and other information are posted.
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The directors are pleased to submit their report together with
the audited financial statements of the Company and the
Group for the year ended 31st December 2007.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The activities
of its principal subsidiaries and principal associates are set
out in notes 50 and 51 to the financial statements respectively.

During the year, the Group acquired KHL whose principal
On 1st
the Company entered into an agreement to

operations are the property and hotel investment.
August 2007,
dispose KHL and the disposal has been approved by the
shareholders of the Company at a special general meeting of
the Company held on 24th October 2007 and is expected to
complete in May 2008.

RESULTS

The results of the Group for the year ended 31st December
2007 are set out in the consolidated income statement on
page 42.

The directors do not recommend the payment of a dividend.

FIVE YEAR FINANCIAL SUMMARY

A summary of the results and the assets and liabilities of the
Group for the last five financial years ended 31st December
2007 is set out on page 172.

PROPERTY, PLANT AND EQUIPMENT,
INTERESTS IN LEASEHOLD LAND AND
INVESTMENT PROPERTIES

Details of movements during the year in the property, plant
and equipment, interests in leasehold land and investment
properties of the Group are set out in notes 17, 18 and 19 to

the financial statements respectively.

SHARE CAPITAL

Details of movements during the year in the share capital of
the Company are set out in note 36 to the financial statements.
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RESERVES

Movements during the year in the reserves of the Group are
set out in the consolidated statement of changes in equity on
page 47. Movements during the year in the reserves of the
Company are set out in note 37 to the financial statements.

DISTRIBUTABLE RESERVES
As at 31st December 2007,
available for distribution.

the Company had no reserve

MAJOR CUSTOMERS AND SUPPLIERS

For the year ended 31st December 2007, turnover attributable
to the five largest customers of the Group accounted for
approximately 94.2% of the Group’s turnover and turnover
attributable to the Group’s largest customer accounted for
approximately 75.7% of the Group’s turnover.

For the year ended 31st December 2007, purchases
attributable to the five largest suppliers of the Group were less
than 30% of the total purchases.

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 any interests in the
Group'’s five largest customers or five largest suppliers.

DIRECTORS

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

Executive directors:

Mr. Heung Wah Keung
Ms. Chen Ming Yin, Tiffany
Ms. Li Yuk Sheung

Independent non-executive directors:

Mr. Hung Cho Sing

Mr. Ho Wai Chi, Paul

Mr. Fung Ho Sum (Resigned on 1st March 2007)
Mr. Leung Hok Man (Appointed on 1st March 2007)
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Under Bye-law 99(A) of the Company’s Bye-laws, Mr Ho Wai
Chi, Paul shall retire by rotation at the forthcoming annual
general meeting and, being eligible, offer himself for re-
election.

The term of office for each independent non-executive director
is the period up to his retirement by rotation in accordance
with the Company’s Bye-laws.

No director proposed for re-election at the forthcoming annual
general meeting has a service contract with the Company or
any of its subsidiaries which is not determinable within one
year without payment of compensation (other than statutory
compensation).

RELATED PARTY TRANSACTIONS

The Group entered into certain transactions with parties
regarded as “Related Parties” under applicable accounting
principles. These mainly relate to transactions entered into by
the Group in the ordinary course of business, negotiated on
normal commercial terms and on an arm’s length basis. Details
are set out in note 49 to the financial statements.

One of these transactions also constitute “Connected
Transaction” under the Listing Rules, as identified below.

CONNECTED TRANSACTION

On 23rd October 2007, KHL, a non wholly owned subsidiary
of the Company, entered into a loan agreement to grant a loan
facility of up to HK$196,000,000 to Most Famous Enterprises
Limited, a substantial shareholder of KHL. The transaction is
regarded as a connected transaction pursuant to Chapter 14A
of the Rules Governing the Listing of Securities on the Stock
Exchange of Hong Kong Limited.

The independent non-executive directors confirm that the
transaction is not on normal commercial terms as it is interest
free, not in the ordinary course of the Company’s business
but in the interests of the Company and the independent
shareholders of the Company as a whole.

DIRECTORS’ INTERESTS IN CONTRACTS OF
SIGNIFICANCE

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 the end of the year or at any time during the year.
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DIRECTORS’ INTERESTS IN SHARES AND
UNDERLYING SHARES

As at 31st December 2007, the interests of the directors and
their associates in the shares and the underlying shares of
the Company and its associated corporations, 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”)

were as follows:

1. FAREBERER 1. Interests in ordinary shares of the Company
FrfsRER
ERvilaA L
FrislRmEE Approximate
EERE g4 Number of percentage of
Name of director Capacity shares held interests held

spouse/interest of controlled

spouse/interest of controlled

DETE EnmEAN BB zER
Mr. Heung Wah Keung RIEEE 2w
(M%) Beneficial owner/interest of
(“*Mr. Heung”)
corporation
PREAZ £ + EnBEAN BBz R
Ms. Chen Ming Yin, Tiffany RYEEE e
([PBRZ A1) Beneficial owner/interest of
("*Ms. Chen”)
corporation
TR EnEAA

Ms. Li Yuk Sheung

LESERER -

S o

E\

I E R & 54,592,500/ ML £ FFF - 31,716,615/  *
Rzt (M54 2B E) 558 - 507,865,000/ R & £+
& A 2 Porterstone Limited ([Porterstone]) # 8 &
27,645,000/ F1 Glenstone Investments Limited 2 & &
ZZEBBRAF([ZE]) A - Glenstone Investments
Limited B Porterstone & [ 5t &£ 5 BII#E #1 £ 60% [ 40 % 1

Beneficial owner

621,819,115~

621,819,115%

16

22.16

22.16

0.00

All interests stated above represent long positions.

These shares are held as to 54,592,500 shares by Mr. Heung, as
to 31,716,615 shares by Ms. Chen (the spouse of Mr. Heung),
as to 507,865,000 shares by Porterstone Limited (“Porterstone”)
(a company wholly-owned by Ms. Chen) and as to 27,645,000
shares by Dorest Company Limited (“Dorest”) (a company

wholly-owned by Glenstone Investments Limited which is in

turn controlled as to 60% by Porterstone and as to 40% by Mr.

Heung).
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EESRORIAABKRGEL(Z)  DIRECTORS' INTERESTS IN SHARES AND
UNDERLYING SHARES (Continued)

2. BEAXLTARGZER 2.  Rights to acquire shares in the Company
R-_ZEZELF+_A=+—H ARAREEHH As at 31st December 2007, the directors of the Company
IATRERAREBARRGIRMD 2 BREER had interests in share options to subscribe for shares in

the Company granted as follows:

Bl BRESR BREHYA

Number of underlying shares comprised in the outstanding share options

H-B5tE-F-A H-SBLERE () RZBBLETZA=1-H fisg
As at 01.01.2007 Adjustment during 2007 (Note d) As at 31.12.2007 LS
it it it
SHAEE EfRE ERkR EfER FREE  EER HRRE Approximate
Ezpg fik8 Exercise price Direct Desmed Direct Degmed Direct Degmed @8 percentage of
Name of director  Exercisable period per share interest interest interest interest interest interest Total interest held
(W) (ita)
MNote c) (Note )
AT
HKS
Axt 28.03.2000- 27.03.2010 16459 461,061 461,062 39,483 39482 500544 500544 1,001,088
Mr. Heung 02.06.2000- 01.06.2010 749 208,753 208,753 17876 17,876 206,629 226,629 453,258
16.07.2002 - 15.07.2012 1581 10723 10723 9482 9482 120,205 120,205 240410
17.07.2003 - 16.07.2013 052 228,500 228,500 19,568 19,568 248,068 248,068 496,136
1,009,037 1,009,038 86,409 86,408 1,005,446 100446 2,190,692 008
(i) (Hiits) (i)
(Note &) (Note a) (Note &)
T 28,03.2000- 27.03.2010 15.459 461,062 461,061 30,482 39483 500,544 50054 1,001,088
Ms. Chen 02.06.2000- 01.06.2010 7492 208,753 208,753 17876 17876 206,629 226,629 453,258
16.07.2002 - 16.07.2012 1581 110,723 10723 9482 9482 120,205 120,205 20410
17.07.2003 - 16.07.2013 052 228,500 228,500 19,568 19,568 248,068 248,068 496,136
1,009,038 1,009,037 86,408 86409 1,095,446 109446 219089 008
(Hizib) (Hitt) (Hizib)
(Note b) (Note b) (Note b)
gL 16.07.2002 - 16.07.2012 1581 1,109,567 - %017 - 1054 - 10454
Ms. Li Yuk Sheung ~ 17.07.2003 - 16.07.2013 052 2,285,000 - 195,677 - 2480877 - 2480817
3304557 - 290,694 - 368251 - 36821 0.3

LR E RIFE - All interests stated above represent long positions.
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DIRECTORS’ INTERESTS IN SHARES AND
UNDERLYING SHARES (Continued)

2. Rights to acquire shares in the Company (Continued)

Notes:

a. These share options are held by Ms. Chen, the spouse of Mr.
Heung. Mr. Heung is therefore deemed to be interested in these

share options.

b. These share options are held by Mr. Heung. Ms. Chen is

therefore deemed to be interested in these share options.

c. The exercisable period commenced on the date of grant of the

relevant share options.

d. The exercise prices and numbers of options which remained
outstanding during the year have been adjusted due to

completion of rights issue during the year.

Other than as set out above, as at 31st December 2007, none
of the directors or chief executives of the Company or their
associates had any interests or short positions in any shares,
underlying shares or debentures of the Company or any of its
associated corporations (within the meaning of Part XV of the
SFO) as recorded in the Register of Interests or as otherwise
notified to the Company and the Stock Exchange pursuant to
the Model Code.

Save as disclosed above, 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.

SHARE OPTION SCHEMES

Particulars of the Company’s share option schemes, details
of movements in the share options to subscribe for shares of
HK$0.05 each in the Company granted under the share option
schemes and the fair value of the share options are set out in
note 48 to the financial statements.
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SUBSTANTIAL SHAREHOLDERS

As at 31st December 2007, the register of substantial

shareholders maintained by the Company under Section 336 of

B EETESE SN UTREHESALFE  the SFO showed that, other than the interests disclosed above
BITRAL% A £ 2 2 in respect of certain directors, the following shareholders had
an interest of 5% or more in the issued share capital of the
Company:
FsHEROEE FEREEALAH
FERAEA Number of Approximate
£ e Number of underlying @it percentage of
Name Capacity Shares held Shares held Total interests held
Porterstone ERERA 507,865,000 - 507,865,000
Beneficial owner
RELE R 27,645,000 - 27,645,000
Interest of controlled
corporation
535,510,000 - 535,510,000 19.08
Re@ ([R%4E]) B s 236,333,333 1,279,999,999 1,516,333,332# 49.83
Ng Cheuk Fai (“Mr Ng") Interest of controlled
corporation
SMEBHFERRFA(LFE]) BHERA 403 - 403

Kingston Securities Limited
(“Kingston”)

TRE
Chu Yuet Wah

Ma Siu Fong

LR E RTR -

Beneficial owner

Hith
Other

1,400,000,000

1,400,000,000

1,400,000,403

REEB s
Interest of controlled
corporation

1,400,000,403

REEE s
Interest of controlled
corporation

1,400,000,403

1,400,000,403 49.89
1,400,000,403/ 49.89
1,400,000,403/ 49.89

All interests stated above represent long positions.
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SUBSTANTIAL SHAREHOLDERS (Continued)

Notes:

These Shares are held by Dorest, a wholly-owned subsidiary
of Glenstone Investments Limited which is in turn beneficially

owned as to 60% by Porterstone.

# These Shares are held by Lucky State Group Limited, a company
wholly-owned by Mr Ng.

A These Shares are held by Kingston.

Other than as disclosed above, the Company had not been
notified of any other interests or short positions representing
5% or more of the Company’s issued share capital as at 31st
December 2007.

RETIREMENT BENEFITS SCHEMES

Particulars of the retirement benefits schemes of the Group are
set out in note 16 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.

EMOLUMENT POLICY

The emolument policy of the employees of the Group is set
up by the Remuneration Committee on the basis of their merit,
qualifications and competence.

The emoluments of the directors of the Company are decided
by the Remuneration Committee, having regard to the
individual performance and comparable market statistics.

The Company has adopted a share option scheme as an
incentive to directors and eligible employees, details of the
scheme is set out in note 48 to the financial statements.

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.
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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 21 to 30 to the

annual report.

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
52 to the financial statements.

AUDITORS

The financial statements of the Company have been audited
by Messrs. HLB Hodgson Impey Cheng who retire and, being
eligible, offer themselves for re-appointment as auditors of
the Company at the forthcoming annual general meeting. 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, 25th April 2008
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Hodgson Impey Cheng

31/F Gloucester Tower
The Landmark

11 Pedder Street
Central

Hong Kong

TO THE SHAREHOLDERS OF
CHINA STAR ENTERTAINMENT LIMITED
(incorporated in Bermuda with limited liability)

We have audited the consolidated financial statements of
China Star Entertainment Limited (the “Company”) and its
subsidiaries (collectively referred to as the “Group”) set out
on pages 42 to 171 which comprise the consolidated and
company balance sheets as at 31st December 2007, and the
consolidated income statement, the consolidated statement of
changes in equity and the consolidated cash flow statement
for the year then ended, and a summary of significant
accounting policies and other explanatory notes.

DIRECTORS’ RESPONSIBILITY FOR THE
CONSOLIDATED FINANCIAL STATEMENTS

The directors of the Company are responsible for the
preparation and the true and fair presentation of these
consolidated financial statements in accordance with Hong
Kong Financial Reporting Standards issued by the Hong Kong
Institute of Certified Public Accountants and the disclosure
requirements of the Hong Kong Companies Ordinance.
This responsibility includes designing, implementing and
maintaining internal control relevant to the preparation and
the true and fair presentation of the consolidated financial
statements that are free from material misstatement, whether
due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are
reasonable in the circumstances.

AUDITORS’ RESPONSIBILITY

Our responsibility is to express an opinion on these
consolidated financial statements based on our audit. This
report is made solely to you, as a body, in accordance with
Section 90 of the Bermuda Companies Act, and for no other
purpose. We do not assume responsibility towards or accept
liability to any other person for the contents of this report.
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AUDITORS’ RESPONSIBILITY (Continued)

We conducted our audit in accordance with Hong Kong
Standards on Auditing issued by the Hong Kong Institute of
Certified Public Accountants. Those standards require that
we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance as to whether the
consolidated financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected
depend on the auditors’ judgement, including the assessment
of the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error. In making
those risk assessments, the auditors consider internal
control relevant to the entity’s preparation and true and fair
presentation of the consolidated financial statements in
order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity’s internal control.
An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of
accounting estimates made by the directors, as well as
evaluating the overall presentation of the consolidated financial
statements.

We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit
opinion.

OPINION

In our opinion, the consolidated financial statements give a
true and fair view of the state of affairs of the Company and
of the Group as at 31st December 2007 and of the Group’s
loss and cash flows for the year then ended in accordance
with Hong Kong Financial Reporting Standards and have
been properly prepared in accordance with the disclosure
requirements of the Hong Kong Companies Ordinance.

HLB Hodgson Impey Cheng
Chartered Accountants
Certified Public Accountants

Hong Kong, 25th April 2008
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% & W A % Consolidated Income Statement
HE-ZEZ+LF+-A=1t—HILFE For the year ended 31st December 2007

—BBtHF ZEERF
2007 2006
M at FTHET FAT
Notes HK$°000 HK$'000
REREEK Continuing operations
R Turnover 7 64,305 152,777
HENAR Cost of sales (44,843) (103,365)
EFH Gross profit 19,462 49,412
HAb g Other revenue 8 9,076 9,068
HABA Other income 9 3,807 3,682
THRX Administrative expenses (39,343) (38,309)
ISR REITHE Marketing and distribution expenses (5,791) (9,777)
AR A5 2 BB X Share-based payment expenses (17,660) (11,340)
HRHBERRBEREZ Net realised and unrealised gain/(loss)
CRHEEFRLARER on financial assets classified as
wAL (EE) F8 held-for-trading 22,866 (16,256)
BHETREL Impairment loss recognised in respect
EERRERE of film rights 27 (16,850) -
EABEZE®A Impairment loss recognised in
AEEE respect of goodwill 21 (30,141) -
BEWMERNTEBEEM Increase in fair value of investment
properties 19 10,220 2,880
e EE Loss from operations (44,354) (10,640)
BMEKAR Finance costs 11 (2,159) (2,212)
i =N E S Share of results of associates 56,648 (9,796)
R AL E AR R (Loss)/gain on deemed disposal of
2 (E18) /&7 interests in associates (49,744) 62,582
L& — B R R ZEF Gain on disposal of an associate - 21,400
MEE N ZIREZ Impairment loss recognised in
ERERREEE respect of investments in associates 24 - (32,565)
e —EHE & A Rl 2 PT AR Changes in fair value in respect of
ERAS R EHAE L conversion options embedded
NEBEE in convertible notes receivables
from an associate (50) -
JEW AT R IR 2 BB Impairment loss reversed in respect

REEE of convertible notes receivables - 10,000
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BE-ZZ+HF+-A=+—HILFE For the year ended 31st December 2007

BREiET (B518) s A
IR

FERBFHBELEEBZ
(B8 &M

BRIEEEK
FERADKRLELERR
BB

AT ARG
ARRZEEFAA
DB RER

FRARQATEREE AENL
(B1]) B z8R
(B8 /BT

REFARCRIEEEERY
2B/
BN
B8

REFBECEER
B2

g

BEM 2 MY ERB AR UL F M WK 2 — 81D °

(Loss)/profit before taxation
Taxation

(Loss)/profit for the year from continuing
operations

Discontinued operations
Loss for the year from discontinued
operations

Attributable to:
Equity holders of the Company
Minority interests

(Loss)/earnings per share for
(loss)/profit attributable to
the equity holders of the
Company during the year

From continuing and discontinued

operations
Basic

Diluted

From continuing operations
Basic

Diluted

financial statements.

The accompanying

—EEtE ZEERF

2007 2006

k=3 FHExT FET
Notes HK$’000 HK$'000
10 (39,659) 38,769
12 (1,593) (1,918)
(41,252) 36,851

13 (62,555) -
(103,807) 36,851

(92,547) 36,880
(11,260) (29)

(103,807) 36,851

14 (B7THKS0.07)  B7THKS$0.06
14 (B7THKS0.07)  B7THKS$0.06
14 (B7THKS0.02)  &7THK$0.06
14 (B7THKS0.02)  &7THK$0.06

notes form an integral part of these
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4 5 & = 1 18 & Consolidated Balance Sheet

R-ZEZ+F+-F=+—H At 31st December 2007
—EEtE —EBTRF
2007 2006
k=3 FHExT FET

Notes HK$’000 HK$'000

HRBEE
WE - R
fAE i
KEME
A
AfHEZEREE
[EY —RBENEZ
QR ES

e — B R Rz AT

RN 2R

JEM TR R &
B
BUERER
B SRR
e BAFIEREAM
FEU A
KE®RS
BEEERE
JE LB & 2 B SRR
FEEIE
RekHLEEER

NRRFHEHEZEE

BEE
IRA R %1
&N

[t

RAAESFEA
FElERE=
DR R MR

HEn

Non-current assets

Property, plant and equipment

Interests in leasehold land

Investment properties

Goodwill

Available-for-sale financial assets

Convertible notes receivable from
an associate

Conversion options embedded in
convertible notes receivable from
an associate

Interests in associates

Current assets

Inventories

Convertible notes receivables

Film rights

Films in progress

Trade receivables

Deposits, prepayments and other
receivables

Deposits for investments

Held-for-trading investments

Amounts due from associates

Prepaid tax

Cash and cash equivalents

Assets classified as held for sale

Total assets

Capital and reserves
Share capital
Reserves

Equity attributable to equity holders

of the Company
Minority interests

Total equity

17
18
19
21
22

23

23
24

25
26
27
28
29

30
31
32
33

34

35

36

7,138 9,630
5,642 5,807
51,100 40,880
29,062 59,203
39,900 42,700
667 -

222 -
375,148 198,113
508,879 356,333
301 364

- 52,000
50,797 97,427
24,948 29,469
51,666 8,016
36,790 45,161
400,000 40,000
16,600 64,560
7,359 5,905
456 455
22,735 89,347
611,652 432,704
1,187,072 -
1,798,724 432,704
2,307,603 789,037
140,305 35,232
1,033,828 659,595
1,174,133 694,827
1,328 1,382
1,175,461 696,209
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R-ZEZ+F+-FA=+—H At 31st December 2007

ik
Notes
*RBEE Non-current liabilities
RITEE ——F& I H Bank borrowings — due after one year 38
BERIEEE Deferred tax liabilities 40
REBAE Current liabilities
B SRR Trade payables 41
EREZRS - EEIIEE & Deposits received, accruals and
Hib I 5IA other payables 42
RITEE ——FREH Bank borrowings — due within one year 38
AR R Unsecured convertible notes 39
HAOBABRELEEE Liabilities associated with assets
EHaE classified as held for sale 35
BEEE Total liabilities
BREREELE Total equity and liabilities
REBEEFE Net current assets
BEERARBDERS Total assets less current liabilities

RIZZNFHA - +HHHESFS M RRER

—EEtE —EBTRF
2007 2006
TERT FET
HK$’000 HK$’'000
8,523 10,948
3,466 1,888
11,989 12,836
17,621 18,310
66,018 39,561
2,418 2,254

- 19,867

86,057 79,992
1,034,096 -
1,120,153 79,992
1,132,142 92,828
2,307,603 789,037
678,571 352,712
1,187,450 709,045

DE-3:3
Heung Wah Keung

EZ

Director

BEFT < MY SE AU S Bk 2 — B ©

on 25th April 2008

BREA 2
Chen Ming Yin, Tiffany
EF

Director

Approved and authorised for issue by the Board of Directors

The accompanying notes form an integral part of these

financial statements.
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% & fi 18 # Balance Sheet

R-ZEZ+F+-F=+—H At 31st December 2007

—ETtF —EERF
2007 2006
k=3 FERT FET
Notes HK$’000 HK$’'000
FREBEE Non-current assets
S IIENGIL Fa Interests in subsidiaries 20 597,703 488,744
REBEE Current assets
%e - BAREREAM Deposits, prepayments and other
FEW A receivables 30 1,808 1,437
REZS® Deposits for investments 31 400,000 40,000
JRE LA BT B ﬂﬁlﬁ Amounts due from subsidiaries 20 241,317 137,957
JRE Ui 2 2 B SR Amounts due from associates 33 700 602
fﬁi&fﬁuﬁﬁlﬁﬁ Cash and cash equivalents 34 21,054 87,837
664,879 267,833
BEE Total assets 1,262,582 756,577
BRAR#iE Capital and reserves
fig 2 Share capital 36 140,305 35,232
& Reserves 37 1,035,535 609,683
AATERBEA Total equity attributable to equity
EihAER shareholders of the Company 1,175,840 644,915
FRBEE Non-current liabilities
FERTB B A R FIR Amounts due to subsidiaries 20 67,942 76,875
REBAE Current liabilities
ER R R TIR Unsecured convertible notes 39 - 19,867
EWELS - FBRTEE & Deposits received, accruals and
H R 08 other payables 42 14,998 12,813
FESTHT B A B3R IE Amounts due to subsidiaries 20 3,802 2,107
18,800 34,787
8EE8 Total liabilities 86,742 111,662
REREEAE Total equity and liabilities 1,262,582 756,577
REBEEFE Net current assets 646,079 233,046
HEERTBAR Total assets less current liabilities 1,243,782 721,790

RIZZENFHA - +HEHESFSERRET

Approved and authorised for issue by the Board of Directors
on 25th April 2008

DE-3 R A 2%
Heung Wah Keung Chen Ming Yin, Tiffany
EF EBEF
Director Director

BEM 2 MY ERB AR UL F MR 2 — B °

The accompanying notes form an integral part of these
financial statements.
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BE-ZZ+HF+-A=+—HILFE For the year ended 31st December 2007

URBEN  TRR  4BEE v be
Bt RBREE HARE  ENER  GHBE ZMERE  BERE  EGRE  MARR  EiEE Nt RRER it
Financial
Share-based Convertible  assets  Capital
Share Share Contributed ~ Exchange  Special  payment notes revaluation  reduction Accumulated Minority
158 The Group capital  premium  surplus  reserve  resee  reserve  feserve reserve  reserve losses ~ Subtotal  Interests Total
fin  TEn TR A TR TEn T TR TR A TR TEn T
HKS000  HKSO000  HKSO00  HK$000 KOO HKSO00  HKSOOO  HKSOOO  HKSOOD  HKSOOD  HKSOOD  HKSOOD  HKSOQD
(i) ) () (k)
(note &) (noleb)  (notec) (note )
R-EENE-A-H At fst January 2006 %001 83810 186,624 38 - 31,69 566 - 36008 (817765 597556 1432 598968
Ei3E Exchange alignment - - - 836 - - - - - - 836 ) 8%
EiBEL0E Share ofreservs
of associates - - - 2479 (6.867) - - - - - (4,388) - (4,388)
TREEZSHEEZ  Faivaue aojusiment on
INEEE avalable-orsale
financiel asses - - - - - - - (9.800) - - (9.800) - (9,800)
ARARERE, Net incomeexpense) directly
b/ () 58 recoqnised n equty - - S (68 - - (gm) - - (133 o) (1839
FE4A Net prof fr the year - - - - - - - - - BW BN B %
ERREMARERAE  Totd recognised income and
expense for e year - - - 33% (6.867) - - (9.800) - 3,880 2858 (o0) 23498
RERh Piacemen of shares 05 M3 - - - - - - - - R3S - B3
BRhAR Shere Issuing exoenses - (1M - - - - - - - - (1M - (1m
WRARRZAERL  Share-based payment expenses - - - - B KT - - - B K R KT
RIEERETZAZT-R At 3tst December 2006
RoE5tE-4-H and 1st January 2007 B2 90696 18662 3723 (6.867) 4323 566 (980 316008 (780885) 694827 1382 696209
EdEE Eichange alignment - - - 5 - - - - - - 5 (4 57
EiBelbe Share of reserves
of associates - - - 6,246 - 16% 1247 - - - 15,188 - 15,188
HENBNER Disoosal of nferest n subsidiaries - - - - - - - - - - St 304
TREEZSHAEZ  Faivaue aojusiment on
L¥EEER avalable-orsale financial assels - - - - - - - 8w - - 28m) - 8m)
A EREDLL Net income)[expense) dircty
WA/ () 5% recoqnised n equily - - - 6817 - 76% 14 (280) - S DBY 0T 34
ERTOEAMAEEE  Tansferto abies associted
Ea/8F wih assets classfied as held
for sele - - - - - - - - - - - (309261)  (300,261)
ERERSE Net loss forthe year - - - - - - - - S (9B s (11280)  (103607)
ERREMARERAE  Totd recognised income and
expense for e year - - - 6,817 - 76% 1247 (2.800) - (5 (79.588) (54 (1964)
RERh Piacemen of shares 0 167953 - - - - - - - S 0288 - 028
FEBRERRGERR lssue of ordnary Shares upon
exercise of share aptions 3914 3,761 - - - (1330) - - - - 1374 - 1314
EHNERT Share issuing expenses - (1026) - - - - - - - - () - (i)
REMARES Redemption of convertle bonds - - - - - - (566) - - 566 - - -
Hmahes Issue of convertle bonds - - - - - - B - - - SR
EhTiARES Comversionof converiole bonds -~ 266% 134,409 - - - - (A - - 6T - 0673
BOREMRZERR lssue of ortinary shares
from rights issue Q18 126960 - - - - - - - - 168783 - 168793
WRORFZAERE  Share-based payment expenses - - - - - TR - - - B T B A
RSZCEZA=-B At 31st December 2007 140305 1356450 186,624 10,540 (6,867 5529 147 (126000 316,008 (672,866) 1,174,133 1328 1,175,461
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TR L+F+-A=+—HIEFE For the year ended 31st December 2007

AEEZHABRBRTDERBRARR 2T _FAA+
RAEMmEE A RAR 8 -

PABCD S 2 SOB RS - HER R MR BRER G
AREEGBBENRSZREZATEE  E8%T
NWREERREBREZATEERNERE - ERE
B8R AIREERABRE A FEETRES
BHME (A NBAE  YIERABEMX AR
BB AR - WARERES ARG N FIE 2 [ -

BREBEEGTERERN - BT ZATRREETIRY
RERB D RBBERD RERED  TARRAFER
HREEBO (RATFEENERASEITBRREEZD
GREEE) MBEITREFRERERO 22 FEE
MEZZABR A - AESMNERIVEDHEIHK
AIE - RANNEEIRATRBEEFHE  EERE
HEK(ERSEREROEE) AFRERED (BRE
BERBEZRFER)RL -

FEBEZBRAEBREHFER -NAANFHERE
332,640,000 B # 1T 2 EE B BREE1.008 7T
HREZEEREBECSETMELZ 2R REERE
AARDAMBNE1206MBR s —THRER - BRAH
BEBUREXNARFBREZEE  AfF %RA
B URAAEEEEARTER MRRSIEMER
AaMAERZ A o

Notes:

(a)

The contributed surplus of the Group represents the amount
transferred from the capital account due to the capital reduction
effective on 10th September 2002.

Share-based payment reserve represents the fair value of
services estimated to be received in exchange for the grant of
the relevant options over the relevant vesting periods, the total
of which is based on the fair value of the options at grant date.
The amount for each period is determined by spreading the fair
value of the options over the relevant vesting periods (if any)
and is recognised as staff costs and related expenses with a

corresponding increase in the share-based payment reserve.

Under HKAS 32, convertible 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 recognised
in the convertible notes reserve until the notes are either
converted (in which case it is transferred to share premium) or
the notes are redeemed (in which case it is released directly to

accumulated losses).

The capital reduction reserve of the Group represents the
amount arising in relation to the reduction of the nominal value of
332,640,000 issued shares of the Company from HK$1.00 each
to HK$0.05 each in 1998. Pursuant to a resolution passed by the
directors, pursuant to Bye-law 129 of the Company’s Bye-laws,
the capital reduction reserve shall be applicable for meeting
claims on or liabilities of the Company or contingencies or for
paying off any loan capital or for equalising dividends or for
any other purpose to which the profits of the Company may be

properly applied.
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Consolidated Cash Flow Statement
BE-ZZ+HF+-A=+—HILFE For the year ended 31st December 2007

—sets LR
2007 2006
Hiz T TR

Notes HK$’000 HK$'000

REXBMEZRERE

BREiET (B518) s
AT EEERE -
B
FLBHA
xS A
B 5 REYSRTORE
B 1R B
H A A ORBE
B 1R m B
ER MR ERE
BRmEZRERR
ME  BRLREBIFE
Ko 55
RRBE AR Z
KA MAERRERER
REMEZ NV EEEM

HEME  MERRE
2
HERBME RN

& — RPN B A R s 2 B R
Wi —FEMB AR Z &

& —FEH R R R A

BRAHE —MBE D RER
&R/ CERl)

NREAFEERZEREEL
BERAER O8f) /
SEisbEs

M TR LR IR 8 2
BIEE 1

B R E S 25

B AT ERE

kNI 3
PABC A S 2 SRIB R

CASH FLOWS FROM OPERATING

ACTIVITIES
(Loss)/ profit before taxation (101,856) 38,769
Adjustments for:

Interest expenses 12,827 2,212
Interest income (3,897) (3,603)
Dividend income (79) (290)
Reversal of impairment loss on

trade receivables - (5)
Reversal of impairment loss on

other receivables - (763)
Impairment loss in respect of film rights 16,850 -
Impairment loss in respect of goodwill 30,141 -
Depreciation and amortisation of

property, plant and equipment 23,866 6,580
Impairment loss recognised in

respect of investments in associates - 32,565
Increase in fair value of investment

properties (10,220) (2,880)
Gain on disposal of property,

plant and equipment (107) (973)
Gain on disposal of investment

properties - (1,810)
Loss on disposal of interest in a subsidiary 44 45,471 -
Discount on acquisition of

a subsidiary 43 (15,498) -
Gain on disposal of an associate - (21,400)

Loss/(gain) on deemed disposal of

interests in associates 49,744 (62,582)
Net realised and unrealised

(gain)/loss on financial assets

classified as held-for-trading (22,866) 16,256
Impairment loss reversed in respect

of convertible notes receivables - (10,000)
Gain on conversion of convertible bonds (2,315) -
Change in fair value in respect of

conversion options 50 -
Share of results of associates (56,648) 9,796

Share-based payment expenses 17,660 11,340
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hE 2S£ E AR 2T CHINA STAR ENTERTAINMENT LIMITED

s ﬁ B 4 i & # Consolidated Cash Flow Statement

HE-ZEZ+LF+-A=1+—RHIFE For the year ended 31st December 2007

—EEtE ZEERF
2007 2006
ik FTHET FAT
Notes HK$°000 HK$'000
BEBGEPAIZKEHERE  Operating cash flows before movements
in working capital (16,877) 13,212
FERL,(Em) Decrease /(increase) in inventories 885 (2)
B NRER A Decrease in film rights 29,780 38,571
REREBLR L Decrease in films in progress 4,521 17,992
B 5 EWGRIE (1B m) R (Increase)/decrease in trade receivables (39,130) 6,586
e - iﬁﬁ JIE N2 H A (Increase)/decrease in deposits, prepayments
FEMGRIE (38a) R and other receivables (3,977) 36,149
BB i‘?Jl] Increase in deposit for investment (400,000) (40,000)
J‘ﬂﬂﬁ%%@jm (Increase)/decrease in amounts due
(gm) /@ from associates (1,454) 2,055
2 5 e R FOR A Decrease in trade payable a 569 (582)
R —2 L HRRRIB L EE) Change in amount due to a minority shareholder 502 -
BEES  BEEE & Increase/(decrease) in deposits
H b A R I, CRid) received, accruals and other payables 18,647 (41,131)
2E (A EE2BRE Cash (used in)/generated from operations (406,534) 32,850
BiRE (BAY) B8 Tax refund/(paid) 235 (356)
REER (TR BE Net cash (used in)/generated from
ZEESFE operating activities (406,299) 32,494
REERZRESHRE CASH FLOWS FROM INVESTING
ACTIVITIES
22 Interest received 3,773 3,603
IRE HﬂU\ Dividend income 79 290
g /NCT g - 2oy Acquisition of interests in associates (130,813) (19,407)
WE—HBAR GRe R Acquisition of a subsidiary (net cash
ReFHEERFME) and cash equivalents) 43 (668,929) -
—EEEAREEER Loan repaid from an associate - 33,800
BT —RLERRECER Loan to a minority shareholder (196,000) -
LESBBEIUATEE Proceeds from disposal of financial
PRz EREEMS assets at fair value through profit
A or loss 94,858 34,727
LEME - WRREE Proceeds from disposal of property,
FTi8 518 plant and equipment 20 15,188
IR B YR B IR Proceeds from disposal of investment
properties - 6,000
& — [ E QRIS HIE Proceeds from disposal of an associate - 25,000
HE I E A TERFTEHIE  Proceeds from disposal of interest in
a subsidiary 44 315,000 -
i ENEIERER Repayment of loan from an investee
company - 25,000
REATRREE (RERAS) Subscription of convertible notes
(including expenses) (22,630) -
BARMELEZSREE Purchase of available-for-sale
financial assets - (52,500)
BABBERNATEER Purchase of financial assets at fair value
FIBR R EE through profit or loss (24,032) (92,198)
BAVIS - s kBB Purchases of property, plant and equipment (5,899) (3,401)
EERKITRRER Repayment of convertible notes
receivables 52,000 -
REXEMAREFE Net cash used in investing activities (582,573) (23,898)
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Consolidated Cash Flow Statement

BE-ZZ+HF+-A=+—HILFE For the year ended 31st December 2007

BMEXK2RERE

ERFE

BITRD PSR
BITAHRRES TR S0R
BE AR
BERRITEK
FrEiRITER

P 0 1T FA 2

BMETDELEZRE
WA

RERALSEEER
(R4) /18 mnEeE
FAZRERREEEER

HEERBE K

FRZESRREEEER

ReMReFERR

BEM < MR R EM B RER 2 — 71D

CASH FLOWS FROM FINANCING

ACTIVITIES

Interest paid

Proceeds from issue of shares

Proceeds from issue of
convertible bonds

Redemption of convertible notes

Repayment of bank loans

New bank loan acquired

Share issuing expenses

Net cash generated from
financing activities

Net (decrease)/ increase in
cash and cash equivalents
Cash and cash equivalents
at the beginning of the year
Effect of foreign exchange
rate changes

Cash and cash equivalents
at the end of the year

Cash and cash equivalents

financial statements.

—EELHE —EERF

2007 2006

k=3 FERT FET
Notes HK$’000 HK$’000
(11,724) (1,779)

390,415 63,555

160,075 -

(20,000) -

(2,261) (12,188)

450,000 -

(10,226) (1,172)

956,279 48,416

(32,593) 57,012

89,347 31,500

567 835

34 57,321 89,347

The accompanying notes form an integral part of these
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B % it % B 5 Notes to the Financial Statements

HE-ZEZ+LF+-A=1t—HILFE For the year ended 31st December 2007

1.

—REE

ARRDPRAREZMRILZZHRRBRQA

ERNVEBEHERGMBRRAA LM ([ #XR
Fil)e ARAIzAMBEEARBREERE
T 7 B Bl ACanon’s Court, 22 Victoria
Street, Hamilton HM12, Bermuda & &8 T 3% &+
168-2005% (52 L IR 341209 F ©

WEGRAPBRRABTINE BELTTRRRAT
R - BRRBRAEIN  FFEBEBFER
RO TRE(TAT) -

AEBEZIBEBREZHE  BTEFRER
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1.

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 addresses of the registered
office and head office and principal place of business
of the Company are Canon’s Court, 22 Victoria Street,
Hamilton HM12, Bermuda and Unit 3409, Shun Tak
Centre, West Tower, 168-200 Connaught Road Central,
Hong Kong respectively.

The consolidated financial statements are presented in
Hong Kong dollars, which is also the functional currency
of the Company and all values are rounded to the nearest
thousand (HK$’000) except otherwise indicated.

The principal activities of the Group are film production,
distribution of film and television drama series, provision
of post-production services and property and hotel
investment. Property and hotel investment will be
discontinued in the forthcoming year after the disposal of
KHL.

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS (THE “HKFRSs”)

In the current year, the Group has applied, for the first
time, the following new standards, amendments and
interpretations (“new HKFRSs”) issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA”),
which are effective for the Group’s financial year
beginning 1st January 2007.

HKAS 1 (Amendment)  Capital Disclosures'’

HKFRS 7 Financial Instruments:
Disclosures'’

HK(IFRIC) — Int 7 Applying the Restatement
Approach under HKAS 29
Financial Reporting in
Hyperinflationary Economies?

HK(IFRIC) — Int 8 Scope of HKFRS 23

HK(IFRIC) — Int 9 Reassessment of Embedded
Derivatives*

HK(IFRIC) — Int 10 Interim Financial Reporting and

Impairment®
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APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS (THE “HKFRSs”) (Continued)

! Effective for annual periods beginning on or after 1st
January 2007

2 Effective for annual periods beginning on or after 1st
March 2006

8 Effective for annual periods beginning on or after 1st May
2006

4 Effective for annual periods beginning on or after 1st June
2006

5 Effective for annual periods beginning on or after 1st

November 2006

The adoption of the new HKFRSs has no material effect
on how the results and financial position for the current
or prior accounting periods have been prepared and
presented. Accordingly, no prior period adjustment has
been required.

The Group has applied the disclosure requirements under
HKAS 1 (Amendment) and HKFRS 7 retrospectively.
Certain information presented in prior year under the
requirements of HKAS 32 has been removed and
the relevant comparative information based on the
requirements of HKAS 1 (Amendment) and HKFRS 7 has
been presented for the first time in the current year.

The Group has not early applied the following new
standards, amendments or interpretations that have
been issued but are not yet effective. The directors of
the Company anticipate that the application of these new
standards, amendments or interpretations will have no
material impact on the results and the financial position
of the Group.

HKAS 1 (Revised) Presentation of Financial Statements’

HKAS 23 (Revised) Borrowing Costs’

HKFRS 8
HK(IFRIC) - Int 11

Operating Segments’
HKFRS 2 - Group and Treasury
Share Transactions?

HK(IFRIC) - Int 12 Service Concession Arrangements®

HK(IFRIC) - Int 13 Customer Loyalty Programmes*

HK(IFRIC) - Int 14 HKAS 19 - The Limit on a Defined
Benefit Asset, Minimum Funding

Requirements and their Interaction®
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APPLICATION OF NEW AND REVISED

HONG KONG FINANCIAL REPORTING

STANDARDS (THE “HKFRSs”) (Continued)

! Effective for annual periods beginning on or after 1st
January 2009

2 Effective for annual periods beginning on or after 1st
March 2007

3 Effective for annual periods beginning on or after 1st
January 2008

4 Effective for annual periods beginning on or after 1st July
2008

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 have been
prepared in accordance with all applicable HKFRSs,
which is a collective term that includes all applicable
individual Hong Kong Financial Reporting Standards,
Hong Kong Accounting Standards (“HKASs”), and
Interpretations issued by the Hong Kong Institute of
Certified Public Accountants (“HKICPA”) and accounting
principles generally accepted in Hong Kong. In addition,
the financial statements include applicable disclosures
required by the Rules Governing the Listing of Securities
on the Stock Exchange (the “Listing Rules”) and by the
Hong Kong Companies Ordinance.

(a) Basis of preparation

The consolidated financial statements have been
prepared under historical cost convention except
for certain investment properties and financial
assets which are carried at fair values. Certain
comparative figures have been reclassified in order
to conform with the current year’s presentation.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(b)

Basis of consolidation

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

The results of subsidiaries acquired or disposed
of during the year are included in the consolidated
income statement from the effective date of
acquisition or up to the effective date of disposal,
as appropriate.

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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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(b)

()

Basis of consolidation (Continued)

Minority interests in the net assets of consolidated
subsidiaries are presented separately from the
Group’s equity therein. Minority interests in the net
assets consist of the amount of those interests at
the date of the original business combination and
the minority’s share of changes in equity since
the date of the combination. Losses applicable to
the minority in excess of the minority’s interest in
the subsidiary’s equity are allocated against the
interests of the Group except to the extent that the
minority has a binding obligation and is able to
make an additional investment to cover the losses.

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

Business combinations

The acquisition of business is accounted for using
the purchase method. The cost of an acquisition
is measured at the aggregate of the fair values, at
the date of exchange, of assets given, liabilities
incurred or assumed, and equity instruments
issued by the Group in exchange for control of the
acquiree, plus any costs directly attributable to the
business combination. The acquiree’s identifiable
assets, liabilities and contingent liabilities that
meet the conditions for recognition under HKFRS
3 Business Combinations are recognised at their
fair values at the acquisition date, except for
non-current assets (or disposal groups) that are
classified as held for sale in accordance with
HKFRS 5 Non-current Assets Held for Sale and
Discontinued Operations, which are recognised
and measured at fair value less costs to sell.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(c)

(d)

Business combinations (Continued)

Goodwill arising on acquisition is recognised as
an asset and initially measured at cost, being the
excess of the cost of the business combination
over the Group’s interest in the net fair value of
the identifiable assets, liabilities and contingent
liabilities recognised. If after reassessment,
the Group’s interest in the net fair value of the
acquiree’s identifiable assets, liabilities and
contingent liabilities exceeds the cost of the
business combination, the excess is recognised
immediately in profit or loss.

The interest of minority shareholders in the acquiree
is initially measured at the minority’s portion of the
net fair value of the assets, liabilities and contingent
liabilities recognised.

Investment in associates

An associate is an entity over which the investor
has significant influence and that is neither a
subsidiary nor an interest in a joint venture.

The results and assets and liabilities of associates
are incorporated in these consolidated financial
statements using the equity method of accounting.
Under the equity method, investments in associates
are carried in the consolidated balance sheet at
cost as adjusted for post-acquisition changes in the
Group’s share of the net assets of the associates,
less any identified impairment loss. When the
Group’s share of losses of an associate equals
or exceeds its interest in that associate (which
includes any long-term interests that, in substance,
form part of the Group’s net investment in the
associate), the Group discontinues recognizing
its share of further losses. An additional share of
losses is provided for an a liability is recognised
only to the extent that the Group has incurred legal
or constructive obligations or made payments on
behalf of that associates.

Any excess of the cost of acquisition over the
Group’s share of the net fair value of the identifiable
assets, liabilities and contingent liabilities of the
associate recognised at the date of acquisition is
recognised as goodwill. The goodwill is included
within the carrying amount of the investment and is
assessed for impairment as part of the investment.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(d)

(e)

Investment in associates (Continued)

Any excess of the Group’s share of the net fair
value of the identifiable assets, liabilities and
contingent liabilities over the cost of acquisition,
after reassessment, is recognised immediately in

profit or loss.

Where a group entity transacts with an associate
of the Group, profits and losses are eliminated to
the extent of the Group’s interest in the relevant
associate.

Goodwill

Goodwill arising on an acquisition of a subsidiary
or an associate represents the excess of the cost of
acquisition over the Group’s interest in the fair value
of the identifiable assets, liabilities and contingent
liabilities of the relevant subsidiary or associate at
the date of acquisition. Such goodwill is carried at

cost less any accumulated impairment losses.

Capitalised goodwill arising on an acquisition
of a subsidiary is presented separately in the
balance sheet. Capitalised goodwill arising on an
acquisition of an associate is included in the cost
of the investment of the relevant associate.
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Goodwill (Continued)

For the purposes of impairment testing, goodwill
arising from an acquisition is allocated to each
of the relevant cash-generating units, or groups
of cash-generating units, that are expected to
benefit from the synergies of the acquisition. A
cash-generating unit to which goodwill has been
allocated is tested for impairment annually, and
whenever there is an indication that the unit may
be impaired. For goodwill arising on an acquisition
in a financial year, the cash-generating unit to
which goodwill has been allocated is tested
for impairment before the end of that financial
year. When the recoverable amount of the cash-
generating unit is less than the carrying amount of
the unit, the impairment loss is allocated to reduce
the carrying amount of any goodwill allocated to the
unit first, and then to the other assets of the unit pro
rata on the basis of the carrying amount of each
asset in the unit. Any impairment loss for goodwill
is recognised directly in the income statement.
An impairment loss for goodwill is not reversed in
subsequent periods.

On subsequent disposal of a subsidiary or an
associate, the attributable amount of goodwill
capitalised is included in the determination of the

amount of profit or loss on disposal.

Revenue recognition

Distribution fee income is recognised when the

master materials have been delivered.

Sales of film rights are recognised when the master
films are delivered and the film title has passed
perpetually.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

()

(9)

Revenue recognition (Continued)

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

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

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.

Hotel operation income is recognised when
services are provided.

Property, plant and equipment

Property, plant and equipment are stated at cost
less subsequent accumulated depreciation and
accumulated 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.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(9)

(h)

Property, plant and equipment (Continued)

Depreciation is provided to write off the cost of
items of property, plant and equipment (other
than construction in progress), using the straight
line method, over their estimated useful lives. The

principal annual rates are as follows:

4.5% - 5%
20% — 33%
10% — 20%
18% — 25%
15% - 20%

Buildings

Leasehold improvements
Furniture and fixtures
Machinery and equipment
Motor vehicles

Construction in progress includes property, plant
and equipment in the course of construction
for production or for its own use purposes.
Construction in progress is carried at cost less
any recognised impairment loss. Construction in
progress is classified to the appropriate category
of property, plant and equipment when completed
and ready for intended use. Depreciation of these
assets, on the same basis as other property assets,
commences when the assets are ready for their
intended use.

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

Interests in leasehold land

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

operation period of the relevant company.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(M

()]

Investment properties

Investment properties are completed properties
held to earn rentals and/or for capital appreciation.
On initial recognition, investment properties are
measured at cost, including any directly attributable
expenditure. Subsequent to initial recognition,
investment properties are measured at their fair
values using the fair value model. Gains or losses
arising from changes in the fair value of investment
property are included in profit or loss for the period
in which they arise.

An investment property is derecognised upon
disposal or when the investment property is
permanently withdraw from use and no future
economic benefits are expected from its disposals.
Any gain or loss arising on derecognition of the
asset (calculated as the difference between the
net disposal proceeds and the carrying amount
of the asset) is included in the consolidated
income statement in the year in which the item is
derecognised.

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 differs from profit
as reported in the consolidated income statement
because it excluded items of income or expense
that are taxable or deductible in other years and
its further excludes items that are never taxable or
deductible. The Group’s liability for current tax is
calculated using tax rates that have been enacted
or substantively enacted by the balance sheet date.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

1)}

Taxation (Continued)

Deferred tax is recognised on differences between
the carrying amount of assets and liabilities in
the consolidated 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 differences can be utilised.
Such assets and liabilities are not recognised if
the temporary difference arises from goodwill or
from the initial recognition (other than in a business
combination) of other assets and liabilities in a
transaction that affects neither the tax profit nor the
accounting profit.

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 to 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.

Deferred tax assets and liabilities are offset when
they relate to income taxes levied by the same
taxation authority and the entity intends to settle its
current tax assets and liabilities on a net basis.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(k)

U]

(m)

(n)

Borrowing costs

All borrowing costs are recognised as and included
in finance costs in the consolidated income
statement in the period in which they are incurred.

Non-current assets held for sale

Non-current assets and disposal groups are
classified as held for sale if their carrying amount
will be recovered principally through a sale
transaction rather than through continuing use.
This condition is regarded as met only when the
sale is highly probable and the asset (or disposal
group) is available for immediate sale in its present
condition.

Non-current assets (and disposal groups) classified
as held for sale are measured at the lower the
assets’ (disposal groups’) previous carrying amount
and fair value less costs to sell.

Inventories

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

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.

Amortisation is charged to the income statement
based on the proportion of actual income earned
during the year to the total estimated income from
the sale of film rights. The amortisation of 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.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(0)

()

Films in progress

Films in progress represents films and televisions
drama series under production and is stated at cost
incurred to date, less any identified impairment
loss. Cost is transferred to film rights upon

completion.

Financial Instruments

Financial assets and financial liabilities are
recognised on the balance sheet when a group
entity becomes a party to the contractual provisions
of the instruments. Financial assets and financial
liabilities are initially measured at fair value.
Transaction costs that are directly attributable to
the acquisition or issue of financial assets and
financial liabilities (other than financial assets and
financial liabilities at fair value through profit or
loss) are added to or deducted from the fair value
of the financial assets or financial liabilities, as
appropriate, on initial recognition. Transaction costs
directly attributable to the acquisition of financial
assets or financial liabilities at fair value through
profit or loss are recognised immediately in income

statement.

i. Financial assets

The Group’s financial assets are classified into
one of the three categories, including financial
assets at fair value through profit or loss,
loans and receivables and available-for-sale
financial assets. All regular way purchases or
sales of financial assets are recognised and
derecognised on a trade date basis. Regular
way purchases or sales of financial assets
that requires delivery of assets within the time
frame established by regulation or convention
in the marketplace. The accounting policies
adopted in respect of each category of
financial assets are set out below.

65



66

hE 2S£ E AR 2T CHINA STAR ENTERTAINMENT LIMITED

B % it % B 5 Notes to the Financial Statements

HE-ZEZ+LF+-A=1t—HILFE For the year ended 31st December 2007

3. TESHBRBE(E

SMIA(E)
TREE (&)

(p)

i

(1)

BREEUARXTEERIRZER
BE

BREEUARXTEERIRZER
BESRME BEKFERES
MEERRIABRREE B
BESAAFEBIIEZERE
o

EREERBAKEEERN

(i) BAXTZERTABKRE
&5

() BRAKESHEIND
BIAGRTAEAH B
HRARBILEBEME
RIS« 5

(i) EREEARKBERT
BRERE I ANITE
ITA-

BREEUARTEEIRZER
BEDTEPNEHANHEMBEA
Z&EF BEHEEEREIME
EHALLER - BB EREZE
BMEEIN HEMEERTIIE
W BITTREE B AR KIS E R
BEERATEEME

() AW AR A
Do BN R A B o
WRZA—H o

3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p)

Financial Instruments (Continued)

I.

Financial assets (Continued)

(1)

Financial assets at fair value through
profit or loss

Financial assets at fair value through
profit or loss has two subcategories,
including financial assets held for
trading and those designated as at fair
value through profit or loss on initial
recognition.

A financial asset is classified as held for
trading if:

(i) it has been acquired principally for
the purpose of selling in the near
future; or

(i) itis a part of an identified portfolio
of financial instruments that the
Group manages together and has
a recent actual pattern of short-
term profit-taking; or

(iii) it is a derivative that is not
designated and effective as a
hedging instrument.

Financial assets at fair value through
profit or loss are not those financial
assets acquired principally for the
purpose of selling in the short term but
designated by management as such at
inception. A financial asset other than a
financial asset held for trading may be
designated as at fair value through profit
or loss upon initial recognition if:

(i)  such designation eliminates

or significantly reduces a
measurement or recognition
inconsistency that would otherwise

arise; or
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p) Financial Instruments (Continued)

i Financial assets (Continued)

(1) Financial assets at fair value through

profit or loss (Continued)

(i)

(iii)

the financial asset forms part of
a group of financial assets or
financial liabilities or both, which
is managed and its performance
is evaluated on a fair value basis,
in accordance with the Group’s
documented risk management
or investment strategy, and
information about the grouping is
provided internally on that basis;
or

it forms part of a contract
containing one or more embedded
derivatives and HKAS 39 permits
the entire combined contract
(asset or liability) to be designated
as fair value through profit or loss.

At each balance sheet date subsequent

to initial recognition, financial assets

at fair value through profit or loss are

measured at fair value, with changes in

fair value recognised directly in profit or

loss in the period in which they arise.

The net gain or loss recognised in profit

or loss includes any dividend or interest

earned on the financial assets.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p)

Financial Instruments (Continued)

I.

Financial assets (Continued)

(2

Loans and receivables

Loans and receivables (including
advance to associates, advance to an
investee company, loan receivables,
pledged deposits, securities trading
receivable and deposits, time deposits,
bank balances and cash) are non-
derivative financial assets with fixed
or determinable payments that are not
quoted in an active market. At each
balance sheet date subsequent to initial
recognition, loans and receivables
are carried at amortised cost using
the effective interest method, less
any identified impairment losses. An
impairment loss is recognised in income
statement when there is objective
evidence that the asset is impaired, and
is measured as the difference between
the assets’ carrying amount and the
present value of the estimated future
cash flows discounted at the original
effective interest rate. Impairment
losses are reversed in subsequent
periods when an increase in the asset’s
recoverable amount can be related
objectively to an event occurring after
the impairment was recognised, subject
to a restriction that the carrying amount
of the asset at the date the impairment
is reversed does not exceed what the
amortised cost would have been had
the impairment not been recognised.




ANNUAL REPORT 2007 £ 3§

% e R Fﬁ it Notes to the Financial Statements

T+F+=HA=+—HILEE For the year ended 31st December 2007

BHE=
3. FESTHEBRE(£E)
(p) SWMIAE)
i THELE (&)
(3) AIHHECZERMEE
A EZSEERE TR

EORA LM E BRI Z 30T

EIE: cMIIRERER LEHEE

B AffHEZeREERDTF

EEE-

RV EEZHRRE

R Ex@mﬂﬁ%%ﬁﬁ%i
HBRRE - B - 5 AR R R
RZ R BEKBBRESR I

RIRAKRER -

AfHEZER

BEZEMBEBEORKAER
HER o ATt E 2 R E 2R
EERKTERERBRHRKD -

RAHHEZEBRREMS

Ay

HEREZNFEEZENIEE
WEBRRERZENHAR R

BERERED -

3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p)

Financial Instruments (Continued)

I.

Financial assets (Continued)

3)

Available-for-sale financial assets

Available-for-sale financial assets
are non-derivatives that are either
designated or not classified as any of
the other categories (set out above). At
each balance sheet date subsequent
to initial recognition, available-for-
sale financial assets are measured at
fair value. Changes in fair value are
recognised in equity, until the financial
asset is disposed of or is determined
to be impaired, at which time, the
cumulative gain or loss previously
recognised in equity is removed from
equity and recognised in income
statement. Any impairment losses
on available-for-sale financial assets
are recognised in income statement.
Impairment losses on available-for-
sale equity investments will not reverse
in subsequent periods. For available-
for-sale debt investments, impairment
losses are subsequently reversed if
an increase in the fair value of the
investment can be objectively related to
an event occurring after the recognition

of the impairment loss.
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3.

& Notes to the Financial Statements

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p)

Financial Instruments (Continued)

I.

Financial assets (Continued)

(83) Available-for-sale financial assets
(Continued)

For available-for-sale equity investments
that do not have a quoted market price
in an active market and whose fair
value cannot be reliably measured.
They are measured at cost less any
identified impairment losses at each
balance sheet date subsequent to
initial recognition. An impairment loss
is recognised in income statement
when there is objective evidence that
the asset is impaired. The amount of
the impairment loss is measured as the
difference between the carrying amount
of the asset and the present value of the
estimated future cash flows discounted
at the current market rate of return for a
similar financial asset. Such impairment
losses will not reverse in subsequent

periods.

Financial liabilities and equity instruments

Financial liabilities and equity instruments
issued by a group entity are classified
according to the substance of the contractual
arrangements entered into and the definitions
of a financial liability and an equity instrument.

An equity instrument is any contract that
evidences a residual interest in the assets of
the group after deducting all of its liabilities.
The Group’s financial liabilities are generally
classified into financial liabilities at fair value
through profit or loss and other financial
liabilities. The accounting policies adopted
in respect of financial liabilities and equity
instruments are set out below.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p) Financial Instruments (Continued)

ii.

Financial liabilities and equity instruments
(Continued)

Financial liabilities at fair value through profit
or loss

Financial liabilities at fair value through profit
or loss has two subcategories, including
financial liabilities held for trading and those
designated at fair value through profit or loss

on initial recognition.

A financial liability is classified as held-for-
trading if:

(i) it has been incurred principally for the
purpose of repurchasing in the near
future; or

(i) it is a part of an identified portfolio of
financial instruments that the Group
manages together and has a recent
actual pattern of short-term profit-taking;
or

(iii) it is a derivative that is not designated
and effective as a hedging instrument.

A financial liability other than a financial
liability held for trading may be designated as
at fair value through profit or loss upon initial
recognition if:

(i) such designation eliminates or
significantly reduces a measurement
or recognition inconsistency that would
otherwise arise; or
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p)

Financial Instruments (Continued)

ii.

Financial liabilities and equity instruments
(Continued)

Financial liabilities at fair value through profit
or loss (Continued)

(iiy  the financial liability forms part of a
group of financial assets or financial
liabilities or both, which is managed
and its performance is evaluated on a
fair value basis, in accordance with the
Group’s documented risk management
or investment strategy, and information
about the grouping is provided internally
on that basis; or

(iii) it forms part of a contract containing
one of more embedded derivatives,
and HKAS 39 Financial Instruments:
Recognition and Measurement permits
the entire combined contract to be
designated as fair value through profit
or loss.

At each balance sheet date subsequent to
initial recognition, financial liabilities at fair
value through profit or loss are measured
at fair value, with changes in fair value
recognised directly in income statement in
the period in which they arise. The net gain or
loss recognised in profit or loss includes any
interest paid on the financial liability.

Other financial liabilities

Other financial liabilities including creditors
and accruals, securities trading and margin
payable, deposits and receipts in advance,
bank and other borrowings and amounts due
to associates are subsequently measured at
amortised cost, using the effective interest
rate method.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p) Financial Instruments (Continued)

ii.

Financial liabilities and equity instruments
(Continued)

Convertible loan notes

Convertible loan notes issued by the
Company that contain both financial liability
and equity components are classified
separately into respective liability and equity
components on initial recognition. On initial
recognition, the fair value of the liability
component is determined using the prevailing
market interest rate of similar non-convertible
debts. The difference between the gross
proceeds of the issue of the convertible
loan notes and the fair value assigned to
the liability component, representing the
embedded call option for the holder to
convert the notes into equity, is included
in equity (convertible loan notes - equity
reserve).

In subsequent periods, the liability
component of the convertible loan notes is
carried at amortised cost using the effective
interest method. The equity component,
representing by the option to convert the
liability component into ordinary shares
of the Company, will remain in convertible
notes reserve until the embedded option is
exercised (in which case the balance stated
in convertible notes reserve will be transferred
to share capital and share premium). Where
the option remains unexercised at the expiry
date, the balance stated in convertible loan
notes — equity reserve will be released to
retained profits. No gain or loss is recognised
in income statement upon conversion or

expiration of the option.
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3.

& Notes to the Financial Statements

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p)

Financial Instruments (Continued)

ii.

Financial liabilities and equity instruments
(Continued)

Convertible loan notes (Continued)

Transaction costs that relate to the issue of
the convertible loan notes are allocated to the
liability and equity components in proportion
to the allocation of the gross proceeds.
Transaction costs relating to the equity
component are charged directly to convertible
loan notes — equity reserve.

Transaction costs relating to the liability
component are included in the carrying
amount of the liability component and
amortised over the period of the convertible
loan notes using the effective interest method.

Financial guarantee contracts

A financial guarantee contract is a contract
that requires the issuer to make specified
payments to reimburse the holder for a loss
it incurs because a specified debtor fails
to make payment when due in accordance
with the original or modified terms of a debt
instrument. A financial guarantee contract
issued by the Group and not designated
as financial assets at fair value through
profit or loss is recognised initially at its fair
value less transaction costs that are directly
attributable to the issue of the financial
guarantee contract. Subsequent to initial
recognition, the Group measures the financial
(i) the
amount determined in accordance with
HKAS 37 Provisions, Contingent Liabilities

and Contingent Assets; and (ii) the amount

guarantee contract at the higher of:

initially recognised less, when appropriate,
cumulative amortisation recognised in

accordance with HKAS 18 Revenue.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p) Financial Instruments (Continued)

ii.

ifi.

Financial liabilities and equity instruments
(Continued)

Financial guarantee contracts (Continued)

Derivative financial instruments that do not
qualify for hedge accounting derivatives are
deemed as financial assets held for trading or
financial liabilities held for trading. Changes in
fair values of such derivatives are recognised
directly in income statement.

Derecognition

Financial assets are derecognised when the
rights to receive cash flows from the assets
expire or, the financial assets are transferred
and the Group has transferred substantially
all the risks and rewards of ownership of
the financial assets. On derecognition of a
financial asset, the difference between the
asset’s carrying amount and the sum of the
consideration received and the cumulative
gain or loss that had been recognised directly
in equity is recognised in income statement.

For financial liabilities, they are removed from
the Group’s balance sheet (i.e. when the
obligation specified in the relevant contract
is discharged, cancelled or expires). The
difference between the carrying amount of
the financial liability derecognised and the
consideration paid or payable is recognised
in income statement.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(a)

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.

Provision

Provisions are recognised when the Group has a
present obligation as a result of a past event, and it
is probable that the Group will be required to settle
that obligation. Provisions are measured at the
directors’ best estimate of the expenditure required
to settle the obligation at the balance sheet date,
and are discounted to present value where the
effect is material.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(s)

Foreign currencies

The consolidated financial statements are
presented in Hong Kong dollars, which is the
Company’s functional and presentation currency.
In preparing the financial statements of each
individual group entity, transactions in currencies
other than the functional currency of that entity
(foreign currencies) are recorded in its functional
currency (i.e. the currency of the primary economic
environment in which the entity operates) at the
rates of exchange prevailing on the dates of the
transactions. At each balance sheet date, monetary
items denominated in foreign currencies are
retranslated at the rates prevailing on the balance
sheet date. Non-monetary items carried at fair
value that are denominated in foreign currencies
are retranslated at the rates prevailing on the date
when the fair value was determined. Non-monetary
items that are measured in terms of historical cost
in a foreign currency are not retranslated.

Exchange differences arising on the settlement of
monetary items, and on the translation of monetary
items, are recognised in income statement in the
period in which they arise. Exchange differences
arising on the retranslation of non-monetary
items carried at fair value are included in income
statement for the period except for differences
arising on the retranslation of non-monetary items in
respect of which gains and losses are recognised
directly in equity, in which cases, the exchange
differences are also recognised directly in equity.

77



78

hE 2S£ E AR 2T CHINA STAR ENTERTAINMENT LIMITED

B % it % B 5 Notes to the Financial Statements

BE-ZZ+LF+-A=1t—HILFE For the year ended 31st December 2007

3. FESHBRBE(E

(s)

®

o ()

REIRAMBRERMS - AEBEEFINER
ZEERBEBNREFAZEREXRRER
ARRZZ2HNE® (BVET)  MBARMAX
DRZFE 2 FHEEBE - RIFEXRRZ
HEABRAENS - AIELERT KA
RXZAZEREXBRE - RELEZERE
B(MA) THHEREBRAR 2B (7
H)  ZEFERZBERLEBIEH 2HE
RUARATER

REAR
WHBADEEEEREE BRI LR
LER - MBEBBEAIMEEEHEY - ELH
Nz RNESRAREBNEREERAR
R e

3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(s)

(®)

Foreign currencies (Continued)

For the purposes of presenting the consolidated
financial statements, the assets and liabilities of
the Group’s foreign operations are translated into
presentation currency of the Company (i.e. Hong
Kong dollars) at the rate of exchange prevailing
at the balance sheet date, and their income and
expenses are translated at the average exchange
rates for the year, unless exchange rates fluctuate
significantly during the period, in which case,
the exchange rates prevailing at the dates of
transactions are used. Exchange differences
arising, if any, are recognised as a separate
component of equity (the translation reserve).
Such exchange differences are recognised in
income statement in the period in which the foreign
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.
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ACCOUNTING POLICIES (Continued)

(u) Employee benefits

(i)

(ii)

Bonuses

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

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
employers’ contributions subject to a cap
of monthly relevant income of HK$20,000.
The Group’s contributions to the scheme
are expensed as incurred are 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.
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SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(u)

(v)

Employee benefits (Continued)

(iii) ~ Share-based payment expenses

The fair value of the employee services
received determined by reference to the fair
value of share options granted at the grant
date is recognised as an expense in full at the
grant date when the share options granted
vest immediately, with a corresponding
increase in equity (share-based payment
reserve).

At the time when the share options are
exercised, the amount previously recognised
in share-based payment reserve will be
transferred to share premium. When the share
options are forfeited after the vesting date
or are still not exercised at the expiry date,
the amount previously recognised in share-
based payment reserve will be transferred to
retained profits.

Related party transactions

A party is considered to be related to the Group if:

(i)

(i)

(iii)

(iv)

the party, directly or indirectly through one or
more intermediaries, (a) controls, is controlled
by, or is under common control with, the
Group; (b) has an interest in the Group that
gives it significant influence over the Group;

or (c) has joint control over the Group;

the party is an associate;

the party is a jointly-controlled entity;

the party is a member of the key management
personnel of the Group or its parent;

the party is a close member of the family of
any individual referred to in (i) or (iv);
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(v)

(w)

Related party transactions (Continued)

(vi) the party is an entity that is controlled, jointly
controlled or significantly influenced by or
for which significant voting power in such
entity resides with, directly or indirectly, any
individual referred to in (iv) or (v); or

(vii) the party is a post-employment benefit plan
for the benefit of the employees of the Group,
or of any entity that is a related party of the
Group.

Impairment losses on tangible and intangible
assets other than goodwill

At each balance sheet date, the Group reviews
the carrying amounts of its tangible and intangible
assets to determine whether there is any indication
that those assets have suffered an impairment loss.
In addition, intangible assets with indefinite useful
lives and intangible assets not yet available for use
are tested for impairment annually, and whenever
there is an indication that they may be impaired.
If the recoverable amount of an asset is estimated
to be less than its carrying amount, the carrying
amount of the asset is reduced to its recoverable
amount. An impairment loss is recognised as an

expense immediately.

Where an impairment loss subsequently reverses,
the carrying amount of the asset is increased to
the revised estimate of its recoverable amount,
but so that the increased carrying amount does
not exceed the carrying amount that would have
been determined had no impairment loss been
recognised for the asset in prior years. A reversal
of an impairment loss is recognised as income
immediately.
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4. TEGRIABRMGETAEES

CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

In the application of the Group’s accounting policies,
which are described in note 3, management is required
to make judgements, estimates and assumptions about
the carrying amounts of assets and liabilities that are
not readily apparent from other sources. The estimates
and associated assumptions are based on historical
experience and other factors that are considered to be
relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed
on an ongoing basis. Revisions to accounting estimates
are recognised in the period in which the estimate is
revised if the revision affects only that period or in the
period of the revision and future periods if the revision
affects both current and future periods.

Critical judgements in applying accounting policies

The following are the critical judgements, apart from
those involving estimations, that management has made
in the process of applying the Group’s accounting
policies and that have the most significant effect on
the amounts recognised in the consolidated financial
statements.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

Critical judgements in applying accounting policies
(Continued)

(a)

(b)

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 3(e) and 3(n).
of cash-generating units are determined based

The recoverable amounts

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.

Trade receivables

The aged debt profile of trade receivables is
reviewed on a regular basis to ensure that the
trade receivable 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 receivable
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 receivables 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
receivables to the income statement. Changes in
the collectability of trade receivables for which
provisions are not made could affect our results of
operations.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

Critical judgements in applying accounting policies
(Continued)

(c)

(d)

(e)

Useful lives of property, plant and equipment

In accordance with HKAS 16 Property, Plant and
Equipment, 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.

Investment properties

As described in note 19, investment properties
are stated at fair value based on the valuation
performed by independent professional valuers.
In determining the fair value, the valuers have
based on method of valuation which involves
certain estimates. In relying on the valuation report,
the management has exercised their judgement
and are satisfied that the method of valuation is
reflective of the current market conditions. Should
there are changes in assumptions due to change of
market conditions, the fair value of the investment
properties will change in future.

Impairment of films in progress

The management of the Group reviews an aging
analysis at each balance sheet date, and identifies
the slow-moving films in progress that is no longer
suitable for use in production. The management
estimates the net realisable value for such films in
progress based primarily on the latest available
market 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 productions no longer
proceed.
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5.

FINANCIAL RISK MANAGEMENT

The Group’s major financial instruments include equity

investments, borrowings, trade receivables, trade

payables, cash and cash equivalents. Details of these

financial instruments are disclosed in respective notes.

The risks associated with these financial instruments

and the policies on how to mitigate these risks are set

out below. The management manages and monitors

these exposures to ensure appropriate measures are

implemented on a timely and effective manner.

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 (“HKS$”")
and Renminbi (“RMB”).
exposed to foreign exchange risk arising from

Therefore, the Group is

these currency exposures. Hong Kong dollars are
pegged to the United States dollars and the foreign
exchange exposure between them are considered
limited. The conversion of RMB into foreign
currencies is subject to the rules and regulations
of foreign exchange control promulgated by the
PRC government. The Group is exposed to foreign
exchange risk in respect of exchange fluctuation
of HK$ against RMB. The Group currently does not
have a foreign currency hedging policy in respect
of foreign current assets and liabilities. The Group
will monitor its foreign currency exposure closely
and will consider hedging significant foreign
currency exposure should the need arise.
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FINANCIAL RISK MANAGEMENT
(Continued)
Market risk (Continued)

(ii)

Price risk

The Group’s equity investments classified as
available-for-sale investments and financial assets
at fair value through profit or loss which are
measured at fair value at each balance sheet date
and expose the Group to equity price risk. The
Group’s equity price risk is mainly concentrated
on equity securities operating in provision for cold
storage and related logistic services, manufacturing
industry and public transportation business in
PRC, which are quoted in the Stock Exchange. The
management manages this exposure by maintaining
a portfolio of investments with different risk profiles.
In addition, the Group will monitor the price risk
and will consider hedging the risk exposure should
the need rise.

Sensitivity analysis

The sensitivity analyses below have been
determined based on the exposure to equity price
risk at the reporting date.

If equity prices had been 5% higher/lower, the
Group’s:

° profit before taxation for the year ended 31st
December 2007 would increase/decrease
by HK$1,995,000 (2006: increase/decrease
by HK$2,135,000). This is mainly due to the
changes in fair value of available-for-sale
investments; and

° securities investment reserve would increase/
decrease by HK$830,000 (2006: increase/
decrease by HK$3,038,000) as a result of the
changes in fair value of financial assets at fair
value through profit or loss.

The Group’s sensitivity to equity prices has
increased during the current year mainly due to the
increase in equity investments by value.
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FINANCIAL RISK MANAGEMENT
(Continued)
Market risk (Continued)

(iii)  Cash flow and fair value interest rate risk

The Group’s exposure to changes in interest rates is
mainly attributable to its time deposits, borrowings.
Bank borrowings at variable rates expose the
Group to fair value interest rate risk (see note
38 for details of these borrowings). The Group’s
income and operating cash flows are substantially
independent of changes in market interest rates.
The Group currently does not have an interest rate
hedging policy. However, the management monitors
interest rate exposure and will consider hedging
significant interest rate exposure should the need

arise.

As at 31st December 2007 and 2006, a reasonably
possible change of 50 basis-points interest rates
on borrowings would have no material impact on
the Group’s results for the year and equity as at the
year end.

Credit risk

As at 31st December 2007, the Group’s maximum
exposure to credit risk which will cause a financial loss
to the Group due to failure to discharge an obligation by
the counterparties is arising from the carrying amount of
the respective recognised financial assets as stated in
the consolidated balance sheet.

In order to minimise the credit risk, the management of
the Group has credit approvals and other monitoring
procedures to ensure that follow-up action is taken to
recover overdue debts. In this regards, the directors
of the Company consider that the Group’s credit risk is
significantly reduced.

The Group’s credit risk is primarily attributable to trade
or other receivables. The Group has no significant
concentrations of credit risk. The exposures to these
credit risks are monitored on an ongoing basis.
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5. ﬁﬁm@ﬁﬁ%fi (/,f/é,g) 5. FINANCIAL RISK MANAGEMENT
(Continued)
MREESER Liquidity risk
AREBRBBEZZTERITHEILES EEFEA The Group manages liquidity risk by maintaining
REBRBASREARREAECREERABE 2 H adequate bank deposits and cash, monitoring forecast
HEX BLERRBES - and actual cash flows and matching the maturity profiles
of financial assets and liabilities.
EREREEERDE AR  HARITEEE The liquidity risk is under continuous monitoring by
HARE, BRI RDESTRIREEHRE management. Reports with maturity dates of bank
EEHHMEN VER TEEBENETEES borrowings and thus the liquidity requirement are
SEHETRE o provided to management for review periodically.
Management will raise or refinance bank borrowings
whenever necessary.
TRERMEBBEE 22 EE - WHIRRA The table below analysis the Group’s financial liabilities
HEHAER  BEHAEAZEOIEHE 2R that will be settled into relevant maturity groupings based
HEETON - RABBZSBREBESHMHEN on the remaining period at the balance sheet date to
MR HETE - o the contractual maturity date. The amounts disclosed
in the table are based on the contractual undiscounted
payments, was as follows:
R-ZEZtFE+=-A=+-H
At 31st December 2007
—f@RZE =Rz
—EAK =f&A —-& —FZRF EBEHNLE @t
Between Between Between More
Less than 1to3 3 months 1 year than
1 month months  to1year tob5 years 5 years Total
THERT FTHERT FTHERT THERT TR THERT
HK$°000 HK$’000 HK$’000 HK$’000 HK$’000 HK$°000
FTESRAR Non-derivative financial liabilities
BITEE Bank borrowings
-RE — Current 197 398 1,823 - - 2,418
-JERe - Non-current - - - 8,209 314 8,523
B S ENFIE Trade payables 2,980 1,179 13,462 - - 17,621
BUEIZS - fE5FIBE  Deposits received, accruals
RE RN A and other payables 6,593 5,858 53,567 - - 66,018
@t Total 9,770 7,435 68,852 8,209 314 94,580
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5. SWMEAKTE (&) 5. FINANCIAL RISK MANAGEMENT

(Continued)

REBESEK (&) Liquidity risk (Continued)
—ZZRE+ZA=T—H
At 31st December 2006
—f@AZE Z=@AZE
—fEAR =R —% —5FZRF AEME #at
Between Between Between More
Less than 1to3 3 months 1 year than
1 month months  to 1year to5 years 5 years Total
TET TET TET TET TET THT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FTESRAR Non-derivative financial liabilities
RITIEE Bank borrowings
e - Current 182 372 1,700 - - 2,254
i) - Non-current - - - 10,346 602 10,948
2 5 ENFIE Trade payables 1,523 2,762 14,025 - - 18,310
DUEIZS - fE5HTER  Deposits received, accruals
RE MR and other payables 3,277 626 35,658 - - 39,561
EEATHRRER Unsecured convertible notes
-RE - Current - - 19,867 - - 19,867
st Total 4,982 3,760 71,250 10,346 602 90,940
tRMIBECAFEE Fair value of financial instruments

The fair value of financial assets and financial liabilities

TREENEREBZIATEERATHAEE

are determined as follows:

. AEBRERARGHERNERRAETSE J the fair value of financial assets and financial
EZ%H&%?&%%QEE( BEMETHR) liabilities (including derivative instruments) with

AFEENHHILETIHEARE HE
ﬁ:&

. HpARMEERSMAME(BENETA)

ATEENREAREERR - LRFES

&EH - RAEARAZTREAHD

B2 B S FIEE Y o SO AREY

STETAME - 2T @A TR AW @Y
Hfhst o

standard terms and conditions and traded on
active liquid markets are determined with reference
to quoted market bid prices and ask prices
respectively; and

the fair value of other financial assets and financial
liabilities (including derivative instruments) are
determined in accordance with generally accepted
pricing models based on discounted cash flow
analysis using prices or rates from observable
current market transaction as input. For an option-
based derivative, the fair value is estimated using
option pricing model.
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5. TREBER(E)

FINANCIAL RISK MANAGEMENT
(Continued)

Fair value of financial instruments (Continued)

Except as detailed in the following table, the directors
of the Company consider that the carrying amounts of
financial assets and financial liabilities recorded in the
consolidated financial statements approximate their fair
value.

“EE2LE ZTTRF
2007 2006
IREE ATEE REE ATEE
Carrying Carrying
amount  Fair value amount Fair value
FTERT FEx FET FET
HK$°000 HK$’000 HK$'000 HK$'000
cHEE Financial assets
i el kNl od Convertible notes receivable
RIHARR IR B from an associate 667 691 - -
FEU AT R R R IR RIA Convertible notes receivables - - 52,000 52,000
EREE Financial liabilities
AR EE Convertible notes - - 19,867 19,867
EXER Capital management

AEBERRERN  URGERASEZERKAR
BRE VYEBBILEGRESERSBRRERX
RAEE - MBEFE  AREZBBRBERT

o)

o

AEBZEAGEBRREEY  ERRBRRITERR
AR EE ReMREFERBRARAER
RAEANEEER  HBREBTERA  BERKRE
B e

AEBEERFEEEFHELRER - ERUILE
Bez—#t AEEEEZEEAKANREET
BRI ZEMEERT  BREBEALAEHR
REE AEEERBEAKSEEE I HERZEE
BEEKEREEMFHELEREANGE -

The Group manages its capital to ensure that entities in
the Group will be able to continue as a going concern
while maximising the return to stakeholders through the
optimisation of the debt and equity balance. The Group’s
overall strategy remains unchanged from prior year.

The capital structure of the Group consists of debts
which include bank borrowings and convertible notes,
cash and cash equivalents, and equity attributable
to equity holders of the Company, comprising issued
capital, reserves and retained profits.

The directors of the Group review the capital structure
on an annual basis. As a part of this review, the
directors of the Group consider the cost of capital and
other sources of funds other than issuance of shares,
including borrowings from related parties. Based on the
recommendation of the directors of the Group, the Group
will balance its overall capital structure through raising or
repayment of borrowings.
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TREREE(Z

BAEE (#&)
AEBMERRBEEQRBL R TRB®MI0% - N =
TERFR-_ZEZLF+_A=Z+—HZEEA
ELEEMT :

FINANCIAL RISK MANAGEMENT
(Continued)

Capital management (Continued)

The Group aimed at maintaining a gearing ratio of not

more than 40%. The gearing ratios as at 31st December
2006 and 2007 are as follows:

—EBELF —ETTREF

2007 2006

HK$’000 HK$'000

BET() Total debt (i) 10,941 33,069

A RekReFEER Less: cash and cash equivalents (57,321) (89,347

RekBHEeEFHEEEFE Net cash and cash equivalents (46,380) (56,278

B (i) Equity (ii) 1,174,133 694,827

B FEERA L Net debt to equity ratio - -

BETEL AL & Total debt to equity ratio 0.9% 4.8%
Wt - Note:

(i) BEERERSMERDEERERRTRAKRER (i) Debt comprises current and non-current borrowings and

(BRAFE1E D B H A M 7E38 )39)

(i) BEABEAEBEZMEERRERE-

7 EEHR
ARFERLHBESEALRE TESHE
B o SR B o A PO R — S SR
g ANRAME ((HE)(TREES  RFRRA
B) BERRAED -

unsecured convertible notes as detailed in notes 38 and

39 respectively.

(i) Equity includes all capital and reserves of the Group.

SEGMENT INFORMATION

The directors of the Company report the geographical
segments as the Group’s primary segment information.
The Group’s customers are located in four principal
geographical areas - Hong Kong and Macau, the
People’s Republic of China (excluding Hong Kong,
Macua and Taiwan) (the “PRC”), America and Europe,
and South-East Asia.
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6. gﬁﬂ (ﬂf“%) 6. SEGMENT INFORMATION (Continued)
it’g EBoE Geographical segments
TRETEUB AT AER Y syeE The following table provides an analysis of the Group’s
sales by location of markets:
BE-—ET+E A= +—BIFEEIIRAE Income statement for the year ended 31st December
2007:
BREOEER BRIEEEER
Discontinued
Continuing operations operations
EERAM HE B REE it aE  FBEREA &
Hong Kong America  South-East Hong Kong
and Macau PRC and Europe Asia Other Total and Macau Consolidated
THr TR FEr Tin TR FEr Tn Tn
HK$°000 HK$’000 HK$’000 HK$°000 HK$’000 HK$’000 HK$°000 HK$’000
EEE Turnover 62,366 - - 1,892 47 64,305 14,046 78,351
HERA Cost of sales (42,731) - - (1,996) (116)  (44843)  (4572)  (49,415)
THHEER Marketing and
BIRX distribution expenses (5,606) (96) (15) (74) - (5,791) - (5,791)
EGES Segment results 14,029 (96) (15) (178) (69) 13,671 9,474 23,145
RENMELT Increase in fair value of
EEEm investment properties 10,220 - - - - 10,220 - 10,220
PER ﬁf’EEEZ Net realised and unrealised
%m&‘!ﬁsz """" gains on financial
kEkZ fﬁmﬂ‘/%% assets classified as
held-for-trading 22,866 - - - - 22,866 - 22,866
JEEBEZNEEE  Share of results of associates 56,648 - 56,648
H&E%MTE Alz#E  Discount on acquisition of
subsidiaries - 15,498 15,498
?&ﬁ%ﬁ%ﬂﬁf% Loss on deemed disposal of
DR EE interests in associates (49,744) - (49,744)
HERBAREE  Loss on disposal of interests
LE# in subsidiaries - (45471)  (45471)
BBEEIMEL Impairment loss recognised
BRAZHEESE  inrespect of film rights (16,850) - (16,850)
HEEERR Impairment loss recognised
HEEE in respect of goodwil (30,141) - (30,141)
el —fE4ARZ  Changes in fair value in respect
RREEENE of conversion options
BRHE embedded in convertible
ATERED notes receivables from an
associate (50) - (50)
FABATYA Unallocated corporate income 12,883 5,078 17,961
RABRARR Unallocated corporate
expenses (59,162) (46,776)  (105,938)
BREAIEE Loss before taxation (39,659) (62,197)  (101,856)
BE Taation (1,593) (358)  (1,951)
FEBR Loss for the year (41,252) (62,555)  (103,807)
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6. SEGMENT INFORMATION (Continued)

Geographical segments (Continued)

Income statement for the year ended 31st December

2006:
BRISEEH RESIAET
Discounted
Continuing operations operations
BERRM i Bz FHER Eth gm BERAN Fa
Hong Kong America Hong Kong
and and  South-East and
Macau PRC Europe Asia Other Total Macau Consolidated
THr T Tix T T Tix T Tir
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
EXE Turnover 129,936 8,783 1,003 11,532 1,433 152,777 - 152,777
HERA Cost of sales (91,023) (3,984) (697) (6,921) (740)  (103,365) - (103,365)
TiHHERER Marketing and distribution
BRX expenses (9,018) (396) (52) (191) (120) (9,777) - (9,777)
HELE Segment results 29,895 4,403 344 4420 573 39,635 - 39,635
BERAAREE  Impairment loss reversed in
Bz RBEER respect of convertible notes
receivables 10,000 - - - - 10,000 - 10,000
REWMELT Increase in fair value of
EEEm investment properties 2,880 - - - - 2,880 - 2,880
’\*Eﬁ'ﬁ 1’E§i2 Net realised and unrealised
loss on financial assets
B classified as held-for-trading (16,256) - - - - (16,256) - (16,256)
15 w%’& T%ix Share of results of associates (9,796) - (9,796)
%&ﬁﬁﬁﬁ %%  Gain on deemed disposal of
NSt sl interests in associates 62,582 - 62,582
WE—MBEAR  Gainon disposal of an associate
i 21,400 - 21,400
REBERNEZRE  Impairment loss recognised in
BHZHARE respect of investments in
EE associates (32,565) - (32,565)
AREARMA Unallocated corporate income 12,750 - 12,750
RABAARR Unallocated corporate expenses (51,861) - (51,861)
BRLATE R Profit before taxation 38,769 - 38,769
HE Taxation (1918) - (1918)
ERRT Profit for the year 36,851 - 36,851

MR AEEHEIBI0% 2 B E TN EE MR

WY EEIIRES B OBREE FEYE #

BRRE MERDERBIREEBEION -

No analysis of the carrying amount of segment assets,

additions of property, plant and equipment and the

depreciation and segment liabilities analysed by the

geographical area are disclosed as more than 90% of

the group assets are located in Hong Kong and Macau.
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6.

EBDE
ZENEZETBRERRRBOT

ERRT - RERBOEFREREES
BERE  —  RRPIRGUEERS

RBBFEE EXQEM - BEEBEERBES
P -

6.

SEGMENT INFORMATION (Continued)
Business segments

The principal products and services of each of these
divisions are as follows:

Film distribution - Production and distribution of
motion pictures and television
drama series

Hotel services - Provision of hotel services in
Macau

During the financial year, the board of directors
announced a plan to dispose the hotel services business.
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ﬁﬁﬁ*ﬂ. (/f/j’;f_ 6. SEGMENT INFORMATION (Continued)
EBPE(E) Business segments (Continued)

BFHRSEBZORENMZROT -

Segment information about these businesses are
presented as below.

BE_ZZ+F+T_A=T—BHLEFEIZRAK:

Income statement for the year ended 31st December

2007:

BESEER BRIEREEK

Discontinued

Continuing operations operations
BRRT Hity wE EIE R =RE

Film Hotel
distribution Others Total services Consolidated
FTET FTER TERT FTET FTERT

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

EER Turnover
BINEE External sales 58,970 5,335 64,305 14,046 78,351
DEREE Inter-segment sales - - - - -

G

NERE

RDERFWA

ADERERX

JEGEE 2 R F]
ikl

BRBLATE 1R
M

FEER

Total

Segment result

Unallocated corporate
income

Unallocated corporate
expenses

Share of profits of
associates

Loss before taxation
Taxation

Loss for the year

58,970 64,305 14,046 78,351
8,336 13,671 9,474 23,145
45,969 20,576 66,545

(155,947) (92,247) (248,194)

56,648 - 56,648

(39,659) (62,197) (101,856)

(1,593) (358) (1,951)

(41,252) (62,555) (103,807)
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6. 2HEHR (&)

EKBDE(E)

RZFT+F+_A=+—RZEEGEX:

6. SEGMENT INFORMATION (Continued)

Business segments (Continued)

Balance sheet at 31st December 2007:

CRIEEEER

Discontinued

Continuing operations operations
BERRT Hity e IR PR oAE
Film Hotel
distribution Others Total services Consolidated
THERT TERT FTET THER TERT
HK$°000 HK$°000 HK$’000 HK$°000 HK$°000
BE ASSETS

DBEE Segment assets 742,326 3,057 745,383 1,187,072 1,932,455

PEEE N BERS Interests in associates 375,148 - 375,148

ZomEE Consolidated total assets 1,120,531 1,187,072 2,307,603
=4 LIABILITIES

GECS=N Segment liabilities/

RAEBEEE Consolidated total liabilities 81,977 16,069 98,046 1,034,096 1,132,142
HE_ZTZ+tF+ A=+ HUIEFEZEMHE Other information for the year ended 31st December
¥ 2007:

FELEER BRIEEER
Discontinued
Continuing operations operations
BERRT Hity e IR PR SE
Film Hotel
distribution Others Total services Consolidated
THExT TERT FTET FTER FTERT
HK$°000 HK$’000 HK$°000 HK$°000 HK$°000
Y% R RE  Depreciation of property,

ZIE plant and equipment (2,891) - (2,891) (5,551) (8,442)

AE LA EE  Amortisation of interests in
leasehold land (165) - (165) (15,259) (15,424)
EBETREL Impairment loss recognised

ERAREBE in respect of film right (16,850) - (16,850) - (16,850)
BEEREZCHER  Impairment loss recognised

REEE in respect of goodwill (30,141) - (30,141) - (30,141)
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6. SEGMENT INFORMATION (Continued)

(¥BSB(E) Business segments (Continued)
BHE_ZEAFE+_A=+—RBIEEFEEZEBALK: Income statement for the year ended 31st December
2006:
BEREER BRI ETE
Discontinued
Continuing operations operations
BT Hit B B E R )
Film Hotel
distribution Others Total services Consolidated
FHT FET T FHT FHT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
B Turnover
BIMNEE External sales 145,881 6,896 152,777 - 152,777
DEEHEE Inter-segment sales - - - - -
k] Total 145,881 6,896 152,777 - 152,777
DEEE Segment result 34,119 5,516 39,635 - 39,635
Pk UNCIL N Unallocated corporate
income 109,612 - 109,612
KABEARIFY Unallocated corporate
expenses (100,682) - (100,682)
i ANE] Share of losses of
&5 associates (9,796) - (9,796)
B 350 A 2 Profit before taxation 38,769 - 38,769
G Taxation (1,918) - (1,918)
FERM Profit for the year 36,851 - 36,851
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6. 7EEHR (&
¥BAE(E)
R-FEAF+-ASt-AZAEREE

6. SEGMENT INFORMATION (Continued)

Business segments (Continued)

Balance sheet at 31st December 2006:

BELEER REII S
Discontinued
Continuing operations operations
BT Hit ket B I RS o)
Film Hotel
distribution Others Total services Consolidated
FHET FHET FHEIT FHET FHEIT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
gE ASSETS

DEEE Segment assets 586,491 4,433 590,924 - 590,924

i NGV Interests in associates 198,113 - 198,113

RABAE Consolidated total assets 789,037 - 789,037
=L LIABILITIES

SHEEE/ Segment liabilities/

RABEEE Consolidated total liabilities 75,598 17,230 92,828 - 92,828
HE-_ZEZXXF+ A=+ HUEFEZHEMHE Other information for the year ended 31st December
5 2006

FEEEED BRIEEED
Discontinued
Continuing operations operations
BRBT Hit ket B RS N
Film Hotel
distribution Others Total services Consolidated
FHET FHET FHET FHET FHET
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
WE - WEREE  Depreciation of property,

ZHE plant and equipment (6,294) - (6,294) - (6,294)

TAETEZENE  Amortisation of interests in
leasehold land (286) - (286) - (286)
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TURNOVER

FTRUA
HEEZINE
HESRTHER
RIS
KUFBYPA
S TN

H ft W=

Distribution fee income
Sales of film rights
Sales of video products
Service income
Production fee income
Hotel operation income

RITHEMA
FERETMBBA

BRI ERRE
MBHA

i N
oG
ERERA
HoF S WA
REBA

Bank interest income

Loan receivable interest
income

Convertible notes
receivables interest
income

Rental income

Management fee income
from associates

Other interest income

Dividend income

BRREEY

Continuing operations

BALREER
Discontinued operations

)

Consolidated

SETLT PV "ET T RSN —TT L RN
2007 2006 2007 2006 2007 2006
TET FET TET FET THET FET
HK$’000 HK$'000 HK$°000 HK$'000 HK$°000 HK$'000
10,285 52,833 - - 10,285 52,833
48,672 92,976 - - 48,672 92,976
13 72 - - 13 72
300 1,790 - - 300 1,790
5,035 5,106 - - 5,035 5,106
- - 14,046 - 14,046 -
64,305 162,777 14,046 - 78,351 152,777
OTHER REVENUE
FEREEK BRLEREER )

Continuing operations Discontinued operations Consolidated
=L —TTNF @Ebibi&Ad -—TTF @b iad —TTNE
2007 2006 2007 2006 2007 2006
TET FET TET FET TET FET
HK$’000 HK$'000 HK$°000 HK$'000 HK$°000 HK$'000
3,587 2,763 - - 3,587 2,763
- 218 - - - 218
228 520 - - 228 520
240 315 - - 240 315
4,860 4,860 - - 4,860 4,860
82 102 - - 82 102
79 290 - - 79 290
9,076 9,068 - - 9,076 9,068
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9. Hlg A 9.

OTHER INCOME

FREEXY BALREER E)
Continuing operations Discontinued operations Consolidated
“ERLF e NS ZERLF e VNG “BRLE ZZERE
2007 2006 2007 2006 2007 2006
TR TEL TET TET THET TET
HK$°000 HK$'000 HK$°000 HK$'000 HK$°000 HK$'000
B SRR RE Reversal of impairment
BB R&E loss on trade
receivables - 5 - - - 5
Hih IR A E Reversal of impairment
BB RE loss on other
receivables - 763 - - - 763
BEERESZER  Gain on redemption of
convertible bonds 2,315 - - - 2,315 -
HEME  BER Gain on disposal of
R ER property, plant and
equipment 20 973 87 - 107 973
HEREWEZEF  Gain on disposal of
investment properties - 1,810 - - - 1,810
Hite Other 1,472 131 4,991 - 6,463 131
3,807 3,682 5,078 - 8,885 3,682
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10. ﬂig (E?E) /;‘fé*lj 10. (LOSS)/PROFIT FOR THE YEAR
FE(ER),/ZEFNECMBTHEE : (Loss)/profit for the year has been arrived at after
charging:
FESEER DRIEREER RE

Continuing operations Discontinued operations Consolidated
—BBtE e NS “ERLF —ETRE “ERLRF z
2007 2006 2007 2006 2007

TR TBx TR T TR
HK$000 HK$'000 HK$000 HK$'000 HK$000

BEYME (BEHEE  Amortisation of film rights

BA) 8 (included in cost of
sales) 43,747 100,850 - - 43,747 100,850
22 GillkA Auditors' remuneration 605 606 28 - 633 606
RERAE (B Cost of inventories
HEMAK) (included in cost of
sales) 6 33 - - 6 33
mE - BBEREE Depreciation of property,
e plant and equipment 2,891 6,294 5,551 - 8,442 6,294
HE TR Amortisation of interests in
leasehold land 165 286 15,259 - 15,424 286
SNEBEFE Net foreign exchange
losses 1,109 1,095 - - 1,109 1,095
FRARENEL Operating lease rental in
LERNES respect of rented
premises 1,431 2,286 2,213 - 3,644 2,286
EERFRE Employee benefit

(hit15) expenses (note 15) 33,381 26,285 3,604 - 36,985 26,285
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11. AE KK 11. FINANCE COSTS
BESEEE BRIEEEER &4

Continuing operations Discontinued operations Consolidated
—BBtE ZETRE “ERLF NG “ERLR
2007 2006 2007 2006 2007

TRR TB TR T TR
HK$000 HK$'000 HK$000 HK$'000 HK$°000

BREFA2EEE  Imputed interest on

ZABRER convertible notes wholly
EERS repayable within
five years 1,501 1,233 - - 1,501 1,233
BRAFAZHEE  Interest on bank
ZHRITEERNE borrowings wholly
repayable within
five years 560 873 10,668 - 11,228 873

NMEREFAZY Interest on bank
BB ZRITEEFE  borrowings not wholly
repayable within

five years 91 106 - - 91 106
BRAFAZHERE  Interest on other loan
ZEMEFFE wholly repayable
within five years 7 - - - 7 -

2,159 2,212 10,668 - 12,827 2,212
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12. TAXATION

FREEXYE BALREER E)
Continuing operations Discontinued operations Consolidated
t 3 a3 e NS “ERLF VNG “EELE ZZERE
2007 2006 2007 2006 2007 2006
TR TET TET FET THET FET
HK$°000 HK$'000 HK$°000 HK$'000 HK$°000

BIESSHIT : The taxation charge is
as follow:
REBA : Current tax:
Hip A EEE Taxation in other
ZHE jurisdictions:
AEERE Provision for the year 15 30 - - 15 30
BAFERETR Under provision in
prior years - - 358 - 358 -
15 30 358 - 373 30
RIERE - Deferred tax:
AEERE Current year 1,578 504 - - 1,578 504
BIFEREBETR Under provision in
prior years - 1,384 - - - 1,384
1,578 1,888 - - 1,578 1,888
1,593 1,918 358 - 1,951 1,918
ARARRINEMBRARHETRREAT S ZE No provision for Hong Kong Profits Tax has been made
AN K ZEERTREANE 2HET A KR AR for either year as the Company and its subsidiaries have
MIEEE RUEREIMFE2EENEHIEL no assessable profits arising in Hong Kong or taxable
B4 o profits were wholly absorbed by estimated tax losses
brought forward.
HEMel iR o BIREE R iR BT E Taxation arising in other jurisdictions is calculated at the
T rate prevailing in the relevant jurisdictions.
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12. B8 (&

12. TAXATION (Continued)

FRAEGERARABRTA (BE) 85

MBI

The taxation for the year can be reconciled to the (loss)/

profit before taxation per the consolidated income

statement as follows:

BREiAT (B1R) R
SELEERD

BRIEEEES

BRAMPTSHBE7.56%
AHEZHIR

DIEMERRREL
BT E

TAMBH BT E

TERBBRAZ HBTE

REERZ AT HIAEE
MBTE

BERER Z AT
fastREE
MBTE

HHEMAA LS
HEARZ TRARE
ZEE

FRHIE

(Loss)/profit before taxation
Continuing operations
Discontinued operations

Taxation at domestic income
tax rate of 17.5%

Tax effect of share of
results of associates

Tax effect of expenses not
deductible for tax purpose

Tax effect of income not
taxable for tax purpose

Tax effect of estimated tax
losses not recognised

Tax effect of utilisation of
estimated tax losses
previously not recognised

Effect of different tax rates
of subsidiaries operating
in other jurisdictions

Tax charge for the year

—gTtE —EAE
2007 2006
FHET Btk FHET Bkt
HK$’000 % HK$'000 %
(39,659) 38,769
(62,197) -
(101,856) 38,769
(17,825) (17.5) 6,785 17.5
(2,896) (2.8) 1,714 4.4
28,914 28.3 3,179 8.2
(9,772) (9.6) (3,506) (9.0)
15,145 14.9 206 0.5
(17,254) (16.9) (6,460) (16.7)
5,639 5.5 - -
1,951 1.9 1,918 4.9
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13.ERLEEERK
R-BTLENA—B ARARGRSEEE

EERAR(EXR]) RERXR2EHN B A FLegend
Rich Limited?dT 2 %3 » it ARARRAEBEHE
% /512 f# 5 Exceptional Gain Profits Limited
([Exceptional Gain]) 23 B 81Tl A KR &
#1357 B HiExceptional Gainﬂ‘iﬁ$ AIZHERE
#1409,222,000/ 7T+ 4 K 1B /447,000,000 7T
([2EbExEAED- Exceptlonal GainJy—BEiR &
ERAR RAAEELEEEEBE2MBRA
Kingsway Hotel Limited ([KHL]) 2 50%# % 7
NAEEMRE KHLZEESHESAREETER KR
REXR  BEXRAUBTEA S KRB E kRS E
BAPEMREHAEEZRE BELESHE
EER-ZZZLF+A-TMARTZBRERES
A EEARARBIRRIE BABRZZEZNF
H AR ° ALt - Exceptional GainA & £E 2
BEE BERBEBNEERBER) 2 EAE
IR IR EFRE o

13.

T+F+=HA=+—HILEE For the year ended 31st December 2007

DISCONTINUED OPERATIONS
On 1st August 2007,
agreement with Riche Multi-Media Holdings Limited

the Company entered into an

(“Riche”) and Legend Rich Limited, a wholly owned
subsidiary of Riche, whereby the Company has agreed to
sell and/or procure the sale of 100% of the issued share
capital of Exceptional Gain Profits Limited (“Exceptional
Gain”) and a sale loan owned by Exceptional Gain to the
Company amounted to approximately HK$409,222,000
as at the date of the agreement for an aggregate
consideration of HK$447,000,000 (the “Proposed
Disposal”). Exceptional Gain is the investment holding
company which holds 50% interest in Kingsway Hotel
Limited (“KHL”"), a subsidiary of the Group which
operates the hotel operation. The directors of the
Company believed that the value of KHL will be better
realised and reflected in Riche and will enable Riche to
build up its own branding in hotel and hospitality industry
and a chain of hotels in the Greater China region. It, in
turn, will have a positive impact on the Group’s return
on investment in Riche. The Proposed Disposal has
been approved by the shareholders of the Company at
a special general meeting of the Company held on 24th
October 2007 and is expected to complete in May 2008.
Accordingly, all the results, assets and liabilities of the
group headed by Exceptional Gain (i.e. the hotel services
operation) are classified as discontinued operations.
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13. El,"\ JJ:'%(:(é %7']’%(/) 13. DISCONTINUED OPERATIONS (Continued)
B AGABARAZERIEEEEBZRE%E The combined results of the discontinued operations
BIR - included in the consolidated income statement are set

out as follow:

—EBELE ZETRF
2007 2006
FET FHEIT

HK$’000 HK$000

FEORIEREXBZEBR

-
HERAR

EF
HAUA
TR

REBE
BB
BAMBAR ZHTE
HEMBARZER

BB RIE R
B8

FEDRIEREXBZEBR

EffAGARERERAZERL

EMEWT :

BRIEEEXBCHERE

Loss for the year from discontinued operations

Turnover 14,046 -
Cost of sales (4,572) -
Gross profit 9,474 -
Other income 5,078 -
Administrative expenses (36,108) -
Loss from operations (21,556) -
Finance costs (10,668) -
Discount on acquisition of subsidiaries 15,498 -
Loss on disposal of subsidiaries (45,471) -
Loss before taxation (62,197) -
Taxation (358) -
Loss for the year from discontinued operations (62,555) -

PR i) The cash flows of the discontinued operations included
in the consolidated cash flow statement are set out as
follow:

Cash flows from discontinued operations

e EBRBZIREREFE®  Net cash used in operating activities (219,414) -
BEXBMAZRSTEFE  Net cash used in investing activities (196,000) -
MEZEASZEELMREFE  Net cash generated from financing activities 450,000 -
REMAFE Net cash inflows 34,586 -
R-_ZEELF+_A=+—H BEEBELZ The assets and liabilities attributable to the hotel business
BERBBEESERIGAFELE 2 HEHT have been classified and accounted for at 31st December
(RMFS5)  WEEEABRBIES - 2007 as a disposal group held for sale and are presented

separately in the balance sheet (see note 35).
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14. 5% (Eﬂﬁ) /E*IJ 14. (LOSS)/EARNINGS PER SHARE
REFECERCRIERSEER From continuing and discontinued operations
ARRRE/RAANEBEEREAREE (BE) The calculation of the basic and diluted (loss)/earnings
BT RAT 8B E - per share attributable to equity holders of the Company

is based on the following data:

—EELF —ERTRE
2007 2006
FET FHERT
HK$’000 HK$'000
(s&=7)
(restated)
ATESREARANEE (EE), (Loss)learnings attributable to equity holders of
ek | ol /NI b the Company for the purpose of basic and
HEAEN(BER), AR diluted (loss)/earnings per share (92,547) 36,880
ROEE Number of shares
SEERER (BE) Weighted average number of ordinary shares
ARz mE¥y for the purposes of basic
@R E B (loss)/earnings per share 1,391,593,273 606,671,079
BELRER 2 HETE Effect of dilutive potential ordinary shares:
BB RE Share options - 12,203,820
SHEEREE(BE) Weighted average number of ordinary shares
B2 hniE T for the purposes of diluted (loss)/earnings
LEkEE per share 1,391,593,273 618,874,899
HREBEE_ZET+F+_A=+—BILFEUST The weighted average number of ordinary shares for the
§80.207% 7T (B #% ft i% 2 17843,769,024 % 4 % A% year ended 31st December 2007 and 31st December
D HESREAREE (BB BN EWNE 2006 for the purpose of basis and diluted (loss)/earnings
E_EEAHFF_AZ+—HILEFERHEE=-Z per share has been adjusted and restated respectively
ERFTZA=ZT—BLEFEZNMEESLEBRR resulting from the rights issue of 843,769,024 rights
BEEEABRKET - shares issued at a price of HK$0.20 each during the year

ended 31st December 2007.
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14. 58R (B8) B (&)

REFHEEER
ARRESHEARGRELEXRB ZERER
K#EE (B1R) /BN TRE T 8IRAE

14. (LOSS)/EARNINGS PER SHARE

(Continued)

From continuing operations

The calculation of the basic and diluted (loss)/earnings
per share from continuing operations attributable to
equity holders of the Company is based on the following
data:

—EBHF “BEXRF
2007 2006
TR TR
HK$°000 HK$'000

At BEEREALEE
(B8 / BFFRH 2
ARRIESERHEAEE
(&#) /&7

B RERRERERHZ
FEEBE

HABREFELEXBZ
BRERLEE (BR),/
Bz (B8 /BF

AESREAREE(BR) BNARAZHE
B EER -

REBRERLERK

RERBEREREEEZFEEIER62,555000
AT(ZTERE: B) REXFREBEREAR
FEE(BR) /BN ZOEHE  REERLE
EEBZEREARBIEFEREAER004ET(Z

TENEE)

HEBE—TTHF+T_A=T—BLEFEZA
HERBEERE  YEBRRFALARACZALZ
RMATTEBRERTE RAREERBESRK
EBERRL  BMARRBEUE -

HEEBE_TSTEAFTA=T-BLEFEZA
BERETRNE  YERRKNZFALTRFD
BETHARTEBRELAARERETE K
AREETESESRAN LT wABREE
RE °

(Loss)/earnings attributable to equity holders of the
Company for the purpose of basic and diluted
(loss)/earnings per share

Less: Loss for the year from discontinued operations

(Loss)/earnings for the purpose of basic
and diluted (loss)/earning per share from
continuing operations

(92,547) 36,880
62,555 -
(29,992) 36,880

The denominators used are the same as those detailed
above for both basic and diluted (loss)/earnings per
share.

From discontinued operations

Basic and diluted loss per share for the discontinued
operations is HK$0.04 per share (2006: nil), based on
the loss for the year from the discontinued operations of
HK$62,555,000 (2006: nil) and the denominators detailed
above for both basic and diluted (loss)/earnings per
share.

The computation of the relevant diluted loss per share
for the year ended 31st December 2007 did not assume
exercise of the Company’s outstanding share options
existed during the year since their conversion would
result in a decrease in loss per share and thus anti-
dilutive.

The computation of the relevant diluted earnings per
share for the year ended 31st December 2006 did not
assume exercise of certain outstanding share options
and the conversion of convertible notes existed during
the year since their conversion would result in an
increase in earnings per share and thus anti-dilutive.
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15. EERFIBIX

15. EMPLOYEE BENEFIT EXPENSES

—BEtF ZETRF

2007 2006

FExT FAT

HK$’000 HK$’000

EE Directors’ remuneration 5,414 4,536
EEHE Directors’ fee 360 360
e hita Salaries and bonuses 9,530 9,585
PARRAD 2 5 2 FRIBR 2 Share-based payment expenses 17,660 11,340
BHIMEAES Mandatory provident fund 372 389
EERMASE Staff welfare expenses 45 75
33,381 26,285

(a)

ExMe

ARREEGHANB=EBUFATESR
—RHMITERMAK

FANENARFEEI S 2% 55810,000
BT (ZTERE @ 4,932,000067T) c &
ERE-_ZEEHFT_A=+—HERZ-ZEZ
NE+T-A=+-BALtEEZBEWT

(a) Directors’ emoluments

The Company’s board of directors is currently
composed of three independent non-executive
directors and three executive directors.

The aggregate amount of emoluments payable
to the directors of the Company during the year
was HK$5,810,000 (2006: HK$4,932,000). The
remuneration of every director for the year ended
31st December 2007 and 31st December 2006 is

as below:
ik FeRRA BHAES URBEA 258 4E
Salaries Mandatory Share-based

£ Name of director and bonuses provident fund payment Total
“EENE ZETF il “ITAF Eiiel) T e iida “TTF
2007 2006 2007 2006 2007 2006 2007 2006 2007 2006
Téx oM ThEr EEREA T EERYoM $ TEr EEERod 7T R
HK$000 ERGICI(ON  HKS'000 EEEICOON  HKS'000 EEICYOON  HKS'000 JRETEXOW  HKS'000 JEGIEXIN
MEREE Mr. Heung Wah Keung - - 2,500 2040 12 12 - - 2512 2052
REELT Ms. Chen Ming Yin, Tiffany - - 2,280 1950 12 12 - - 220 1962
FIfnt Ms. Li Yuk Sheung - - 634 546 12 12 - - 646 558
P ey Mr. Hung Cho Sing 120 120 - - - - - - 120 120
fgsEs Mr. Ho Wai Ch, Paul 120 120 - - - - - - 120 120
BERLE Mr. Fung Ho Sum 2 120 - - - - - - 2 120

(R=FZHE  (resigned on 1st March 2007)
ZH-AER)
A @i Mr. Leung Hok Man 100 - - - - - - - 100 -
(R=FF+£  (appointed on 1st March 2007)
ZH-REER)

360 360 5414 453 % 3% - - 5,810 4932
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15. {EE:}E*U F;ﬁ 3'2 (ﬂf/é'f) 15. EMPLOYEE BENEFIT EXPENSES
(Continued)
(a) EEM<(E) (a) Directors’ emoluments (Continued)
AAREZzHME@ENT The emoluments of the directors of the Company
fell within the following bands:
EEAY
Number of directors

ZETRF
2006
Z£%1,000,00078 7T Nil to HK$1,000,000 5 4
1,500,001 7c 22,000,000/ 7T HK$1,500,001 to HK$2,000,000 - 1
2,000,001 022,500,000/ 7T HK$2,000,001 to HK$2,500,000 2 1
7 6

FR ARERERARREETIHIMEE
BMAREESMBE 2 BEIRAERBLZ
WE - FANBERARREFREEMME -

(b) EBEBREFMAL
AEARFANREESTHZATEERS
(ZEZRF MB)ARAES  HEWE
4,804,000 L ( ZZ T /RNF | 4,014,000/
T B R XM ()R - RAFERE
HEB=ZBAT(ZZETRF ZR)2B&

During the year, no emoluments were paid by
the Group to the directors of the Company as
an inducement to join or upon joining the Group
or as compensation for loss of office. None of
the directors of the Company has waived any
emoluments during the year.

(b) Five highest paid individuals
The five individuals whose emoluments were the
highest in the Group for the year include two
(2006: two) directors of the Company whose
emoluments are reflected in note (a) above and
amounted to HK$4,804,000 (2006: HK$4,014,000).

mr The emoluments payable to the remaining three
individuals (2006: three) during the year were as

follow:

—E2tF ZEER

2007 2006
FHET FET
HK$’000 HK$’000
e RHEMmER Salaries and other allowances 1,328 988
RRREFIF B Retirement benefits scheme contributions 24 32
LA M 2 B, Share-based payment expenses 5,349 3,755
6,701 4,775
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15. EER/AB X (&)

(b) EEBBHFMAL(E)
EB=% (222X F: =) maiblES
Bz LBEHEEDT

15. EMPLOYEE BENEFIT EXPENSES

(Continued)

(b)

Five highest paid individuals (Continued)

The aggregated emoluments of each of these
remaining three (2006: three) highest paid
individuals fell within the following bands:

A

Number of individuals

1,000,001 7L % 1,500,000/ 7T HK$1,000,001 to HK$1,500,000 - 1
1,500,001 7T £ 2,000,000/ 7T HK$1,500,001 to HK$2,000,000 - 2
2,000,001/&7C%2,500,000% 7T HK$2,000,001 to HK$2,500,000 3 -

3 3

16. 3B K18 ®l 5 &l

(a) AEBIRERGIMEDESTEEH 2B KR
RO BEMBEBEERLANERE S
g ([@EEED  IR=_FTZEF+-A
— AR TEHRFERSTE([EE]D) -
REBEMERERBEHASMAE SRS -
REBEDEEHEEEHIBRTE  NEER
BREBRBBURAZS%EZR B A KA
FBRAETE 22000087 - RN ELERE
WAERHR - B RE E 7R H R 58 5 Al
BEASE AIHRREEZ 2 EBERZE
A (MEEFEEB EE) $BEBAS
cRERFECEERAER  EED A
BE VTH-BBEYEEESHER -

(a)

16. RETIREMENT BENEFITS SCHEMES

The Group operates Mandatory Provident Fund
Scheme (“MPF Scheme”) under rules and
regulations of Mandatory Provident Fund Schemes
Ordinance for all its employees in Hong Kong
and terminated the defined contribution pension
scheme (“Old Scheme”) on 1st December 2000.
All the employees of the Group in Hong Kong are
required to join the MPF Scheme. The Group has
chosen to follow the minimum statutory contribution
requirement of 5% of eligible employees’ monthly
relevant income but limited to the mandatory cap
of HK$20,000. The contributions are charged to the
income statements as incurred. In respect of those
employees who leave the Group prior to completion
of qualifying service period, the relevant portion
of the employer’s voluntary contributions forfeited
(represents the assets transferred from the Old
Scheme) will be reverted to the Group. The assets
of the MPF Scheme are held separately from those
of the Group in an independently administrative
fund.
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16. ?&WE*U%% (/IE 16. RETIREMENT BENEFITS SCHEMES
(Continued)

(b) XENRTEKMBARZIEEHETBEBITA (b) Employees of subsidiaries in the PRC are members
EEZHPRRREHEIZKE - LEWBER of the Central Pension Scheme operated by the
RIAEBIEzETENE AP REKRESE PRC government. These subsidiaries are required
HIEREBERANES AEEHPRR to contribute a certain percentage of their payroll
RestdlcE—BEERBERPRRKSFE to the Central Pension Scheme to fund the benefits.
ER TR 2 3K - The only obligation of the Group with respect to the

Central Pension Scheme is the required contribution
under the Central Pension Scheme.

FR - RKREF 2R B 2 W 45,000 During the year, the retirement benefits schemes
BIL(ZEZTENRNF 220008 TT) B2 FBNE contributions net of forfeited contributions of
372,000/8 7L (ZZZ 754 : 389,000 7T) ° approximately HK$5,000 (2006: HK$22,000) amounted to

approximately HK$372,000 (2006: HK$389,000).
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17. % - B RRE

17. PROPERTY, PLANT AND EQUIPMENT

& The Group
EF BENEEE BAREE HERRG nE b
Furniture ~ Machinery
Leasehold and and Motor
Buildings improvements fixtures  equipment vehicles Total
TEL TEL THEL TET TAL TEx
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
KA Cost
RZEExE-A-A At 1st January 2006 14,862 5,508 15,341 43,548 2475 81,734
AE Additions - 1,246 246 114 1,795 3,401
k3 Disposals (7,546) (5,508) (4,882) (6,271) (428)  (24,635)
WZEERFE+-A=T-BRK At 31st December 2006 and
R-TZtE-A-H 1st January 2007 7,316 1,246 10,705 37,391 3,842 60,500
AE Additions N 5 34 230 130 399
& Disposals - - 3) (20) (498) (521)
RZEZ+E+ZA=+-8 At 31st December 2007 7,316 1,251 10,736 37,601 3,474 60,378
2ENE Accumulated depreciation
RZEExE-A-A At 1st January 2006 4,354 5174 12,891 38,575 1,593 62,587
FRTE Charge for the year 520 310 1,474 3,329 661 6,294
B3 Eliminated on disposals (1,404) (5,358) (4,759) (6,262) (228) (18,011)
WZEERE+-A=T-BRK At 31st December 2006 and
R-TZtE-A-H 1st January 2007 3,470 126 9,606 35,642 2,026 50,870
FRTE Charge for the year 365 474 721 754 577 2,891
B 3 Eliminated on disposals - - 3) (20) (498) (521)
RZEZ+E+ZA=+-8 At 31st December 2007 3,835 600 10,324 36,376 2,105 53,240
REFE Net book value
RZZBtE+=A=1-H At 31st December 2007 3,481 651 412 1,225 1,369 7138
RZZZ ET-A=T-H At 31st December 2006 3,846 1,120 1,099 1,749 1,816 9,630

RoBBLETZASt-ARRZBEIAETZAZT-B &

SENERTEREATEEMER

TERZER -

At 31st December 2007 and 31st December 2006, none
of the Group’s buildings were pledged to secure banking

facilities granted to the Group.
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18. *ﬂ%ii&*ﬁﬁ 18. INTERESTS IN LEASEHOLD LAND
REE
The Group
—ETLHF ZEEREF
2007 2006
FH&xT FHET
HK$’000 HK$'000
A Cost
m—HA—H At 1st January 7,294 15,417
HE Disposals - (8,123)
w+=—A=+—H At 31st December 7,294 7,294
B4 5 Accumulated amortisation
w—A—H At 1st January 1,487 1,733
FREE Charge for the year 165 286
o 65 BRF 3 Eliminated on disposals - (532)
w+=—A=+—H At 31st December 1,652 1,487
REFE Net book value
W+=—A=+—H At 31st December 5,642 5,807

ARERAEL 7 ESEBNEEHOR

The Group’s interests in leasehold land represent prepaid

HEEmFEIMET ¢ operating lease payments and their net book values are

analysed as follows:

—ETLHF ZETRF
2007 2006
FET FAET
HK$’000 HK$'000

RIBEATHLFE 2EH B L © Land in Hong Kong, held on:
REAFL Long-term leases - 2,800
HHATR AT Medium-term leases 5,642 3,007
5,642 5,807
RZEZLEFF+_A=FT—HERZZZTRF At 31st December 2007 and 31st December 2006, none
+-A=+—8" $ 4 TS £ A 2 4 of the Group’s interests in leasehold land were pledged

ERAEBEMERTERZER -

to secure banking facilities granted to the Group.
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19. REW#E

19. INVESTMENT PROPERTIES

»—A—8 At 1st January

HE Disposals

ERER Increase in fair
NEEEEM value recognised

»n+=—A=+—8 At 31st December

KREMEHBYEXEGEMTHPEFGEERA
A(YHFAEEZEBAL) UOER _TZLF
TZA=t—HZRRATEETHE ZEEMD
THERBEERIOHMFEHEBLEEUNE
BE - REMEZGEERSHTEFILES (B
REMBEEER)RZE - ZBENETEENE
MBEMBAmZNEGELERN(—STAFE —
fR) - YR EERETER -

FMERENMELREREBETRAZEFTK
A HIEE{E 451,100,000 T ( Z T2~ &F ¢
40,880,000/ T) EEHER RN KEMERITER
ZER ZERSERBELNRAREEESIT-

AEBEREMERAREESTOAT

2007
TR
HK$°000
40,880 42,190
- (4,190)
10,220 2,880
51,100 40,880

Investment properties were valued at their open market
values at 31st December 2007 by Grant Sherman
Appraisal Limited, independent qualified professional
valuers not connected with the Group who have
appropriate qualifications and recent experiences in the
valuation of similar properties in the relevant locations.
The valuation report on the investment properties is
signed by a director of Grant Sherman, who is a member
of the Hong Kong Institute of Surveyors. The valuation,
which conforms to the Hong Kong Institute of Surveyors
Valuation Standards on Properties (1st Edition 2005)
published by the Hong Kong Institute of Surveyors, was
based on the market value basis.

All investment properties included building cost held
under finance leases with the carrying amount of
approximately HK$51,100,000 (2006: HK$40,880,000)
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 investment properties at their carrying
amounts are analysed as follows:

—ERLF

BREBEATEOFEZER
KEME
TR A

held under:

Medium-term leases

Investment properties in Hong Kong,

—==N
2007 2006
FE T FAT
HK$’000 HK$'000
51,100 40,880
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20. MMTJ'E/L\\ ﬁ”igé 20. INTERESTS IN SUBSIDIARIES
¥ NN
The Company

—EELHF —ETRF

2007 2006

FER FET

HK$’000 HK$'000

JELETRRD - BRAE Unlisted shares, at cost 30,708 30,708

ERRZREEE Impairment loss recognised (30,299) (30,299)

409 409

[ DN Amounts due from subsidiaries 1,603,524 1,504,319
FEEUH B A RIFRIERER Impairment loss recognised in respect of

ZREEE amounts due from subsidiaries (1,006,230) (1,015,984)

597,294 488,335

597,703 488,744

o/ HHBARIRENERR  REEEAE The amounts due from/to subsidiaries are unsecured,

BHH - ARAEERAE  ARATEREERRE interest-free and have no fixed repayment terms.

At EERERKER  WLERNHB AR In the opinion of the directors of the Company, the

BIEFENERIE - A AR EER A - B HH Company will not demand for repayment within twelve

BRAFEZ FEEAEEEQAFEBEL - months from the balance sheet date and the amounts

due from/to subsidiaries are therefore shown as non-
current. The directors of the Company consider that the
carrying amount of the amounts due from/to subsidiaries
approximate to their fair values.

SDBERTBDEE/ABEZEREMAKERRAR The amounts due from/to subsidiaries of the Company
BEEF - RENRA %*ETE{ RAAFTEER classified under current assets/liabilities are unsecured,
= EA—??EJ[¢$:H =+—8 EBYREMNH interest-free and repayable on demand. In the opinion of
BRARARBEZERAEEESBZAFEEMEE - the directors of the Company, the carrying amounts of the

amounts due from/to subsidiaries as at 31st December
2007 approximate to their fair values.
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20. INTERESTS IN SUBSIDIARIES (Continued)

R E AR (&

AR ) 2 B R F) 2 B 2 R T H B A
TUE S - TR T R e AR A A2
KRS R AR -

N

RAAFAR—_ZEZ+E+_A=1+—B2Z2FEME
N A FEIBE RS0

e

ENRTAEBEELARSEM((EERTEM])

21.

The carrying amounts of the interests in subsidiaries
is reduced to their recoverable amounts which are
determined by reference to the estimation of future cash
flows expected to be generated from the respective
subsidiaries.

Details of the Company’s principal subsidiaries as at 31st
December 2007 are set out in note 50.

GOODWILL

Goodwill is allocated to the Group’s cash generating

ZEETRBEERERAT units (“CGU”) identified according to business as follow:
REME
The Group
—EELHE —ETRF
2007 2006
FH&xT FHEIT
HK$’000 HK$’000
B RUE Film production
AR Cost
R—A—BE+-—A=+—H At 1st January and 31st December 108,703 108,703
W Impairment
w—A—H At 1st January 49,500 49,500
EHRZREEE Impairment loss recognised 30,141 -
»t+=—A=+—8 At 31st December 79,641 49,500
SREE Carrying amount
R+-A=+—H At 31st December 29,062 59,203

REBEFE ARAEFCLLEBIAEREE
HEMTREFIHAERAAET ZHEERER
REZEARGEUZARESHE  WETEH
MEETEECEAREENEHACHEZRE
[E518 49 /430,141,00078 7T °

During the year under review, the directors of the
Company reassessed the recoverable amount of the
CGU of film production with reference to the valuation
performed by Grant Sherman Appraisal Limited,
independent qualified professional valuers and
determined that an impairment loss of approximately
HK$30,141,000 on goodwill associated with the CGU of
film production was identified.
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BYREZReELEU 2T RESENRES
BACELABUNFRATHERRILL2EREA
BEZFAEMMG AFHRRERENKTIE
REE - WRERXVEBAEYHEZELRS
BufgEzm e RBFHERE - EHEE
B ZEFIHRELR19.61%  WERAZRARF
EEMHERERFH M BRAUFE ZERAR
enE(ReELEURY]) REEHRSEM
BAHMMREZMRAETHERERF P RZER
REMEF TERREFASEEEERERE
BREIEMBERZEAMEECENEX K
ERFBRE - ENEK[/REEMNE - BREBAI
HETFRESNRZASREZL X HEALAR
SEMERAAAE B TRERBRB A AR
MERFEZBERR -

2. AHHECERMEE
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21. BE (&

GOODWILL (Continued)

The recoverable amount of the CGU of film production
was assessed by reference to value-in-use calculation
based on a five year projection of the relevant cash-
generating unit with a zero growth rate. Cash flows
beyond the five year period have been extrapolated
using zero growth rate. This growth rate does not exceed
the long term average growth rate for the market in which
the CGU of film production operates. A discount rate of
19.61% per annum was applied in the value-in-use model
which uses cash flow projections based on financial
forecasts approved by the directors of the Company
(the “"CGU Forecast”) covering a five-year period. There
are a number of assumptions and estimates involved
for the preparation of the cash flow projections for the
period covered by the CGU Forecast. Key assumptions
included gross margin, growth and discount rate which
are determined by the management of the Group based
on past experience and its expectation for market
development. Gross margin are budgeted gross margin.
Growth rate represents the rate used to extrapolate cash
flows beyond the five-year budgeted period and are
consistent with the CGU Forecast. The discount rates
used are pre-tax and reflect specific risks relating to the
industry.

AVAILABLE-FOR-SALE FINANCIAL
ASSETS

—2EH

2007
FBT
HK$’000

REBLTREES
BRFEE

at fair values

REBLTERBEFZAFEEDZ2ZHERT
g mBEANEBEE

Equity securities, listed in Hong Kong,

39,900 42,700

The fair values of equity securities listed in Hong Kong
have been determined by reference to the quoted market
bid prices available on the relevant stock market.
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BELWRUE129NEZRERBRERE - RE

22. AVAILABLE-FOR-SALE FINANCIAL
ASSETS (Continued)

Disclosures pursuant to the requirement of section 129(1)

m and the disclosure requirement of the Listing Rules are
as follows:
i IE Fr AEERFERT ke
EREH BIBR EXH 135 BRAEELS RE-LS TEXH
Proportion of
nominal value
Principal of issued Proportion
Country of place of Class of capital held of voting Principal
Name of entity incorporation  operation share held by the Group power held activities
ARAEEERAE BRE BE Rl 16.79% 16.79% REL R R R
Daido Group Limited Bermuda Hong Kong  Ordinary fR7s - HEEHR
SHE kIR & AT
MERE

SN

lfe=]
[NQE

5 T ot
V[N
S ot |
S S
) | &g
N 2 iR

=lf=s

S5 31

o S o
535 s all

s
i

Cold storage and
logistic services,
manufacturing and
trading of ice and
property investment

23. CONVERTIBLE NOTES RECEIVABLE
FROM AN ASSOCIATE/CONVERSION
OPTIONS EMBEDDED IN CONVERTIBLE
NOTES RECEIVABLE FROM AN
ASSOCIATE

rEH
The Group

—BELHF
2007

TR
HK$°000

i Gk /N ol
AR RE
LNl
AMBRRBEA S 2 A

notes receivable from an associate

Convertible notes receivable from an associate

667

Conversion options embedded in convertible

222

—RERF
2006
FET
HK$'000

889
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23. CONVERTIBLE NOTES RECEIVABLE
FROM AN ASSOCIATE/CONVERSION
OPTIONS EMBEDDED IN CONVERTIBLE

NOTES RECEIVABLE FROM AN
ASSOCIATE (Continued)

Kx5E

The Group
El—HHEAR
El—RBE AT ZARRRE
ZARREE REZRREE
Conversion
options
Convertible embedded in

notes  convertible notes
receivable from receivable from
an associate an associate

FHT FHT

HK$'000 HK$'000

RZETtF-H—-A At 1st January 2007 - -

REATAREE Subscription of convertible notes 15,693 6,807

HEEF YA Imputed interest income 124 -

BHARREE Conversion of convertible notes (15,150) (6,535)
Bl —HBE AR TRREE Changes in fair value in respect of conversion options

NEZaREE DT RES embedded in convertible notes receivable from an
associate - (50)
667 222

ARBEEEAARAR 22 &K B2 FClassical
Statue Limited ([CSL])# % °

REBEA - CSLETH:E  MRELEEBERE
RGN (RIESRTIREERBR DR (TRE])
uwwmw&EZme%K%@%wwm
Bz BRBRER(REITRRER] - XEZ
BROREBMERZFHMERABBIER LW X
BOBREEATEELBN _T——FHA
ZH BRI ML BRREAETR0IZF T (AT
FE) o  RIFLM BRI TRHREBERF
—ZFRAZ+MA RELDEBEESANARE
BYRENBREZEARSE Z2100%8E 0 KRB H
BER -

The convertible notes are held by Classical Statue
Limited (“CSL”), a wholly owned subsidiary of the
Company.

During the year under review, CSL entered into an
agreement to subscribe convertible notes (“Brilliant
Arts CN”) with principal amount of HK$25,000,000 from
Brilliant Arts Multi Media Holding Limited (formerly known
as “Milkyway Image Holdings Limited”) (“Brilliant Arts”)
at a price of HK$22,500,000. Brilliant Arts has its shares
listed on the Growth Enterprise Market of the Stock
Exchange of Hong Kong Limited. The Brilliant Arts CN
carries zero coupon and will mature on 24th May 2012.
The initial conversion price is HK$0.33 per share (subject
to adjustment). Unless previously converted or lapsed,
Brilliant Arts will redeem the Brilliant Arts CN on 24th
May 2012 at the redemption amount which is 100% of the
principal amount of outstanding Brilliant Arts CN.
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Rl — R AT RRE
5 — R L ] >
REBASZBREE(Z)

RZZZELFXA+THA  RARITHELBRRE
il A & 3824,000,0008 L2 REA BB R EE &
BRT2727 272 REBR - HERREBE ETR
K22917% o REEKAARA ZHE DT o B
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CONVERTIBLE NOTES RECEIVABLE
FROM AN ASSOCIATE/CONVERSION
OPTIONS EMBEDDED IN CONVERTIBLE
NOTES RECEIVABLE FROM AN
ASSOCIATE (Continued)

On 15th June 2007,
conversion rights and principal amount of HK$24,000,000
Brilliant Arts CN were converted into 72,727,272 shares
of Brilliant Arts, which represents 29.17% issued share

the Company exercised its

capital of Brilliant Arts. Brilliant Arts become an associate
of the Company. At 31st December 2007, principal
amount of HK$1,000,000 Brilliant Arts CN was receivable
from Brilliant Arts.

INTERESTS IN ASSOCIATES

B e RRIEERE
(Kieta)

g (Mitp) Goodwill (Note b)

W ZHE

Market value of listed shares

Share of net assets of associates (Note a)

rEH

The Group
ZBEBLHF —ERTRE
2007 2006
FHET TET
HK$’000 HK$'000
329,678 143,346
45,470 54,767
375,148 198,113
150,353 317,016
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24 Nt NTIRER (2

(a)

B EAREEFE

24, INTERESTS IN ASSOCIATES (Continued)

(a) Share of net assets of associates

R—A—H

AEEEGETN, (BE)
W #

L - UNCIE S

s — B A

BRI ERE AR
B B A
SFE(RD) /I
%

R R 29.17%
AR

i — FRER
BEAR

[ NG

=

R+—A=+—H

At 1st January

Profit/(loss) attributable to the Group
Discount on acquisition

Share of results of associates

Disposal of an associate

Aggregate (decrease)/increase in
share of net assets on deemed
disposal of equity interest
in associates

Initial acquisition of 29.17% equity interest in
Brilliant Arts

Further investments
in associates

Share of changes in reserves of
associates

At 31st December

ST  TIaA
2007 2006
F#&xT FET
HK$°000 HK$'000
143,346 79,704
16,548 (9,796)
40,100 -
56,648 (9,796)
- (3,600)
(19,849) 73,708
3,616 -
130,729 7,718
15,188 (4,388)
129,684 73,438
329,678 143,346
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(b)
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(SRS (b) Goodwill

m—HA—H At 1st January

HWREHEHE QT Aggregate decrease in goodwill on deemed
AR EEEE disposal of equity interest in associates
A agE

LIRS R E29.17% Initial acquisition of 29.17% equity interest
b L in Brilliant Arts

R REEE Impairment loss recognised

E—FRERHE
NS

R+—-—A=+—H

Further investments
in associates

At 31st December

24. INTERESTS IN ASSOCIATES (Continued)

—EBLHF ZETRF
2007 2006
THET FET
HK$’000 HK$'000
54,767 86,769
(29,895) (11,126)
20,514 -

- (32,565)

84 11,689
45,470 54,767
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24 Nt NTIRER (2

(b)

BE(E)

JRIE A

BEENRANBREMN - ROBEFE K
NRAEFCEMBBEZARED S WHEE
EREFH O AEBEYENBRERE - RE
ZAWEERNELEEREBEEZAEMF
fhe- EREERADERFNREEI10% &
AREARAEEZAERERF R HBE
BTZEER D 2 RERETEN - AFBPE
REREDRTREXREE - ghETRRR
EZHMETRSRERA PR ZERR
it IERREBAEEEEEREBHE
RELEMSERZEAMBEEZENE
BEERFRE - ENERBEENX - 18
EESANEETFRERRZRAESREL
bk B ETRAMMAE —B - MRERK
BB ARRERBBZEERR -

24. INTERESTS IN ASSOCIATES (Continued)

(b)

Goodwill (Continued)
Impairment test

The increase in goodwill was attributable to the
acquisition of Brilliants Arts. During the year under
review, the directors of the Company reassessed
the recoverable amount of goodwill and determined
that no impairment loss on goodwill associated
with Brilliant Arts was identified. The recoverable
amount of Brilliant Arts was assessed by reference
to value-in-use calculation. A discount rate of
10% per annum was applied in the value-in-use
model which uses cash flow projections based on
financial forecasts approved by the directors of
the Company (the “Approved Forecast”) covering
a five-year period. Cash flows beyond the five-
year period have been extrapolated using zero
growth rate. There are a number of assumptions
and estimates involved for the preparation of the
cash flow projections for the period covered by
the Approved Forecast. Key assumptions include
gross margin, growth rate and discount rate which
are determined by the management of the Group
based on past experience and its expectation for
market development. Gross margin are budgeted
gross margin. Growth rate represents the rate
used to extrapolate cash flows beyond the five-
year budgeted period and are consistent with the
Approved Forecast. The discount rates used are
pre-tax and reflect specific risks relating to the
industry.
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24. INTERESTS IN ASSOCIATES (Continued)

24 Nt NTIRER (&

(b)

[k 1€ -P)

1B B (4E)

REBEE AEECTHEEXREEZA
Wel e TETTESRERE 2
RzABEeENE2EERENE(S
RZEBELBRSEN) 2EREEZE
Emifbe FAEEEXNDERFIRE
16.14% » FRARBARAEZEETZERER
FHzUBEEANTEXREA]) 2HRERER
e AFHERERENEEFIRETE
REEE - WERENEL2EHRBEBRF
BffEl  TEBOERMEEIZMSZE
HEERE - B RFEARE 2 SR #T
ReREWA P RZEBRERMGT  FE2R)
FEEASEEEERBEBTLARREMS
BRZEAMEECENE - BERERFR
Ko EFERRBEEMNE - EREABAUME
ERFEEHEzZReREZLE  BHEX
BRMAE - - TREABRB A ¥R
MEREBIBETERR -

(b)

Goodwill (Continued)
Impairment test (Continued)

During the year under review, the Group assessed
the recoverable amount of goodwill of Riche
and determined that no impairment loss was
identified. The recoverable amount of Riche was
assessed by reference to value-in-use calculation
of its investment properties which is the major
cash generating unit of Riche. A discount rate of
16.14% per annum was applied in the value-in-use
model which uses cash flow projections based on
financial forecasts approved by the directors of the
Company (the “Riche Forecast”) covering a five-
year period. Cash flows beyond the five year period
have been extrapolated using a steady 7% per
annum. This growth rate was made by reference
to National Bureau of Statistics of China and does
not exceed the long term average growth rate for
the market in which Riche operates. There are a
number of assumptions and estimates involved
for the preparation of the cash flow projections
for the period covered by the Richie Forecast.
Key assumptions include gross margin, growth
rate and discount rate which are determined by
the management of the Group based on the past
experience and its expectation for the market
development. Gross margin are budgeted gross
margin. Growth rate represents the rate used
to extrapolate cash flows beyond the five-year
budgeted period and are consistent with the Riche
Forecast. The discount rates used are pre-tax and
reflect specific risks relating to the market.
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BE-
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(c)

(d)

T2

(#&)

Wi — BB AR
R-ZTLEXA+THRB KRARTHEER
[t - i oK 2] 2 AR 4R K & %5 24,000,000
BILEE B72,727 272 REBR D - HRE
BEITIA 229.17% © X B 7R &£ [E B 4
RNAl Hit AEBEREAREETRE
H il %5,455,0000%8 ¢+ Lt 7 AR 28k B A
EREAERMREEROEZE —RAFRZEER
e TR REFBHREERBREEITE
% 1749,863,0000% T K &R - Hit - N =
ZELHE+ZA=Z+—8B KAEERREZ
FEZS W8 3.43% £ 25.74% o

REXz##H

FR - EXEBRAFEE - aa%&a%méz%
FT1F » 317 491,303,426,0000% 2 X 1 % 12

(BEBERIOBRAHBIRTBR ZHE) -

At NEBRER 2 #E o 1o
REB AR E 433,181,000/ £ AR ™
GE—TSRBERRE  REBTEEXRAD
RBEEFRBERERBAFEIRELH
92,177,000% 7T * Bl AR LB BERE
MR AR D EE — R AMEERD - £l
EBEARRBIANEERER 2 2 H34.4%
WME_ZTEFE+_A=Z+—H229.9% °

BEAAR-BTLET-ASt-AZE

EE S NIEIAE
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INTERESTS IN ASSOCIATES (Continued)

()

(d)

Acquisition of an associate
On 15th June 2007,
its conversion rights and principal amount of
HK$24,000,000 of Brilliant Arts CN were converted
into 72,727,272 shares of Brilliant Arts, which
represents 29.17% issued share capital of Brilliant

the Company exercised

Arts. Brilliant Arts becomes an associate of the
Group. Thereafter, the Group has subscripted its
entitlement for an amount of HK$5,455,000 in the
open offer of Brilliant Arts on the basis of one offer
share for every two existing shares held on the
record date. During the year, Brilliant Arts issued
49,863,000 new shares of Brilliant Arts through
placing and exercise of options. As a result, the
Group’s interest in Brilliant Arts was diluted by
3.43% to 25.74% as at 31st December 2007.

Interests in Riche

During the year, Riche issued approximately
1,303,426,000 new shares of Riche (after
considering the effect of consolidation of 10 shares
into 1 new share of Riche) through open offer,
placings and exercise of options. As a result, the
Group’s interest in Riche was diluted. Moreover,
the Group acquired further equity interest in
Riche in the open market at a total consideration
of approximately HK$33,181,000. The Group has
also subscripted its entitlement and applied for
excess subscription for an aggregate amount of
HK$92,177,000 in the open offer of Riche on the
basis of one offer share for every two existing
shares held on the record date. The aggregate
effect of the above decreased the Group’s interest
in Riche from 34.4% to 29.9% as at 31st December
2007.

Details of the principal associates at 31st December

2007 are set out in note 51.
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24. E/\\\Hﬁf}%‘- NI *EE (lﬁ/g 24. INTERESTS IN ASSOCIATES (Continued)
NTHBEREBEAEETEHLE N A KEEXRLES The following details have been extracted from the
Bl audited consolidated financial statements of the Group’s

significant associates:

—EELHE —EREREF
2007 2006
FEx FET
HK$’000 HK$’000
B¥ER Turnover 61,552 25,900
B AEF, (&BE) Profit/(loss) before taxation 29,677 (27,125)

REBEEERTIE Profit/(loss) after taxation attributable
wH, (E18) to the Group 16,548 (9,796)
ERBEE Non-current assets 933,816 758,222
mEBEE Current assets 700,329 195,344
FERBEE Non-current liabilities (366,949) (408,274)
mEEE Current liabilities (181,981) (132,760)
BEFE Net assets 1,085,215 412,532

REBEELEESE Net assets attributable to
the Group 329,678 143,346
25, ﬁﬁ 25. INVENTORIES
rEE
The Group

—EBLE ZETRF
2007 2006
FERT FAET
HK$’000 HK$’000
Bk an Finished goods 301 364
£ € %8 EN197,0008 t(Z 2N F: Included above are finished goods of approximately
188,000/ 7T ) LA °] # IR FE TR 2 Bk @ ° HK$197,000 (2006: HK$188,000) which are carried at net

realisable values.
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26. B2 RE &

26. CONVERTIBLE NOTES RECEIVABLES

rEE
The Group
—ETLHF —EFER

2007 2006

FEx FET

HK$’000 HK$'000

—H—H At 1st January 52,000 42,000

FEJEIE Al & Redemption of the convertible notes (52,000) -
AT AR E R B Impairment loss reversed in respect of convertible

REEE notes receivables - 10,000

R+-—A=+—H At 31st December - 52,000

Wt - Notes:

RZZZWNF-A+AA AEEETALZ ZR QA
Colima Enterprises Holdings Inc.([Colima J) Z W4 &
RIEBETADIYMEBERERZ Bt 25ER
% R = 4R %47 A BT 817 & $£26,000,0007%8 7T 2 M #t 7] #£
M (AR ZR ) - (8 552,000,000/ 7T °

R-TTLE=A+NA EEEBTABELREAHRRE
EBEUARERETABEAREE 2 2E A £52,000,000
BT e

On 15th March 2004, the Group entered into two subscription
agreements with two shareholders (“Note Issuers”) of Colima
Enterprises Holdings Inc. (“Colima”), the holding company
of TAL, pursuant to which the Group subscribed for two
convertible notes of HK$26,000,000 each (“Convertible Notes”)
issued by the Note Issuers for an aggregate consideration of
HK$52,000,000.

On 14th March 2007, the Note Issuers redeemed all of the
Convertible Notes and the whole amount of principal of
HK$52,000,000 was repaid to the Group by the Note Issuers.
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27. FILM RIGHTS

REFH The Group
FiET
HK$'000
B Cost
RZEERF—H—B At 1st January 2006 1,111,522
NE Additions 62,279
HE Disposals (535,943)
RZZZERFFA=FT—HEK At 31st December 2006 and
—ETtF¥—-HA—H 1st January 2007 637,858
NE Additions 13,967
& Disposals (348,249)
RZEZE+F+=-A=+—H At 31st December 2007 303,576
BHREE Amortisation and impairment
RZEERF—H—B At 1st January 2006 975,524
RE G Amortised for the year 100,850
o5 B Y 8 Eliminated on disposals (535,943)
RZZEZERFFZA=+T—HK At 31st December 2006 and
—ETtF¥—-HA—H 1st January 2007 540,431
RE G Amortised for the year 43,747
ERRZREEE Impairment loss recognised 16,850
65 PR 3 6 Eliminated on disposals (348,249)
RZEZE+F+=-A=+—H At 31st December 2007 252,779
BRTEE Carrying amount
—EE+F+-A=1+—H At 31st December 2007 50,797
ZZERFTZA=1+—8H At 31st December 2006 97,427

129

REBEFE  ARAREZE2ZBUCEREE During the year under review, the directors of the
HEMITHRETGEBRARBEITZHE  EMF
HEZREZITREECE  WETAHMEHNESY

MRERRREE 2 RER IR A16,850,0008 7T ©

Company reassessed the recoverable amount of film
rights with reference to the valuation performed by
Grant Sherman Appraisal Limited, independent qualified
professional valuers and determined that impairment loss
of approximately HK$16,850,000 on the film rights was
identified.
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27. EF R FE

EYMREZANEERNLLEERBEZFE
Mt - EAEEEATDRAFHIRE21.61%

it Notes to the Financial Statements
+—HI1E%E For the year ended 31st December 2007

(& 27. FILM RIGHTS (Continued)

The recoverable amount of film rights was assessed by
reference to value-in-use calculation. A discount rate of

28.

ERARBEALNAEERERER AR FZYBRE
BTEXEAD) ZReRERN - AFHRAS
MEDRTEREE - WERXYEBBELR
BFEEZMSZRBTHEREX - iEFRA
BMEZHRETRESRERF P RZBEBRRME
i IEBRREAFASEEEEREBEELRLK
HEEMGERZBAMEBECEMNE  ERER
FREX  BRXSANEEIFHEERR AR
MEZLE  BEFRUMAE B - FRERK
MR WRRERBEZEERR

RIFFER

21.61% per annum was applied in the value-in-use model
which uses cash flow projections based on financial
forecasts approved by the directors of the Company (the
“Film Forecast”) covering a five-year period. Cash flows
beyond the five-year period have been extrapolated
using zero growth rate. This growth rate does not
exceed the long term average growth rate for the market
in which film rights operates. There are a number of
assumptions and estimates involved for the preparation
of the cash flow projections for the period covered by the
Film Forecast. Key assumptions include gross margin,
growth rate and discount rate which are determined by
the management of the Group based on past experience
and its expectation for market development. Growth
rate represents the rate used to extrapolate cash flows
beyond the five-year budgeted period and are consistent
with the Film Forecast. The discount rates used are pre-
tax and reflect specific risks relating to the industry.

28. FILMS IN PROGRESS

SUERER Films in progress

SUERR R AR LT AT 3B B E S 18R & -

AEE
The Group
—ETLF TETRF
2007 2006
FET FET
HK$°000 HK$'000
24,948 29,469

The films in progress were measured at cost less any
identifiable impairment loss.
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29. B 5 & WUk K

RYTEPZBREHARIENVETE - EHEUE
RZREDHTIAT

29. TRADE RECEIVABLES
The credit period granted to customers ranges from 30
to 90 days. The aged analysis of the trade receivables is
as follow:

The Group
REE
—EELF ZEER

2007 2006
FE T FHBT
HK$’000 HK$'000

REZERIERGRAF Brilliant Arts and its subsidiaries

MEMB AR ([RELE])  (“Brilliant Arts Group”)
0£30H 0 to 30 days 12 -
12 -
HAitb Others

0£30H 0 to 30 days 885 683
31£60H 31 to 60 days 2,784 575
61290H 61 to 90 days 224 826
912180H 91 to 180 days 151 373
Hi@m180H Over 180 days 51,644 9,595
55,688 12,052
W EHEWBRS ZHEERE  Less: Impairment loss on trade receivables (4,034) (4,036)
51,654 8,016
et Total 51,666 8,016

BEAMERREZESERYERZREITMT

61290H 61 - 90 days
HHBE90H Over 90 days
it Total

AEEZESRUERAHBERFAERENA
47,985,000 7L (= ZEZ /X F : 6,758,000/ 7T) Z
B ZEXCREBEAEHS RAEETER N
EHBEBERE AEBYTERZSESHEE
(SR CIEEE I

Aging of trade receivables which are past due but not
impaired:

224 826
47,761 5,932
47,985 6,758

Included in the Group’s trade receivables balances are
debtors with aggregate carrying amount of approximately
HK$47,985,000 (2006: HK$6,758,000) which are past
due at the reporting date for which the Group has not
provided for impairment loss. The Group does not hold
any collateral over these balances.
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29.

30

31.

f=v] =hH = /
B 5 ELI&IEEZM (ﬂfﬁ, 29. TRADE RECEIVABLES (Continued)
CETESERERZAKEIEER  KQRE In determining the recoverability of trade receivables,
FEERBSRNEFCEEEZEMSELA the directors of the Company considers any change in
HEZHRRAZEMAEY - Bt ARAEEREA the credit quality of the trade receivables from the date
BHESREREFERERBEERETREEE - credit were initially granted up to the reporting date.
THEHERBLEREEE =28 E—FPIELHE Accordingly, the directors of the Company considered
B o provision for impairment in values be made in respect of
trade receivables to their recoverable values and believe
that there is no further credit provision required in excess
of the allowance for doubtful debts.
*=h 7
:TJE % N }E 1:_|' ESY IE & E f& E l,& ESY 30. DEPOSITS, PREPAYMENTS AND OTHER
IE RECEIVABLES
AEE ARATF
The Group The Company
—TEREF —ETREF
2006 2006
FHET FHET
HK$’000 HK$’000 HK$’000 HK$'000
Ze Deposits 32,237 39,573 1,426 1,086
TaftFIE Prepayments 579 623 382 351
H b U FRIA Other receivables 3,974 4,965 - -
36,790 45,161 1,808 1,437
e BNREREMERREBEZ REEEED The carrying amounts of deposits, prepayments and
FEEBEMRS - other receivables approximate to their fair values.
EHHERBEZHMERFBZERSTUOT - Aging of other receivables which are past due but not
impaired:
rEE
The Group
—EZtF ZEEREF
2007 2006
FH&xT FHET
HK$’000 HK$’000
#3@90H Over 90 days 780 780
EEERE ARZSERNER AT 28E - Management believes that no impairment allowance is
WHERZEERERHRERE NEBWER necessary in respect of these balances as the balances
ZEEBRFAEMERD - are still considered fully recoverable. The Group does not
hold any collateral over these balances.
1L o
j:xﬁj@ﬁ 31. DEPOSITS FOR INVESTMENTS

RZEZ+LFNATABER_ZEELF+AT+
H - &R 7 gt EBest Mind International Inc.
(lBest Mind]) BA R ZFI UipE BREA
1,054,900,0007% 7T ° 48 ¥ € 400,000,000/ 7T E
RZZEZLFE+-_A=+—AREHF I kE
Best MindZ #BHRARRIN-_TEELF+=A
NEERZEEALFEFT_ACATEZBE K
EEXRF+_A=Z+—BHZEHRTIREKHLATE
YRz ES -

On 16th August 2007 and 10th October 2007, the
Company entered into agreements in respect of
acquisitions of an aggregate 100% equity interest of
Best Mind International Inc. (“Best Mind”) with total
considerations of HK$1,054,900,000. Total deposits
of HK$400,000,000 was paid to the vendor at 31st
December 2007. Details of the acquisitions of Best
Mind were set out in the Company’s circulars dated 6th
December 2007 and 7th December 2007. Balance as at
31st December 2006 represented the deposit paid for
the acquisition of KHL.
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N.BEEERE

32.

HELD-FOR-TRADING INVESTMENTS

REE
The Group
—BBLE b
2007 2006
FHET TET
HK$’000 HK$'000

EHRE - Listed investments:

—NEELM 2 EREES

REZR FEEBESEUALRTEEIERZESR

ZAFEE at fair value

BEANRTFEEIK ZELMREZATE
BN2ERBRTHRITEEABMERE -

BEUKERANRE-FEERK
VAN
BAKEERARNBEAARBAREN - &
BRARERE RS -

M. RERFATEHFEHEHR

(a)

EEREX

33.

34.

R RRITHER Cash and bank balances
TEHTF R Time deposits

e kHFELEMEEE Cash and cash equivalents

FRRBIT RS UKESARITERFE
RFBH WAL - EHEBFRZER
H—AEZ=ALE RIFXKENKRE
FEME  YEREEZEHERFRF=Z
WERANE -RekBReEFEREZREER
ERFEEMRE -

— Equity securities listed in Hong Kong,

16,600 64,560

At the balance sheet date, all financial assets at fair
value through profit or loss are stated at fair value. Fair
values of those listed investments have been determined
by reference to the quoted market bid prices available
on the relevant stock exchanges.

AMOUNTS DUE FROM ASSOCIATES -
THE GROUP AND THE COMPANY

The amounts due from associates of the Group and the
Company are unsecured, interest free and repayable on
demand.

CASH AND CASH EQUIVALENTS

(a) Balance Sheet

AEHE LN
The Group The Company
—EELF ZETRE —EELF —ETRE
2007 2006 2007 2006
FHET FHET FTHERT T
HK$’000 HK$’000 HK$’000 HK$’000
2,049 1,597 368 187
20,686 87,750 20,686 87,650
22,735 89,347 21,054 87,837

Cash at banks earns interest at floating rates
based on daily bank deposit rates. Short-term
time deposits are made for varying periods of
between one day and three months depending on
the immediate cash requirements of the Group,
and earn interest at the respective short-term time
deposit rates. The carrying amounts of the cash
and cash equivalents approximate to their fair
values.
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M. BERBELEEEH 34. CASH AND CASH EQUIVALENTS
(b) HBEeRERME REekBLFEEBEER (b) For the purposes of the cash flow statement, cash
HBIETERS (HBRAEEHRTEY) - NI] and cash equivalents include cash on hand and in
SRR AR_EELE+_A=+— banks, net of outstanding bank overdrafts. Cash
AzBe kRS SEEAVTERNGEGEER and cash equivalents at 31st December 2007 as
BEREBERERET shown in the cash flow statement can be reconciled

to the related items in the consolidated balance
sheet as follow:

rEE
The Group
—EZLHF —ETREF
2007 2006
FE T FET
HK$’°000 HK$'000

RekREEFERE

FARELEFRRDEE
Z2HEERALEFEEE
(#17#35)
RITHEBRIRS
RITIES

Cash and cash equivalents 22,735 89,347

Cash and cash equivalents included in
non-current assets held for sale

(note 35)
Bank balances and cash 181,102 -
Bank overdraft (146,516) -

34,586 -

57,321 89,347
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35. NON-CURRENT ASSETS HELD FOR SALE

As described in note 13 to the financial statements, the
major classes of assets and liabilities comprising the

hotel operation classified as held for sale at the balance

sheet date are as follow:

AEE
The Group
—ERtHF —ETAF
2007 2006
FHE T FET
HK$°000 HK$'000

WE - BBERRE

HE s

HEIHE

E3Sy

B 5 RARK

Be  ANFAREM
e SRR

BT —LBERER

HAekBeFHEER

DREFHIEHEL
BIEXBEE

RITEX

B H RS
fERtIE B R EAM BN TR
e D BBRFRIA

eI IR

EIETHIR

RITEE

DERR

BAOBRARIEHEZEE
BRZBEEBERE

DERFEHEEZEE
EREEFE

Property, plant and equipment

Interests in leasehold land

Construction in progress

Inventories

Trade receivables

Deposits, prepayment and other
receivables

Loan to a minority shareholder

Cash and cash equivalents

Assets of hotel business classified as
held for sale

Bank overdraft

Trade payables

Accruals and other payables
Amounts due to minority shareholders
Tax payables

Deferred taxation

Bank borrowings

Minority interests

Liabilities of hotel business associated with

assets classified as held for sale

Net assets of hotel business classified

as held for sale

3,758 -
517,568 -
274,196 -

213 -

1,462 -

12,773 -
196,000 -
181,102 -

1,187,072 -

146,516 -
2,150 -
4,170 -

40,502 -
609 -
80,888
450,000 -
309,261 -

1,034,096 -

152,976 -
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36. IR A 36. SHARE CAPITAL
KRoOEE ok |
Number of shares Amount

HK$’000
SREE0.05% T Ordinary shares of
2 EER HK$0.05 each
JETERRA Authorised: 20,000,000 20,000,000 1,000,000 1,000,000
BITRBRERE Issued and fully paid:
F9 At beginning of year 704,646 520,541 35,232 26,027
HBamRES Conversion of convertible
(H13£39) bonds (Note 39) 532,702 - 26,636 -
"% (#fita) Rights issue (Note a) 843,769 - 42,188 -
TR Exercise of share options
(Biztp) (Note b) 78,285 - 3,914 -
Bl & AR 10 Placement of shares
(Hiite, d & e) (Note ¢, d & e) 646,695 184,105 32,335 9,205
F At end of year 2,806,097 704,646 140,305 35,232

Wat - Notes:

(a) MNZZBZELF+ATLE ARAURHERIAL (a)  On 17th October 2007, the Company issued 843,769,024
ER_ZEZ+tF+A+THRBEEEE —REHE new shares of HK$0.05 each by way of a rights issue on
gl XT’J}Z Lt 5 LA 53 B (B & iR 0.2078 7T & 17 the basis of one rights share for every two shares held on
843,769,024 8 F BX0.05 8 TTH IR - FTB FIBF 5 15th October 2007 at a subscription price of HK$0.20 per
#)164,800,000/% 7T & f {E W B Best Mind © share. The net proceeds of approximately HK$164,800,000

were used for the acquisition of Best Mind.

(b) HE-ZZ+F+_A=+-—BILFE ETHE (b)  For the year ended 31st December 2007, certain option
REREATEEBRE  HRILTRESREK holders exercised their option rights to subscribe for an
190.2427%8 0 A £ R ##32,985,0000% 10 ~ ATTE(E aggregate of 32,985,000 shares at an exercise price of
TR B 190.2777% T A £ R #26,800,0008% 17 HK$0.242 per share, an aggregated of 26,800,000 shares
LATT 1 B & B% B% 19 0.427% T & #£ 38 5,900,000 at an exercise price of HK$0.277 per Share, an aggregate
B RELITEEERKRMO277E LA L AE of 5,900,000 Shares at an exercise price of HK$0.42
12,600,000/ 10 > 1THEEREMGSRBFEN A per share and an aggregate of 12,600,000 shares at an
21,374,000/ 7T ° exercise price of HK$0.277 per share respectively. The net

proceeds from the exercise of option rights amounted to
approximately HK$21,374,000.
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36. RA& (&

Wit (&)

(c)

R_TZELFMA++tAR-ZTTSLFRAA=T
H AABNBREFRTRERRH037ETZ
BB IR E E 9 BIAC 3 & % 17124,900,000%
81,100,000 % f& 17 © FfT15 7118 % $8.4974,000,000
BLEREREEz —KREEED -

RZZETZLFANA-+THB ARRUEE TR
WG R 0.4078 T 2 BIRMB LR E & EE
Ko 3174 $£165,905,000 8 B (7 » FriS B FEE L
64,600,000 TE T EIAERER , —REEE
%o

RZZZEFAAZFTNE  ARRAUEE TR
WIERGRRPHD0.21B T2 BIRABIREERE
KB 174 274,790,000/ B 1n - FT{8 FRIBFREL
56,200,000 7T, 2 51 &I A /E Y i Best Mind ©

36. SHARE CAPITAL (Continued)

Notes: (Continued)

(c)

On 17th April 2007 and 30th May 2007, the Company
allotted and issued 124,900,000 shares and 81,100,000
shares respectively by way of placing to independent
investors at a price of HK$0.37 per share. The net
proceeds of approximately HK$74,000,000 were intended
to be used for general working capital of the Group

On 25th June 2007, the Company alloted and issued an
aggregate of 165,905,000 shares by way of placings to
independent investors at a price of HK$0.40 per share.
The net proceeds of approximately HK$64,600,000 were
intended to be used for general working capital of the
Group.

On 28th September 2007, the Company alloted and issued
an aggregate of 274,790,000 shares by way of placings
to independent investors at a price of HK$0.21 per share.
The net proceeds of approximately HK$56,200,000 were
intended to be used for the acquisition of Best Mind.
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37 15 37. RESERVES
TaR HROXA B
RoEE  SAR%  RERE REZRE  HHEE  RHER ag
Convertible Share-based Capital
Share Contributed notes payment  reduction Accumulated
premium surplus reserve reserve reserve losses Total

T T T T T T FET
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
(Hita) (#izFb) (Hitc) (HizFd) (Hite)

(Note a) (Note b) (Note c) (Note d) (Note e)

N The Company
RZZTRE—F—H At st January 2006 853,810 207,548 566 31,898 316,008 (859,499) 550,331
FEEE Loss for the year - - - - - (5,166) (5,166)
MR 2 Share-based payment

FUERA Y expenses - - - 11,340 - - 11,340
=) Placement of shares 54,350 - - - - - 54,350
RO EITRZ Share issuing expenses (1,172) - - - - - (1,172)

WZBZRE+-F At 31st December 2006

=+—-Ak and at
“E%+F-A-A 1st January 2007 906,988 207,548 566 43,238 316,008 (864,665) 609,683
FEBE Loss for the year - - - - - (27,969) (27,969)
MR TS 2 FERES Share-based payment
expenses - - - 17,660 - - 17,660
BERR Placement of shares 167,953 - - - - - 167,953
R EIRS Share issuing expenses (10,226) - - - - - (10,226)
BT BRER Issue of convertible bonds - - 54,307 - - - 54,307
BETBRESR Redemption of
convertible bonds - - (566) - - 566 -
ABARRES Conversion of convertible
bonds 134,409 - (54,307) - - - 80,102
1HRR Rights issue 126,565 - - - - - 126,565
TR RE Exercise of share options 30,761 - - (13,301) - - 17,460
RZZEZLF At 31st December 2007
+-B=+-8 1,356,450 207548 - 47507 316,008  (892,068) 1,035,535
HE_ZZLFT_A=1T—HLEFE BAQ The loss attributable to equity holders of the Company
A BREREARNAERZEBEAEBGLEENE for the year ended 31st December 2007 which has been
27,969,000/ 7T (ZZEZE /N4 : 5,166,000/ 7T) © dealt with in the financial statements of the Company

amounted to approximately HK$27,969,000 (2006:
HK$5,166,000).
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37 f#E (=

Htat -

(a)

BE-NN—FBRERFEERTAR)  ARF
ZEMEEANBELARARBZRETRED  {F
RERAKRETTARBBRR -

ARAZBARBDEEARAE RN - FT =
FAATRANTEERAKZBE - ARQ A
WEHBAR Z BB AR FERAR AR
—ANCEFEBEMBCETRAEMES 2
 ARA-ZE-FAATEBARHBERT
HEARBEZEE -

BRE-NAN—FBREREERR) RAZ
BABBREAHEDIK - A ARATNEETIIE
RTREABBPERFLIKERESSEL DI :

() ARARBHBIORLEENERIBH
EERZER X

(i) ARBREEZAUZBAEERKSMIORE
EEMEEITRARRMEERZ B -

REBBGIERER2N ARTZABRERE
EEA%JJ/AEEW”‘%ET Biin Rz a0 7R
REATEEERBESIOD(RFEENERRS
ﬁﬂ%ﬁﬂﬁﬁﬁ%zrn%ﬂﬁﬁm) i 817 AT 3 3R
BEEHHIATFEEME ZEZRAE ﬁ/\ﬁé*\j
0 °%12151‘E1§H&E§Hﬁﬁk$ﬂﬁ )
SRANARBRERFE  EERERE R (EH
HEBEERMDEE) AR ERED (& E %
EZ2FEBR) B -

—EEHE+=A=1+—RIEE For the year ended 31st December 2007

37. RESERVES (Continued)

Notes:

(a)  Under the Companies Act 1981 of Bermuda (as amended),
the share premium of the Company can be used in paying
up unissued shares of the Company to be issued to

members of the company as fully paid bonus shares.

(b)  The contributed surplus of the Company represents the
amounts transferred from the capital account due to the
capital reduction effective on 10th September 2002. The
difference between the underlying net tangible assets of
the subsidiaries which were acquired by the Company
and the nominal amount of the share capital issued by the
Company at the time of the Group reorganization in 1992
and the amount transferred from the capital account due

to the capital reduction effective on 10th September 2002.

Under the Companies Act 1981 of Bermuda (as amended),
the contributed surplus account of a company is available
for distribution. However, the Company cannot declare or
pay a dividend, or make a distribution out of contributed

surplus if:

(i) it is, or would after the payment be, unable to pay

its liabilities as they become due; or

(i) the realisable value of its assets would thereby
be less than the aggregate of its liabilities and its

issued share capital and share premium accounts.

(c)  Under HKAS 32, convertible 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 recognised in
the convertible notes reserve until the notes are either
converted (in which case it is transferred to share
premium) or the notes are redeemed (in which case it is

released directly to accumulated losses).
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37. #fE (&

Hret - (&)

(d)

PABR 00 2 2 SRR R - A8 E N IR LA R i A
BEEFAREEREATAREZEERZK ZA
FEE HRHEDOURHEARTABREZAF
EBEAEE BRUBZHEIZKEBERE
ZAVEEEHERBERE(WE) NELFE
VERETHRARBAXHER AR  LHEER
=AY 2 SRR R -

ARAIZBRABREBEBER - ANNFBHARRA
332,640,000/% B #7815 2 E B &R 1.00% 7T
HIRZESROSEB THMES 2 H -  RESRE
ARBRABMAE129FMBB —BRAR - R
REBREARAEINEARRAEREzZBELE
BRHIABE  AATAEEREANER  HER
B EMADNREMATER AR -

37. RESERVES (Continued)

Notes: (Continued)

(d)

Share-based payment reserve represents the fair value of
employee services estimated to be received in exchange
for the grant of the relevant options over the relevant
vesting periods, the total of which is based on the fair
value of the options at grant date. The amount for each
period is determined by spreading the fair value of the
options over the relevant vesting periods (if any) and
is recognised as staff costs and related expenses with
a corresponding increase in the share-based payment

reserve.

The capital reduction reserve of the Company represents
the amount arising in relation to the reduction of the
nominal value of 332,640,000 issued shares of the
Company from HK$1.00 each to HK$0.05 each in 1998.
Pursuant to a resolution passed by the directors pursuant
to Bye-law 129 of the Company’s Bye-laws, the capital
reduction reserve shall be applicable for meeting claims
on or liabilities of the Company or contingencies or for
paying off any loan capital or for equalising dividends or
for any other purpose to which the profits of the Company

may be properly applied.
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38. ﬁﬁﬂ-{a E 38. BANK BORROWINGS
rEH
The Group
—EBELF ZEERF
2007 2006
FE T FHIT
HK$’000 HK$'000
EEMBITER Secured bank loans 10,941 13,202
FaEEZEIEAMT The maturity of the above
borrowings is as follows:

—FR Within one year 2,418 2,254
—EWEF Between one and two years 2,528 2,380
MERSF Between two and five years 5,681 7,966
AFEUNE Over five years 314 602
10,941 13,202

B —FREIESIA Less: Amount due within one year shown under
mEVE R 2 FIE current liabilities (2,418) (2,254)
—F BRI FIA Amount due after one year 8,523 10,948

BERRITEROFRBER  EEEFETE -
RBERAAEERE®EL /51,100,000 7T (=

T TN 40,880,000/ 70) 2R EMEIEER -
BEBEFARTFEFRS>HEBE - Tt BERY

IABILEE °

BEMRE -

ARFREERR AEBEFECRAEBRARY

Secured bank loans comprise a mortgage loan which
bears interest at commercial rates. The mortgage loan
is secured by the Group’s investment properties with
carrying value of approximately HK$51,100,000 (2006:
HK$40,880,000). The mortgage loan is repayable in
installments over a period of ten years. All interest-
bearing borrowings are denominated in Hong Kong
dollar.

The directors of the Company consider that the carrying
amounts of the Group’s borrowings approximates to their
fair values.
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9. EEAITRKRER

RZZEEXNF+-A=+—H ' &£%20,000,000
BT ZERBTBRREE(TAIRRERE—]) 1%
ERRAEHB WER -_ZEELFEA=1THE
ggo

MR RE A RN ATRERR05.838 T
(% éﬁ&)ZﬁhFhTﬁhmﬁ—$ﬁiﬁﬁ
ARAFRAS FREE0.05E T2 iy AR
HEFRAR - B - EENFAATHAEEE -
ZTLFRNAZTRAF4ELZXR  EBRA
AARBABKRERE - ZHTASBRRNRA] K
- YA ERRPFEETRRFEE 2B TEE
BEREFAMNE - ARBRREE-CR_FTTLF
RNRA=+HEE-

RZZEZLFRA+TNB KRRUEITELQF
1B B 2 95% % 717 © 51168,500,000%8 7t 2 7] # f%
ZR([ARREE=]) - TREREBE_ATEE -
BERLER T ——FHA+EBEE- Ak
BREEZINBLTEE L LBRERER0I2ET
(It REEEDAR)  BEIN2BERFNEAE
FO75% - REEZZTTLFT A=+ —HLEF
B ARBRER—CE2RELBRAE AR LR -

MO A FEEDERRSEFATREES 2
AMERGE - BRDESBREN  SEERK
REaD GINATRRERFERT) o

A&
ik

39.

UNSECURED CONVERTIBLE NOTES

As at 31st December 2006, there was an unsecured
convertible notes (“the Convertible Notes 1”) of principal
value HK$20,000,000 bearing interest at 4 per cent per
annum and was matured on 30th June 2007.

The Convertible Notes | carry the right to convert the
principal amount of the Convertible Notes | into shares
of HK$0.05 each in the share capital of the Company
at a conversion price of HK$5.83 per share (after
From 14th June
2004 to the 14 business day immediately preceding 30th

adjustments), subject to adjustment.
June 2007, the noteholder can convert the outstanding
principal amount of the Convertible Notes | into shares
of the Company and may request early repayment of the
outstanding principal amount of the Convertible Notes |
together with accrued interest. The Convertible Notes |
was repaid on 30th June 2007.

On 18th May 2007,
notes in the principal amount of HK$168,500,000 at an

the Company issued convertible

issue price of 95% of fair value (“Convertible Notes I1”).
The Convertible notes Il were zero coupon, unsecured
and will be matured on 17th May 2012. The Convertible
Notes Il are denominated in Hong Kong dollars. The
initial conversion price is HK$0.32 per share and subject
to anti-dilutive adjustments. The effective interest rate
of the liability component is 9.75% per annum. The
Convertible Notes Il were fully converted into ordinary
shares of the Company during the year ended 31st
December 2007.

The fair value of the liability component was calculated
using a market interest rate for an equivalent non-
convertible bond. The remaining balance represented
the equity conversion component, is included in

shareholders’ equity named as convertible notes reserve.
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39. UNSECURED CONVERTIBLE NOTES
(Continued)

TEERAEARQT

The Group and

the Company
AR RRE R EE
2B EBG ZERBG

Liability Equity

component component

of the of the

convertible convertible

notes notes

FHAT FAT

HK$'000 HK$'000

R-ZTZF—HA—H At 1st January 2006 19,434 566

HENBREZ Imputed interest expenses 1,233 -

2RFLE Interest paid (800) -
R-EERF+=-_A=+—H At 31st December 2006

r=ZET+F—H—H and at 1st January 2007 19,867 566

BATAR R IR Issue of convertible notes 105,768 54,307

Hngimik Converted into ordinary shares (106,738) (54,307)

HEFERXZ Imputed interest expenses 1,501 -

BRFLE Interest paid (398) -

O MR EE Redemption of convertible notes (20,000) (566)

R+ F+A=+—H

BERTARERZIHMBANT

At 31st December 2007

follow:

—FRN

Within one year

The maturity of the unsecured convertible notes is as

REBRAQT

The Group and

the Company
—BBLHF —EETRF
2007 2006
FHET TFHTT
HK$’000 HK$'000

- 19,867
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40. EEHIEAFE

40. DEFERRED TAX LIABILITIES

rEE The Group

WTAREERAZIEELHEBEABREEN The followings are the major deferred tax liabilities and
B assets recognised by the Group and movements thereon:
REVNEZATEESS
Fair value
changes of
investment
properties
FHET
HK$'000
RZEERF—A—H At 1st January 2006 -
B A R0 Charge to income statement 1,888

RZEERF+=-A=+—H At 31st December 2006
2-FT+F—HA—H and 1st January 2007 1,888
B A R0k Charge to income statement 1,578
R-ZZLF+-A=1+—H At 31st December 2007 3,466

RZZZLEF+_A=Z+—B XEEHED
417,320,000/ 7T (= F /N4 414,331,000/ 7T )
ZARBRAMEFHBERAEEEBREN - BN
REFFHBRZEN MY BERECHREE -

EN

R R BETERT B 18 20 Al - B3 B A A B RS
1H#781,870,0007 7T ( = F F /X% : 79,316,000/%
TU)BRELEHBERE -

At 31st December 2007, the Group had unused
estimated tax losses of approximately HK$417,320,000
(2006: HK$414,331,000) available for offset against
future profits. No deferred tax asset has been recognised
due to the unpredictability of future profit streams.

The Company

No deferred tax assets has been recognised in respect
of estimated tax losses of approximately HK$81,870,000
(2006: HK$79,316,000) due to the unpredictability of
future profit streams.
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41. TRADE PAYABLES

BoRMNERZERAMET : The aged analysis of the trade creditors is as follow:
AEE
The Group

ZETRF
2007 2006
FHET FAET
HK$’000 HK$’000
0&30H 0 to 30 days 2,980 1,623
31260H 31 to 60 days 1,174 839
61£290H 61 to 90 days 5 1,923
91£180H 91 to 180 days 167 2,450
HBim180H Over 180 days 13,295 11,575
17,621 18,310

42. B ENE S - JESTIEE B Hfh 42. DEPOSITS RECEIVED, ACCRUALS AND

EE{:} :a'—fk 15 OTHER PAYABLES
rEE N
The Group The Company
—E2tF ZETRE —E2ZtF ZETREF
2007 2006 2007 2006
FET FET FHET FET
HK$’000 HK$’000 HK$’000 HK$'000
BEWEZS Deposits received 55,123 32,949 10,000 10,000
FEETIEE Accruals 3,635 4,009 2,387 2,558
H A & 5 50IR Other payables 7,260 2,603 2,611 255
66,018 39,561 14,998 12,813
43. I‘I&E\% Mj‘% NI 43. ACQUISITION OF SUBSIDIARIES

RZZZLtF=ZA=Z+H KEBEUKREY On 30th March 2007, the Group acquired 38.5% equity
231,777,000/ 7T U BEKHLAX # 238.5% ([ & & interest in KHL (“First Acquisition”) at a consideration of
WEEHE]) RZTTLFRA=1TH £5E approximately HK$231,777,000. On 30th May 2007, the
% 13 LA X /8 £7490,000,0007% T W B Triumph Up Group further acquired 61.5% interest in KHL through
Investment Limited & E Kt B 2 7 E2Great Chain acquisition of the entire interest in Triumph Up Investment
Limited 2 E Il B A 7 # — Z W BEKHL 2 61.5% 1 Limited and its subsidiaries and Great Chain Limited and

a((F-BUBEERA] -

its subsidiaries (“Second Acquisition”), at a consideration
of approximately HK$490,000,000.
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NETIEZBER -

43. Llﬂ,ﬂ\ﬁ MT_I'E n ﬁ_] (/./%g) 43. ACQUISITION OF SUBSIDIARIES
(Continued)
REBWESEELSE _BIWEEEERE A& Following the completion of the First Acquisition and
EHEEKHLR 2 Mz - BIE N EE NS —EIE Second Acquisition, the Group had 100% interest in
HERWEEEENT KHL. The net assets acquired in the First Acquisition and
Second Acquisition are as follows:
Uy B8 Al 2 BRTEI (B AP EEFE NEEE
Carrying amount
before the Fair value
acquisition adjustment Fair value
FHET FAT FAET
HK$'000 HK$'000 HK$'000
Pl g8 E - Net assets acquired:
M WRREE Property, plant and equipment 48,881 221,865 270,746
HE i Interest in leasehold land 87,796 452,203 539,999
& Inventories 1,035 - 1,035
B SRR Trade receivables 5,982 - 5,982
TENFIE ek Prepayments, deposits and
H h fEY kI8 other receivables 425 - 425
ReE MRS HEER Cash and cash equivalents 12,848 - 12,848
JERT B R A RIFIE Amounts due to immediate
holding companies (81,004) - (81,004)
B HENERR Trade payables (892) - (892)
[EFTIEE - BEWEURS Accruals, deposits received
R Eopto FE S 5008 and other payables (11,980) - (11,980)
RIERIE Deferred tax - (80,888) (80,888)
PR & B Net assets acquired 63,091 593,180 656,271
Wk i aE Discount on acquisition (15,498)
640,773
BREUTH AL Total consideration satisfied by:
Be Cash 721,777
BREER Shareholder’s loan (81,004)
640,773
WEMELR SR Net cash outflow arising on
FRE acquisition:
BRESNKE Cash consideration paid 721,777
P B SR T4 80 2 Bank balances and
Re cash acquired (12,848)
708,929
Bftize Deposit paid (40,000)
668,929
BRARBEEEALEZAREREZFBES HIEHR Details of the First Acquisition and Second Acquisition
ARARZZEELF=ATHREZZZRFENHA were set out in the Company'’s circulars dated 10th March

2007 and 8th September 2006 respectively.
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44. DISPOSAL OF INTEREST IN A SUBSIDIARY
On 22nd June 2007, the Group had disposed of 50%
interest in a subsidiary, KHL and the relevant sale loan

44 HE-HNBLR 2B =

RZTELFERNAZ+-B AEBEURED
315,000,000 7t i} & — [ I /8 A FIKHLZ 50% #
=R BEBBEER - 5B EEBL45471,000
BT e B - REBRKHLZ #ZE R 100% 5D &
50% °

at a consideration of approximately HK$315,000,000,

resulting in a loss on disposal of approximately
HK$45,471,000. Accordingly, the Group’s shareholding in

KHL has decreased from 100% to 50%.

—BTLF
2007

TR
HK$°000

645,468
(4,526)

MEBARNLERRZEEFENT The net assets of a subsidiary at the date of disposal
were as follows:

EERAEEEGEEFE The Group’s share of net assets before disposal

REESHZHAZ Expenses incurred by the Group

BTN EEEFEAE Share of net assets disposed

R ERASERER RN
ZEERE

JEME T & & A
HE—RMERARERMSIBZER

BREUATIHAXM
BRI 2K E

HEEEZRESRAFHE -
REeR(E

BRLEKHLZ FBENARAR-_FTTLFR
A=+—BHEZEK-

Share of net assets owned by the Group
after disposal

Share of net assets disposed
Loss on disposal of interest in a subsidiary

Total consideration satisfied by:
Cash consideration received

Shareholder’s loan disposed

Net cash inflow arising on disposal:
Cash consideration

(320,471)

320,471

320,471
(45,471)

275,000

315,000

(40,000)

275,000

315,000

Details of disposal of KHL were set out in the Company’s

circular dated 31st May 2007.
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45. €T B

45. FINANCIAL INSTRUMENTS

SRMIEDE Categories of financial instruments:
—EELF TEEXREF
2007 2006
FHET FHET
HK$’000 HK$'000
SREE Financial assets
BEEERE Held-for-trading Investments 16,822 64,560
B R EWGRIA Loans and receivables 62,999 145,178
AHEEC eREE Available-for-sale financial assets 40,567 94,700
cHas Financial liabilities
BN Amortised cost 94,580 90,940

46. FHERIE
R-ZZEE+F+_A=+—"H XEEBRERT
FIEARfE M HEYEITREKLEHLY 2 HE

46. LEASE COMMITMENTS

At 31st December 2007, the Group had commitments for
future minimum lease payments under non-cancellable

HERSEENT : operating leases in respect of rented premises which fall
due as follows:

—EELF ZETRF

2007 2006

FET FAET

HK$’000 HK$'000

—FR Within one year 1,566 940

E_ZENFAN (BEEEWSE) In the second to fifth year inclusive 1,016 1,089

2,582 2,029

ERRORERAEARRZVERF 2L -
MO EHFHMERBERS  MTEREZ RS
Bl R o

Operating lease payments represented rentals payable
by the Group for its office premises. Leases are mainly
negotiated for an average term of two years and rentals
are fixed for an average of two years.
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47.

THF+=HA=+—HILEE For the year ended 31st December 2007

COMMITMENTS

The Group had the following outstanding commitments
in respect of acquisitions of equity interests in certain
entities at the balance sheet date:

e “ETNF
2007 2006
FHET FET
HK$’000 HK$'000
Authorised and contracted, BERERERA
but not provided for 1B AR 654,900 450,000
48. IR ELE LB AN ZX 48. EQUITY SETTLED SHARE-BASED
TRANSACTION
BER-—EE-—E#RA-++HE7 ZZI-VRETH& Pursuant to a resolution passed at the annual general
HEEA® FRBY —IERSE RIFTAAT meeting of the Company held on 27th May 2002, the

—NARE+T A=+ =K/ Wzﬁﬁﬂx%”ri\l(f%

BT E)

WA T — IR A AT 8 ([ 5

RS E) -

ERRESS
EBREE 2 I2GFBRWT

(i)

(iii)

(iv)

fERH 2 EE 2 KR -

S2REBEAEETIAKE QAR ZE[EE
REF -

Bz BREM S Rzl m ERBA TFHE
BARBTE 2 BETRA10% -

BER2HEETERZEREMPRZKRG L
- N ERBEMMMAIR-2EZRD 2BR
RMBETRAIET RGO EE  NFEA
T2 Bfn ER225% ©

share option scheme adopted by the Company on 23rd
October 1996 (the “Old Option Scheme”) was terminated
and a new share option scheme (the “New Option
Scheme”) was adopted.

The Old Option Scheme

The major terms of the Old Option Scheme are
summarised as follows:

(i) The purpose was to provide incentives to the
participants.

The participants included any employee or director
of any members of the Group.

(iii)  The maximum number of shares in respect of which
share options might be granted must not exceed
10% of the issued share capital of the Company
from time to time.

(iv)  The maximum number of shares in respect of which
share options might be granted to a participant,
when aggregate with shares issued and issuable
under any share option granted to the same
participant, must not exceed 25% of the maximum
shares from time to time.
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4&%&E%§Rﬁﬁﬁﬁ2§%
5 RSB (47)
v)  EEERET R ZREESEE B AR
B2 3 SR T8 o

(vi) BREZTEHIASERZEMA LR+
o

(vii) AFEANERE L B30 AR AERE
() > WAARBX BT ARE
HIE -

(vii) BEREZTEEA/STIZEREE

a. TEREZERHEREBDSHNAHE
RBBARBEREM 2 FHKTE
80% Z fB1% + &

b. ARREKREMHZEE-

AREEREFIHER-_ZT_FRA=-TtH
Bl At BEBRERTRIBEBREREIMX
B EMAR LMK IEAZEBRESECRY
MiEARTE2ERENDABR  LARBER
BRRERT 8 2 R T IATTE ©

s R ER A
LRz TR EFB AT

() EEERZEBEHAKEMELKAEEL
Z BB BB R

48. EQUITY SETTLED SHARE-BASED

TRANSACTION (Continued)
The Old Option Scheme (Continued)

(v)  Any share option may be exercised in whole or in
part at any time after the date on which the share
option is deemed to be granted.

(vi) The exercisable period of a share option must not
exceed a period of 10 years commencing on the
date of acceptance.

(vii) The acceptance of a share option, if accepted,
must be made within 30 days from the date of the
offer of the grant with a non-refundable payment of
HK$1 from the grantee to the Company.

(viii) The exercise price of a share option must be the
higher of:

a. a price not less than 80% of the average
closing price of a share of the Company for
the 5 trading days immediately preceding the
grant; and

b.  the nominal value of a share of the Company.

As the Old Option Scheme was terminated on 27th May
2002, no further share options can be granted under the
Old Option Scheme thereafter. However, all outstanding
share options granted under the Old Option Scheme
prior to the said termination shall remain valid and
exercisable in accordance with the provisions of the Old
Option Scheme.

The New Option Scheme

The major terms of the New Option Scheme are

summarised as follows:

(i)  The purpose is to provide incentives and rewards
to the participants for their contribution or potential
contribution to the Group.
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B ARBLEURDEN 2K S

MERESE ()

SEERRE:

(i)

(1)

(a)

EARRARAR BB LFEER
BEMRAEE ZERNER (5
BIFAERDER]) 2EMKE
DA AREMEMEERRHA
ARAREBBRES 2 ERAA]
R ERMARITHIERITESRNL
REE=(BREETABILIFERT
%) 2RIFRBREERRE
EE

ERARmBEIMKE AR
ARBERMEERRIARRF
ITERREH2ERMRBERZ
EMERERARZAL

BAEEGEREAKERFRA
REMEREZERRIAARRFE
BRCRES 2 EA AR PFETE
AESFZEARFAA

FAEEREEERKERFRA
REEMEZBRRIHEARAE
ERREGZEMRRZEBR
RERH AMWE REFRIRK
x:

48. EQUITY SETTLED SHARE-BASED
TRANSACTION (Continued)

The New Option Scheme (Continued)

(iiy  The participants include:

(1) (a) any directors or proposed director
(whether executive or non-executive
including any independent non-
executive director), employee or
proposed employee (whether full time
or part time) of any member of the
Company and any entity in which the
Company, directly or indirectly, holds
any equity interests (collectively the
“Interested Group”) or any substantial
shareholder of the Company or any
company controlled by a substantial
shareholder of the Company;

(b) any individual for the time being
seconded to work for any member of
the Interested Group or any substantial
shareholder of the Company or any
company controlled by a substantial
shareholder of the Company;

(c) any holder of any securities issued by
any member of the Interested Group
or any substantial shareholder of the
Company or any company controlled
by a substantial shareholder of the
Company;

(d) any business or joint venture partner,
contractor, agent or representative of
any member of the Interested Group
or any substantial shareholder of the
Company or any company controlled
by a substantial shareholder of the
Company;
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B ARBLEURDEN 2K S

/1B

FERESE ()

(i)

SEERE: (8)

A 45 6 #E & B BB (R AT AR B A A 3k
ARBERNEERRKARRA
TERREH 2R 2 RRAR
B ERMHARAR  RMWE - &
WA EE#E A K2
ERAFELQE - BT EQE
FHAAR BELR BER
Bl EEQRE - BITRARREE
R 2R

(1) (e)

- =
pg=

(f)  RFBERDEETAKE DR
ARRMEMEERREHARLQF
TERRENZEMARRME
- EREA - FHHA - EHm
HIRF 2 EMHER - B E
BT AFREEA

(0) HFARABEREMKEARNK
ARRMEMERRREHRAF
TERREHNZEMAREME
FoEHREHR - FAHE - Em
HIRF ZEMES - B A
A BREBHFEBEA) &0 H
s

(hy HEEDZERBEAKERFRA
REMEREZERRIAARRFE
ERRESN 2 EARRZEME
THHEF (BREMIBER)
K

(2) B—RBXZELMERERNS2EENR
2|2 R AT e

48. EQUITY SETTLED SHARE-BASED
TRANSACTION (Continued)

The New Option Scheme (Continued)

(if)

The participants include: (Continued)

(1)

(e)

any research assistant, technician,
adviser, consultant, artist, actor, actress
of, and any research company, technical
support company, advisory company,
consultancy company, production
company, advertising company,
distribution company and professional
services company to any member of
the Interested Group or any substantial
shareholder of the Company or any
company controlled by a substantial

shareholder of the Company;

any supplier, producer, director or
licensor of films, television programmes,
video features, goods or services to any
member of the Interested Group or any
substantial shareholder of the Company
or any company controlled by a
substantial shareholder of the Company;

any customer, licensee (including any
sub-licensee) or distributor of films
television programmes, video features,
goods or services of any member of
the Interested Group or any substantial
shareholder of the Company or any
company controlled by a substantial
shareholder of the Company;

any landlord or tenant (including any
sub-tenant) of any member of the
Interested Group or any substantial
shareholder of the Company or any
company controlled by a substantial
shareholder of the Company; and

any company controlled by one or more

persons belonging to any of the above

classes of participants.
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B ARBLEURDEN 2K S

MERESE ()

(i) REHBREE TR ZBRERS K2
Ben ERREOB TSR E A A R UL H B A A
AEIRBZEBEITRA10%  EZ ERATH
BERNBERAG EEH - BITEMBREN
Bt L EmEaEREIEREM
WARITE  BAIEM BT 2R EREE
THEEATKEEITRMNZ30% - RAF
BYEBE REFBRETS(KEH)
ifi AJ 4 8% 17 2 B AR 48 34 /524,698,263 170
EARRBRAFRIERHC HTREAD
0.56% °

(iv) BRIFEGERFHME TRASELEENTZ
EANER 2 BRE(BEETE 2
R RITE 2 BIRIE) T UATT R R AT 81T ]2
BEITZBRNEHE  TEBBETEEETR
m21% °

(v) TTRHHEEERNEUBRERRE HE
i A NS AR B HEE T

(vi) BREFERARTERNELAEERERSS
BRESN LEREBRERTERNESHE
ZERMERE

(vii) AR AERE H B HALET30 B AE A B e
(R LARRAXZMNUETAARE
B o

48. EQUITY SETTLED SHARE-BASED
TRANSACTION (Continued)

The New Option Scheme (Continued)

(iii)  The maximum number of shares in respect of which
share options may be granted under the New
Option Scheme must not exceed 10% of the issued
share capital of the Company as at the date of
approval of the New Option Scheme and such limit
might be refreshed by the shareholders in general
meeting. The maximum number of shares which
may be issued upon exercise of all outstanding
share options granted and yet to be exercised
under the New Option Scheme and any other share
option scheme must not exceed 30% of the shares
in issue from time to time. The total number of share
options available for issue under the New Option
Scheme (after refreshment) as at the date of this
annual report was 24,698,263, which represented
approximately 0.56% of the issued share capital of
the Company at the date of this annual report.

(iv) The total number of shares issued and to be issued
upon exercise of the share options granted to
each participant (including exercised, cancelled
and outstanding share options) in 12 month period
must not exceed 1% of the shares in issue from
time to time unless the same is approved by the
shareholders.

(v) The exercisable period should be determined by
the board of directors upon grant of the share
option but in any event should not exceed 10 years
from the date of offer for grant.

(vi) Save as determined by the board of directors
provided in the offer of the grant of the relevant
share options, there is no general requirement
that a share option must be held for any minimum
period before it can be exercised.

(vii) The acceptance of a share option, if accepted,
must be made within 30 days from the date of grant
with a non-refundable payment of HK$1 from the
grantee to the Company.
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48. U RAEEURH 4255 48 EQUITY SETTLED SHARE-BASED

(%) TRANSACTION (Continued)
BB ESE () The New Option Scheme (Continued)
(vii) BREZTEEAEATIZESSE (viii) The exercise price of a share option must be the
highest of:
a. BEAHEAARREREDZ a. the closing price of a share of the Company
W fE on the date of grant;
b. EZERLABMAAEIZAAR b. the average closing price of a share of the
AIERBG 2 FHWRTE: & Company fro the 5 trading days immediately

preceding the date of grant; and

c. ARABREHOZEHE- c.  the nominal value of a share of the Company.
(ix) FEREFAIEFEMBHREZE_Z (ix) The New Option Scheme is effective for 10 years

—ZFRAZ+RBLETFEFRBK from the date of adoption until 26th May 2012.
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48. LR EZE L RB H {25 48. EQUITY SETTLED SHARE-BASED
V=1

TREBAQRATIERR EF AEEEENHE
MEREMBARRBREZFBERZEMFHE

TRANSACTION (Continued)

The following table discloses details of the Company’s
share options held by the Company’s substantial

WY EE shareholders, directors, the Group’s employees and other
participants and movements in such holdings:
BHREE
Number of Share Options

R-BERE
tZB=t-B RZEBtE
RZBEAE kBBt 2R
SRt —-f-8 R-BERE R-BEAE -A-A WoB9tE R38R RER W28t =t-8
S8R5 HHER RHAH TSR i EEiNd R E EAE & it EEL B MR

Outstanding

as at
Category Name Exercise Outstanding Granted Expired 31122006  Granted  Exercised  Transfer Adjustment Outstanding
of of Date of Exercisable price as at during during and during during between during as
Participants scheme grant period  per share 01.01.2006 2006 2006 01.01.2007 2007 2007 category 2007 3112.2007

HK$ (Note i) (Note ii) (Note iii)
o (W) (i) (W)
ARATERR ERRETE 21.11.1996  21.11.1996 - 20.11.2006 60.510 674,069 - (674269) - - - - - -
hEE 0ld Option Scheme ~ 28.03.2000  28.03.2000-27.032010  15.459" 922,123 - -1 - - - 78965 1,001,088
Substantial 02.06.2000  02.06.2000 - 01.06 2010 7492 417,506 - - 47508 - - - 35752 453,058
shareholders HERETE 16.07.2002  16.07.2002 - 15.07.2012 1581* 21,446 - - 21446 - - - 18964 240,410
and directors New Option Scheme ~ 17.07.2003  17.07.2003 - 16.07.2013 0.520" 457,000 - - 457000 - - - 39136 496,136
of the
Company™*
2,692,344 - (674269) 2018075 - - - T281T 2190892
KRAEE™ MiEhEE 16.07.2002  16.07.2002 - 15.07.2012 1581* 1,109,557 - - 1109557 - - - 95017 1,204574
Director of New Option Scheme ~ 17.07.2003  17.07.2003 - 16.07.2013 0.520* 2,285,000 - - 2,285,000 - - 195,677 2,480,677
the Company™**

3,304,557 - - 3394557 - - - 290694 3,685,251
A5EER EBRETE 05011999 05.01.1999 - 04.01.2009 4616 4 - - 4 - - - 3 47
Employees 0ld Option Scheme ~ 28.03.2000  28.03.2000-27.032010  15.459° 240,099 - - 240099 - - - 200562 260,661
of the 02.06.2000  02.06.2000 - 01.06.2010 7492 417508 - - 4750 - - - 3754 453,062
Group HEREtE 16.07.2002  16.07.2002 - 15.07.2012 1581 2219,114 - - 2219114 - - - 190035 2409,149
New Option Scheme ~ 17.07.2003  17.07.2003 - 16.07.2013 0520° 2,285,000 - - 2285000 - - - 9677 2480677
13122004 13.12.2004 - 12.12.2014 0.479° 6,000,000 - - 6,000,000 - - - 513812 6513812
04022005 04.02.2005 - 03.02.2015 0.49" 28,110,000 - - 28,110,000 - - (4200000) 2047542 25957542
30.12.20056  30.12.2005 - 29.12.2015 0228 18,005,000 - - 18,005,000 - (11,390,000 - 566477 7181477
2111.2008  21.11.2006 - 20.11.2016 0.255° - 40,000,000 - 40,000,000 - (22000000 (6,000,000) 1,027,624 13,027,624
25.05.2007  25.05.2007 - 24.05.2017 0.387" - - - - 27585000 (5900,000) - 1857,003 23,542,003
27.06.2007  27.06.2007 - 26.06.2017 0.385" - - - - 14,440,000 - - 1236575 15676575
23102007 23.10.2007 - 22102017 0.183 - - - - 66,170,000 - - - 66,170,000
57,276,765 40,000,000 - 97276765 108,195,000 (39,200,000) (10200000) 7,691,064 163,672,829
AttpaE MERETE 16.07.2002  16.07.2002 - 15.07.2012 1581* 4,438,008 - - 443828 - - - 380068 4818206
Other New Option Scheme ~ 17.07.2003  17.07.2003 - 16.07.2013 0520° 7,055,000 - - 7,055,000 - - - 604156 7,659,156
participants 13122004 13122004 -12.12.2014 0.479° 11,820,000 - - 11,820,000 - - - 1012210 12832210
04022005 04022005 - 03.02.2015 0.496" 10,205,000 - - 10,205,000 - - 4200000 1233576 15638576
30.12.2005  30.12.2005 - 29.12.2015 0.228° 33,995,000 - - 33,995,000 - (21,595,000) - 1061879 13461879
21.11.2006  21.11.2006 - 20.11.2016 0.255" - 20,400,000 - 20,400,000 - (17400000) 6000000 770718 9770718
25.05.2007  25.05.2007 - 24.05.2017 0.387" - - - - 30675000 - - 2626864 33301864
27.06.2007  27.06.2007 - 26.06.2017 0.385" - - - - 10,250,000 - - eTnTe2 11,127,762
2310.2007  23.10.2007 - 22.10.2017 0.183 - - - - 46,530,000 - - - 46,530,000
67513,028 20,400,000 - 87913228 87455000 (38,995,000) 10200000  8567,233 155,140,461

130,876,894 60,400,000 (674,269) 190,602,625 195,650,000 (78,285,000) - 16,721,808 324,689,433

155



156

hE 2S£ E AR 2T CHINA STAR ENTERTAINMENT LIMITED

B % it & B 5 Notes to the Financial Statements

HE-ZEZ+LF+-A=1t—HILFE For the year ended 31st December 2007

48. EQUITY SETTLED SHARE-BASED
TRANSACTION (Continued)

The New Option Scheme (Continued)

48. l«)éﬂﬂ%.%%ﬂﬁ'ﬁﬁi‘iﬁZ?&%
5758 00 RSB (47)
* FREMATEZEBREZTFEEREERAFRNT
AEL AR Ve o

o RREARAZEIERRMEEAEREE RS
BT BAE -

o RRARFESFRR LR ZBAGE -

(iy ARFABHEE-_ZTZAFEHBEREASMZ
W h B AEFR0.28B T -

(i) RZTZTLF ARARGEERLEREBDBH
Az ES B AFR0.343E T (KAHE) - FK
0.333% 7T (4 %) L EKR0.186/8 T °

(i) ARABRNEEERER_ZT+FETRH
HAT 2 W E D 5l AT IR0.343% T (L HE) (5
59,785,000/&% B2 17 1 ) + & #%0.3607% 7T ( 4%
#)( $5,900,0000% i 15 ™ &) & & 120.303% 7T
(F 3% ) (3£12,600,0008 & p i 5 ) -

2

(iv) ZZETLFRALEBBERGHEY -

BUR M 4 2 RIBR X
REMEERBEREENFE2RURO XA HE
2B R-EE_F+—-—HAtBZRBEERMH
REMETHEREZATFERE BRBAX - RE
BHAIMERX 2REBN2EMEBREZQ
TEEET -

*

*k

The exercise prices and numbers of options which
remained outstanding during the year have been adjusted

due to completion of rights issue during the year.

Represented the share options held by Mr. Heung Wah
Keung and Ms. Chen Ming Yin, Tiffany, the substantial
shareholders and directors of the Company.

Represented the share options held by Ms. Li Yuk Sheung,

a director of the Company.

Notes:

)

(if)

(iii)

The closing price of the Company’s shares immediately
before the date of grant of share options in 2006 was
HK$0.28 per share.

The closing prices of the Company’s shares immediately
before the dates of grant of share options in 2007 were
HK$0.343 per share (after adjustment); HK$0.333 per
share (after adjustment) and HK$0.186 per share.

The closing prices of the Company’s shares immediately
before the dates on which the share options were
exercised in 2007 were HK$0.343 per share (after
adjustment) in respect of 59,785,000 shares; HK$0.360
per share (after adjustment) in respect of 5,900,000 shares
and HK$0.303 per share (after adjustment) in respect of
12,600,000 shares.

No share option was lapsed or cancelled during the year
2007.

Share-based payment expenses

Following to the adoption of HKFRS2, Share-based
Payment, the fair value of the employee services

received in exchange for the grant of the options after

7th November 2002 is recognised as an expense. The

total amount to be expensed over the vesting period is

determined by reference to the fair value of the options

granted.
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48. U R EHE LR B LT3 5 48. EQUITY SETTLED SHARE-BASED
V= TRANSACTION (Continued)

/1B

EREZEF A FEER-_BEAHEETEBEA The estimated fair value of the options is measured
EozBEAMEAZEENT based on Binomial Option Pricing Model. The variables

input into the model are as follows:

REHE B H 2 g Weighted average share price at

FERE (Br) measurement date (HK$) 0.28 0.28
IEFHITEE Weighted average exercise price (HK$) 0.280 0.277
TEE IR (PADniETE Expected volatility (expressed as weighted

BAEEIRS) average volatility) 55.77% 70.51%
BEIRESEE (LUingETs No. of years for option life (expressed as

FHIR) weighted average life) 10 6
TREARR B Expected dividends - -
P ) R Risk-free interest rate 4.38% 5.0%
REHE B HZ g Weighted average fair value at

FHrFEERE BT measurement date (HK$) 0.09 0.19
TEHR IR Ty LA B AR IR (RIE R 2 F The expected volatility is based on historical
ENERGFRTE) AEE - JHER volatility (calculated based on the weighted
BHNBEREREE - IEKEAZE average remaining life of the share options).
BREc2HNEH N FEBB G Expected dividends are based on historical
EEEATE- dividends. Changes in the subjective input

assumptions could materially affect the fair
value estimate.

BRETIEERBEEMEL - RE Share options were granted under a service
iR 37 BT A PR ER 2 RS MR B condition. The condition has not been taken
Mz AFEEFE IEL 2 ERE into account in the grant date fair value
BT IS (R g3 o measurement of the services received. There

were no market conditions associated with the
share options granted.
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49. EXBEALRS

FRAREESREBITIATRS !

(a)

49.

MATERIAL RELATED PARTY
TRANSACTIONS

(a) During the year, the Group entered into the

following transactions with Riche Group:

—BELF

2007

Hiit FHERT
Note HK$°000

RHEMHE

FIBMA — BHFIE
BEEHEK
ERREEER
ENEMNER

Bt

(if)

Royalty paid

RZZEZRAFWOA+IE EXREEH
7.2.33,800,000/%8 ;L AT ] AR ZHE I HY o AN
SETETEREFINLABRREELSE
33,800,000 T AEXREBRA  MEXE
{8333,800,000 T ° AR - RARREER
ERF I —F HE 333,800,000/ T  ZE
ERAEER  BEBAEME  XERZ
TTZRFEMATIBEE-

SERETHEZEBREE -

Nature of transactions

Interest income - Loan interest
Term loan repayment
Post-production fee received

- 100
33,800

- 200

Notes:

(if)

On 19th April 2005, the convertible notes of
HK$33,800,000 issued by the Riche Group were
matured. The Group did not exercise the right
to convert the outstanding principal amount of
HK$33,800,000 into share capital of the Riche
Group and Riche repaid HK$33,800,000 to the
Group. On the same date, the Company granted
a one year term loan of HK$33,800,000 to Riche.
The loan was unsecured, bears interest at 1% per

annum and was repaid on 19th April 2006.

The amounts were determined at prices agreed

between the parties.
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49. EXRBAEANLRG (&

(b)

AEBFARREEHETTIIRS

49. MATERIAL RELATED PARTY
TRANSACTIONS (Continued)

(b)

During the year, the Group entered into the
following transactions with Brilliant Art Group:

=BRLF
2007
M et FHET
Note HK$°000
REME Nature of transactions
e R A Convertible notes interest
AR R A S receivable from
Brilliant Arts Group (i) 124 -
B K KR B [E Production service income
2 BER%E received and receivable
from Brilliant Arts Group (i) 58 -
BY REZTREEE Film production expense
ZEEIEE paid or payable
to Brilliant Arts Group (i) 1,733 -
BREITRA Film distribution income (i) 21 -
Notes:

F R - CSLR 25,000,000 70 K #3817 2 7] £ %
Zi o AL 54 24,000,000 T2 AT AR EED
IR AT 727 2T2RREBEEBR M - HREEED
BITRARZ229.17% - ARFI G RBREREE
1D 499.75% ©

BRI HEZBIREE -

0]

(if)

During the year, CSL subscribed HK$25,000,000
convertible notes issued from Brilliant Arts. An aggregate
principal amount of HK$24,000,000 of convertible notes
were converted into 72,727,272 shares of Brilliant Arts,
which represented 29.17% issued share capital of Brilliant
Arts. The effective interest rate on the liability component

of the convertible notes was approximately 9.75%.

The amounts were determined at prices agreed between
the parties.
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49. EXRBAEANLRG (&

(c)

AEBFANETALEBHET TR S

49.

MATERIAL RELATED PARTY
TRANSACTIONS (Continued)

(c)

During the year, the Group entered into the
following transactions with TAL Group:

— == 5 Wl ags

2007 2006
et FERT FiET
Note HK$’000 HK$'000
REME Nature of transactions
RETALEE 2 Management fee income from the (i) & (ii) 4,860 4,860
EBBA TAL Group
B REZ Services charges paid and payable (i) & (ii) - 5,752
TALEE Z RIEE to the TAL Group
EXfREZ Artists promotion charges paid and (i) & (ii) 1,720 4,193
TALEEZEASEEE payable to the TAL Group
Bt - Notes:

() SEEETHEZEBETE -

(i) FRARZTTATALZ —BRES -

RZZTE+F+AZ+=H ARA¥k2E
WERAIKHLET . — B E R & MKHLE £
i B Most Famous Enterprises Limited# T
— £ 5 %196,000,0008 Tz EREE(E
REE] REXZGHEBERTBBEZ I
BRARES EMRANE1AAZ Tl 2 B2
R -BREEEAR 22 KHRMAR
SR =F -

(i) The amounts were determined at prices agreed
between the parties.

(i) Ms. Chen Ming Yin, Tiffany is a common director of
TAL.

On 23rd October 2007, KHL, a non wholly owned
subsidiary of the Company, entered into a loan
agreement to grant a loan facility (“Loan Facility”) of
up to HK$196,000,000 to Most Famous Enterprises
Limited, a substantial shareholder of KHL. The
transaction is regarded as a connected transaction
pursuant to Chapter 14A of the Rules Governing
the Listing of Securities on the Stock Exchange of
Hong Kong Limited. The Loan Facility is unsecured,
interest free and for a term not exceeding three
years commencing from the drawdown date.
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BEZ

(#)
()

ARREEHR ARNEREE
EAR Tﬂ%ﬁiﬁziﬁ&%ﬂj
F—RBEERGER EFEAR
VR Z BN o

Y8 W3k
BEREEL
P& UNSIF

B 1EE196,000,0008 TER TS+ F
TZAZARR TR =TT+t HF+ A
St-RZEAREEABRIDEARIERE
ZIETBEE o

FR AREIHMEEREBEA LT
72,727 2720% i@ Ak ( = Z = 7N 1 104,105,000
f%) o R EE 2 B E AW 36 -

HE-_ZZLER_ZTRFFT_A=+—
HIESFE - mE LA MR E L L R —H
WITIREBEARR  UERAEEEFZR
TER REBRARENER -

FE U & AR FOR Z B HNHIFESS ©

FEEEAER

WHESHEE TEEEAEHE (B
SNFARBEERETESHFREEZR
B\) T

49. MATERIAL RELATED PARTY
TRANSACTIONS (Continued)

(d)

(Continued)

The directors of the Company confirmed that the
Loan Facility is not on normal commercial terms
as it is interest free, not in the ordinary course of
the Company’s business but in the interests of the
Company and the independent shareholders of the
Company as a whole.

The Loan Facility amounted to HK$196,000,000 was
drawn on 3rd December 2007 and is classified as
non-current assets held for sale in the consolidated
balance sheet as at 31st December 2007.

During the year, the Company issued 72,727,272
ordinary shares to the directors and their associates
(2006: 104,105,000). Details of these subscriptions
are set out in note 36.

For the year ended 31st December 2007 and 2006,
Mr. Heung Wah Keung and Ms. Chen Ming Yin,
Tiffany provided personal guarantees to a bank to
secure banking facilities granted to the Group. No
fee was paid to them by the Group.

Details of the amounts due from associates are set
out in notes 33.

Key management personnel

Compensation for key management personnel,
including amount paid to the Company’s directors
and certain of the highest paid employees, as
disclosed in note 15, is as follow:

.

—ERLF

—==/\
2007 2006
FHET FHET
HK$’000 HK$'000
e hEMEEER Salaries and other short-term benefits 6,742 5,732
RN AT BN Pension scheme contributions 60 60
LARR R X A5 2 3008 Share-based payment 5,229 2,253
12,031 8,045
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50. T EME XA F1E

TREIEERRIBFELARBEREREEL
AREMBELRR - EERR - 2IHEMHMERRZ

ENERREBNIE -

MELREE ERRBRA

Form of
business

Name of subsidiary structure

i/ RIER,

Country/place of
incorporation/
formation

50. PARTICULARS OF PRINCIPAL SUBSIDIARIES

The following table lists the subsidiaries of the Company
which, in the opinion of the directors, principally affected
the results or assets of the Group. To give details of other
subsidiaries would, in the opinion of the directors, results
in particulars of excessive length.

FRAFEE
i BORE/ER
gEYl EXEELA

Proportion

BRITR
BEBRA/

aMEx FEXK
of nominal Issued and
value of issued fully paid
capital/ share
registered capital/

Class of capital held registered

shares held by the Company
BAL
%

capital Principal activities

Al
Incorporated

Business First Limited

BV
Incorporated

China Star Entertainment
(BVI) Limited
(Hita)
(Note d)

HE 2 REER
BB

China Star
Entertainment

Al
Incorporated

Holding Company

ERREUHS
British Virgin
Islands

RERUHEES
British Virgin
Islands

BA
Hong Kong

LaR 100
Ordinary

1REEIXET BERRERE
ZF&13  Holding of cable
1 share of US$ ~ right

Lidk 100
Ordinary

200 BREE
1ET 2R
200 shares of
US$1 each

REER
Investment holding

LRk 100
Ordinary

2B EREE
BT EER
%1,000,000%
SREEIET
BB FRERTR
(Witb)

2 ordinary

REEK

Investment holding

shares of
HK$1 each
and 1,000,000
deferred
non-voting
shares of
HK$1 each
(Note b)
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50. PARTICULARS OF PRINCIPAL SUBSIDIARIES

(Continued)
FRAMEE BRTR
Fits BITRA /& BEBREK/
WEARERE EBRBEYA g/ RYER % RAER EAEELLA afER FEXH
Proportion
of nominal Issued and
value of issued fully paid
capital/ share
Form of Country/place of registered capital/
business incorporation/ Class of capital held registered
Name of subsidiary structure formation shares held by the Company capital Principal activities
BAL
%
TEERBRTAERAA MM £ gl 100 100,000k EFREREEE
China Star HK Incorporated Hong Kong Ordinary SREEET BT
Distribution Limited Lk Distribution of motion
100,000 pictures and
ordinary television
shares drama series
of HK$1 each
TEEFBREERAA  AMML N ERR 100 1,000,000 SEMRERTR
China Star HK Incorporated Hong Kong Ordinary BREGEIET REER
Entertainment L@k Distribution of video
Company Limited 1,000,000 rights and
ordinary shares investment holding
of HK$1 each
China Star International s fFk 2 RERUHES gl 100 8001k BEREREEZR
Distribution Limited Incorporated British Virgin Ordinary BREGB1ZT ¥
(Hiita) Islands Z%f3  Distribution of motion
(Note a) 8,001 shares of  pictures and
US$1 each  television drama
series
PEERSYRERAR  EMMAL ) L&k 100 15,0000 REERRER
China Star Laser Disc Incorporated Hong Kong Ordinary SREE REER
Company Limited 100/ L Zi@A  Provision of
15,000 ordinary ~ management
shares of services and
HK$100 each investment holding
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50. TEM BN TS (£ 50. PARTICULARS OF PRINCIPAL SUBSIDIARIES
(Continued)
KARFRELD BETR
Fis BARA/ R BRREX/
WEARERE EBRBER HR/RIER 2% RAER EAEELS aMER TEXE
Proportion
of nominal Issued and
value of issued fully paid
capital/ share
Form of Country/place of registered capital/
business incorporation/ Class of capital held registered
Name of subsidiary structure formation shares held by the Company capital  Principal activities
Btk
%
THEYEERAT Al Bk LR 100 2k BEETMIE
China Star Pictures Incorporated Hong Kong Ordinary BREE1ET  Holding of film
Limited LTEER  rights
2 ordinary
shares of
HK$1 each
HEERERBARAR  HMAL EE EAK 100 2l REZBRERB
China Star Production ~ Incorporated Hong Kong Ordinary SRAEBEIST  Provision of post-
Services Limited L@ production services
2 ordinary
shares of
HK$1 each
THEBRRERAT Balifzavi KBRUES EAR 100 1REEIZT FEAERRE
China Star Trademark Incorporated British Virgin Ordinary LB Holding of trademark
Limited Islands 1 share of and copyrights
US$1
China Star Worldwide RaLIev W Liak 100 WokER BEREREES
Distribution B.V. Incorporated Netherlands Ordinary EE100REE BT
(Wita g a) @M% Distribution of motion
(Note a & d) 400 ordinary ~ pictures and

shares of television drama
Dutch Guilders series
100 each
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50. TEM BN TS (£ 50. PARTICULARS OF PRINCIPAL SUBSIDIARIES
(Continued)
FRFMEE BRTR
Fis BARA /R HERE/
WEARERE EBRERA i/ RIAR % RAER EAEELS aER TEEHR
Proportion
of nominal Issued and
value of issued fully paid
capital/ share
Form of Country/place of registered capital/
business incorporation/ Class of capital held registered
Name of subsidiary structure formation shares held by the Company capital Principal activities
Bt
%
Classical Statue Limited ~ #E A3z EBRAES LRk 100 1hEE REER
Incorporated British Virgin Ordinary 1EL 2R Investment holding
Islands 1 share of
US$1
Exceptional Gain B3 EBRAES LRk 100 1REE NERE
Profits Limited Incorporated British Virgin Ordinary 1EL 2R Property investment
Islands 1 share of
US$1
Kingsway Hotel Limited ~ #Effft% 3z RF LRk 50 250,000 @ik {ERFIRMEE RS
(Fite) Incorporated Macau Ordinary EETEMT  Provision of hotel
(Note c) L@ services in Macau
250,000 ordinary
shares of
MOP 1 each
ZR(BE)BRAA Al BE LR 100 MREHR HENE
Newrich (HK) Limited Incorporated Hong Kong Ordinary EE1#T  Property holding
BRI
2 ordinary
shares of
HK$1 each
—AFEYERAT Ealiizav N Bk 100 3,000,000k EBFRE
One Hundred Years of Incorporated Hong Kong Ordinary BREEET  Film production
Film Company Limited ZEER
3,000,000

ordinary shares
of HK$1 each

BRREBBAR A AL L BE LRk 100 REREE HETTR
S & W Entertainment Incorporated Hong Kong Ordinary BT LRk BREER
Limited 2 ordinary  Production of motion

shares of pictures and
HK$1 each television
drama series
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BE-

50. EEM‘IE’AT?F(M

wit -

(a)

RG2S -
ERERELEROERLERN D TZAAR
b EREATREAR LA  HERSAE

EetRZEZERN  EEERTTAIZAEEANS
K ©

KHLEF -2/ BE49% R ER RREAERE
ARAZBERERARE - At - KHLERAAR
BIZHIEAR o b HEAREBNKHLE DA E
BEER ST N\FRATK - Bt - FTEEE -
EERABEDHEACDRIEREBRIBEHEEHE
TEBEE - BAFBHN M BREMEI5K35 ¢

China Star Entertainment (BVI) Limited X China
Star Worldwide Distribution B.V.FiZAR R E %
B MABEMKMBARISEARARIBERES

BRREEAEN WERARZIELXMHAT
7 o

P B 188 > B F 45 B SR o o B A A AE AR
AEEZEHESR

& Notes to the Financial Statements
THHE+=A=+—HILFE For the year ended 31st December 2007

50. PARTICULARS OF PRINCIPAL SUBSIDIARIES
(Continued)

Notes:

(a)

Operating internationally.

The non-voting deferred shares practically carry no rights
to dividends nor to receive notice of nor to attend or vote
at any general meeting of the company nor to participate

in any distribution on winding up.

One of the shareholder of KHL holding 49% voting power
in KHL has agreed to follow the voting and management
decision of the Company. Therefore, KHL is considered
as a subsidiary of the Company. Moreover, the disposal
of all the Group’s equity interest in KHL is expected to be
completed in May 2008. Accordingly, all the results, assets
and liabilities are classified as discontinued operations
and non-current assets held for sale. Details are set out in

notes 15 and 35 to the financial statements.

China Star Entertainment (BVI) Limited and China Star
Worldwide Distribution B.V. are directly held by the
Company. All other subsidiaries are indirectly held by the
Company.

Except otherwise stated, the principal place of operation

of the subsidiaries is Hong Kong.

None of the subsidiaries had any debt securities

outstanding at the end of the year or at any time during

the year.
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51. PARTICULARS OF PRINCIPAL ASSOCIATES
The following table lists the associates of the Group
which, in the opinion of the directors, principally affected
the results and assets of the Group. To give details of
other associates would, in the opinion of directors, result

in particulars of excessive length.

VSNGIVES]
BRITRE BRITR
= HfER #BERRE/
BENRER ERRERA BYER 1% EELH HMER  FEEH
Proportion
of nominal
value of issued Issued and
capital/ fully paid
Form of Country/place of registered  share capital/
business incorporation/ capital held registered
Name of associate structure formation by the Group capital Principal activities
Bol
%
SRZEREE ERlifoAva ARE 2090 1,951,860,000 RAEBZEER
BRAR Incorporated Bermuda BEREE  Investment holding
Riche Multi-Media 0187 in Hong Kong
Holdings Limited * 2 Bk
1,951,860,000
ordinary shares
of HK$0.1 each
Together Again Limited ~ #EfA 3z RERXEE 49.00 48,0800  BEEBRRREHZEA
Incorporated British Virgin BREBEIET EERG
Islands 2B Investment holding
48,080 shares and provision
of US$1 each of artists
management
services
RELFRER A A 32 HERE 2574 423853908  REBREER
BRAR (118 Incorporated Cayman Islands BREE0AEIIT  Investment holding
BTG ER ZEBR in Hong Kong
BRRA) 423,853,908
Brilliant Arts Multi-Media ordinary
Holding Limited shares of
(Formerly known as HK$0.1 each

Milkyway Image
Holdings Limited) **

* SRZBRHER R LT

o RBZRARBA AR T o

*k

The shares of Riche are listed on The Stock Exchange.

The shares of Brilliant Arts are listed on The Growth

Enterprises Market of The Stock Exchange.
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52. RE HERSEE

() RIBENE=ZA-+AB ARTEEL
HARTER(AREE)ZHIT

() Bhedt: BIOREBETIRETZ
Btn & 6t AR (TA B )

(i) BAXRBER: (WVEBARABRASERK
BETENRNIFEEPRZIHMRE
KOASHETT BEMBERITEIR
7 B & 5 i & BR.0.507%8 JT Bl R A & iR
0.058 70 R(NVAREEERAF Z
FTEEEITAMBRMHZEE  AER
0.50/ LB A& R0.055 T Kk

(i) MROBEBTH: FHARIAR_ZE
+tEFT AT HRNEERER
N2z 2 EBFIA1,356,449,856.32/5 7T
A B 0w B AL ST E & 2 B B IR
REEBREZARAZHBARBE K
R AN B 88 BR R 40864,665,00008 7T
BEEMBEARANR-ZTEERNF+ =
A=+ —HB4864,6650008 L2 27
e MARARBABBEY ZHK
BEREESEREAARZRAMAIR
FTBE@ERED TG -

FREABHEZFRBENARA ST /\FOA
THHATEZEK -

hE 2S£ E AR 2T CHINA STAR ENTERTAINMENT LIMITED

B % it % B 5 Notes to the Financial Statements

BE-ZZ+LF+-A=1t—HILFE For the year ended 31st December 2007

52. SUBSEQUENT EVENTS
On 26th March 2008, the directors of the Company
announced that the following changes to the capital

(a)

of the Company (the “Capital Reorganisation”):

(i)

(iif)

Share consolidation: every 10 issued and
unissued shares be consolidated into one
share (the “Consolidated Share”);

Capital reduction: (i) the issued share capital
of the Company be reduced by cancelling the
paid-up capital to the extent of HK$0.45 on
each issued Consolidated Share in the share
capital of the Company such that the nominal
value of all issued Consolidated Share will be
reduced from HK$0.50 to HK$0.05 each; and
(ii) the nominal value of all the Consolidated
Share in the authorized share capital of the
Company be reduced from HK$0.50 each to
HK$0.05 each; and

Share premium cancellation: the entire amount
of HK$1,356,449,856.32 standing to the credit
of the share premium account of the Company
as at 31st December 2007 be cancelled, such
credit amount arising from the share premium
cancellation be transferred to the contributed
surplus account of the Company, a sum
of approximately HK$864,665,000 in the
contributed surplus account of the Company
be applied to set off against the accumulated
losses of the Company, which amounted to
approximately HK$864,665,000 as at 31st
December 2006, and the remaining credit
balance in the contributed surplus account
of the Company will be utilized by the board
of directors of the Company in accordance
with the bye-laws of the Company and all
applicable laws.

Details of the Capital Reorganisation were set out in the
Company'’s circular dated 15th April 2008.
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TELFNA—B ARAREAEHE
NAEREENE A FAlLegend Rich
Limited 2 EXRETV sk - WABBEAER
{£447,000,0007%8 7T $4 & Exceptional Gain
Profits Limited ([Exceptional Gain]) &
BEETRAREAFEEER((HEEE] -
Exceptional Gain/A [ # BKHL50% 1 %%
ZHREERAT - RHEFBETHKME - KHL
BAEARAEEZMELAR - EXHEHE
FEEREAEEREREUOEREER
ZHhe RERERER REAZXEHR
BRERMEEEZBEERRER me
BBEEZEESEUREERRRBRE
KBERATHELEFTEETRAINBER
IRERBE @G EMEAEEREX 2
BREBBEREAZE o

ERRER(~Z
n=

4
Ir

RZTEZTLHENA+RB KAFARH®
I BEBest MindZ51%E % 17 i &
([Y B =1E]) B Lucky State Group Limited
(ILucky State]) 7] 37 Yt Bt 7% ([ 40 25 W B
#&El) - # A {8 /538,000,000 T+ H
300,000,000 7T LA B & = fF + 196,000,000
BTUERTNSERESRRG030% T
BUARFSESEERIBLRERET MU
S A K # 542,000,000 JT A B2 B K 1T
140,000,000 A BR 31| A # R B 19 T IAZ AT -

52. SUBSEQUENT EVENTS (Continued)

(b)

On 1st August 2007, the Company entered into
an agreement with Legend Rich Limited, a wholly-
owned subsidiary of Riche, an associate of the
Group, and Riche relating to the sale of 100% of
the issued share capital of Exceptional Gain Profits
Limited (“Exceptional Gain”) and the relevant
sale loan for an aggregate consideration of
HK$447,000,000 (the “Disposal”). Exceptional Gain
is an investment holding vehicle which indirectly
holds 50% interest in KHL. Following the completion
of the Disposal, KHL will cease to be a subsidiary
of the Group. The directors of the Company believe
that the Disposal will provide an opportunity to
the Group and Riche to allocate their resources
effectively and to avoid duplication of resources as
Riche already possessed appropriate expertise and
resources in hotel and property management and
the value of Kingsway Hotel will be better realised
and reflected in Riche as the Disposal will enable
Riche to build up its own branding in hotel and
hospitality industry and in turn will have a positive
impact on the Group’s return on investment in
Riche.

On 16th August 2007, the Company had entered
into an acquisition agreement with Lucky State
Group Limited (“Lucky State”) in relation to the
acquisition (the “Initial Acquisition”) of 51%
issued share capital of Best Mind at a total
consideration of HK$538,000,000 to be satisfied
as to HK$300,000,000 in cash, HK$196,000,000
by the issue of 5% unsecured convertible note to
be issued by the Company at the initial conversion
price of HK$0.30 per share and the balance of
HK$42,000,000 by the allotment and issue of
140,000,000 shares credited as fully paid.
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2. 5 H&EE(=Z)

RZTTELF+ARB - AAFRKEBest Mind
Z B T49%2 % 17 IR AN HEilLucky Statez] i 1
Z(ERVLHRERZ [ HEHRZD BRE
516,900,000/% 7C + £ 300,000,000 7T bA I &
X+~ 188,000,000 T LA 12 1) 45 83 (B & IR AR 15
030 TEHITSESERARITRREETFTULIM R
#27028,900,0007% 7T LA fi 2 [ 3 7796,333,333 A% A
BRI AR 2D TIANEA -

Best Mind2£0Ocho Sociedade Unipessoal
Limitada ([Ochol » Bt EERHEREEL 2R

a) 73 Al 5 & LAHW%OCho&/EJZﬁ%)EE
OchoMBRFIFE RRE S L E v Hdh —AVIPE

YERMELZ RFHEX8 20.4% -

WEERER - FEFENF=A+N\HEK- E/‘Hﬂl
BEETHK & - Best Mind K AEREEHE R

B0 IR B BLEE 2R P RORPI R %i‘“ﬁl
E%*Hﬁﬂ&ﬁ%$1§ﬂﬂ%?§K%IZH&)\X%&Z%
AEBGREBEZBRARE - BEKEBest Mind
ZHEBE FB2EONR_ZELFF_ARNBER
TR FE T AERBERZBK

52. SUBSEQUENT EVENTS (Continued)

On 5th October 2007, the Company has entered into an
agreement with Lucky State relating to the acquisition of
the remaining 49% issued share capital of Best Mind at a
total consideration of HK$516,900,000 (together with the
Initial Acquisition, the “Acquisitions”) to be satisfied as to
HK$300,000,000 in cash, HK$188,000,000 by the issue
of 5% unsecured convertible note to be issued by the
Company at the initial conversion price of HK$0.30 per
share and the balance of HK$28,900,000 by the allotment
and issue of 96,333,333 shares credited as fully paid.

Best Mind has entered into profit agreement with Ocho
Sociedade Unipessoal Limitada (“Ocho”), a Macau
company engaged in the gaming promotion business, to
acquire 0.4% of the rolling turnover generated by Ocho
and/or its customers at one of the VIP gaming rooms
operated by Ocho at the Grand Lisboa Casino in Macau.

The Acquisitions were completed on 18th March 2008.
After the completion of the Acquisitions, Best Mind
becomes a subsidiary of the Group. In view of the
recent booming economy of Macau and the prospects of
Macau’s gaming business, the directors of the Company
believe that the Acquisitions will broaden the Group’s
revenue sources and provide a stable income stream to
the Group. Please refer to the Company’s circulars dated
6th December 2007 and 7th December 2007 for details

of the Acquisitions.
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52. SUBSEQUENT EVENTS (Continued)

Details of net assets acquired and goodwill are as

follows:
WE=EEAN 2 EEE AL EEHAE ATEE
Carrying amount
before the Fair value
Acquisitions adjustment Fair value
FHET FHET FHET
HK$'000 HK$'000 HK$'000
T EEFE : Net assets acquired:
WITRBAE Cash at bank and in hand - 1
2 5 R Trade receivables 5 - 5
H e EIE Other payables (6) - (6)
T EEFE Net assets acquired - -
HRE Total consideration (1,054,900)
Wi T a% Discount on acquisition 1,054,900
BREATHFXEZ Total consideration satisfied by:
BEEeNE Cash consideration paid 600,000
BT Issue of shares 70,900
BITABRER Issue of convertible notes 384,000
1,054,900
St ESElE evd Net cash outflow arising
WM F5E on Acquisitions:
BEfReNRE Cash consideration paid 600,000
FTUBE SR1T 4 Bank balances and cash
kB e acquired (1)
WiEEIE 2 Net cash outflow on
RembFE Acquisitions 599,999

53. #t /B B % &

APBHEN_ZZENFOA_+THREESRS

HEfE BT -

53. APPROVAL OF FINANCIAL STATEMENTS

The financial statements were approved and authorised

for issue by the Board of Directors on 25th April 2008.
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BEt-A=+-HLEE
For the year ended 31st December

—EELF “TERE —TTREF —ETNF —ERE=F
2007 2006 2005 2004 2003
TEx FEL FAL FHET FHBT
HK$’000 HK$'000 HK$'000 HK$'000 HK$'000
ES Results
=E- Turnover 64,305 152,777 92,234 165,307 213,907
BrEiAT (B518) /% F (Loss)/profit before
taxation (39,659) 38,769 (20,889) (303,152) (54,431)
BB (L) e Taxation (charge)/credit (1,593) (1,918) (124) (268) 155
REBELREER (Loss)/profit for the year
ZFE(BB) /&7 from continuing
operations (41,252) 36,851 (21,013) (303,420) (54,276)
REBRIELEER Loss for the year from
ZFEEB discontinued operations (62,555) - - - -
FE (BB & (Loss)/profit
for the year (103,807) 36,851 (21,013) (303,420) (54,276)
AT AL - Attributable to:
RARZE=FBA Equity holders of the
DE R R Company (92,547) 36,880 (20,961) (303,219) (53,478)
Minority interests (11,260) (29) (52) (201) (798)
(103,807) 36,851 (21,013) (303,420) (54,276)
e Dividends - - - - -
W+=A=+-AH
As at 31st December
LS —TTRF —ETRF —TEWNE —ZT=F
2007 2006 2005 2004 2003
FEx FET FET FHEL FET
HK$’000 HK$'000 HK$'000 HK$'000 HK$'000
EENRABE Assets and liabilities
EEMBE Total assets 2,307,603 789,037 743,396 667,880 953,086
BELEER Total liabilities and
DR R = minority interests (1,133,470) (94,210) (145,840) (155,241) (179,564)
BRES Shareholders’ funds 1,174,133 694,827 597,556 512,639 773,522
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