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China Star Entertainment Limited

RESULTS

As the economic conditions improved, sentiment has
returned for the film industry during the second half of the
year 2000.

Group turnover for the year increased by 15% to HK$65.2
million (1999: HK$56.6 million). Loss from operations
amounted to HK$29.0 million (1999: HK$22.6 million) and
a loss of HK$31.1 million attributable to shareholders was
recorded (1999: profit of HK$7.7 million). The profit in 1999
was mainly attributable to gain on disposal of a subsidiary
amounted to HK$45.3 million.

At the Annual General Meeting to be held on 30 May 2001,
the directors do not recommend the payment of a final
dividend for the year. (1999: Nil)

REVIEW OF OPERATIONS
Video Distribution

During the year, the Group’s video distribution operation
incurred a loss of approximately HK$0.3 million. The main
reason for the weak performance because fewer new titles
were released and price for old titles remained low due to
keen competition. The turnover of this division dropped to
approximately HK$8.3 million (1999: HK$9.3 million)
because the Group has mainly used outside distributors to
distribute its products.

The Group nevertheless continues to be well regarded by
customers as a supplier of high quality video compact discs
and digital video disc products. In view of the positive results
against VCD privacy from the government and improved
market condition; the Group will distribute video disc
products of more new titles through its expanded sales team
and expects to improve the results of this division in the
coming year.



BT

A AR R B R E B R R R
m MHEREBTTM2EREZEN
11,900,000% 76 (— JLJL JL4E & 5,500,000
T o

AREFE LW MERL B FE L) & GRBE
B REMAEFEE  BRABEYS
EFEfE# -

BRTEBEEHEEZPBRET S Z#
Bo AEBEABERNEBAMBFER > Bl
W B — R0 I 5 B B R 4 R
Al BRE-EREREEAOWE L EY
AT -

AEBERMES ZRELETHT LS
Ko BREWHBETHRERBETHEY
(BINEMH RRFZE) » W CRKRID Z &
MR R AR B - ‘B =W E MR fE
G AR EEM AR BICE o A B A BT
AR SR B R RO S A AT LI R 2 R -

ACERFERA ARBEEEEERAR
ARG SLE R BT A THEA S AR R
SHEEMEAEEE T ER - AEETEY
ML R R R T A e i R LA R g s i
ZBE > WA ARTRE Z AR

LR L kigh

AR HER M S 4R A B 2,600,0001
TG o T A% P PR % 4 2 B B 5 7,900,000

7‘D [

Film Distribution

For film distribution division, the year under review showed
a more positive consumer response to individual film
productions. The division’s contribution has increased to
approximately HK$11.9 million (1999: HK$5.5 million).

Two titles, “Needing You...” and “The Duel”, were launched,
and cinema ticket sales showed that these were very
enthusiastically received which indicated the local film
industry were recovering.

With a view to strengthening its position in mainland
China, a market with enormous potential, the Group
devoted significant efforts and financial resources to the
development of film distribution networks covering many
of the country’s major centres of population by acquiring a
subsidiary company which is engaged in co-ordinating film
broadcast through cinemas in China.

The Group secured contracts to distribute in the U.S.A. two
films, “The Legend of Zu” and “Hitman” through two well
known US film distributors and the contract for “Black Mask
I1” is in the final negotiation stage. These are likely to
generate substantial revenue and will also help the Group
to penetrate new and lucrative markets, including the U.S.A.
and Europe.

In June 2000, the Group signed a contract with Satellite
Television Asian Region Limited granting it certain rights
to films released by the Group within the coming three
years. The Group thereby expects to significantly increase
its penetration into the Hong Kong and other South East
Asia markets and to create a stable revenue stream.

Television Drama Series Distribution

During the year, this division recorded a loss of
approximately HK$2.6 million whereas contribution from
this division was approximately HK$7.9 million last year.

China Star Entertainment Limited
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China Star Entertainment Limited

The loss occured because resources were concentrated on
films not on television drama series and the Group had
launched only two self produced television drama series for
the year.

To broaden the market for such series, we are currently planning
to co-operate with Singapore and Taiwan TV stations for
producing television drama series and that the distribution
of future television drama series will be extended to other major
Chinese-speaking markets.

LIQUIDITY AND FINANCIAL RESOURCES

As at 31 December 2000, the Group had total assets of
HK$1,202.9 million. These were financed by current
liabilities of HK$170.4 million, minority interests of HK$4.2
million, and shareholders’ equity of HK$1,028.3 million.
The Group had a total cash and bank balances of
approximately HK$315.7 million and with no outstanding
debts as at 31 December 2000.

On 11 February 2000, Well Hope Management Limited
subscribed 110,000,000 new ordinary shares of HK$0.05
each in the share capital of the Company at a price of
HK$0.70 per share. The net proceeds of approximately
HK$74.3 million were used as to approximately HK$50
million for the expansion of the Group’s business and as to
the balance of approximately HK$24.3 million for general
working capital purpose.

On 4 March 2000, the substantial shareholders of the
Company, comprising Mr. Heung Wah Keung, Ms. Chen
Ming Yin, Tiffany, Porterstone Limited and Dorest Company
Limited, had sold, through Vickers Ballas Hong Kong
Limited as lead manager who had agreed to place on an
underwritten basis, a total of 280,000,000 existing ordinary
shares of HK$0.05 each in the share capital of the Company
to independent private, professional and institutional
investors at a price of HK$1.50 per share (the “Placing”)
and to subscribe for 280,000,000 new ordinary shares of
HKS$0.05 each in the share capital of the Company at the
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same price less the expenses associated with the Placing (the
“Subscription”). The net proceeds from the Subscription of
approximately HK$409 million were used as to
approximately HK$243 million to finance film production,
approximately HK$120 million for expansion of the Group’s
other businesses, including the expansion of film
distribution network, and with the balance of approximately
HK$46 million as general working capital.

On 1 August 2000, the Group issued 340,000,000 warrants
conferring rights to subscribe for new ordinary shares of
HK$0.05 each in the share capital of the Company at an
issue price of HK$0.075 per warrant and at an subscription
price of HK$0.35 per share. The net proceeds of
approximately HK$23.9 million were used as to
approximately HK$20 million for increasing the Group's
production capacity of VCDs/DVDs via the acquisition of
additional production lines (comprising mainly machinery
and equipment) in Hong Kong and the balance of
approximately HK$3.9 million is used as working capital
for the expansion and enhancement of the Group’s
distribution network of video products in Hong Kong and
the PRC.

During the year, the fund raised by the Group has been utilised
in accordance with the intended applications as stated above.

OUTLOOK

The directors look on the year ahead with optimism, seeing
it as a time when prudent long term strategies matched with
the benefits of new technologies will bring their rewards.
They foresee a recovery of the film markets in Hong Kong
and mainland China together with a rising popularity for
cable TV and pay TV with its concomitant high demand
for a great variety of film titles. They also note the
effectiveness of action against film piracy resulting from
unremitting government efforts.

China Star Entertainment Limited
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China Star Entertainment Limited

The completion of the acquisition by the Group during early
2001 of One Hundred Years of Film Company Limited (“One
Hundred Years”), a well recognised film producer, will secure
the quantity and quality of films to be provided to the
Group’s newly established distribution network especially
for the China market. The acquisition of various films from
Win’s Entertainment Limited also enriches the film library
of the Group.

These acquisitions will vertically streamline with the
existing distribution operation of the Group so that it will
become a comprehensive service provider of entertainment
content to a variety of media. The entire process of
producing, marketing and distribution of films can be better
controlled. The Group’s future earnings potential will also
be benefitted in the long run because the Group has now
got perpetual rights and full entitlement to the distribution
earnings from the film library and productions of One
Hundred Years.

The Group will put more efforts to distribute more new films
in the U.S.A. and European markets for such films are likely
to be well rewarded, given the appetite for new films of the
Chinese-speaking community throughout these areas.

Following on from the successful setting up of the
distribution network in mainland China, further expansion
to cover more than 100 cinemas is targeted for 2002.

As the preparations for China’s accession to the World Trade
Organisation gather final momentum, the Directors foresee
previously untapped opportunities for the distribution of
film and other entertainment content throughout the
country. The increase in the number of foreign movies
allowed to be shown will be paralleled by import
liberalisation for other entertainment content.
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Preparation for the launch of co-branded broadcast channels
on the Internet (in cooperation with Yahoo! Holdings (Hong
Kong) Limited) is ongoing and the entire venture will help
to develop a broader and highly popular avenue for the
Group’s quality products.

The cumulative effect of the above changes in the market and
the Group’s systematic efforts to explore new opportunities
should lead to improved results in the coming financial year.

EMPLOYEES

As at 31 December 2000, the Group employed 152 staff. 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. In addition to basic salaries
and Mandatory Provident Fund, staff benefits include a
medical scheme and share options.

APPRECIATION

I would like to express my gratitude to my fellow directors
and to all the staff for the sustained efforts they have made
throughout a testing and challenging year. Our vision of
leadership as a provider of quality Chinese language films
and a dominant position as a provider of rich content in
cyberspace has become a realistic one given such support.

Heung Wah Keung
Chairman

Hong Kong, 23 April 2001
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