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NOTES TO THE FINANCIAL STATEMENTS

RE-FERFI A= —ALFE
For the year ended 31 December 2000

IR 22 GENERAL
AR A SRR Mo 2 % The Company was incorporated in Bermuda as an exempted company with limited
WRARAR KR 7E 7 i liability and its shares are listed on The Stock Exchange of Hong Kong Limited.
BRAHARAF L -
AEBz FEEFRBEELEE The principal activities of the Group are production of and trading in compact
AR R R W R discs, cassette tapes and video tapes, distribution of motion pictures and television
BATEY KB SR - fiH R drama series, programme broadcasting, investment holding and design and
W BEER RS RREE production of advertisements.
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The financial statements have been prepared under the historical cost convention
as modified for the revaluation of investments in securities.

The financial statements have been prepared in accordance with accounting
principles generally accepted in Hong Kong. The principal accounting policies
adopted are as follows:

Basis of consolidation

The consolidated financial statements incorporate the financial statements of
the Company and its subsidiaries made up to 31 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 intercompany transactions and balances within the Group have
been eliminated on consolidation.

China Star Entertainment Limited
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China Star Entertainment Limited

SIGNIFICANT ACCOUNTING POLICIES - (continued)
Goodwill

Goodwill represents the excess of the purchase consideration over the fair value
ascribed to the Group’s share of the separable net assets at the date of acquisition
of a subsidiary and is written off to reserves immediately on acquisition. Negative
goodwill, which represents the excess of the fair value ascribed to the Group’s
share of the separable net assets at the date of acquisition of a subsidiary over the
purchase consideration is credited to reserves.

Any premium or discount arising on the acquisition of an interest in an associate,
representing the excess or shortfall respectively of the purchase consideration
over the fair value ascribed to the Group’s share of the separable net assets of the
associate at the date of acquisition, is dealt with in the same manner as that
described above for goodwill.

On disposal of investments in subsidiaries and associates, the attributable amount
of goodwill previously eliminated against or credited to reserves is included in
the determination of the gain or loss on disposal of the subsidiary or associate.

Investments in subsidiaries

A subsidiary is an enterprise in which the Company, directly or indirectly, holds
more than half of the issued share capital or registered capital, or controls more
than half of the voting power, or where the Company controls the composition
of its board of directors or equivalent governing body.

Investments in subsidiaries are included in the Company’s balance sheet at cost,
as reduced by any decline in the value of the subsidiary that is other than
temporary.

Interests in associates

An associate is an enterprise over which the Group is in a position to exercise
significant influence, including participation in the financial and operating policy
decisions.
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SIGNIFICANT ACCOUNTING POLICIES - (continued)

The consolidated income statement includes the Group’s share of the post-
acquisition results of its associates for the year. In the consolidated balance sheet,
interests in associates are stated at the Group’s share of the net assets/liabilities of
the associates.

When the Group transacts with its associates, unrealised profits and losses are
eliminated to the extent of the Group’s interest in the relevant associates, except
where unrealised losses provide evidence of an impairment of the asset transferred.

The results of associates are accounted for by the Company on the basis of
dividends received or receivable during the year. In the Company’s balance sheet,
investments in associates are stated at cost, as reduced by any decline in the
value of the associate that is other than temporary.

Revenue recognition

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

Distribution fee income is recognised when the master materials have been
delivered.

Royalty income is recognised on an accrual basis in accordance with the terms of
the relevant agreement.

Production fee income is recognised when the services are rendered.

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

Income on sales of trading securities is recognised on a trade-date basis.

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

Service income is recognised when the services are rendered.

Advertising income is recognised when the services are rendered.

China Star Entertainment Limited
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Leasehold improvements
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Machinery and equipment
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Motor vehicles
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SIGNIFICANT ACCOUNTING POLICIES - (continued)

Property, plant and equipment

Property, plant and equipment is stated at cost less depreciation. The cost of an
asset comprises its purchase price and any directly attributable costs of bringing
the asset to its present working condition and location for its intended use.
Expenditure incurred after the assets have been put into operation, such as repairs
and maintenance and overhaul costs, 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 asset, the

expenditure is capitalised as an additional cost of the asset.

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

Where the recoverable amount of an asset has declined below its carrying amount,
the carrying amount is reduced to reflect the decline in value. In determining the
recoverable amount of assets, expected future cash flows are not discounted to
their present values.

Depreciation is provided to write off the cost of items of property, plant and
equipment over their estimated useful lives and after taking into account their
estimated residual value, using the straight line method, at the following rates
per annum:

o B A A9 4F

Over the term of the lease
4.5% - 5%
20% - 25%
10% - 20%
18% - 25%

15% - 20%
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SIGNIFICANT ACCOUNTING POLICIES - (continued)

Investments in securities

Investments in securities are recognised on a trade-date basis and are initially
measured at cost.

All securities are measured at subsequent reporting dates at fair value.

Where securities are held for trading purposes, unrealised gains and losses are
included in net profit or loss for the year. For other securities, unrealised gains
and losses are dealt with in equity, until the securities are disposed of or are
determined to be impaired, at which time the cumulative gain or loss is included
in net profit or loss for the year.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost, which
comprises all costs of purchase and, where applicable, costs of conversion and
other costs that have been incurred in bringing the inventories to their present
location and condition, is calculated using the first-in, first-out method. Net
realisable value represents the estimated selling price in the ordinary course of
business less the estimated cost of completion and the estimated costs necessary
to make the sale.

China Star Entertainment Limited
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China Star Entertainment Limited

SIGNIFICANT ACCOUNTING POLICIES - (continued)

Film rights and song rights
Film rights

Advances made by instalments during the production of films or television drama
series under licensing agreements for reproduction and distribution of audio visual
products and for sub-licensing of film titles or television drama series, in specific
geographical areas and time periods, are recorded as prepayments. The balances
of the contracted consideration under the licensing agreements are disclosed as
commitments. Upon receipt of the master materials of films or television drama
series, all advance payments under the licensing agreements are recorded as film
rights. The balances payable under the licensing agreements are recorded as
liabilities.

(i) For film rights acquired for reproduction and distribution of audio visual
products, the relevant portion of the film rights will be transferred to the
cost of production in the proportion that units produced during the year
bear to the total estimated number of units to be produced. In the case
where the Group decides not to exercise its rights under a particular licensing
agreement, the remaining balance of the film rights will be written off in
the income statement.

(if) For film rights acquired for sub-licensing, the relevant portion for film rights
will be charged to income statement in the proportion that actual income
earned during the year bears to the total estimated income from sub-
licensing. Where the remaining balance of the film rights is less than the
estimated future income, the balance is written down to its net realisable
value.

Song rights

Initial payments made under arrangements with song writers or their agents for
the rights to use their music and lyrics in reproduction and distribution of audio
products are shown as song rights in the balance sheet. All payments previously
made will be transferred to the cost of production in the proportion that units
produced during the year bear to the total estimated number of units to be
produced.
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SIGNIFICANT ACCOUNTING POLICIES - (continued)

Convertible loan notes

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

The costs incurred in connection with the issue of convertible loan notes are
charged to the income statement in the year of issue.

Taxation

The charge for taxation is based on the results for the year as adjusted for items
which are non-assessable or disallowed. Timing differences arise from the
recognition for tax purposes of certain items of income and expense in a different
accounting period from that in which they are recognised in the financial
statements. The tax effect of timing differences, computed using the liability
method, is recognised as deferred taxation in the financial statements to the
extent that it is probable that a liability or asset will crystallise in the foreseeable
future.

Foreign currencies

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

On consolidation the financial statements of subsidiaries and associates which
are denominated in currencies other than Hong Kong dollar and which operate
overseas are translated at the rates ruling on the balance sheet date. All exchange

differences arising on consolidation are dealt with in reserves.

China Star Entertainment Limited
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SIGNIFICANT ACCOUNTING POLICIES - (continued)

Operating leases

Leases where substantially all the rewards and risks of ownership of assets remain
with the lessors are accounted for as operating leases.

Rentals payable under operating leases are charged to the income statement on a
straight line basis over the relevant lease term.

Retirement benefits scheme

The Group operates defined contribution schemes for its employees. Contributions
to the defined contribution schemes are charged to the income statement.
Forfeited contributions are used to reduce the subsequent contributions.

Cash equivalents

Cash equivalents represent short-term highly liquid investments which are readily
convertible into known amounts of cash and which were within three months of
maturity when acquired; less advances from banks repayable within three months
from the date of the advance.

BB TURNOVER
R R Turnover comprises:
AL
THE GROUP
“EEFRE —ULE
2000 1999
# T o
HK$ HK$
BATH A Distribution fee income 54,684,710 47,204,936
B AR E Sales of video products 7,725,838 7,170,692
;85T ON Service income 2,203,894 112,000
fist HE 2 e A Royalty income 400,369 2,097,883
WA A Production fee income 206,888 7,796
JiE £ i A Advertising income 1,217 —
65,222,916 56,593,307

China Star Entertainment Limited
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AEEEERLSEERILETE
HB R BTG AT

TURNOVER - (continued)

The Group’s turnover and contribution to loss from operations, analysed by
principal activity and geographical market, were as follows:

ARG B2 FUR
BEM Contribution to
Turnover group results
e =253 — LI CRERE —LRLILEE
2000 1999 2000 1999
i 5Tn U o o
HK$ HK$ HK$ HKS$
BEEEKH S 0 By principal activity:
BRBAT Film distribution 30,304,327 22,394,191 11,876,019 5,538,447
B A Television drama series
AT distribution 24,380,384 24,810,745 (2,638,504) 7,943,123
BT Video distribution 8,333,094 9,251,988 (284,375) 611,241
Ho At Others 2,205,111 136,383 2,205,111 135,994
65,222,916 56,593,307 11,158,251 14,228,805
Hofthg A Other revenue 45,691,839 12,222,797
T Administrative expenses (85,854,505) (49,047,661)
BEEHE Loss from operations (29,004,415) (22,596,059)
feah Wi ¥ % By geographical market:
7 i Hong Kong 24,592,919 20,941,984
FEARIME  The People’s Republic
(R 6118 7 ) of China excluding
([Hvd ) Hong Kong (“PRC") 20,424,682 6,311,524
R South-east Asia 16,418,012 16,887,563
A b [ Elsewhere 3,787,303 12,452,236
65,222,916 56,593,307
HRE %2 Contribution to loss from operations by geographical market has not been presented as the contribution
MEBEERE  toloss from operations from each market is substantially in line with the overall Group ratio of loss
AEEEBLE  from operations to turnover.
i 10 8 SRR
BC ) R B — B
Bl 2 %
[5& 77 35 &) 2 2 K8

BEEER -
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4. BRI EA 4. COST OF SALES AND SERVICES/ADMINISTRATIVE EXPENSES
(SR
HERRBERATBEZE T Included in cost of sales and services is an amount of HK$Nil (1999: HK$1,923,897)

(—FLILILEE ¢ 1,928,897 70) >

in respect of write-down of finished goods to net realisable value.

4IRS R A B I T R S
SERCE 2 ] SR Y o

T 15 R IR #52,818,203
B0 (— JUILJULAE ¢+ 7,090,701

Included in administrative expenses is an amount of HK$2,818,203 (1999:
HK$7,090,701) in respect of provision for doubtful debts.

7o)
5. HAbHA 5. OTHER REVENUE
“EERE — R ILE
2000 1999
# o
SRAT A7 JT = A Interest earned on bank deposits 19,939,574 1,294,636
HoAbAE ST =518 Interest earned on other borrowings 3,937,054 —
i 7 Bl BT I R Dividends received and receivable
JRE Wiz 1 B from investments in securities — 56,480
B A Management fee received 402,000 568,400
R SR E 2 W] B IR i A Net realised gain on disposal of
EE investments in securities 15,198,411 7,530,673
HE&EH KRS HEA Unrealised gain on trading securities — 1,741,432
4k A Rental income 4,679,200 419,548
B T A N ] 2 s Gain on disposal of associates 352,915 —
1 50 %5 3 58 Net foreign exchange gain 359,858 —
TR UL A Sundry income 822,827 611,628
45,691,839 12,222,797

bR TR E AR A
15,198,411 7o (— JLJL L4
9,328,585 76) Rk LW &
FEBRARZEEL (—LLL
Ao AE) o

China Star Entertainment Limited

Included above is income from listed investments of HK$15,198,411 (1999:
HK$9,328,585) and from unlisted investments of HK$Nil (1999: Nil).
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8 6. LOSS FROM OPERATIONS
CRERE —LRLE
2000 1999
BEREE Loss from operations has been arrived
EHER (Gt A) - at after charging (crediting):
120 BT P Auditors’ remuneration
KEE Current year 946,036 661,523
WmEAFEAR (B BE Under (Over) provision in prior years 30,000 (32,000)
976,036 629,523
BRI Bad debts written off 2,601,277 —
ik Depreciation 10,408,187 4,176,321
HEWE - BE R Loss on disposal of property,

A 1R plant and equipment 73,982 397,003
{5 (I 43) 1R 3 4 Net foreign exchange (gain) loss (359,858) 72,497
A5 A A I i A Net operating lease rentals

T receivable (4,679,200) (419,548)
R LB WML 2 Rental expenses under operating

Mae leases charges on premises 3,477,000 1,885,388
BE B (BEEEME) Staff costs including directors’ emoluments 34,605,348 19,945,709
. 3eg gl 7. FINANCE COSTS

“RRRE — L
2000 1999
# T i
FRE Interest on:
AT B R B ST R HA A Bank loans and overdrafts and
REFNEHERZEE other borrowings wholly
repayable within five years 161,828 187,078

R AR R Convertible loan notes 552,534 7,598,704

AR A Total borrowing costs 714,362 7,785,782

China Star Entertainment Limited
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8. #HIML 8. DIRECTORS’ EMOLUMENTS
ZRBRA — UL
2000 1999
ER{L Directors’ fees:
w1 Executive — _
WL FE AT Independent non-executive 240,000 240,000
WTESZ LB Other emoluments of executive directors:
o B CH A B Salaries and other allowances 6,160,000 3,819,179
R AR A F K Retirement benefits scheme contributions 25,000 79,950
T 4 40 58 Total emoluments 6,425,000 4,139,129
wH AR
Number of directors
“RERE — UL
2000 1999
EHERMEHEENT Emoluments of the directors were within
the following bands:
) 1,000,000%773 Nil to HK$1,000,000 2 3
1,000,001%%%1,500,000%% HK$1,000,001 to HK$1,500,000 — 2
1,500,001%%%2,000,000%% HK$1,500,001 to HK$2,000,000 —
2,500,001%%%3,000,000%% HK$2,500,001 to HK$3,000,000 1 —_
3,000,001%%%3,500,000%% HK$3,000,001 to HK$3,500,000 1 —
4 6

China Star Entertainment Limited
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9. EHMA 9. EMPLOYEES' EMOLUMENTS
AEB A REHEE S > —A Of the five individuals with highest emoluments of the Group, two (1999: three)
RARAERE (—LUIE : = were directors of the Company, whose emoluments are set out in note 8 above.
fir) o HPN G FEIE SR b3k The emoluments of the remaining three (1999: two) individuals were as follows:

8o HER = (— L LLE : W
) REHERZMEWT

SERERE — LR

2000 1999
#T i
a BOH A B Salaries and other allowances 4,410,000 1,145,340
AR A F 1K Retirement benefits scheme contributions 126,000 58,050
4,536,000 1,203,390
HEE=4 —WIULE - W4 R Emoluments of these remaining three (1999: two) highest paid individuals were
EE APt AR IR within the following bands:
B EAY
Number of individuals
CRRRE — LI
2000 1999
4% % 1,000,000 7T Nil to HK$1,000,000 1 2
1,000,001 75 £ 1,500,000% 7T HK$1,000,001 to HK$1,500,000 1 —
2,500,001 1 72 % 3,000,0001 7 HK$2,500,001 to HK$3,000,000 1 —
3 2

China Star Entertainment Limited
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10. BLH 10. TAXATION

CRERRE — I

2000 1999

Uiy i

#h A (ER) B The (charge) credit comprises:
3 18 £4 3B o

ﬁ{% f’J 1;@3 Bk Hong Kong Profits Tax refund 387,708 41,674
{@9[\%5‘61; . Overseas taxation (591,327) (77,125)

{/{iﬁ I\i I'E\ }E fg Overseas tax refund — 229,093

it AR AL BEIR Transferred from deferred taxation — 69,506

(203,619) 263,148

&N A EAGBLA Share of taxation attributable to associates — 64,888

(203,619) 328,036

11,

R AR 7] B H A A S 2 i
B 2 FJAAE A FE AR B TR 18 0
S R B S 4R R b AR o A i A A
B o HOAlb 7] 34 [ 2 BT %
A T R IR R R BR O o

REERAXNAZBERIAE
FE o BT E) LA AR A A 2
BIEER > SRR MBHREA
B - TR F o RE R AE B IR R 1R e
WA RARKEM « £/ ERAE
H 2 HAb iy 2 5 B0 R E K -

AR O 1) 3 0¥ 0

AEBAFEREZERTHES
31,100,606 70 (— SLILILEE ¢ i
fl 7,708,886 L) o H f
25,984,249 L2 i 18 (— JLILIL
£ 011,781,6143 70) BFFALR L
AR EA -

China Star Entertainment Limited

11.

No provision for Hong Kong Profits Tax has been made in the financial statements
as the Company and its subsidiaries operating in Hong Kong incurred a tax loss
for the year. Taxation arising in other jurisdictions is calculated at the rates
prevailing in the relevant jurisdictions.

Deferred tax assets of the Group and the Company have not been recognised in
the financial statements in respect of tax losses available to offset future profits
as it is not certain that the tax losses will be utilised in the foreseeable future. The
effect of other timing differences during the year and at the balance sheet date is
insignificant.

NET (LOSS) PROFIT FOR THE YEAR

Of the Group’s net loss for the year of HK$31,100,606 (1999: profit of
HK$7,708,886), a loss of HK$25,984,249 (1999: HK$11,781,614) has been dealt
with in the financial statements of the Company.
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12. B O 8D &8 12. (LOSS) EARNINGS PER SHARE
CLEX S R veR iRy SV The calculation of the basic and diluted earnings (loss) per share is based on the
TR A following data:
“RERE — LA
2000 1999
1 7
HKS$ HKS$
(E18) i A (loss) Profit:
IR IEAG (B 18) i A (loss) Profit attributable to shareholders (31,100,606) 7,708,886
igis 4= ¥ Number of shares:
FrEEREAR BB B Weighted average number of shares for the
I 2 A purposes of basic (loss) earnings per share 1,695,062,128  1,001,318,686
HEEHE Nz 2% Effect of dilutive potential shares:
i J 1 Share options 20,338,222
4 1 R R Weighted average I?umber f)f shares for the
i 2 I T ¥ e 8 purposes of dilutive earnings per share 1,021,656,908
HUP A A7 6 AR 20 7 i R AT B2 No diluted loss per share for the year ended 31 December 2000 has been presented
R IR HE - RR BB RE o n] A R as the exercise of the Company’s outstanding share options, warrants and
EHAEMEREER T St convertible loan notes existed during the year would be anti-dilutive.

W B E —FEEE+ N
ESt—HLEEEZERE®E
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13. W - WG Rk 13. PROPERTY, PLANT AND EQUIPMENT
ik 1) BaR
LHRBY ES S %R & ol
AEH Landand  Leasehold Furniture Machinery and Motor ik
THE GROUP buildings improvements and fixtures  equipment vehicles Total
B BT BT BT BT oy
HK$ HKS$ HKS$ HKS$ HKS HK$
A COST
R-ZZEE—-A—H At 1 January 2000 7,895,911 5736896 4080229 12475927 3,068,116 33,257,079
3k Exchange adjustment 21,422 — 8,845 18,126 66,784 115,177
IERBAT On acquisition of subsidiaries — 500,000 207,100 15,241,767 — 15,948,867
RE Additions 7,207,000 427,904 5710842 26,192,581 473,483 40,011,810
& Disposals - - (94,640) (70,184) (137,048) (301,872)
RZZZF%4+ZH=+—H  At31December 2000 15124333 6,664,800 9,912,376 53,858,217 3471335 89,031,061
il DEPRECIATION
R-ZFFE—-A—H At 1 January 2000 1734636 3,567,987 1,934,038 6,843,479 1,827,235 15,907,395
E 5k Exchange adjustment 5,644 737 (5,495) 24,052 45,939 70,877
IR B F On acquisition of subsidiaries - 125,000 19,049 2,347,972 - 2,492,021
ERTE Charge for the year 518,035 918,706 1,419,606 7,037,866 513,974 10,408,187
HE RS Eliminated on disposals - - (37,844) (39,953) (137,048) (214,843)
REFFFEFZA=+—H At 31 December 2000 2,258,315 4612430 3329374 16213416 2,250,100 28,663,635
I 1 NET BOOK VALUES
R-FFFH+ZH=+—H  At31December 2000 12,866,018 2,052,370 6,583,002 37,644,801 1,221,235 60,367,426
R=AANAE+ZA=+—H At 31 December 1999 6,161,275 2168909 2,146,171 5,632,448 1,240,881 17,349,684
bk b R 2 R E The net book value of land and buildings shown above comprises:
I
A5 B
THE GROUP
CRRRE — UL
2000 1999
L o
HKS$ HK$
iz L Land in Hong Kong
R A Long lease 6,966,767 —
LA Medium-term lease 5,560,175 5,817,139
HW LIS T Land outside Hong Kong
LA Medium-term lease 339,076 344,136
12,866,018 6,161,275

China Star Entertainment Limited
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14. WE A2 H#HE 14. INVESTMENTS IN SUBSIDIARIES
AR A
THE COMPANY
CRERAE — LI
2000 1999
Uiy S
LR > RAMHE Unlisted shares, at cost 30,708,261 30,708,261
W TR BERE Less: Impairment loss recognised (30,299,000)  (30,299,000)
409,261 409,261
ARAlzMBARR _EFF Details of the Company’s subsidiaries at 31 December 2000 are set out in note 40.
FTZA=Z+T—HZFBEHR
fif 5E 40 -
15 B A2 lE 0w 15. INTERESTS/INVESTMENTS IN ASSOCIATES
ARLEHE A% W
THE GROUP THE COMPANY
CRBRAE —LIIE ZRRRAE — LA
2000 1999 2000 1999
Vi I Vi S STH
LR > RAME Unlisted shares, at cost — — 5,000 5,000
JE{L % rE (B fH) W{H  Share of attributable
net assets (liabilities) 1,150,474 (754,016) — —
1,150,474 (754,016) 5,000 5,000
BeA AR _ZEEF+_HA= Details of the associates at 31 December 2000 are set out in note 41.
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