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In 2002, the Hong Kong economy remained slack. Like other industries,
the entertainment industry suffered greatly as a result of the decline of
consumption desire. Statistics show that the movie industry suffered
the second steepest decline in business earnings in 2002 compared
with the year 2001 among other service industries, reflecting critical
business conditions. Even as an established entertainment, multimedia
production and distribution enterprise in filmdom, the Group was faced
with a harsh challenge of operation.

With its huge film library, most of the Group’s earnings are derived
from overseas sales. However, as the economic downturn is not only a
problem for Hong Kong but also a worldwide issue, the global economic
hardship directly causes a reduction in earnings attributable to film
library. Therefore, the Management takes a prudent approach to

recognise the impairment of film library.

Nevertheless, the Management was not discouraged by the difficult
operating climate and decrease in earnings. Instead, the Management
initiated various stringent cost control measures, which included
outsourcing non-core businesses such as marketing, controlling staff
costs, operating costs and film production expenses. We believe that
the active implementation of effective cost control measures can help
us survive the hard time.

Although the Group is taking active measures to cut expenditure, the
motto of the Group to produce top-notch films has never changed. In
2002, four of the Group’s films were listed among the top ten best
selling Hong Kong produced films, namely “My Left Eye Sees Ghosts”,
“Fat Choi Spirit”, “Mighty Baby” and “The Lion Roars”. Encouraged by
these outstanding performances, the Group is committed to making
more quality films under our motto. The Group is confident that we
will drive audience into the cinemas for our films and contribute to the
recovery of the filmdom with our zeal and dedication for films, amid

the gloomy economy and low consumption desire.
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Meanwhile, with the strong growth of the PRC economy after its entry
into WTO, the Chinese films distribution market shows promising
prospects. In addition to the Group’s dedicated efforts in 2002, its
acquisition of One Hundred Years of Film Company Limited and Riche
Multi-Media Holdings Limited in 2001 enabled it to take advantage of
the acquired extensive distribution networks and established positions.
As a result, the Group succeeded in stretching into the PRC film
distribution market, which we believe will greatly drive future earnings
for the Group. We are expecting to reap a great harvest in coming

years.

Looking ahead, the Group will concentrate on nurturing new actors
and production personnel, and continue to add in new elements to
stimulate film production and improve the quality of our films. In
addition, the Group will tailor more films for the PRC audience
preferences in order to further develop the PRC market. We believe
that the huge PRC market will boost our film earnings. With its successful
development of the PRC film distribution market, the Group anticipates
that annual film output will be enhanced and product quality will be

maintained.

We are not discouraged or depressed by the present difficulties. Instead,
we are moving forward to prepare for the future recovery of the filmdom.
I would like to express my gratitude for our shareholders who are
always with us through hard times for their trust and support, and our
staff for their dedicated efforts for the Group.

Heung Wah Keung

Chairman

Hong Kong, 25th April, 2003



