BUSINESS REVIEW
AND PROSPECTS

B EEERZ

RESULTS OF OPERATIONS

The Group experenced & remarkable umever growth from the
A rdi-relsted buinew n the financsl year encded 315 Mecch
2001, Contrbutiors from the mada-relited siness, wisch began
opsrations @ Augest 1000 with the lunch of our firat thematic
chanrel played a key role n driving revenos gressdbh dunng the year
Turmover rom the medis-relaied business for the efght months
amaurted to mpremmately HERST million (1000 nd) ard acoounted
flor 57% of the tolel fumover W expect (his promesng revenus
girmam b5 grow rpely 1o become Our core fevanie eontrbuton

2001 wirs 4 e foor creating the "Sur™ and achimang the mpossbie’
a5 we shifted cur core business foous from the construction Busivess
10 the medis-nelited busness This new sirstege move & oruoal for the
rrecliim to long term development and growih of the Group, bt has
ineyishly led t incrogsed expenciures i sieri-up ard other oost related
1o e e of the Chanrels and thus 8 loss n the mmmediate e

Faced with ferce competiion in the market. we stil maintained to
record a turmover of approsimatedy HER3? milkon from construction
buseness, (000 approsomiately HEETY million) which atoounted for
A419% of the tortal wirrdser far the year undar redised I lne with ol
sirategy to focus on securng quality contracts to penersts seady
PELUIT Of ivesirrent, we have been putting our effort In obizining
few coniracts from the Government of Hong Kong Spedial
Adrurssiraton Regon and KCRC

Tokal turresaer in 2001 increased by HES1E million or 310% to HRCS
rrilbon (2000 : HES 71 milkon). For the :.rl_-.1rr:'l-|'|-|:|:| 315t March 3001,
net loss attributable to sharsholders amounted to appooximatoly
HESI12E million (2000 approximately HESIS million), Loss per
ordingry share was 129 HE cents. {2000 3.38 HE cends)

Eamings before intenest, toes, deprecation and amortiton (ERITTMA)
amcwnted to a loss of HES DS million Amortization of poodwall
artsesd from purchase of subssfianes and dopreciation for the year
armounted to HESE milkon and HKE |4 midhon respectreeby (2000 :
nil and HES| million respectively). Interest scome gmqperl unicer
“Crher revenue” was approeemately HESS millon for the yearn which
15 12 ormes of that recorded in 2000
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Employees and Remuneration Policies

A At Jist March 200/, the Group employed a weridoroe of 390 Toal
stafl costs inchding comnbutions to 4 defined retirement benefits
schemne nouwrmed durng the yeer amountied 10 approsdmately HICESS
million The Group offers 4 comprehensive remuneration and benglit
package 10 its employees and emunerabon pokces are revesed by
the mamnagement regulart: The Group dso adoots a share option
scherme to mothate and retan & team of compedent ermployees,

Liquidity and Financial Condition

Ag gt st Marcn 2001, the Group’s'current ratio was 1.97, with
current aseets of approwmately HES 167 million against curment
Tablity of appressmately HESES millon, Fed deposit, cash and sh
equnaionts on hand was approwmately HICS | 24milion The Group's
geanng retio &t tha balance sheat date was 014, The gearng mto 15
calolated based on the Groups total non-current liabilites and
sharehcicers’ fund of approsimately HEETS milion and approssrnatioly
HES 86 mallion mespectivety

Dutstanding comertibis bonds at 31 st March 2001 amounted o
HEEEL mifion, of which HKE35 milion was converted into ordnary
shares of the Company as-#t 1 2th june 2001. The Comvertible bonds
are due m 2004 with mterest payable at the rate of 4% per anmum

i acfcltion to the Convertible Bonds, seoured bark loans smoumsd
te HICEAS million Such labilibes pre secured by bank desosit af
HESLS midlian ard fasel auisi wiih o carrping values ol HES36 mdbon
At 35 March 2001, the Group had contirgent labilithes of HES
milion for puarantess and indermnity gaen to outsders in respect
ol service, rental agresrments and cofstruchon projects grarbed 1o
subsicaries. Save &5 discloted above, the Group had no matenal
contingent liabditss a5 51 312 March 2001

The Consolidated net asset value of the Group as 8t 31 st Manch
20| was spproximately HES |86 milllon, Fixed assats additions
totalled HESTY million during the year manly consst of studic
equpments and broadcasting faolity acquired for the new meda-
related Busiress The Geoup conuders 8l major mvestrments in the
ey misdig-related bisnes have bapn made snd belisses further
cahy generated from operations will be sullicen o fund working
capitsl requirersnts i thie corming years, Depending on invesimend
apporturities and market siuation, the Group may consder ratsng
giclitanal fuicds through debt, equity or ssle of assets
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BUSINESS REVIEW AND PROSPECTS

xHEEERERZ

Media-Related Business

W are not smphy o content owner We are a lgh quality comens
provider drven by our mession "o educate through entertairement,
1o llurminate through informaton”™.  Sun TV now reaches oever 50
mallion househoids in Greater China, “educating” and “lluminating”
audierces with the broadeast of our thematic programmes 0 culfure,
history and bopraphy through a vanety of distritution channels.
During the year we were committed o our trangiormation inlo a
digital media group, Our efforts have been focused an the
development of Channal Detnbution, Programme Distributson
lelewsion Propramme Production o wel as Multi-media Confent

PFroduction and Disinbution

‘Wie are proud to have been named one of the Best 300 Small
Lomiparies by world-rencwned financal maganre rorbes Globs™
n Dciober J000, Bt more eaciing was our recognibion 25 the oy
China-baped cormpany on the liet ol 1op 20 Sar Fedormesy” lor the
year M0 hghlghted by “robes Llobal’®. The ioliowing highlghis ans
the man achievernents in the past year Hioweyes, these actreities
represent, onfy our rst steos n these businessss: and v wall continue

10 “boorit our energy to iluminate" m the years o come

Channal Distribution

The PRL = B August 2000, a haghty memorabie day [or u, we lunched
our firet hstory and biography themabe sfedife chanred, Sun Satelite

Tebeyrnon MSun T the frst of s lond to cover the Grestesr Chnma
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region, By broadeating unencrypled programmes i Mandsrn over
the AuaSat 35 Satelbre, Sun TV prosides sudiences with 14 howrs
al high guality kistareal snd ogeaphicsl programimes ewery dd

The next copnerstong veas id in Octobar 2000 when Sen T
sucressiully obtaned permisson for restrcted dewnlinksng in the
PRC o the year 2001 Fom the Siate Adminstraton of Radio, Fim
and Telewsion ("RARFT"). SARFT is the principal regulatory body
al the broadcasting and television mdustry in the PRC. wah the
suthoerly to grant such permission. According to SARFT, Sun TV 18
one of twenty-ong fomign satellite channeds granted this resiracied
doranlinking in the PRC for the year 2001, This success not only
alows us 1o establish a strong foothald in the PRE, but also paves
the ‘way Tor bulding a househald brandname for Sun TV

Hong Eong - We estended our reach to audiences in Hong Eong
on 18 November 2000 when Sun TV began broadcasting as a 24-
hour daily chanrel on Channed 21 of iCable TV, the largest cable
operatorin Hong Kong covening 500000 households. A survey by
AT Mielsen o january 2001 indicated that 5un T appeals to Hong
Kong mabes aged! botween 25-47 years old in the top 3 gcoupstions.
These Tndings provecle fill mipport and meassusnoe to adveriizers
that thisy will tarpat audiences both more efficiontly and cost efioct ol

Taiwar & Southeast Asia - In view of the huge potential in these
markety, we aim o expand our audience base and sirengthen our
market penetration n Tawan & Southeast Asia. A branch office has
been set up in Tarwan to support o future development.

Programime Distribution

To fulfil our mession. 'we are open o and have been considering
different busiress options. Apar from channe! destribution, we co
oparate with vanous cable TV servte prosaders in both the PRC

and the region to exgend the reach of our programmes

The PRC -4 maiden programme distribution agresment was signed
wiith Bejing Cabile TV Channel 4. A programine bliock supplied by
S TV began daily brosdeasts on Bafng Cable T3 Channe! 4 an
| june 2000 We have baen highly encouraged by the fact that Sun
TW's programrmeng an this Charnel 4 has 21 mes aftracied & mary
2 24 times the veewership of previous prograrmmes. The national
media, Chira Satelite Tel=vision Education’s Channe! 3, ako began
broadcasting a dally blods of programme from: Sun TV m Movernber
2000, With the mplementaton of the agressment with ths national
medium, S TV succeeded in broadcasting a range of thematic
programmes throdegh 500 cable TV channets in the PRL, This
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BUSINESS REVIEW AND PROSPECTS
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develoament has halped o axpand the audisnce dime of Sun TV 1o
a5 many 85 50 mdlion TV houtabaids in the PRE. By March 2001,
Sum TV e rearksd bramded dally block prrengements with over
&0 ety teleasion rebworks wiah an audence ure of avere 70 mallion
T housshokss

Tawin - In jarmary 2000, Sun TV'S programemes commenced
broadoastieng on Channel 77 Tarean's Ercwledpe Charnel. Encwdodps
Channa| & currently distributed to ower 709 of Tabwan's 4 millian
cabie T househoads. Accordng 1o our agresment, it'll be re-namied
Sun-Knowledge Charnel bafore the end of 2001 sibpect to Tahaan
authority approval Sun TV won entry into pertags one of the most
important rmeda markets i the regeon a5 a result of cur commitmen
and persistence in producing thermatic content of the hghes quality
Ertering Taswan has further secured Sun TV s macket penetrzlon
i e Cireater Ching regon and taken o sagloration of sddtional
inoorre streams for the Group.

Television Programme Production

Wi place top prbrly on produting high qusity programmes which
primide the “source of energy to |lluminete® our awdence, Backed
by & tearm of hghly talered professonals mcuding some af the mos
rerorsnad dotumentary producers snd direciors in the regon e
v Bepn masiinieag and making the meat dynatme we of our
praduction cerired in Hong Kong and the PRC

Horg Eong - To bulld up cur programme lbrary effcently and efisctily
in thiz mitial stapes, vt have establshed a state of the art diptal studo
in Homng Kong in june 2000, Highle equipped weth the mast advancoed
producton faciBies, this production centre has been instrumental in
supporting the channel's initial success in ook & fieel

Shangha - & eecond production oentre with an ares of 13,000 sg. 8.
veas sl Lp ned in Fl'qngl'.'u,
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taking pchantage ol the kower oot of operation there s prosemity
1o the mearket Subsenuent to s establabrrent, we heve e anhanong
faribtioss | thes cetilre 40 Fabes cofue(lhes 1o et the growing derrrnd

lor bagh qualty programmes.

Baring - & [urther strategic miove was the formaton of & production
alkance with “"CCTY The Central Sateliite Televisaon Trarsmisson
Centre” ta share CCTY's production falites n Beiing.
Multi-media Content Production and Distribution

Whalesale and Asdall Sales of Audio and Yides Products - We
unidsrstand that content can be packaged i dilferent formatd 16
reach an even wider judencs. By spiering nio an agreement o
scqures ndirectly & 48% interest in Shanghal Mew Culture Teleasion
and Radio Making Company Limited "SNCT) i |une 2000, we
te=came smobed in the detributon of sudo-esial products n the
PRC, SMC has 10 distribution outiets in Shanghai's most prospamus
This estiermse distribulion nebwork seres as anotbe
smportant channel for defivering our packaged
programimes and audic-visual products

‘Wi eraered an agreernent wath Sharghal Literstore
& Art Publaing Hoise to publish books based
oh Sun TV programmes. A total of 1) tles of
bk weere published waith about (00,000 comes
Sord.

Web and Broadband Conmtent Cperaton - W
successfully assisted EThome, the largest
broadband ) operater in Taiwan, Yahoo and
Broadcast.oom in desipning partal site. Wi also
succaisiully digitieed ower | D00 titles of content,
thus bacoming a leader in the realm anc making
oursehes is 4 true muti-media content player

BAdvertising Revenue

Since we started to commit oursehes in tha media-related business
wiith tha launsch of Sun TV in Sagust 2000, we have created 3 miracle
n the history of the broadcasting ndustry by recording 3 sigraficant
rovaniue figum afler just B months of operation. Turnownr generated
from the media-related business amounted to approximatoly
HEEST milkan, aof which about BI% came from adverising mevenie.
for the financisl year undar review, [t was maaiting to soe a 500%
growth m aur advertising revenue 0 the first quartes of 2000 as
compared 10 the |ast quarter of 2000
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BUSINESS REVIEW AND PROSPECTS
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This Lprevard revenus trend tends 1o shew that Sun T thermene
pragrafmimes are apprecieied By our counterparts n the media
secinr, pdvertaery aned sudisnies i the Grealer Ching reglod,
Aceording 1o the AL Misken survey in jube 2000 Sun TV's syndicstion
programimes in Beirg sopeal 1o high income wewers wilh stucation
=iy af high school or above. The AT Ml sureey m jansry
2000 cardrmed the attracton of Sun TV programimes amany figh
SERRIng Cansumer Broups Tha aflpcthmnn ol reaching specific
fargel audisned thiough Sun TV coupled with our sirategy to offe
“ore-fiop shoppng” advertsng packages embraong both plannng
and mediy bupng Sor acherisers, has contributed 10 a surge n our
achveriising revenue. inthe abeence of any uniloresssabie croumstances,
we snpect the momentum of Our sdveri=ing revenus growih o

continue in the coming quarters.

Alliances and & cquisitions
ARFE Telewision Metworks

Tor enzure the gquality of our content we formed athanoe in May
2000 wilh a world lesder n Biographical and histoncal programrirg,
AAE Teeanon Metworks TALE") whereby AGE supphes eograptical
and histancal programming 1o us. With the wupport fram this
sirategic partnan together with our profesional sl-productions,
o programme larary P Desn spanding in dn Esnonen|E rranies
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STH Modia Limited

By acquering an S0 interest in STH Media Lmited [S1THE Mada™)
o [une 2000, which holds 5 0% (nterest in 8 PRC joint Visrurs,
Shanghal Mew Culture Televigion and Radio Making Company
Limsted (T3MLT), we hae indirectly acqueed & 48% mierest i
SML. With a production icense lor teleasion prograrmmes and
I3 distribution outlets for audio and wideo products in Shanghal
o well oy a whoiewale network (hroughout the PRC, SMC 13 able
lo create synesgees for the marketing and datribution ol our
programmes. Morovers & an investrment in itsel, S s expected
to bring in additroral revenues for us

Trawel TV (Macau) Co Ltd

in wirw of the unprecedented success of the launch of our first
thematic channed, we ame developing 4 secend channel focused on
travvl e programmiss. W beliese that growdng our operations
by acgusticns s one of the nght stratepes. Accordings: we aoguired
a coniroiling nierest in Trwed TV (Macay) Compary Limited, which

T e e ey

BUSINESS REVIEW AND PROSPECTS 2 B E @M R B &

STH Media Limiled

“"TEFTESA BRI TSTR Media
Limited [ "STH Madia™ | &5 280%H &
W - B STR Mediah 8 — M RETHS
B EERCEMEBNEEEaNE
[ EERTE] ) 6% BE - BFES
By FBWEAA%M W « LB ME
MARMENEEERE 5 SFER+H
NHEHCIRE  pETEESAES - FEHil
ERENE— ER AR TN N
FHEERES - A& DR EEWTEAR
B T X3 F I Sk A, e

AFMESFERRERE L

RN AR = R RR e s R
MRS - RMEEMBRLEENN Aol =
M - ROERMEML A AR
iR — I e - MEE W EN

Sl ERNEARAT oW



20

BUSINESS REVIEW AND PROSPECTS
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operates the Macau Satellite TV Travel Channel in Macau ("Travel
TV Channel"), in August 2000. The management team of the
Travel TV Channel is very experienced in programme production
and television broadcasting. Also, the Travel TV Channel has been
included in the list of foreign satellite channels approved for
restricted downlinking in the PRC by SARFT. Thus it helps to
enhance our production capacity and enlarge our audience base.

We intend to form a series of alliances in travel, technology, health
and other content areas with world's leading players in the near
future.

Construction Business

Latest contracts in hand include:

Contract Sum
(HK$'million)

Contract Description

Kowloon-Canton Railway Corporation
KCRC Platform Widening at Fanling Station 4.1

KCRC Temporary Site Accommodation at Tai Wai
and Shek Mun Site Offices for East Rails Extension 7.5

KCRC Noise Mitigation Measures at

Fo Tan Station 39.38

KCRC Concourse and Subway

Advance Work at Kowloon Tong Station 548
Water Service Department

Reservoir Extension & Associated Mainlaying

Works at Tuen Mun East and Siu Lam 48.2

Replacement of Water Mains in Fo Tan, Shatin

and Shek Wu Hui, Sheung Shui 39.28
Territory Development Department

Peng Chau Development Package 3 238

Depending on business opportunities, we intend to dispose of the
construction business within the forthcoming financial year.

Fund Raising

In addition to pursuing our new focus on media-related business,
we are committed to maintaining a healthy financial position. To
strengthen our capital base for the various investments in media-

related business, we successfully raised approximately HK$87 million
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and HK$129 million from two share placements to independent
investors on |8 July 2000 and 22 July 2000 respectively.

Additionally, we issued convertible bonds to Credit Suisse First
Boston (Hong Kong) Limited ("CSFB") on 28 February 2001 with
an amount of US$8,000,000 (HK$62,400,000) (“Tranche | Bonds")
and we further have an option to issue to CSFB further convertible
bonds with an amount up to US$8,000,000 (HK$62,400,000)
(“Tranche 2 Bonds"). Both the Tranche | Bonds and Tranche 2
Bonds bear interest at the rate of 4% per annum and are due on
28th February 2004.

These successful fund raising exercises were important steps in
strengthening our business across the Greater China region, and
enhancing our leading position in the market. More importantly,
these tend to show that our new business direction has won
recognition from the investment community and that investors have
great confidence in our prospects.
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In the year 2000, we have turned the "impossible" into many possible
achievements and have created the "Sun" as our origin. Driven by
our mission "to educate through entertainment, to illuminate through
information", we will continue to devote ourselves to turn knowledge
in every significant discipline into contents packaged both interestingly
and entertainingly, and deliver them through multiple channels to
satisfy our viewers' intellectual needs.

Having successfully captured the market with our quality history and
biography programmes, we are actively expanding our market share
by providing a wider variety of high quality programmes. With highly
talented professionals and sufficient resources, launching new
programme categories is part of our initiatives. Thus, the long-
awaited programme "Yang Lan Studio" will soon be launched by Sun
TV. The anticipated popularity of "Yang Lan Studio" has inspired
various huge corporations to compete for the sponsorship of this
programme. Furthermore, a variety of other infotainment programmes
with themes such as in-depth current affairs and factual features will
be launched before the end of 2001.

As we are building a unique media group in the highly lucrative
market with a promising future, we would not limit ourselves to the
current extent of coverage. Capitalizing on the proven success of
our first thematic channel, we have planned to launch our second
and third channels, namely the Travel Channel and the Technology
Channel, before early next year we expect. These new satellite
channels is likely to bring in additional revenue streams and lower
our average costs of operation, which in turn may improve the
financial position of the Group.

Another initiative to enhance our overall cost effectiveness is to shift
most production work to Shanghai and Beijing and maximize the
use of production resources there. Our production centre in Hong
Kong will be focusing on post-production which includes promotion,
program packaging and programming. This move also enables us
to possess higher responsiveness to the intellectual and infotainment
needs of our major audiences in the PRC.

From a more macro perspective, to echo the policy of "Opening
Up the West" in the PRC, we also plan to work on strengthening
our coverage to "educate" and "illuminate" the West. The many
uprising business opportunities there will boost the growth of
many industries, for which advertising is one of the most important

marketing tools. This exciting development, together with China's
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imminent accession to the WTO, will enlarge the whole advertising
sector in the PRC.

Looking ahead, we will strengthen our position as a dominant premier
content provider and to explore new revenue sources across a wide
spectrum of media. Building on our cornerstones laid during the
year, the "Sun" is set to "shine more brightly" in the future. We are
determined to bring the Sun's energy to all people in Greater China,

and eventually all Chinese in every corner of the world.

We would like to take this opportunity to extend our heartfelt
appreciation to our management team and staff for their dedicated
efforts and significant contributions to the Group. We would also
like to express our gratitude to our business partners and shareholders
for their continued support in the past and for the coming years.

By order of the Board
Wu Zheng, Bruno

Executive Chairman & Chief Executive Officer

Hong Kong, [2th June 2001
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