


Overview

Hong Kong has seen the benefits of government efforts
to help revitalise the economy with initiatives such as
the Mainland China - Hong Kong Closer Economic
Partnership Arrangement (CEPA) and the individual travel
scheme for mainlanders to help boost tourism in Hong
Kong. Although the worst seems to be behind us, Hong
Kong still faces major challenges and it is too early to
tell whether momentum can be sustained.

The Group will thus continue its strategy of focusing on
its core businesses of distribution and exhibition. With
more streamlined focus, the Group has managed to
contain overheads and keep the Group lean.

The Group’s strategic policies have received recognition
from industry peers, resulting in the injection of new
capital and the setting up of new joint-venture with
Typhoon Music (PRC) Limited (a joint-venture company
with EMI), as well as a local film production company,

Abba Movies Company Limited.

With the recovery from the effects of SARS in 20083,
box office receipts in Hong Kong increased 16% from
the previous year. The Group’s Hong Kong cinemas have
benefited from this rebound, which is also the case in
Singapore and Malaysia.

The Group’s financial standing has improved with the
additional capital raised and we continue to operate
without bank borrowing. While the signs are there for a
revival of the economy, the Group will continue its
prudent measures of keeping overheads down and

maximising returns on our core businesses.
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Finance

For the financial year ended 30 June 2004, the Group
incurred a loss of HK$11.7 million as compared to a
loss of HK$141.4 million last year. The operating result
before exceptional items and write-back of certain aged
liabilities was a loss of HK$9 million, an improvement
over the previous year by some HK$48 million. The
improvement is mainly attributable to better contributions
from Chinese film library sales, as well as the
improvement in the Group’s overseas and Hong Kong
exhibition businesses.

Gross profits was up 23% or HK$23.4 million compared
with the previous year, mainly due to a higher profit
margin from film library sales. Turnover of the Group
increased by HK$8.2 million or 4% compared with the
previous year. Cost control measures implemented by
the Group in 2002 helped reduce total operating costs
by HK$8.2 million or 5% this current financial year. The
Group’s individual businesses all showed improved
results, with the Singapore and Malaysia exhibition
businesses performing strongly.

As of 30 June 2004, the Group had net current liabilities
of HK$8.6 million, with a cash balance of approximately

HK$23 million. The Group raised additional working
capital of about HK$22.4 million in August 2003 through
the placement of new shares to new and existing

investors. In August 2004, the Group also raised another
approximately HK$36.4 million by issuing new shares
to Typhoon Music (PRC) Limited.

Film Distribution

The total box office of Hong Kong grew from HK$841
million to HK$973 million, a 16% increase from the
previous year. Chinese language films enjoyed a strong
reception at the box office, grossing approximately
HK$506 million.
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The Group distributed 21 Chinese language and 21 non-
Chinese language films in the current financial year,
compared with 17 Chinese language films and 26 non-
Chinese movies in the previous year. As a distributor,
the Group maintained its 25% market share reporting a
HK$12 million increase in box office receipts.

Of the 22 major Chinese language films which grossed
more than HK$10 million at the box office, 6 were
distributed by the Group. These included Infernal Affairs
Il 'and Infernal Affairs Il

However, overall distribution fee income of Chinese
language films decreased by HK$4.6 million due to lower
income from auxiliary rights and overseas markets.
Although income from United International Pictures films
showed a slight improvement with films such as Van
Helsing, Tomb Raider: The Cradle of Life and Love
Actually performing well, the poor performance of other
non-Chinese language films has affected the bottom line.

The Group also enjoyed royalty income from sales of
library titles to overseas markets. Four action films and
five Stephen Chiau comedies were sold to Miramax.

The performance of licensed non-Chinese language films
via Panasia however was below expectations. Panasia
released 9 films with a total box office of HK$10.8
million, compared to 14 films with HK$14.7 million in
box office takings in the previous year.
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Exhibition

In accordance with its strategic focus, the Group has
divested its underperforming screens in Shanghai while
identifying new opportunities in more strategic locations
in the Pearl River Delta region. The Group now operates
218 screens in 36 cinemas in Hong Kong, Singapore
and Malaysia with 7 new screens to come on stream in
Shenzhen by early 2005.

In Hong Kong, the market recovery tied in with customer
loyalty programs and better pricing strategies proved
successful with all but one cinema performing better
compared with the previous year. Income from the
Group’s exhibition business showed a significant
improvement. Total admissions to the Group’s cinemas
totaled 3.1 million, which is up by 26% from the previous
year. The Group maintained its overall market share of
15% despite facing stiff competition.

Both Singapore and Malaysia continued to perform well
in the current financial year. Despite the overall box
office in Singapore remaining flat, successful marketing
efforts improved the Group’s market share to 44%. EBT
for the year saw a sharp increase of S$1.7 million to
S$7.2 million.
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Total box office in Malaysia increased by 23% to RM139
million. Tanjong Golden Village Sdn. Bhd. showed an
18% increase in reported box office receipts to RM49.2
million, partly due to the addition of two new screens.
EBT improved by RM5.4 million to RM10 million
compared to the previous year. However, the adoption
of the revised accounting standard on tax effect
accounting has resulted in higher tax expense.
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During the current financial year, Golden Screen Cinemas
Sdn. Bhd. (“GSC”) showed a healthy 30% growth at
the box office. This is partly due to the opening of a
12-screen cinema in Penang (GSC Gurney Plaza). GSC
achieved a 47% share with reported box office receipts
of RM66.2 million. EBT showed a profit of RM10 million,
up RM5.8 million from the previous year. GSC has yet to
see the full benefit from the closure of underperforming
cinemas in the previous year due to unexpired leases.
As described in note (3) to the financial statements the
equity accounting of GSC'’s results for 18 months up to
30 June 2004 has resulted in equity accounting for an
additional six months results of approximately HK$2.5
million.

In October 2003, the Group divested its interest in its
two Shanghai cinemas — Hai Xing and Friendship due
to strong competition and continued losses. A small
loss of HK$0.2 million was recognised for the year. The
Group also decided to abandon the Peace IMAX project
of which full impairment provision had been made in
the previous year. The Group has identified a new site
in Shenzhen where it has invested in a new 7-screen
multiplex due to open by early 2005.

Operating Costs

Cost control measures adopted by the Group in 2002
continue to keep overheads low with tighter controls
over other operating expenses such as travelling and
entertainment. Total operating expenses for the year

were lower than the previous year by HK$8.2 million.
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The Group’s tight cost control measures and our focus
on our core businesses and strengths has helped us to
maintain and increase our competitive edge in the
industry. Whilst the market has shown signs of a
recovery, the Group will continue on its chosen course
and will maintain its prudent strategies which has proven
successful over the previous year.

Hong Kong will continue to be the base of operations
for the Group and Singapore and Malaysia will continue
to play their strong supporting roles. The Group will
maintain its focus on developing the Greater China
market, and is currently developing a cinema multiplex
in Shenzhen. The Group is also continuing with ongoing
discussions regarding a possible acquisition of a
significant interest in a cinema chain in Taiwan. As
previously announced, in order to finance the acquisition
if it proceeds, the Group will consider the possibility of
raising new equity financing.

During the year, the Group was financed both by cash

flow generated internally and a placement of new shares.
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On 1 August 2003, the Group successfully placed new
shares at HK$0.28 per share and the net proceeds of
HK$22.4 million were used to provide additional working
capital to the Group. Subsequent to the balance sheet
date, in August 2004, the Group further placed new
shares to an independent third party at HK$0.25 per
share and the net proceeds amounted to approximately
HK$36.4 million. The Group intended to apply the net
proceeds for general working capital purposes and for
any future investment opportunities in the film financing,
film distribution and/or cinema operations business as
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and when these opportunities arise. As at 30 June 2004,
the Group’s cash balances stood at HK$22.6 million
and the net current liabilities at HK$8.6 million. Gearing,
which is computed by dividing total liabilities by total
assets, was reduced from 29% to 24%. The Group
continues to operate debt-free, except for finance
leases, and has no bank borrowings and charges on
the Group’s assets.

As at 30 June 2004, the Group had a contingent liability
of HK$17.1 million (2003: HK$48.2 million) in respect
of a guarantee of banking facility granted to its associate.

The Group’s assets and liabilities are principally
denominated in Hong Kong dollars except investments
in associates located in Singapore and Malaysia. Since
the Malaysian Ringgit is pegged to the United States
dollars and the exchange rate between Singapore dollars
and Hong Kong dollars has been relatively stable for
the past two years, the directors are of the view that
the Group’s exposure to currency exchange risk is
minimal. Accordingly no hedging of foreign currencies

was carried out by the Group.
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As at 30 June 2004, the Group had 186 (2003: 232)
permanent employees. The Group remunerates its
employees largely based on industry practice. Apart from
salaries, commissions, mandatory provident fund and
discretionary bonuses, share options are granted to
certain employees based on individual merit.
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