DIRECTORS' REPO

The directors present their annual report and the audited
financial statements for the year ended 31st December 2004.

PRINCIPAL ACTIVITIES

The Company acts as an investment holding company. The
activities of its subsidiaries and associates are set out in
notes 15 and 18 to the financial statements respectively.

RESULTS AND APPROPRIATION

The results of the Group for the year ended 31st December
2004 are set out in the consolidated income statement on
page 25.

The directors do not recommend the payment of a dividend.

FIVEYEAR FINANCIAL SUMMARY

A summary of the results and the assets and liabilities of
the Group for the last five financial years ended 31st
December 2004 is set out on page 76.

PROPERTY, PLANT AND EQUIPMENT

The Group's leasehold land and buildings were revalued at
31st December 2004. The revaluation surplus of
approximately HK$1,559,000 has been credited to the
properties revaluation reserve.

Details of this and other movements during the year in the
property, plant and equipment of the Group are set out in
note 13 to the financial statements.

SHARE CAPITAL AND WARRANTS

Details of movements during the year in the share capital
and outstanding warrants of the Company are set out in
note 27 to the financial statements.

RESERVES

Details of movements in the reserves of the Group and of
the Company during the year are set out in the consolidated
statement of changes in equity on page 29 and note 28 to
the financial statements respectively.

DISTRIBUTABLE RESERVES

At 31st December 2004, the amount of the Company's
reserves available for distribution to shareholders was
approximately HK$12,853,000, comprising the contributed
surplus of approximately HK$163,456,000 and the
accumulated losses of approximately HK$150,603,000.
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MAJOR CUSTOMERS AND SUPPLIERS

The percentages of the aggregate turnover of distribution of
films and sub-licensing of film rights for the year attributable
to the Group's five largest customers are as follows:

38%
78%

The largest customer
Five largest customers combined

The percentages of the aggregate purchases for the year
attributable to the Group's five largest suppliers are as
follows:

42%
52%

The largest supplier
Five largest suppliers combined

At 31st December 2004, China Star Entertainment Limited
(“China Star"”), a shareholder holding more than 5% of the
Company's share capital had a beneficial interest in the
Group's largest supplier. All transactions between the Group
and the supplier concerned were carried out on normal
commercial terms. Mr. Heung Wah Keung and his spouse,
Ms. Chen Ming Yin, Tiffany, are also directors of and have
beneficial interests in China Star.

Other than as disclosed above, none of the directors, their
associates or any shareholders (which to the knowledge of
the directors owned more than 5% of the Company's issued
share capital) had an interest in any of the Group's five
largest customers or suppliers.

DIRECTORS

The directors of the Company during the year and up to the
date of this report were:

Executive directors:

Mr. HEUNG Wah Keung
(Chairman)

Ms. CHEN Ming Yin, Tiffany
(Vice Chariman)

Mr. LEl Hong Wai  (resigned as Chief Executive Officer

on 24th September 2004)

Independent non-executive directors:
Mr. TANG Chak Lam, Gilbert
Mr. HO Wai Chi (appointed on 30th September 2004)

Mr. LIEN Wai Hung (appointed on 12th April 2005)

Mr. LAl Hok Lim (resigned on 12th April 2005)
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DIRECTORS (cContinued)

In accordance with the Company’'s bye-laws, Messrs. Ho
Wai Chi, Lien Wai Hung and Lei Hong Wai shall retire by
rotation at the forthcoming annual general meeting and,
being eligible, offer themselves for re-election.

The term of office of each independent non-executive
director is the period up to his retirement by rotation in
accordance with the Company’s bye-laws.

DIRECTORS' SERVICE CONTRACTS

There are no existing or proposed service contracts between
any of the directors and the Company or any of its
subsidiaries, other than contracts expiring or determinable
by the employer within one year without payment of
compensation (other than statutory compensation).

DIRECTORS' INTERESTS IN SHARES

At 31st December 2004, the interests of the directors and
their associates in the shares and the underlying shares of
the Company and its associated corporations, as recorded
in the register maintained by the Company pursuant to
Section 352 of the Securities and Futures Ordinance (the
“SFQO") or as otherwise notified to the Company and The
Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) pursuant to the Model Code for Securities
Transactions by Directors of Listed Companies were as
follows:

Rights to acquire shares in the Company

Details of the share options to subscribe for shares of
HK$0.10 each in the Company granted to a director are as
follows:
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DIRECTORS' INTERESTS IN SHARES (Continued)

Rights to acquire shares in the Company (Continued)
Notes:

1. The exercisable period commenced on the date of grant of
the relevant share options.

2. This represents the maximum number of shares issuable upon
exercise of the entire share options.

Save as disclosed above, at 31st December 2004, none of
the directors nor their associates had any long or short
positions in any shares, underlying shares or debentures of
the Company or any of its associated corporations.

Save as disclosed above, at no time during the year was the
Company or any of its subsidiaries a party to any
arrangements to enable the directors of the Company or
the spouse or children under 18 years of age of such director,
to acquire benefits by means of the acquisition of shares in,
or debentures of, the Company or any other body corporate
or had exercised any right to subscribe for the securities or
had exercised any such rights.

SHARE OPTION SCHEME

Particulars of the Company's share option scheme and details
of movements during the year in the share options to
subscribe for shares of HK$0.10 each in the Company
granted under the share option scheme adopted on 21st
January 2002 are set out in note 31 to the financial
statements.

As disclosed in note 31 to the financial statements, the
Company had granted a total number of 27,570,000 share
options during the year. The directors consider that it is not
appropriate to disclose the value of share options granted
during the year since any valuation of the share options
would be subject to a number of assumptions that would
be subjective and uncertain.

CONNECTED TRANSACTIONS AND
DIRECTORS' INTERESTS IN CONTRACTS

Details of the discloseable connected transactions with China
Star and its subsidiaries and directors' interests in contracts
for the year are set out in note 33(a) and (b) to the financial
statements.
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CONNECTED TRANSACTIONS AND
DIRECTORS' INTERESTS IN CONTRACTS

(Continued)

The independent non-executive directors of the Company
have reviewed and confirmed that the connected transactions
as set out in note 33(a) to (b) to the financial statements
entered into by the Group were in the ordinary course of its
business, on normal commercial terms and in accordance
with the terms of the agreements governing such
transactions.

Save as disclosed above and in note 33 to the financial
statements, no contracts of significance to which the
Company or any of its subsidiaries was a party and in which
a director of the Company had a material interest, whether
directly or indirectly, subsisted at end of the year or at any
time during the year.

SUBSTANTIAL SHAREHOLDERS

At 31st December 2004, the register of substantial
shareholders maintained by the Company pursuant to Section
336 of the SFO shows that the following shareholders had
notified the Company of the relevant interests or short
positions in the shares and underlying shares of the
Company:

Long positions
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Interest in
Name Notes Capacity issued shares
W it &t 54 EERTRAES
China Star 1 Interest of 192,998,000
FEE corporation
DAl
China Star Entertainment 1 Interest of 192,998,000
(BVI) Limited corporation
AR
Classical Statue Limited Beneficial owner 192,998,000
EGHEA
First-Up Beneficial owner —
EGBEEA
Top Vision Management Beneficial owner 79,200,000
Limited BEEREAA
Mr. Chan Kam Sum 2 Interest of 79,200,000
BRiR L corporation
DAl
Lucky Star Consultants Beneficial owner 28,320,000
Limited EGHEEA
Mr. Lau Tung Hoi 3 Interest of 28,320,000

ARERL

corporation
NAER

3y
Percentage
of the issued
Interest in capital of
underlying Total the Company
shares interest {EAQR BB
HERG S BER REAFDL
45,170,000 238,168,000 50.12%
45,170,000 238,168,000 50.12%
36,720,000 229,718,000 48.34%
8,450,000 8,450,000 1.78%
15,840,000 95,040,000 20.00%
15,840,000 95,040,000 20.00%
7,080,000 35,400,000 7.45%
7,080,000 35,400,000 7.45%
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SUBSTANTIAL SHAREHOLDERS (Continued)

Long positions (Continued)
Notes:

1. 192,998,000 issued shares are beneficially owned by Classical
Statue Limited and 36,720,000 and 8,450,000 underlying
shares issuable are beneficially owned by Classical Statue
Limited and First-Up respectively. Both Classical Statue
Limited and First-Up are the wholly-owned subsidiaries of
China Star Entertainment (BVI) Limited. China Star
Entertainment (BVI) Limited is also the wholly-owned
subsidiary of China Star.

2. 79,200,000 issued shares and 15,840,000 underlying shares
are held by Top Vision Management Limited which is wholly-
owned by Mr. Chan Kam Sum.

3. 28,320,000 issued shares and 7,080,000 underlying shares

are held by Lucky Star Consultants Limited which is wholly-
owned by Mr. Lau Tung Hoi.

Short positions

Interest in
Name Capacity issued shares
=L 227 ERTROER
Top Vision Management Beneficial owner 42,000,000
Limited ERBERAA
Mr. Chan Kam Sum Interest of corporation 42,000,000
BREB0 & NGIE 3

The 42,000,000 issued shares for short positions are held
by Top Vision Management Limited which is wholly-owned
by Mr. Chan Kam Sum.

Save as disclosed above, at 31st December 2004, the
Company has not been notified of any other relevant
interests or short positions in the issued share capital of
the Company.

RETIREMENT BENEFITS SCHEME

Details of the Group's retirement benefits scheme are set
out in note 32 to the financial statements.

PURCHASE, SALE AND REDEMPTION OF THE
COMPANY'S LISTED SECURITIES

Neither the Company nor any of its subsidiaries purchased,
sold or redeemed any of the Company’s listed securities
during the year.
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PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the
Company's bye-laws, or the laws of Bermuda, which would
oblige the Company to offer new shares on a pro-rata basis
to existing shareholders.

CORPORATE GOVERNANCE

In the opinion of the directors, the Company has complied
throughout the year ended 31st December 2004 with the
Code of Best Practice (the “Code"”) as set out in Appendix
14 of the Rules Governing the Listing of Securities on the
Stock Exchange (the “Listing Rules”) except that the
independent non-executive directors of the Company have
not been appointed for specific terms as required by
paragraph 7 of the Code, but are subject to retirement by
rotation and re-election at the annual general meeting of
the Company in accordance with the Company's bye-laws.

ADOPTION OF THE MODEL CODE

The Company has adopted the Model Code as set out in
Appendix 10 to the Listing Rules as the code of conduct
regarding directors’ securities transactions. All directors have
confirmed, following specific enquiry by the Company, that
they have complied with the required standard set out in
the Model Code during the year.

The Company has received from each of the independent
non-executive directors an annual written confirmation of
his independence pursuant to Rule 3.13 of the Listing Rules.
The Company considers all of the independent non-executive
directors are independent.

AUDIT COMMITTEE

The written terms of reference which describe the authority
and duties of the audit committee of the Company were
prepared and adopted with reference to “A Guide for The
Formation of An Audit Committee” published by the Hong
Kong Institute of Certified Public Accountants. The audit
committee provides an important link between the board of
directors of the Company and the Company's auditors in
matters coming within the scope of the group audit. It also
reviews the effectiveness of both the external and internal
audit and of internal controls and risk evaluation. The audit
committee of the Company comprises all the independent
non-executive directors, namely Messrs. Lai Hok Lim
(resigned on 12th April 2005), Tang Chak Lam, Gilbert, Ho
Wai Chi, Paul (appointed on 30th September 2004) and Lien
Wai Hung (appointed on 12th April 2005). The unaudited
interim report for the six months ended 30th June 2004 and
the audited results of the Company for the year ended 31st
December 2004 had been reviewed and the financial related
matters had been discussed with management by the audit
committee.
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PUBLIC FLOAT

Based on the information that is publicly available to the
Company and within the knowledge of the directors, the
Company has maintained the prescribed amount of public
float during the year and up to the date of this report as
required under the Listing Rules.

DISCLOSURE PURSUANT TO RULE 13.20 OF
THE LISTING RULES

At 31st December 2004, the aggregate amount of advances
before allowance for bad and doubtful debts made by the
Group to its associate, namely Gainful Fortune Limited
("Gainful"), was approximately HK$163,055,000 which
comprises of convertible notes of HK$160,000,000 and
amount due from Gainful of HK$3,055,000. During the year,
the convertible note of HK$160,000,000 was fully provided
by the Group and an allowance of HK$2,755,000 was made
for the amount due from Gainful of HK$3,055,000. Details
of Gainful and the particulars of the convertible notes are
set out in note 18 to the financial statements and the details
of the amount due from an associate are set out in note 22
to the financial statements.

The consolidated balance sheet of Gainful at 31st December
2004 is as follows:
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HK$'000

FAET

Current assets MENE E 5,541
Current liabilities mEaE (177.397)
Net current liabilities mEBBEFE (171,856)
Deficiency in shareholders' funds %R E & 4 (171,856)

POST BALANCE SHEET EVENTS

Details of significant post balance sheet events are set out
in note 34 to the financial statements.

AUDITORS

A resolution will be submitted to the annual general meeting
to re-appoint Messrs. Deloitte Touche Tohmatsu as auditors
of the Company.

On behalf of the Board
Heung Wah Keung

Chairman
Hong Kong, 25th April 2005
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