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Operating Results of the Group
The Group’s consolidated operating results for the years ended
31 December 2012 and 2011 were as follows:

.................................................................................

FRECEERR
AREBE-F--FR-F-—FT-AS+-ALFEZES
RN -

.................................................................................

For the year ended 31 December

B#EF+-A=+—HIL=EE

2012 2011 % Change
—E-_"F —E——4F IR
(HK$ millions, except per share amounts) (restated)
CBEBTLEBBEBIRIN oot eseeseeeeesseseesesessssseesesesesessenssesesseseens EEB) oo
Revenue §f &2 1,019.6 946.1 8
Staff costs 8 TR (382.6) (364.3) 5
Production costs 4z i 7% (170.6) (134.2) 27
Rental and utilities 724 & 5% 4 (25.6) (19.6) 31
Advertising and promotions B4 & & (38.7) (29.9) 29
Other operating expenses £ fih & & i 5% (157.8) (147.9) 7
Operating costs before depreciation and amortisation
RETTE R 2 CENA (775.3) (695.9) 11
Depreciation and amortisation 37 & % # §4 (55.0) (52.6) 5
Adjusted operating profit {Z A B ESERF|" 189.3 197.6 (4)
Other income E b Ug A 8.3 11.7 (29)
Fair value gain on investment properties 1% & )% A F@E Wz 170.7 237.7 (28)
Operating profit =2 F) 368.3 447.0 (18)
Net interest income %7 2 Ug A 4.8 45 7
Share of profits of associates J& {5k & /A 7] & Fl 6.8 1.5 *
Taxation {18 (34.0) (30.2) 13
Profit for the year 2 £ 2 345.9 422.8 (18)
Non-controlling interests JE1% &Il 1 i 25 (16.8) (12.9) 30
Profit attributable to shareholders B 5 & {5 & FI 329.1 409.9 (20)
Earnings per share (HK cents) B 2 F (&l) 21.1 26.3 (20)

.................................................................................

* represents an increase in excess of 100%
~ Adjusted operating profit is defined as operating profit before other
income and fair value gain on investment properties

Net profit for the year was $329.1 million, compared with $409.9
million in 2011. Excluding the fair value gain on investment
properties of $170.7 million in 2012 and $237.7 million in 2011,
net profit from normal operations decreased 8% from $172.2
million to $158.4 million.
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Revenue was $1,019.6 million, $73.5 million or 8% higher than
last year. The growth was driven by new revenue sources,
including the newly acquired ELLE magazine and the contract
printing business, and higher revenue contribution from
Magazine publishing business. Due to our continuous investment
on new digital business and lower profit margin of contract
printing business, although we recorded higher revenue than last
year, the Group’s profits and earnings from normal operations
dropped in 2012. Management believes that these new
investments will bring in solid profit contribution to the Group on
a long term basis.

Revenue

The consolidated revenue for the years ended 31 December 2012
and 2011 by business segment and for the Group were as follows:
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(HK$ millions)
(B&BT)
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Newspaper publishing ¥ Z 1 ik 773.6 779.2 1)
Magazine publishing & 55 H iz 218.9 1421 54
Property ¥ 35.9 323 11
Inter-segment eliminations %> 2 B 4 $4 (8.8) (7.5) 17
Total revenue #2045 1,019.6 946.1 8

.................................................................................

Operating Costs and Expenses

Operating costs and expenses for the years ended 31 December
2012 and 2011 were as follows:
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(HK$ millions) 2012 2011 % Change
CBBBTT) oo seeseseeesesseeses s esssssesenesessrsssssnesesenns —EoCE L SELCELLLEREOL
Staff costs & T A 382.6 364.3 5
Production costs 4 & (AR 170.6 134.2 27
Rental and utilities 4 & %1 25.6 19.6 31
Advertising and promotions B4 M 5 & 38.7 29.9 29
Other operating expenses H {th 4% & 3 157.8 147.9 7
Depreciation and amortisation 37 & & # £ 55.0 52.6 5
Total operating costs and expenses A% & Fi 7K K i 37 48 58 830.3 748.5 11

.................................................................................

Total operating costs and expenses increased 11% or $81.8
million.
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Staff costs rose 5% or $18.3 million due to increase in headcount,
retirement benefits and recruitment costs. Average headcount
increased 8% from 825 to 889. Production costs increased 27%
or $36.4 million partly due to increase in newsprint consumption
for contract printing (+$11.5 million), which was covered by
higher contract printing revenue. Production cost for Magazine
publishing business went up largely attributable to ELLE
operation (+$19.0 million).

Other than inclusion of ELLE’s operating expenses in the second
half of the year, we also spent more advertising and promotions
on the marketing campaigns for the launch of scmp.com and
smartjob.com during the year. Other operating expenses
raised by 7% or $9.9 million. This includes increase in legal and
professional fee incurred for editorial workflow consultation and
the acquisition of new business. Sales commission and volume
discount also rose to drive revenue growth in Newspaper display
advertising and Magazine publishing business.

Adjusted EBITDA and Operating profit

HET AL - BIKEF RBERALIMN - B THAEA5%K18.35
BAET - $WEIA%mww¢W%%i%9A HEERARIENN127%
36 4B BB T BUENRIER M B EEE (E
USHEEBT) m ,OEDF\J%%Z;T@H&MHE% B RER
ZEERAREN  FETRMACELLE) Z ETEETE (3 0119.05 85
JT) e

BARAREETEESACELLE) Z IS SR - REBGERHE
tHscmp.com & smartjob.comMEMEEEB 2 EEREBFRAY - £
LY EA7%K9.9BEE L EPBEERETERREARR
WREMEBMELEZ AR REERBER - HEBAE REEMHN
R USBRERERS IR HRER 2 WESEE -

BRBRIARNE BE FERBEZBARKERA

Adjusted EBITDA is defined as earnings before interest, tax, ISHBARFHAE  BIE - TEREHE 2 BT (KHBEBITDA)REA
depreciation and amortisation, other income and fair value RETFIE B - WEREH  HoWARBEDELAFEREZ

gain on investment properties. Adjusted EBITDA and adjusted
operating profit for the years ended 31 December 2012 and 2011
by business segment and for the Group were as follows:
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Adjusted EBITDA

Adjusted operating profit

EREEBITDA RREEERT

(HK$ millions) 2012 2011 % Change 2012 2011 % Change
CEBET e B ZEOORLEDESN SRR IR OEBDESK
Newspaper publishing ¥} % i kit 147.1 170.5 (14) 102.0 124.6 (18)
Magazine publishing & &% i iz 69.3 52.4 32 64.9 51.2 27
Property #) % 27.9 27.3 2 22.4 21.8 3
TORUABEL ooeeeeeeeeeeeeseeeeseeessereseeee 2443 2502 @......... 1893 el 8, @
Financial Review by Business EESoBMzHMEODE
Newspaper Publishing HREHR

For the year ended 31 December

BE+-A=1+—HLEE

(HK$ millions) 2012 2011 % Change
CBBBTT) eeeeeeeeeeeeseeeeesseseeseseeesssseesesemesssssssesenesessrssssenasesenns SBoCF L ELORLLLEREOK
Revenue 4§ 5 773.6 779.2 (1)
Adjusted EBITDA 4& 8 22EBITDA 147.1 170.5 (14)
Adjusted operating profit 4% 78 Z 48 & & F| 102.0 124.6 (18)
Net profit attributable to shareholders i% 5 f& 15 % & 5 97.5 120.5 (19)
Adjusted EBITDA margin %&%QJ]WEBITDAZZ%W\§$‘J$ 19% 22%
Adjusted operating margin £ 58 & 48 & 18 B B ) & 13% 16%

..................................................................................................................................................................
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Revenue of the newspaper division dropped $5.6 million or 1%
to $773.6 million. Net profit dropped 19% to $97.5 million as
compared to 2011.

Revenue from advertising and marketing services decreased
2%. This was due to the significant drop in the number of IPOs
during the year, which led to lower business notice revenue.
Revenue from recruitment services decreased 16%, as the
recruitment market was adversely affected by the Euro crisis and
the slow down of China economy. The lower revenues from IPO
and recruitment services were mostly compensated by the new
revenue source generated from the contract printing service and
stronger advertising revenue from Post Magazine and special
reports. Online revenue saw a healthy growth, with the iPad app
showing the strongest growth among our online products.

Though the shortfall in newspaper recruitment advertising and
IPO revenues was partly compensated by the revenue from
new contract printing business, its profit margin was lower
than traditional print newspaper advertising. In addition, our
investment on new digital business continues. As a result,
newspaper profits and earnings from normal operations
dropped.

Circulation

The unaudited second half 2012 circulation figures of South
China Morning Post and Sunday Morning Post were 107,426 and
89,669 respectively, increased by 4% and 12% respectively as
compared with same period last year.
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Magazine Publishing

.................................................................................

(HK$ millions)
(B8AT)

.................................................................................

Revenue Y3

Adjusted EBITDA #& 4% EBITDA

Adjusted operating profit £ £ 48 & & F|

Net profit attributable to shareholders % 5 & 15 /% 2 F

.................................................................................

Net profit for the division grew 23% to $37.3 million in 2012.
Total advertising revenue from Cosmopolitan, Harper’s Bazaar
and CosmoGIRL! magazines outperformed a year ago by 13%.
There was a considerable growth in advertising revenues across
all market segments.

Property

.................................................................................

(HK$ millions)
(BBET)

.................................................................................

Revenue Uz

Adjusted EBITDA #& 3% EBITDA

Adjusted operating profit 4% 3§ 2 48 & 2 F|

Net profit attributable to shareholders j% 5 f& 15 /% & 5

.................................................................................

2012 net profit included a revaluation gain of $170.7 million
(2011: $237.7 million). Rental income increased 11% to $35.9
million in 2012 mainly due to higher income from the advertising
boards and renewed rental from other properties. Management
continues its intention of holding TV City for long-term
investment and is pursuing different options to enhance value of
the property and discussing with relevant parties in that regard.
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For the year ended 31 December
BE+-A=1+—HLEE

2012 2011 % Change

.................... ZEoCE CELCELCEREOR
218.9 142.1 54

69.3 52.4 32

64.9 51.2 27

37.3 30.3 23
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For the year ended 31 December
BE+-BA=1+—HLEE
2012 2011 % Change
—Z—-F —E——%F 2EEOL
(restated)
.............................................. VEZT) oo
35.9 32.3 11
27.9 27.3 2
22.4 21.8 3
189.0 255.5 (26)
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Liquidity and Capital Resources

The Group’s main source of liquidity is recurring cash flows from
the publishing business. The Group’s financial position as at 31
December 2012 and 2011 were as follows:

.................................................................................

(HK$ millions)
(B8#BT)

.................................................................................

Short-term bank deposits with original maturity of more than
three months

FREEa=EA 2 EBRTER

Cash and bank balances 34 & 817454

Shareholders’ funds JR &4

Current ratio 7R &)t &

.................................................................................

The Group’s short-term bank deposits with original maturity of
more than three months are held in Renminbi. Cash and cash
equivalents are held predominantly in Hong Kong dollars. Apart
from the deposits in Renminbi, the Group has no significant
exposure to foreign exchange fluctuations.

As at 31 December 2012, the Group had total borrowing of
$9.0 million, which was an unsecured short-term loan from a
non-controlling shareholder. The loan is repayable within one
year. The Group had no gearing (after deducting cash and cash
equivalents). The ratio of current assets to current liabilities was
3.0 times.

The Group managed to maintain a very strong cash position
and expects its cash and cash equivalents, cash generated from
operations and funds available from external sources to be
adequate to meet its working capital requirements, to finance
planned capital expenditures and to pay dividends.
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31 December 31 December

2012 2011
—E—-_F§ —E——F % Change
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(restated)
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25.9 76.1 (66)
344.1 324.8 6
2,982.5 2,718.6 10

3.0 3.6
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Operating Activities

The newspaper publishing business continued to be the major
source of the Group’s cash flow from operating activities. Net
cash generated from operating activities for the year ended 31
December 2012 was $217.2 million, compared with $145.9 million
for the same period last year due to stronger cash flows from the
Group’s business and lower tax payment.

Investment Activities

Net cash outflow from investing activities for the year was $109.4
million, which includes the acquisition cost of ELLE of $75.1
million, capital expenditure of $71.7 million offset by decrease
in short-term bank deposits of $50.2 million, which matured
during the year. Capital expenditure for the year includes a $36.6
million deposit paid for new printing press, which will be used
to support the Group’s contract printing business in 2013. The
remaining balance was mainly spent on production equipment,
scmp.com revamp and investment in computer hardware and
software to support the Group’s business growth.

Financing Activities

Net cash used in financing activities was $113.8 million. During
the year, $109.3 million dividend was paid to the shareholders
of the Company and $13.5 million was paid to a non-controlling
interest shareholder of a subsidiary. A short-term loan of $9.0
million was obtained from a non-controlling shareholder to
support the operation of ELLE’s business.

Outlook

We anticipate that the financial uncertainty of the past few years
will continue into 2013, both in Hong Kong and global markets,
but we remain cautiously optimistic both in the economy and in
our own ability to weather the uncertainty.

The news and magazine publishing industries remain sensitive
to the changes in technology, platforms, devices, and audience
behaviour, and we are experiencing a media economy that is
being repriced. Nonetheless, we will continue to strengthen our
product portfolio and brands as well as seek ways to diversify our
revenue sources to ensure we maintain a solid performance. Our
readership and circulation figures for our core newspaper and
magazine products remain strong and we are able to leverage
the strength of our brands to grow new sources of revenue in
events, custom publishing, new platform editions and other
related products.
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The acquisition of ELLE has been very positive for the Group in
terms of revenue, market share and other synergies. We will
continue to look for other acquisition opportunities that are
compatible with our core competencies and serve to enhance our
content and revenue potential.

Building on the continued success of our contract printing, we
also will be looking for more opportunities to maximise our
print capacity to optimise income from our presses. The AM730
contract will continue to be a significant and stable revenue
source for us.

Our aim for 2013 is to further strengthen our portfolio of digital
and print products, seek more effective ways to monetise
both, and to further grow our events and marketing services
businesses. We have made great progress in the past year in
terms of digital development and will continue our path of growth
with the introduction of more digital subscription platforms
for scmp.com, from tablet and mobile apps to expanded online
content. We intend to continue looking for ways to enhance
monetisation of our digital products through the creation of
creative new advertising options and through optimisation of
our pageviews and impressions. We plan to grow beyond local
audiences and appeal to overseas audiences through more global
reach marketing and tailored subscription bundles. We also plan
to expand scmp.com to corporate and hospitality channels in
Hong Kong and overseas.

Our flagship title, the South China Morning Post will continue
to be strengthened in content across both digital and print, and
we foresee sustained advertising and subscription demand for
Hong Kong’s premier quality English language newspaper. In
terms of advertising and marketing sales, while we believe there
will be some growth in some of the softer sectors we’ve seen in
2012, such as the retail, property and IPO market, we remain
conservative in our outlook. That said, we will be ready with a
range of tailored products to capitalise on the demand when it
returns.

In 2013 we plan more enhancements to our recruitment products
smartjob.com and Classified Post, including introducing a new
databank system to enhance database profiling and job matching
efficiency. We will also expand our education business to events,
conference and supplement publishing.
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As we enter our 110th Anniversary year, a timely and landmark
project that has been in development during 2012 will come
to fruition. Scheduled for a launch in the second half of the
year, SCMPChinese.com will be our first foray into a Chinese
language news site. SCMPChinese.com finally gives our company
a meaningful product to reach a vast Chinese audience already
hungry for our content, as evidenced by the demand for Greater
China Outlook, our current Chinese language sub-section in
scmp.com. This highly anticipated news portal targets China’s
business elite and will feature translations of our core news and
columnists and a significant portion of new original Chinese
content, from insights and commentary to in-depth exclusive
interviews and special features.

We enter 2013 with a well prepared and digitally savvy
talent pool, and will see the positive impact of new hires and
operational restructures that have been put in place over
the past year to meet a stronger digital suite of products. In
addition to skills training at every level, we began implementing
a series of Leadership Development Programmes in November
2012, leveraging the expert advice of an external professional
development consultancy to help us build a robust pipeline of
future leaders within the Company.

With measures to enhance the strength of our talent pool and
a wide range of product and service offerings in hand, we are
well poised to meet the demands of our readers and advertisers
both locally and overseas, and are confident that our brands will
continue to build momentum throughout the year.
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