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F % 3t % Chairman’s Statement

There has not been any significant improvement in Hong Kong’s
economic condition in 2006. The performance of the film market
has not been satisfactory, still being severely affected by
infringement of intellectual properties. Apart from fake pirate
VCDs and DVDs flooding the market, there have also been
extensive infringement activities conducted through the
Internet, using the BitTorrent systems and Peer-to-peer systems.
All these rendered the Hong Kong film industry operated under
severe hardship.

As a leader in the Hong Kong film industry, the Company has
taken a pro-active role in the fight against infringement
activities, by cooperating with Hong Kong Chamber of Films
Limited and Film Industry Response Group and by re-educating
consumers. All these effectively collaborate with the
Government’s efforts to protect intellectual properties. Upon
becoming a member of the World Trade Organisation, the
P.R.C. Government has taken effective measures to protect
intellectual properties, and has also deepen and widen its
efforts to fight against piracy and other infringement activities.
These measures will certainly assist the film industry within
the foreseeable future.

Hong Kong films are facing stiff competitions. Without any
significant improvement in market conditions, and with the
public becoming more demanding in quality, investing in the
film industry has been risky. The Company well understands
the market, and the expectations of the public. Hence, in the
coming year, we will still be prudent in production in order to
protect investor’s interest and to ensure satisfactory returns.
Such prudent measures include cooperating with well-known
and successful directors and retaining strong and market-
proven castings in our coming productions. Further, we will
pay particular attention to the quality of films produced with
tight control on the costs of production.

Last year, our production “Election 2” has proven to be a
great success, both in terms of penetration of the market, and
in ticket-sale and distribution returns. This accurately reflects
that we have a thorough understanding of the market, and we
have been strict in ensuring the quality of our productions.

Furthermore, the Company, together with our wholly-owned
subsidiaries, including One Hundred Years of Film Company
Limited, China Star Pictures Limited and S&W Entertainment
Limited, have entered into a deed with Fortune Star
Entertainment (HK) Limited, a subsidiary of the STAR Group
Limited, to sell our film library, consisting of perpetual and
worldwide right, title and interest in 100 features and non-
features motion pictures produced or co-produced or acquired
by One Hundred Years of Film Company Limited, China Star
Pictures Limited and S&W Entertainment Limited at the price
of US$18,000,000 (approximately HK$140,000,000).

The proceeds from sale of film library will be applied towards
strengthening our Company’s financial situation, to increase
our operation capital, and to enable us to invest in a diversified
portfolio. The value of the film library shows the Company’s
outstanding achievement in producing high quality films, and
the general market recognition of our production.
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In light of the risks involved in investing in the film industry, as
well as the huge demand in liquid capital, our Company has
been looking for diversified investment opportunities in these
few years. The investment portfolios which we are now looking
for are those which can contribute a decent and steady return
to our business. Apart from spreading out risks, such
investments must be able to contribute towards the future
development of our Company.

Macau, Hong Kong’s close neighbour, has been actively and
rapidly developing its entertainment, gaming and tourism
businesses in these few years. Our Company, as a regional
entertainment enterprise, has been developing business
opportunities in Macau pro-actively.

In June, the Company entered into several acquisition
agreements with Harvest Metro Corporation, a wholly-owned
subsidiary of Wing On Travel (Holdings) Limited, a listed
company in Hong Kong, Mr. Chan Chak Mo, an independent
third party, and Top Region Assets Limited, an indirect wholly-
owned subsidiary of Macau Success Limited, a listed company
in Hong Kong, respectively to acquire on indirect 61.5% equity
interest in Kingsway Hotel Limited at total consolidation of
HK$490,000,000.

The principal asset of Kingsway Hotel Limited includes
Kingsway hotel in Macau. The Hotel is a three-star hotel and
is located at Rua De Luis Gonzaga Gomes No. 176-230, Rua
De Nagasaki No. 64-A-82, Rua De Xiamen No.37-A-59, Macau.
The Hotel opened in 1992 and has a total of 383 guests rooms
with ancillary facilities including, among other, a casino, a
health spa, a night-club and retail shops.

Currently, the Company has further entered an agreement with
Great Trust - Gestao E Participacoes, Limitada for the
acquisition of 38.5% equity interest in Kingsway Hotel Limited,
which is directly and indirectly owned by Great Trust - Gestao
E Participacoes, Limitada at total consideration of
HK$240,000,000. Thereafter, Kingsway Hotel Limited becomes
indirectly wholly owned by the Company.

In order to further expand the Company’s entertainment and
gambling businesses in Macau, we have introduced strategic
investors into Kingsway Hotel Limited. The Company entered
agreements with SUM-Investimentos Limitada, a wholly-owned
subsidiary of Sociedade De Jogos De Macau, S.A., and Most
Famous Enterprises Limited, a company wholly equally owned
by Mr. Li Chi Keung, who has more than 20 year’s experience
in Macau’s gambling businesses and Ms. Wong Hoi Ping,
respectively to sell in total 50% of issued quota and the relevant
sale loan of Kingsway Hotel Limited at total consideration of
HK$315,000,000.

Upon the completion of the agreement, the Company will
appoint Dr. Stanley Ho of SUM-Investimentos Limitada as
chairman of Kingsway Hotel Limited. Furthermore, Most Famous
Enterprises Limited will nominate two directors to join the board
of Kingsway Hotel Limited and they will manage the matter
relating to the marketing and promotion functions of the casino
and gambling business in Kingsway Hotel Limited. SJM-
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F % 3t % Chairman’s Statement

Investimentos Limitada undertakes to lease part of the
Kingsway Hotel for casino with no less than 50 mass market
gaming tables and a slot machine entertainment centre at a
monthly rental and marketing and promotion fee to Kingsway
Hotel Limited of around 40% of net win attributable from such
mass market gaming tables per month and 31% of the net win
attributable from slot machine. We expect the business will
contribute a stable income for the Company.

In addition to an immediately cash inflow to reinforce the cash
flow of the Company, we believe, with the vast experience and
reputation of SIM-Investimendos Limitada and Most Famous
Enterprises Limited, the cooperation will strengthen the
management and operation capacity of Kingsway Hotel,
especially in gambling area, and further benefit to the business
development of the Company in Macau.

The Company is negotiating with SUM-Investimendos Limitada
to explore the possibility to build a casino extension on the
piece of land, which is currently used as a parking lot, outside
the front of the Kingsway Hotel. We expect the casino extension
will further expand our revenue from gaming. We believe that
the acquisition of Kingsway Hotel and the introduction of
strategic investors will help the Company to diversify its
business portfolio as well as widen its profit base, which will
be beneficial for the further development of our Company.

The Company will continue to seek for other investment
opportunities. Our associated company, Riche Multi-Media
Holdings Limited is now participating the real estate investment
in P.R.C. We will also keep on business negotiation for projects
with good investment potential, which can contribute profits
and diversify the investment portfolios of the Company.

In the past year, though the Company was faced with a difficult
and challenging environment, our staff, our artists and
colleagues working at the backstage were committed to their
work. The Company was able to produce excellent results
with high quality film productions recognized by the industry.
Looking into the future, the Group will continue to produce
best-selling original films in a cautious manner. Through the
sales of film library to Star TV as well as financing arrangement,
the Company is able to gain cash flow and explore diversified
business opportunities, especially the gaming business in
Macau, which will contribute a stable and long term revenue
for the Company.

The Company will keep on cautiously manage the business
direction and also take business opportunities with good
potential, reduce the risk of investment, and establish a steady
profit base. All these are crucial for the well being and further
development of our company, as these measures will generate
good returns to investors and shareholders.

Chairman
Heung Wah Keung

Hong Kong, 26th April, 2007
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FINANCIAL REVIEW

For the year ended 31st December 2006, the Group’s turnover
increased by 66% to approximately HK$152.8 million (2005:
HK$92.2 million). Loss from operations amounted to
approximately HK$10.6 million (2005: HK$39.5 million) and a
profit attributable to equity holders of the Company amounted
to approximately HK$36.9 million (2005: loss of HK$21.0
million) was recorded. The directors do not recommend the
payment of a dividend for the year.

During the year, the Group had recognised a gain on deemed
disposal of interest in an associate of HK$62.6 million from
Riche Multi-Media Holdings Limited (“Riche Multi-Media”) and
a gain on disposal of an associate of HK$21.4 million from
Golden Capital International Limited. The improvement in
current year’s result was mainly attributable to these gain and
better performance in film distribution segment. However, the
Group had recognised an impairment loss in respect of
goodwill arising on acquisition of associates of approximately
HK$32.6 million.

BUSINESS REVIEW

This year, the Group had released 8 new films in the market
including popular films like “The Shopaholic” and “Election II”
which were same as last corresponding year. In response to
the weak market condition of the entertainment industry in
these years, especially for the Chinese language films, the
Group has adopted cautious measures to secure the revenue
and control budget for each new film. These measures were
proved effective and better gross profit was achieved. On
13th September 2006, One Hundred Years of Film Company
Limited, China Star Pictures Limited and S&W Entertainment
Limited (the “Venders”), all wholly owned subsidiaries of the
Company, the Company and Fortune Star Entertainment (HK)
Limited (“Fortune Star”) entered into a deed pursuant to which
Fortune Star has agreed to acquire from the Venders the
perpetual and worldwide right, title and interest in 100 motion
pictures at a total consideration of US$18,000,000 (subject to
adjustment). The transaction was approved by the Company’s
shareholders at a special general meeting held on 31st
October 2006. During the year ended 31st December, 2006,
65 out of these 100 motion pictures have been delivered and
recorded in the income statement of the Group. Thus, the
turnover and gross profit was further improved.
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CHINA STAR ENTERTAINMENT LIMITED # B 2 &

BUSINESS REVIEW (Continued)

For the year ended 31st December 2006, total turnover was
HK$152.8 million, of which HK$145.8 million or 95% was
generated from film distribution and sales of film rights, the
remaining 5% was generated from video distribution and other
production services.

In year 2006, turnover and segment profit from Hong Kong
and Macau amounted to HK$37.0 million (2005: HK$49.8
million) and HK$4.2 million (2005: HK$5.4 million) respectively.
The performance in the market maintained at similar level as
last year. The marketing and distribution expenses for the year
ended 31st December 2006 was HK$9.8 million, representing
a 56% decrease from HK$22.4 million for the last corresponding
year.

Turnover and segment profit from the PRC amounted to HK$8.8
million (2005: HK$10.2 million) and HK$4.4 million (2005: loss
of HK$6.4 million) respectively. The Group has sub-licensed
China theatrical rights to other distributor for a fixed amount
of distribution fees, thus securing the margin received by the
Group.

Turnover and segment profit from America & Europe amounted
to HK$1.1 million (2005: HK$8.0 million) and HK$0.3 million
(2005: HK$2.6 million) respectively.

Turnover and segment profit from South-east Asia amounted
to HK$11.5 million (2005: HK$22.6 million) and HK$4.4 million
(2005: HK$6.7 million) respectively.

Turnover and segment profit from elsewhere amounted to
HK$94.4 million (2005: HK$1.6 million) and HK$26.3 million
(2005: HK$0.7 million) respectively. It mainly represent the
sales of film rights to Fortune Star this year.

To stay competitive in the market, the Group has regularly
review its costs structure in these years by exercised prudence
measures on cost policies and reduced its headcount. As a
result, administrative expenses keep at a reasonable basis.
For the year ended 31st December 2006, administrative
expenses was HK$38.3 million (excluding share-based
payment expenses of HK$11.3 million, a slight 4% increase
from HK$37.0 million (excluding share-based payment
expenses of HK$24.1 million) of the last corresponding year.

BERA
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LIQUIDITY AND FINANCIAL RESOURCES

As at 31st December 2006, the Group had total assets of
approximately HK$789.0 million and a net current assets of
HK$352.7 million, representing a current ratio of 5.4 (2005:
4.0). The Group had a total cash and bank balances of
approximately HK$89.3 million (2005: HK$31.5 million). As at
31st December 2006, the Group had total borrowings of
HK$33.1 million comprising a bank mortgage loan of HK$13.2
million which was secured by the Group’s investment
properties, interest bearing at 2.5% below the Hong Kong Prime
Lending Rate per annum and repayable by 85 monthly
instalments; and unsecured convertible loan notes (“Notes”)
of HK$19.9 million (represent the liability component of
principal amount of HK$20 million) which is bearing interest at
4% per annum and will mature on 30th June 2007. The Notes
carry the right to convert into shares (“Shares” and each a
“Share”) of HK$0.05 each in the share capital of the Company
at the conversion price of HK$5.83 per Share as of 31st
December 2006. The Group’s gearing remained low during
the year with total debts of HK$33.1 million against
shareholders’ funds of HK$694.8 million. This represents a
gearing ratio, calculated in the basis of the Group’s total
borrowings over shareholders’ fund of 5%.

As the majority of the Group’s transactions, assets and liabilities
are denominated in Hong Kong Dollars and United States
Dollars, the exposure to fluctuation in exchange rates was
considered to be minimal and no hedge activity were
considered necessary. As at 31st December 2006, the Group
had no contingent liability.

On 17th May 2006, Porterstone Limited (“Porterstone”), Dorest
Company Limited (“Dorest”), Mr. Heung Wah Keung (“Mr.
Heung”) and Ms. Chen Ming Yin, Tiffany (“Ms. Chen”) entered
into a placing agreement with a placing agent and a top-up
subscription agreement with the Company respectively.
Pursuant to the placing agreement, Porterstone, Dorest, Mr.
Heung and Ms. Chen placed an aggregate 104,105,000
existing Shares to independent investors at a price of HK$0.33
per Share. Pursuant to the top-up subscription agreement,
Porterstone, Dorest, Mr. Heung and Ms. Chen subscribed for
an aggregate of 104,105,000 new Shares at a price of HK$0.33
per Share. 104,105,000 new Shares issued for the subscription
on 30th May 2006. The net proceeds of approximately
HK$33.30 million was intended to be used as to HK$20,000,000
for future investment and as to the balance for general working
capital of the Group.
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LIQUIDITY AND FINANCIAL RESOURCES
(Continued)

On 6th June 2006, the Company had conditionally agreed to
place in aggregate 80,000,000 new Shares to PMA Asian
Opportunities Fund, Diversified Asian Strategies Fund and
Asian Diversified Total Return Limited Duration Company at a
price of HK$0.365 per Share. The issue of 80,000,000 new
Shares was approved by the shareholders of the Company at
a special general meeting held on 5th July 2006. The placing
was completed on 7th July 2006. The net proceeds of
approximately HK$29 million was intended to be used by the
Group for the proposed acquisition of a hotel in Macau.

Subsequent to the balance sheet date, the Company entered
into three subscription agreements all dated 19th January 2007
with Improvemany International Limited, Better Talent Limited
and Aceyard Investments Limited (the “Subscribers”), whereby
the Subscribers have conditionally agreed to subscribe and
pay for the zero coupon unsecured convertible bonds due
2012 (“Firm Bonds”) of an aggregate principal face value
amount of HK$168.5 million to be issued by the Company at
an issue price of 95% of the face value. The initial conversion
price of the Firm Bonds is the lower of (i) HK$0.32 per
conversion Share and (ii) the average closing price of the
Shares for the last ten trading days prior to the closing date
provided that the conversion price of the Firm Bonds shall in
no event be less than HK$0.25 per conversion Share (subject
to adjustments). The net proceeds of approximately HK$159
million will be used for the Second Acquisition (as defined
herein). As at the date of this report, the Firm Bonds has not
yet been issued.

On 12th March 2007, Classical Statue Limited (“Classical”), a
wholly owned subsidiary of the Company entered into a
subscription agreement with Milkyway Image Holdings Limited
(“Milkyway”), a company whose shares are listed on the Growth
Enterprises Market of The Stock Exchange of Hong Kong
Limited, whereby Classical has conditionally agreed to
subscribe for the zero coupon convertible bonds in principal
amount of HK$25 million due 2012 (“Convertible Bonds”) to
be issued by Milkyway at an issue price of HK$22.5 million.
The conversion price of the Convertible Bonds is initially
HK$0.33 per shares of Milkyway (subject to adjustments). As
at the date of this report, the Convertible Bonds has not yet
been issued.
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LIQUIDITY AND FINANCIAL RESOURCES
(Continued)

On 28th March 2007,
agreement with a finance company with Money Lender License

the Company entered into a loan

for a term loan of HK$55 million (the “Loan”) for the period
from 28th March 2007 to 18th April 2007 at interest rate of 3%
per annum over the prime rate quoted by The Hong Kong and
Shanghai Banking Corporation Limited to finance the
completion of the Second Acquisition (as defined herein). The
Loan was repaid on 18th April 2007.

On 29th March 2007, the Company entered into a placing
agreement with a placing agent to place on a fully underwritten
basis an aggregate 124,900,000 new Shares to independent
investors at a price of HK$0.37 per Share (“Tranche | Placing”).
124,900,000 new Shares was issued for the Tranche | Placing
on 17th April 2007 under the general mandate granted to the
directors of the Company at the annual general meeting of the
Company held on 23rd June 2006. The net proceeds of
approximately HK$44.8 million will be used for general working
capital of the Group.

On the same date, the Company entered into another placing
agreement with the placing agent and had conditionally agreed
to place on a fully underwritten basis an aggregate 81,100,000
new Shares to independent investors at a price of HK$0.37
per Share (“Tranche Il Placing”). The Tranche Il Placing is
subject to the approval of the shareholders of the Company at
a special general meeting to be convened by the Company.
The net proceeds of approximately HK$29.2 million will be
used for general working capital of the Group.

ASSOCIATES

Riche Multi-Media Holdings Limited

As at 31st December 2006, the Group had approximately
34.43% equity interest in Riche Multi-Media and its subsidiaries
(the “Riche Group”). Riche Group is principally engaged in
property
investment and investments in securities. As at 31st December

film distribution, sub-licensing of film rights,
2006, Riche Group had net assets of approximately HK$403.5
million. Turnover and loss of Riche Group for the year ended
31st December, 2006 were approximately HK$17.5 million and
HK$21.3 million respectively. Accordingly, the Group had
shared a loss of approximately HK$7.3 million for the year
ended 31st December 2006.
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ASSOCIATES (Continued)

Riche Multi-Media Holdings Limited (Continued)

On 21st June 2006, 1,330,321,745 new shares of Riche Multi-
Media (“Riche Shares”) were issued to Northbay Investments
Holdings Limited (“Northbay”) at a price of HK$0.20 per Riche
Share to settle the consideration of HK$266,064,350 in respect
of the acquisition of 100% interest in the issued share capital
of Shinhan-Golden Faith International Development Limited
(“Shinhan-Golden”) and the debts owed by Shinhan-Golden to
Northbay. Shinhan-Golden’s major asset is the 96.7% equity
interest in Beijing Jiang Guo Real Estate Development Co.
Ltd. which is the registered and beneficial owner of a property
located in the PRC. The equity interest held by the Group in
the Riche Multi-Media was diluted from 41.07% to 32.64% and
a gain on deemed disposal was recognised. Thereafter, the
Group acquired a further 1.79% equity interest in Riche Multi-
Media in the open market with a total consideration of
approximately HK$19.4 million. As a result, the Group’s equity
interest in Riche Multi-Media increased to 34.43% as at 31st
December 2006.

On 19th March 2007, Classical entered into a placing and
subscription agreement with a placing agent and Riche Multi-
Media. Pursuant to the placing and subscription agreement,
Classical has agreed to place 1,296,860,000 existing Riche
Shares to not less than six independent investors at a price of
HK$0.04 per Riche Share and conditionally agreed to subscribe
for 1,296,860,000 new Riche Shares at a price of HK$0.04 per
Riche Share. Immediately after the completion of the placing
and subscription agreement and up to the date of this report,
the Group interested in approximately 28.69% of the enlarged
issued share capital of Riche Multi-Media.

On 4th April 2007, Riche Multi-Media proposed that every ten
Riche Shares of HK$0.01 each in the issued and unissued
share capital of Riche Multi-Media be consolidated (the “Share
Consolidation”) into one new share of HK$0.10 each (the
“Consolidated Shares”). On the same date, Riche Multi-Media
has conditionally agreed to place (the “Riche Placing”), through
a placing agent on a fully underwritten basis, 155,620,000
Consolidated Shares to independent investors at a price of
HK$0.55 per Consolidation Share. The Share Consolidation
and the Riche Placing are conditional and subject to the
approval of its shareholders at a special general meeting to
be held by Riche Multi-Media. Upon completion of the Share
Consolidation and the Riche Placing, the Group’s interest in
Riche Multi-Media will be further diluted to approximately
23.91%.

BERA
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ASSOCIATES (Continued)

Together Again Limited

As at 31st December 2006, the Group held 49% equity interest
in the group headed by Together Again Limited (“TAL Group”),
a company incorporated in British Virgin Islands with limited
liability and it indirectly holds 85% equity interest in China
Entertainment Group, Inc. a U.S. public company traded on
the Over-The-Counter Bulletin Board. TAL Group is principally
engaged in the provision of artist management services.

As at 31st December 2006, TAL Group had net assets of
HK$9.0 million. Turnover and loss of TAL Group for the year
ended 31st December 2006 were HK$8.4 million and HK$5.8
million respectively. Accordingly, the Group shared a loss of
HK$2.9 million for the year ended 31st December 2006 and
an impairment loss of HK$32.6 million was recognised.

ACQUISITION OF KINGSWAY HOTEL

On 13th June 2006, the Company had entered into agreements
in relation to the acquisition (the “Initial Acquisition”) of the
entire issued share capital of Triumph Up Investments Limited
and Great Chain Limited which indirectly hold in aggregate
61.5% interest in the issued quota of Kingsway Hotel Limited
("KHL") for an aggregate consideration of HK$490,000,000.
The principal asset of KHL is Kingsway Hotel, a three star
hotel with a total 383 guests rooms locate in Macau. As at the
date of this report, the Initial Acquisition has not yet been
completed and the longstop date of the Initial Acquisition has
been extended to 31st May 2007. Of the total consideration,
total deposits of HK$40 million have been paid by the
Company. The balance of the consideration will be financed
by the Disposals (as defined herein) and the internal resources
of the Group.

On 3rd January 2007, the Company entered into agreement in
relation to the acquisition (the “Second Acquisition”) of the
remaining indirect 38.5% interest in the issued quota of KHL
and the relevant sale loans with Great Trust - Gestao E
Participacoes, Limitada for an aggregate consideration of
HK$240 million. The Second Acquisition has been completed
on 30th March 2007 and was financed by the internal resources
of the Group.
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ACQUISITION OF KINGSWAY HOTEL (Continued)
On 19th March 2007, the Company entered into agreements
to dispose (the “Disposals”) an aggregate 50% of the issued
quota of KHL and the relevant sale loans with SJM-
Investimentos Limitada (“SJM”) and Most Famous Enterprises
Limited for an aggregate consideration of HK$315 million. The
Disposals constitute a very substantial disposal for the
Company under the Listing Rules and is therefore subject to
the approval of the shareholders of the Company at a special
general meeting to be held by the Company. The completion
of the Disposals is conditional upon the completions of the
Initial Acquisition and the Second Acquisition and the Disposals
will provide immediate cash flow for the Initial Acquisition.

After the completion of the Initial Acquisition, the Second
Acquisition and the Disposals, the Company will be interested
in 50% of the issued quota of KHL and will shared the result
of KHL using equity method. The investment in KHL can
diversified the Company’ business in the hotel operation in
Macau and the Disposals represents good opportunity for
strengthening the management of KHL, particularly in its casino
operations, through partnership with a reputable and
experienced Macau Conglomerate, thus beneficing the future
development of the Kingsway Hotel as upon completion of the
Disposals:

(1) Dr. Stanley Ho Hung Sun, the management director of
the holding company of SUM will be appointed as the
chairman of KHL and Mr. Heung will be appointed as
the vice - chairman of KHL;

the two directors of KHL to be appointed by Most
Famous Enterprises Limited will manage the matters
relating to the casino and gaming marketing & promotion
functions in KHL;

SJM undertakes to the Company to lease part of the
Kingsway Hotel (being not more than a gross floor area
of 100,000 square feet) for casino with not less than 50
mass market gaming tables and a slot machine
entertainment centre at a monthly rental and marketing
& promotion fee to KHL of around (i) 40% of net win
attributable from such mass market gaming tables per
month; and (ii) 31% of net win attributable from slot
machines per month; and

SJM negotiates with KHL to build a casino extension
on the piece of land, which is currently used as a
parking lot, outside the front of the Kingsway Hotel.
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ACQUISITION OF DAIDO GROUP LIMITED
(“DAIDO”)

On 3rd August 2006, Classical entered into a sale and
purchase agreement with Vision Harvest Limited and the
guarantor, Mr. To Shu Fai for the purchase of 700,000,000
Daido shares for a total consideration of HK$52,500,000.

The transaction was completed on 11th August 2006. The
Group become interested in 20.11% equity interest in Daido
as at 31st December 2006 and was intentionally to treat this
as a long-term investment. After discussion, the Board decided
not to intervene the management of Daido and thus do not
exercise influence on the composition of its board. The
investment was then classified as available-for-sale financial
assets in the financial statements of the Group as at 31st
December 2006.

Daido and its subsidiaries carry on the business of provision
of cold storage warehousing including relevant logistic
services, manufacturing and trading of ice and property
investment. A wholly owned subsidiary of Daido had entered
into an agreement with Ever Apollo Limited for the acquisition
of an indirect 12% interest in Grand Waldo Complex, a five
star resort complex in Macau. In light of this, the acquisition
of Daido shares represents a good opportunity for the Company
to participate in the growing hospitality business in Macau.

The Board will closely monitor the development of this
investment.

EMPLOYEES

As at 31st December 2006, the Group employed 47 staffs
(2005: 51 staffs). The directors believe that the quality of its
employees is the single most important factor in sustaining
the Group’s reputation and improving its profitability. The staffs
are remunerated based on their work performance, professional
experience and prevailing industry practices. Apart from basic
salaries, pension fund, medical schemes and discretionary
bonuses, options are awarded to certain staffs according to
the assessment of individual performance.
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PROSPECT

The film industry is a highly risk business and requires a huge
in-flow of capital. To diversify such risk and for long-term
growth, the Group has therefore actively diversified its business
that can generate a steady source of income. The acquisition
of Kingsway Hotel is expected to create a stable inflow of
income to the Group and the Directors of the view that it is
good opportunity for the Group to participate in the growing
hospitality and entertainment business in Macau.

Looking ahead, the Group will continue its strength in the
production of high quality films and at the same time diversify

in our new operation, hotel business.

After the relaxation of the rules governing China travelers
launched a few years ago, Macau absorbed a great number
of tourists from China and every aspect reflected that Macau’s
economy is in strong growth, particularly the casino business
and the tourism industry. Kingsway Hotel is a three star hotel
that located at the centre of Macau. The room rates and the
location of it can fit for a wide range of tourists from China.
With the experience of the Group in the entertainment industry,
we can help to promote the image of Kingsway Hotel and
benefit from individual travelers. Following the completion of
Initial Acquisition, Second Acquisition and the Disposals,
Kingsway Hotel becomes an associate of the Group. The Group
can directly share the contribution from the hotel operation
and the rental and marketing and promotion fee from the casino
operation managed by SJM, a wholly owned subsidiary of
Sociedade De Jogos De Macau, S.A. which is a reputable
and experienced Macau conglomerate, particularly in the
operation of casino business.

BERA
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PROFILES OF DIRECTORS

Mr. HEUNG Wah Keung, aged 58, is the Chairman of the
Company. He is the husband of Ms. Chen Ming Yin, Tiffany,
Vice Chairman of the Company. He has over 20 years of
experience in the entertainment and multimedia industries.
He was the founder of Win’s Entertainment Limited (“Win's”)
and One Hundred Years of Film Company Limited (“One
Hundred Years”), which produces films recommended by
audiences and distributors around the world. He is also a
chairman and executive director of another main board listed
company in Hong Kong and the vice-chairman of Hong Kong
Kowloon and New Territories Motion Picture Industry
Association Limited. Mr. Heung was appointed as an executive
director of the Company in 1996.

Ms. CHEN Ming Yin, Tiffany, aged 50, is the Vice Chairman
of the Company. She is the wife of Mr. Heung Wah Keung and
has over 15 years of experience in the entertainment and
multimedia industries. Ms. Chen has produced a number of
blockbuster films for Win’s and One Hundred Years. She is
also an executive director of another main board listed
company in Hong Kong. In 2003, she was selected as one of
2003 Women in Entertainment — International Power by The
Hollywood Reporter. Ms. Chen was appointed as an executive
director of the Company in 1996.

Ms. LI Yuk Sheung, aged 39, is an executive director of the
Company. She has more than 10 years experience of
management in the entertainment and multimedia industries.
She is responsible for the overall operations, and is familiar
with the Group’s system. Ms. Li was appointed as an executive
director in 2001.

Mr. HUNG Cho Sing, aged 66, is an independent non-
executive director of the Company. He has over 30 years of
experience in the film distribution industry and founded Delon
International Film Corporation in 1970. He has been the
chairman of Hong Kong Kowloon and New Territories Motion
Picture Industry Association Limited since 1991 and was the
chairman of Hong Kong Film Awards Association from 1992
to 1995. Mr. Hung was appointed as a non-executive director
in 1996.

Mr. HO Wai Chi, Paul, aged 56, is an independent non-
executive director of the Company. He is the sole proprietor
of Paul W. C. Ho & Company, Certified Public Accountants
(Practising), and is an associate of the Institute of Chartered
Accountants in England and Wales, United Kingdom and a
fellow of the Hong Kong Institute of Certified Public
Accountants. Mr. Ho was appointed as a non-executive
director in 1996.
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Mr. LEUNG Hok Man, aged 44, is an independent non-
executive director of the Company. Mr Leung read law at the
University of East London before completing the Legal Practice
Course at the College of Law, York. After having admitted as a
solicitor of the High Court of Hong Kong in 1999, he has
moved into the field of intellectual property. He is currently an
in-house solicitor at an international patent and trademark
agency firm. He has substantial experience in intellectual
property practice. Mr. Leung was appointed as an independent
non-executive director in 2007.

PROFILES OF SENIOR MANAGEMENT

Ms. LI Yee Mei, aged 44, is the Talent and PR Controller of the
Group, has over 20 years of experience in entertainment
business and culture industry. Ms. Li joined the Group in 1996.

Ms. TSANG Anna, aged 42,
Administration Department of the Group. She has 15 years of

is the Manager-Legal

experience in the TV and film industry and with extensive
knowledge and expertise in all legal aspects relating to
production, distribution and copyright enforcement. Ms. Tsang
joined the Group in 1999.

Mr. WAI Kai Fai, aged 44, has served as the Group’s Film
Consultant since 2000. He has produced and directed films
and television drama series for more than 20 years, many of
which earned awards and were screened at international film
festivals. Mr. Wai’'s “Look Back with Anger” and “The Greed of
Man” were hugely popular television drama series attracting
over 100 million viewers when they were on air. His recent
feature films “Needing You”, “Love On A Diet”, “Fat Choi Spirit”,
“My Left Eye Sees Ghosts”, “Love For All Seasons”, “Running
On Karma”, “Fantasia” and “The Shopaholics” have earned a
total of over HK$200 million dollars.

Ms. WONG Shuk Han, Dorothy, aged 41, is the Financial
Controller, Qualified Accountant and Company Secretary of
the Company. She graduated from the City Polytechnic
University with a bachelor degree in Accountancy in 1990.
She is a member of the Hong Kong Institute of Certified Public
Accountant. Prior to her employment with the Group, she
worked with an international accounting firm for over 10 years.
Ms. Wong is primarily responsible for the supervision of the
Group’s accounting and financial reporting procedures and
internal control system. She joined the Group in 2001.
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The directors present their annual report and the audited
financial statements of the Company and the Group for the
year ended 31st December 2006.

PRINCIPAL ACTIVITIES

The Company acts as an investment holding company. The
activities of its principal subsidiaries and principal associates
are set out in notes 45 and 46 to the financial statements
respectively.

SUBSIDIARIES AND ASSOCIATES

Details of the Company’s principal subsidiaries and principal
associates as at 31st December 2006 are set out in notes 45
and 46 to the financial statements respectively.

RESULTS

The results of the Group for the year ended 31st December
2006 are set out in the consolidated income statement on
page 37.

FIVE YEAR FINANCIAL SUMMARY

A summary of the results and the assets and liabilities of the
Group for the last five financial years ended 31st December
2006 is set out on page 140.

PROPERTY, PLANT AND EQUIPMENT,
INTERESTS IN LEASEHOLD LAND AND
INVESTMENT PROPERTIES

Details of movements during the year in the property, plant
and equipment, interests in leasehold land and investment
properties of the Group are set out in notes 16, 17 and 18 to
the financial statements respectively.

SHARE CAPITAL
Details of movements during the year in the share capital of
the Company are set out in note 34 to the financial statements.

RESERVES

Movements during the year in the reserves of the Group are
set out in the consolidated statement of changes in equity on
pages 41 and 42. Movements during the year in the reserves
of the Company are set out in note 35 to the financial
statements.

DISTRIBUTABLE RESERVES
As at 31st December 2006, the Company had no reserve
available for distribution.
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MAJOR CUSTOMERS AND SUPPLIERS

For the year ended 31st December 2006, turnover attributable
to the five largest customers of the Group accounted for
approximately 83.6% of the Group’s turnover and turnover
attributable to the Group’s largest customer accounted for
approximately 60.9% of the Group’s turnover.

For the year ended 31st December 2006, purchases
attributable to the five largest suppliers of the Group accounted
for approximately 45.4% of the Group’s purchases and
purchases attributable to the Group’'s largest supplier
accounted for approximately 22.1% of the Group’s purchases.

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 any interests in
the Group’s five largest customers or five largest 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

Ms. Chen Ming Yin, Tiffany
Ms. Li Yuk Sheung

Independent non-executive directors:

Mr. Hung Cho Sing

Mr. Ho Wai Chi, Paul

Mr. Fung Ho Sum (Resigned on 1st March 2007)
Mr. Leung Hok Man (Appointed on 1st March 2007)

At the special general meeting of the Company held on 27th
March 2007, an ordinary resolution was passed to re-appoint
Mr. Leung Hok Man, who retired from office in accordance to
the Bye-law 102(B) of the Company’s Bye-laws, as a director
of the Company.

Under Bye-law 99(A) of the Company’s Bye-laws, Mr. Hung
Cho Sing shall retire by rotation at the forthcoming annual
general meeting and, being eligible, offer himself for re-
election.

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

No director proposed for re-election at the forthcoming annual
general meeting has a service contract with the Company or
any of its subsidiaries which is not determinable within one
year without payment of compensation (other than statutory
compensation).

BERA
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EEZhEMRERERNER

BREARAZ(EZRAEGERMN) (TEHFEBEGHEH)
F2RFECELM ([BEBLM]) A#E > ARE
(LTETAEFETEFRHINRETAD ([RET
AN BABRNARBALEBHARSMARRR ([HBX
FDZRE RZFERF+-_A=1+—R BESF
EREZHMEALHERARR AR ER 2 BN
KBRS T

1. rRrEEERES

DIRECTORS’ INTERESTS IN SHARES AND
UNDERLYING SHARES

As at 31st December 2006, 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 (“Register of Interests”) maintained by the Company
pursuant to Section 352 of the Securities and Futures
Ordinance (the “SFO”) 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 Issuers (the “Model Code”)
were as follows:

1. Interests in ordinary shares of the Company
iR
BLEAH
FERGEE Approximate

EEns 514 Number of percentage of
Name of director Capacity shares held interests held
[A) 3 38 5 EnBmAAN TB2ER 137,954,410" 19.58
Mr. Heung Wah Keung REEE 2 E
(TmEE] ) Beneficial owner/interest of
(“Mr. Heung”) spouse/interest of controlled
corporation
PREAE & £ EnBAAN TBzER 137,954,410" 19.58
Ms. Chen Ming Yin, Tiffany RiEEE T
( [BRZ=E] ) Beneficial owner/interest of
(“Ms. Chen”) spouse/interest of controlled
corporation
FERELL Emia A 16 0.00

Ms. Li Yuk Sheung

Beneficial owner

LS ERER

* I E 81 & 36,395,000 AL ERE -
21,144,410 B A+ (MA £ ZBB) &
£ - 61,905,000k L T2 EHE 2
Porterstone Limited ([Porterstonel) # 8
. 18,510,0000% 2 Glenstone Investments
Limited2EH A2 ZEARRA ([ZE])#H
A ° Glenstone Investments Limited g
Porterstone K [a] 5& & 5 5l #% il £ 60% & 40 %
B o

All interests stated above represent long positions.

* These shares are held as to 36,395,000 shares by Mr.
Heung, as to 21,144,410 shares by Ms. Chen (the
spouse of Mr. Heung), as to 61,905,000 shares by
Porterstone Limited (“Porterstone”) (a company wholly-
owned by Ms. Chen) and as to 18,510,000 shares by
Dorest Company Limited (“Dorest”) (a company wholly-
owned by Glenstone Investments Limited which is in
turn controlled as to 60% by Porterstone and as to
40% by Mr. Heung).
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EEBRORBRHEBRMEZ (Z) DIRECTORS’ INTERESTS IN SHARES AND

UNDERLYING SHARES (Continued)

2. BEXLIRG 2EF 2. Rights to acquire shares in the Company
RN_EBEENE+-_A=+—H8 A2 NEEE As at 31st December 2006, the directors of the
BUATHEZATRBEARTRGD 2 BG4 Company had interests in share options to subscribe
3% for shares in the Company granted as follows:

HAfEZBREVR BERARE
Number of underlying shares comprised in the outstanding share options
H-88AE-5-4 H-23REYH Ho88AETZAZ1-R frge
As 4t 01.01.2006 Expired during 2006 As at 31.12.2006 BB
ERikE BREE HEREREE BREE HEREREE BREE  BEREEER Approsimate
EEE! k8 Erercse price Diret Deemed Dt Deemed Direct Degmed B8 percentage of
Name of director ~ Exercisable period per share inferest inferest inferest interest interest interest Total  inteest held
(h#d) i
Note d) He§
(g 2141986 - 201205 50 W W W) ) - - -
i euny BI200- 7062010 13783 ) - - B i
(2052000 - 10200 B S 1) - - WE W 47506
16072002- 15072012 176 o - - )0 14
7072003 - 507207 0564 B 1 - - WA 2B fali]
134,172 1346172 (i) (337,15 ) (3134 ) za) 1000087 10000% (i) 201807 0.8
(Note &) Note &) (Note &)
Rt 21.11.1996 - 20.11.2006 60510 37134 3713 (337,134 ) (337,135) - - -
s, Chen 26032000 - 27.03.2010 16,763 461,062 461,061 - - 161,062 461,06t 922,123
02.06.2000 - 01.06.2010 §.13 208,753 208753 - - 208753 208,753 417508
16.07.2002- 15.07.2012 1716 110728 110723 - - 110723 110723 201,446
17.07.2003 - 16.07.2013 0564 28500 226500 - - 226500 208500 457000
134,172 1346172 (}&0) (337,134 ) (337,135 (B0 1000038 1000097 (D) 2018075 0.8
(Note b) (Note b) (Note b)
SERat 16.072002 - 15,07 2012 1716 1109557 - - - 1109557 - 1109557
Ms.LiYuk Sheung — 17.07.2003 - 16.07.2013 0564 2,285,000 - - - 2,285,000 - 2,285,000
3304507 - - - 3304507 - 3304507 048 (Hike)
Note ¢)
FiERERITE - All interests stated above represent long positions.
K5t Notes:
a. EBEREERZ T (AAEZEB H5 a. These share options are held by Ms. Chen, the spouse
REEEALBERABHRA L EERE - of Mr. Heung. Mr. Heung is therefore deemed to be
interested in these share options.
b. HEBEREARALTERE  BREZTEHEER b. These share options are held by Mr. Heung. Ms. Chen
REALEERE - is therefore deemed to be interested in these share
options.
c. RZTEXNEFE+-_FA=+—0 ZEENHE c As at 31st December 2006, the percentage of interests
mERMPmEcmEEEENL A held by such director was 1.49% as recorded in the
1.49% " W ERARBRZZTZ=F LA+ Register of Interests, which was calculated based on
+tH(ZESFNR_ZEERF+-_A=+—87A 228,519,396 issued shares of the Company on 17th
BNERBAME L AE) 2228,519,396/% July 2003 (the date of the latest notice filed by such
EEITRNDAEMRS - director before 31st December 2006).
d. AEHRRLEEERESAME - d. The exercisable period commenced on the date of

grant of the relevant share options.

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2
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FEEIHARBAEAREZIERAN -

DIRECTORS’ INTERESTS IN SHARES AND
UNDERLYING SHARES (Continued)

Other than as set out above, as at 31st December 2006, none
of the directors or chief executives of the Company or their
associates had any interests or short positions in any shares,
underlying shares or debentures of the Company or any of its
associated corporations (within the meaning of Part XV of the
SFO) as recorded in the Register of Interests or as otherwise
notified to the Company and the Stock Exchange pursuant to
the Model Code.

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.

SHARE OPTION SCHEMES
Particulars of the Company’s share option schemes, details of
movements in the share options to subscribe for shares of
HK$0.05 each in the Company granted under the share option
schemes and the fair value of the share options are set out in
note 43 to the financial statements.

RELATED PARTY TRANSACTIONS AND
DIRECTORS’ INTERESTS IN CONTRACTS
Details of the significant related party transactions entered
into by the Group which do not constitute connected
transactions under the Rules Governing the Listing of Securities
on the Stock Exchange (the “Listing Rules”) and directors’
interests in contracts for the year are set out in note 44 to the
financial statements.

Other than as disclosed above, 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 the end of the year
or at any time during the year.
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SUBSTANTIAL SHAREHOLDERS
As at 31st December 2006, the register of substantial
shareholders maintained by the Company under Section 336

BEXHIBESETEE2REIN  UTREHEAELRL  of the SFO showed that, other than the interests disclosed
AIEBITIRANS%E A £ 2 above in respect of certain directors, the following shareholders
had an interest of 5% or more in the issued share capital of
the Company:
PR
ERvide ok
FERAEAE Approximate
a8 &% Number of percentage of
Name Capacity shares held interests held
Porterstone ER#EEA 61,905,000
Beneficial owner
XEmEE R 18,510,000%
Interest of controlled corporation
80,415,000 11.41
PMA Capital Management HEKE 69,875,000** 9.92
Limited Investment manager
Diversified Asian ERAEEAA 41,810,000 5.93
Strategies Fund Beneficial owner
Deutsche Bank ER#EEA 800,000
Aktiengesellschaft Beneficial owner
HEROFERBEEZAL 69,160,000
Person having a security interest in shares
69,960,000 9.93

FiERERITE - All interests stated above represent long positions.

B 5t Note:

* It % B8 1 B Glenstone Investments LimitedZ & #  ~ These Shares are held by Dorest, a wholly-owned subsidiary
B2WEARZEFA - Glenstone Investments of Glenstone Investments Limited which is in turn beneficially
Limited 8l f Porterstone & 5 ## 5 60% 1 25 ° owned as to 60% by Porterstone.

. It E B & - Diversified Asian Strategies Fundf  ** These Shares are held as to 40,170,000 Shares by Diversified
40,170,000 & 5 : PMA Asian Opportunities Asian Strategies Fund, as to 25,080,000 Shares by PMA Asian
Fund# A 25,080,000 ik 5 : K Asian Diversified Opportunities Fund and as to 4,625,000 Shares by Asian
Total Return Limited Duration Companyff & Diversified Total Return Limited Duration Company. PMA Capital
4,625,000 i 15 - PMA Capital Management Management Limited manages these three funds on a
Limited2 REBH =&K& - discretionary basis.

BEXHEBEZEEN RZTTXE+-A=+—H "  Other than as disclosed above, the Company had not been

RAARTARENEEETMEMATEERRGE R
A% A EZ KA R -

CHINA STAR ENTERTAINMENT LIMITED # B 2 &

notified of any other interests or short positions representing
5% or more of the Company’s issued share capital as at 31st
December 2006.
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RETIREMENT BENEFITS SCHEMES
Particulars of the retirement benefits schemes of the Group
are set out in note 15 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.

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

The Company is committed to maintaining a high standard of
corporate governance practices. Information on the corporate
governance practices adopted by the Company is set out in
the “Corporate Governance Report” on pages 25 to 34 to the
annual report.

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.

SUBSEQUENT EVENTS
Details of the significant subsequent events are set out in
note 47 to the financial statements.

AUDITORS

The financial statements of the Company have been audited
by Messrs. HLB Hodgson Impey Cheng who retire and, being
eligible, offer themselves for re-appointment as auditors of the
Company at the forthcoming annual general meeting. A
resolution for the re-appointment of Messrs. HLB Hodgson
Impey Cheng as auditors of the Company will be proposed at
the forthcoming annual general meeting.

On behalf of the Board
Heung Wah Keung

Chairman

Hong Kong, 26th April 2007
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CORPORATE GOVERNANCE PRACTICES

The board of directors of the Company (the “Board”) is
responsible for ensuring high standards of corporate governance
are maintained and for accounting to shareholders. The Company
has applied the principles and complied with all the applicable
code provisions of the Code on Corporate Governance Practices
(the “Code”) as set out in Appendix 14 to the Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong
Limited (the “Listing Rules”) for the year ended 31st December
2006, except for the following deviations:

1. Under the code provision A.4.1 of the Code, non-
executive directors should be appointed for a specific
term and subject to re-election. However, all the
independent non-executive directors are not appointed
for specific terms but are subject to retirement by
rotation and re-election at the annual general meeting
of the Company in accordance with the provision of
the Company’s Bye-laws. The Company considers that
sufficient measures have been taken to ensure that
the Company’s corporate governance practices are no
less exacting than those in the Code.

2. Under the code provisions B.1.4 and C.3.4 of the Code,
the issuer should make available the terms of reference
of its remuneration committee and audit committee on
request and by including the information on the issuer’s
website. Since the Company has recently established
its own website, the above requirement regard to
provide such information on website cannot be met
accordingly. However, the terms of reference of the
two committees are available on request and will be
posted on our website soon.

The Board will periodically review and improve the
corporate governance practices and standards of the
Company with a view to continuously improve the
Company’s corporate governance practices by
assessing their effectiveness with evolving standards
to meet changing circumstances and needs.

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2
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DIRECTORS’ SECURITIES TRANSACTIONS
The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (the “Model Code”)
as set out in Appendix 10 to the Listing Rules for securities
transactions by directors of the Company. All the members of
the Board have confirmed, following specific enquiry by the
Company, that they have complied with the required standard
as set out in the Model Code throughout the year ended 31st
December 2006. The Model Code also applies to other
specified senior management of the Group.

BOARD OF DIRECTORS

The Board represents shareholders of the Company in
managing the Company’s affairs. Members of the Board are
expected to maximize the investment return and the Company’s

long-term value.

The Board comprises three executive directors and three
independent non-executive directors. There is no relationship
between members of the Board except that Mr. Heung Wah
Keung, the Chairman, is the husband of Ms. Chen Ming Yin,
Tiffany, the Vice Chairman of the Company. The names,
biographical details of the directors are set out in the “Profiles
of Directors and Senior Management” on pages 16 and 17 to
the annual report. In addition, one of the independent non-
executive directors possesses appropriate professional
accounting qualifications and financial management expertise.

The Board includes a balanced composition of executive and
non-executive directors (including independent non-executive
directors) so that there is an independent element on the Board,
which can effectively exercise independent judgment, and that
non-executive directors should be of sufficient caliber and
number for their views to carry weight.

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

directors are explicitly corporate

communications.




1 2 %% 1 W % Corporate Governance Report

BEEFCAEBRTHERBRETHAZ2AERSILEE
ARE BETEENETEZENEBAERZE
2 BRUKLES BRZES REZBEELH
MWEEE UERARFEEIFEESREEZASR -

RETEFEZRRERERE

1. BARAARRKEFZNZEREHAZE
I8

2. HIEARRIEERKESALEBITEHEAD
BE - FTEXHRVBER  BREBEK - &7
U REREARBIIB ZE4

3. REELEREAXHBEETHBHES &
ZRERER  KRARZHBHRE - D 2R
O BRERBEAMZEER TR EMR
UERSEY ik

4 ARAAXRBEY  RERLAD - BOBE
B 5 97 48 5 81T

5. EFe BERE AARMKEE RARE
ROz Emz EREERRER

6. EFEEAZARZBEMEXRTAEIRR
BREBABZABZEH :

7. BHBEZERERERBAERBZEE  UR

8. R BEHIMEALASEESERAMEES
BABAYZARRCEERERTM - EE
BEFRZTH  UREBZERBE (WE) R
SEGEEEMRBREERR

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2

While at all times the Board retains full responsibility for guiding
and monitoring the Company in discharging its duties, certain
responsibilities are delegated to various standing committees
of the Board including Finance Committee, Audit Committee,
Nomination Committee and Remuneration Committee, and the
Vice Chairman and the senior management of the Company.

The types of decisions which are reserved to be taken by the
Board include:

1. matters relating to conflict of interest for a substantial
shareholder or a director of the Company;

2. formulation of the Company’s policies relating to the
overall strategic direction and strategic plans, key
business and financial objectives, dividend policy or
entering into contracts involving significant capital
acquisition or expenditure;

3. financial controls, compliance and risk management for
the approval of annual operating and capital expenditure
budgets, the Company'’s financial statements, published
reports, price-sensitive announcements and other
disclosure required under the Listing Rules or other
statutory requirements;

4. changes to the Company’s capital structure, including
reductions of share capital, share buy-backs or issue
of new securities;

5. major appointments or removal to the Board, the Vice
Chairman, the Company’s chief financial officer,
company secretary and external auditors;

6. changes to the terms of reference or membership of
any committee of the Board and the authority delegated
to the Vice Chairman and the senior management;

7. matters exceed the authorities of the Vice Chairman
and the senior management; and

8. the adoption, review and approval of changes of the
Corporate Governance Practice Manual of the Company,
the Code of Ethics and Securities Transactions entered
into by the directors and other specified senior
management of the Group, group legal policy (if any)
and group system control and risk management policy.
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During the year, five full board meetings (of which four were
regular board meetings) were held and the individual
attendance of each director is set out below:

HEESSEERRE

Number of board meetings attended

e

Attendance rate

5 100%
5 100%
5 100%
5 100%
5 100%
3 60%

The directors of the Company are responsible for the
preparation of financial statements of the Group which give a
true and fair view, and are prepared in accordance with the
relevant statutory requirements and applicable accounting
standards in force, and are published in a timely manner. The
directors of the Company are also responsible for selecting
and applying on a consistent basis suitable accounting policies
and ensuring timely adoption of Hong Kong Accounting
Standards and Hong Kong Financial Reporting Standards.

The directors of the Company acknowledge their responsibility
for preparing the financial statements of the Company and
report that the Company has announced its annual and interim
results in a timely manner after the end of the relevant period,
as laid down in the Listing Rules.

A statement by the auditors of the Company about their
reporting responsibilities is set out in the “Independent
Auditors’ Report” on pages 35 and 36 to the annual report.
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CHAIRMAN AND VICE CHAIRMAN

The roles of Chairman and Vice Chairman are separate and
not performed by the same individual to ensure that there is a
clear division of responsibilities at the board level to entail a
balance of power and authority.

The Chairman is responsible for leadership of the Board, for
ensuring that the Board functions effectively, and for ensuring
communication of the views of the Board to the public. In
performing this role, the Chairman’s responsibilities include
chairing meetings of the Board; ensuring the board meetings
receive accurate, complete, timely and clear information
concerning affairs of the Company; ensuring constructive
relations between executive and non-executive directors;
formulating for discussion and decision, questions which have
been moved for the consideration of the Board; ensuring that
all directors are properly briefed on issues arising at board
acting as
management; in consultation with the Vice Chairman and the

meetings; liaison between the Board and
company secretary or his/her designated delegates, drawing
up and approving the agenda for each board meeting taking
into account, where appropriate, any matters proposed by the
other directors for inclusion in the agenda; and at least annually
hold meetings with non-executive directors (including
independent non-executive directors) without the presence of
the executive directors.

The Vice Chairman is primarily responsible for recommending
policy and strategic directions for Board approval;
implementing the strategies and policies adopted by the Board;

and conducting the day-to-day operation of the Company.

TERMS OF NON-EXECUTIVE DIRECTORS
Code provision A.4.1 of the Code requires that non-executive
directors should be appointed for a specific term and should
be subject to re-election. The independent non-executive
directors of the Company are not appointed for specific terms
but are subject to retirement by rotation and re-election at
least once every three years in accordance with the provision
of the Company’s Bye-laws. As such, the Company considers
that sufficient measures have been taken to serve the purpose
of this code provision. Each of the non-executive directors
has remunerated at HK$120,000 per year.

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2
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REMUNERATION COMMITTEE

The Remuneration Committee comprises two independent non-
executive directors, namely Mr. Hung Cho Sing and Mr. Leung
Hok Man (replaced Mr. Fung Ho Sum on 1st March 2007), and
an executive director, namely Ms. Chen Ming Yin, Tiffany. Ms.
Chen Ming Yin, Tiffany is the chairman of the Remuneration
Committee. The Remuneration Committee is principally
responsible for formulating and making recommendation to
the Board on the Group’s policy and structuring for all
remuneration of the directors of the Company and the senior
management of the Group. The terms of reference of the
Remuneration Committee shall make available to the public
on request and will be posted on our website soon.

The Remuneration Committee shall meet at least once a year
or as requested by the director responsible for human
resources function.

In determining the emolument payable to directors, the
Remuneration Committee takes into consideration factors such
as salaries paid by comparable companies, time commitment
and responsibilities of the directors, employment conditions
elsewhere in the Group and the desirability of performance-
based remuneration.

During the year, the Remuneration Committee met once to
review the remuneration packages of the staff of the Group.
All the committee members attended the meeting.

NOMINATION COMMITTEE

The Nomination Committee comprises one executive director,
namely Mr. Heung Wah Keung, and two independent non-
executive directors, namely Mr. Hung Cho Sing and Mr. Leung
Hok Man (replaced Mr. Fung Ho Sum on 1st March 2007). Mr.
Heung Wah Keung is the chairman of the Nomination
Committee. The terms of reference of the Nomination
Committee shall make available to the public on request.

The main function of the Nomination Committee is, having
regard to the independence and quality of nominees, to make
recommendations to the Board as to ensure that all nominations
are fair and transparent.
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The chair, in consultation with the person responsible for human
resources and the secretary of the Nomination Committee,
should be primarily responsible for drawing up and approving
the agenda for each Nomination Committee meeting. The chair,
with the assistance of the secretary, shall ensure that all
members shall receive sufficient information in a timely manner
to enable effective discussion at the Nomination Committee
meeting. The chair shall, with the assistance of the person
responsible for human resources, brief all members on issues
arising at each Nomination Committee meeting. The secretary
shall circulate the draft and final versions of the minutes of
meetings and reports of the Nomination Committee to all
members for comments and records within a reasonable time
after each meeting, subject to any legal or regulatory
restrictions restricting such circulation or the making of such
reports. The chair shall report in the forthcoming regular board
meeting any key decisions made and shall table before the
Board an index of meetings and issues discussed. The
secretary of the Nomination Committee shall record minutes of
all duly constituted meetings of the Nomination Committee. In
the selection process, the Nomination Committee shall make
reference to criteria including experience in the industry,
professional and education background and commitment in
respect of available time.

The re-election procedure set in the Company’s Bye-laws
provides that every director shall be subject to retirement by
rotation at the annual general meeting at least once every
three years. A retiring director shall be eligible for re-election.

During the year, the Board did not have any meeting to
nominate any new director for appointment.

AUDIT COMMITTEE

The Audit Committee comprises three independent non-
executive directors, namely Mr. Hung Cho Sing, Mr. Ho Wai
Chi, Paul and Mr. Leung Hok Man (replaced Mr. Fung Ho Sum
on 1st March 2007). Mr. Ho Wai Chi, Paul is the chairman of
the Audit Committee. The composition and members of the
Audit Committee complies with the requirements under Rule
3.21 to the Listing Rules. The terms of reference of the Audit
Committee shall make available to the public on request and
will be posted on our website soon.

BERA

31

Bl



ANNUAL REPORT 2006 F =R

e SRR Ay

ERZBEE I ERECTHIES SR EM B RS
B~ B E TR K A AR AR A A B B K o R AR BAD
Bk BRZECEFREEREERBEEREER - M
RELEZRBEE REMEBMIEEEHNRE
Fro~ SMNED X e R X B 2 ) B R DA R AR BB 2 B 3L
1 RN EEBEM R -

FRERZBERTNREHE  SHENHFEFE
mr
RE%A

Name of member

BEENH

Ho Wai Chi, Paul

HEE
Hung Cho Sing

85 7 7R

Fung Ho Sum

ERZEGRHEGRER AR RADR A S EAE
MEREBZERER ARARMZETRAREK
R EEREEER ey - REfpE R kA

H

&é\ R BERAEETSE
MEP BRI B EETTF
B et o E%ﬁﬂﬁgﬁééﬁZﬁ% I 38 38R
REFEEEAERAA/ARAIZAMEZEHEE
TFEERS - REEARAIMBRRAZIZERE &
BZEERE_TERFHAHBRER _TTRNFFH
RRXTEFSHEMNZZTER -

32

Corporate Governance Report

The main function of the Audit Committee is to assist the Board
to oversee the financial reporting system, risk management
and internal control procedures and the internal and external
audit functions. The Audit Committee annually assesses the
appointment of the external auditor, taking into account the
quality and rigor of the audit, the quality of the audit service
provided, the audit firm’s quality control procedures,
relationships between the external auditors and the Company,

and the independence of the external auditors.

During the year, four Audit Committee meetings were held and
the individual attendance of each member is set out below:

HESBERE

Number of meetings attended

=

Attendance rate

4 100%
3 75%
3 75%

The Audit Committee has reviewed with senior management
and the Company’s external auditor their respective audit
findings, the accounting principles and policies adopted by
the Company, legal and regularly compliance, the internal
controls, risk management and financial reporting matters.
During the year, the Audit Committee has selected and
recommended to the Board for appointment of a professional
firm to conduct an annual review on the Company’s internal
control system. The Board agreed with the recommendation of
the Audit Committee and passed the resolution to appoint
HLB Hodgson Impey Cheng Consultants Limited to conduct
an annual review on the Company'’s internal control system. To
monitor the integrity of the financial statements of the Company,
the Audit Committee has reviewed the 2006 interim report and
2006 annual report before their submission to the Board.
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AUDITORS’ REMUNERATION

During the year, the Company engaged Messrs. HLB Hodgson
Impey Cheng to perform audit related services only. Audit
fees of approximately HK$606,000 was incurred for the year.

INTERNAL CONTROLS

The Board is responsible for overseeing the Group’s internal
control system and to ensure that a sound and effective internal
control system is maintained. The Board is responsible for
approving and reviewing internal control policy while the
responsibility of day-to-day management of operational risks
and implementation of mitigation measures lies with the
management. As the internal control system is designed to
manage the Group’s risks within an acceptable risk profile,
rather than to eliminate the risk of failure, and to achieve the
business objectives of the Group, it can only provide
reasonable assurance but not absolute assurance against
material misstatement of management and financial information
and records or against financial losses or fraud.

Key control procedures of the Group’s internal control system
are as follows:

° Segregation of duties and functions of the respective
operational departments of the Group

. Monitoring the strategic plan and performance

° Designing an effective accounting and information system

. Controlling price-sensitive information

The Board has established an on-going process for identifying,
evaluating and managing the significant risks faced by the
Group and this process includes updating the internal control
manual when there are changes to business environment or

regulatory guidelines.

The Board has conducted an annual review of the effectiveness
of its internal control system covering all material controls,
including financial, operational and compliance as well as risk
management. Besides the Group has also engaged HLB
Hodgson Impey Cheng Consultants Limited (the “Consultant”)
to conduct review and make recommendations for the
improvement and strengthening of the internal control system.

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2
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The review by the Consultant is conducted with reference to
the principles outlined in Internal Control and Risk Management
- A Basic Framework issued by the Hong Kong Institute of
Certified Public Accountants. The assessment covers the major
internal controls and measures, including financial, operational
and compliance as well as risk management. Any material
non-compliance or failures in internal controls maintained by
the Group’s management and relevant recommendations for
improvements are reported to the Audit Committee.

Based on the assessments made by the Consultant, the Audit
Committee and the Board considered that the key areas of the
Group’s internal control system are reasonably implemented
with room for improvement. The Group shall use its best
endeavour to implement the recommendations made by the
Consultant in order to further improve the internal control

system.

COMMUNICATION WITH SHAREHOLDERS AND
INVESTOR RELATIONS

To enhance transparency, the Company endeavours to maintain
an on-going dialogue with shareholders and investors through
a variety of communication channels.

The annual general meeting is used as an opportunity to
communicate with all shareholders. The Company is also
committed to providing clear and full performance information
in its annual report, interim report and press releases. The
Company also maintains a website at www.chinastar.com.hk
or www.irasia.com/listco/hk/chinastar, where detailed
information of the Company’s business developments,

operations, financial and other information are posted.
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2TH 115 11 Pedder Street

B ES Central
ERLTITRESE Hong Kong

INDEPENDENT AUDITORS’ REPORT TO THE
SHAREHOLDERS OF CHINA STAR ENTERTAINMENT
LIMITED

(incorporated in Bermuda with limited liability)

We have audited the consolidated financial statements of
China Star Entertainment Limited (the “Company”) and its
subsidiaries (collectively referred to as the “Group”) set out
on pages 37 to 139 which comprise the consolidated and the
company balance sheets as at 31st December 2006, and the
consolidated income statement, the consolidated statement
of changes in equity and the consolidated cash flow statement
for the year then ended, and a summary of significant
accounting policies and other explanatory notes.

DIRECTORS’ RESPONSIBILITY FOR THE
CONSOLIDATED FINANCIAL STATEMENTS

The directors of the Company are responsible for the
preparation and the true and fair presentation of these
consolidated financial statements in accordance with Hong
Kong Financial Reporting Standards issued by the Hong Kong
Institute of Certified Public Accountants and the disclosure
requirements of the Hong Kong Companies Ordinance. This
responsibility includes designing, implementing and
maintaining internal control relevant to the preparation and
the true and fair presentation of the consolidated financial
statements that are free from material misstatement, whether
due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that

are reasonable in the circumstances.

AUDITORS’ RESPONSIBILITY

Our responsibility is to express an opinion on these
consolidated financial statements based on our audit. This
report is made solely to you, as a body, in accordance with
Section 90 of the Bermuda Companies Act 1981, and for no
other purpose. We do not assume responsibility towards or
accept liability to any other person for the contents of this
report.
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AUDITORS’ RESPONSIBILITY (Continued)

We conducted our audit in accordance with Hong Kong
Standards on Auditing issued by the Hong Kong Institute of
Certified Public Accountants. Those standards require that we
comply with ethical requirements and plan and perform the
audit to obtain reasonable assurance as to whether the
consolidated financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected
depend on the auditors’ judgement, including the assessment
of the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error. In making
those risk assessments, the auditors consider internal control
relevant to the entity’s preparation and true and fair
presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. An audit also includes evaluating
the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the directors,
as well as evaluating the overall presentation of the
consolidated financial statements.

We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit
opinion.

OPINION

In our opinion the consolidated financial statements give a
true and fair view of the state of affairs of the Company and of
the Group as at 31st December 2006 and of the Group’s profit
and cash flows for the year then ended in accordance with
Hong Kong Financial Reporting Standards and have been
properly prepared in accordance with the disclosure

requirements of the Hong Kong Companies Ordinance.

HLB Hodgson Impey Cheng
Chartered Accountants
Certified Public Accountants

Hong Kong, 26th April 2007
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% & W A #F Consolidated Income Statement
HE-_ZZAXF+_-_A=Z+—HILFE For the year ended 31st December 2006

—BEXRE —EETREF
2006 2005
o3 T FH& T
Notes HK$’000 HK$'000
S Turnover 7 152,777 92,234
HERA Cost of sales (103,365) (60,825)
£ A Gross profit 49,412 31,409
H oty 25 Other revenue 8 9,068 8,204
H fth e A Other income 9 3,682 5,919
THRAX Administrative expenses 10 (38,309) (37,012)
TSR REITHRX Marketing and distribution expenses 10 (9,777) (22,353)
ARG 7 3215 2 IR R 2 Share-based payment expenses (11,340) (24,057)
FBIBREANFEEYER 2  Fair value loss on financial assets
SRMEEZAFEAESR at fair value through profit or loss (21,757) (5,510)
2 5 FE W R FOR (8 5 18 Impairment loss on trade receivables - (1,101)
HEFBIBEALFEEY  Net gain on disposals of financial assets
R emMEE RN FE at fair value through profit or loss 5,501 1,493
REMENTFEELEM Increase in fair value of investment
properties 18 2,880 3,540
wEEBE Loss from operations (10,640) (39,468)
A& KA Finance costs 11 (2,212) (1,929)
JEAGEEE AR A Share of results of associates (9,796) (10,013)
WRALE —HBE QT Gain on deemed disposal of interest in
& 25 N an associate 22 62,582 45,021
HE—RHEE QT2 m Gain on disposal of an associate 22 21,400 -
BABME AR MELE ZEE  Impairment loss recognised in respect
2 ERABREER of goodwill arising on acquisition
of associates 22 (32,565) (4,500)
JEUR TR =g 2 2 8@, Impairment loss reversed/(recognised) in
(BER) BEEE respect of convertible notes receivables 25 10,000 (10,000)
BE AR A (EE) Profit/(loss) before taxation 38,769 (20,889)
1A Taxation 12 (1,918) (124)
FERM/(BE) Profit/(loss) for the year 36,851 (21,013)
AT AL Attributable to:
AARZEHFEEA Equity holders of the Company 36,880 (20,961)
DB R Minority interests (29) (52)
36,851 (21,013)
FRNARQBEZEFE AEI  Earnings/(loss) per share for profit/(loss)
wmFL(EB) 28R attributable to the equity holders
aF,/ (&8 of the Company during the year
- 9iN Basic 13 & ITHK$0.06 & 7THK$(0.04)
e Diluted 13 7 JTHK$0.06 38 FAN/A

AKEMBRGOIISRELERSE -
BERI 2B SM BRI BEHD -

All of the Group’s operations are classed as continuing.

The accompanying notes form an integral part of these
financial statements.

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2
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25'—?/\ oF — HE T — EI At 31st December 2006
o3
Notes
FRBEE Non-current assets
e 3N Property, plant and equipment 16
HEL R Interests in leasehold land 17
wEWE Investment properties 18
S Goodwill 20
At EzemEE Available-for-sale financial assets 21
N R ANIE Interests in associates 22
REBEE Current assets
JE U & 3R Loan receivable 23
TE Inventories 24
JE U AT 2 AR R % Convertible notes receivables 25
At Film rights 26
BIERE R Films in progress 27
2 5 FE W R K Trade receivables 28
Re - BAREBEBREM Deposits, prepayments and
JE W5k IE other receivables 29
wEZRS Deposit for investment 30
FERBEARFEETY R Financial assets at fair value
ZERMEE through profit or loss 31
JE Ui Bt 8 X B FRIE Amounts due from associates 32
AP IE Prepaid tax
RehBeFEEE Cash and cash equivalents 33
wEE Total assets
KATEEEFEAEMN Capital and reserve attributable to
BAEAREE Company’s equity holders
[N Share capital 34
B Reserves
LERRESR Minority interests

—ETAREF —EERHF
2006 2005
FHET FAT
HK$°000 HK$'000
9,630 19,147
5,807 13,684
40,880 42,190
59,203 59,203
42,700 -
198,113 166,473
356,333 300,697
- 25,000

364 362
52,000 42,000
97,427 135,998
29,469 47,461
8,016 14,597
45,161 80,547
40,000 -
64,560 23,345
5,905 41,760
455 129
89,347 31,500
432,704 442,699
789,037 743,396
35,232 26,027
659,595 571,529
694,827 597,556
1,382 1,432
696,209 598,988




Consolidated Balance Sheet

A-_ZTZTNF+-H=+—H At 31st December 2006

Tl <

2
m
5 TR

—EERE —ETRF
PL]) 2005
Mt FHET FHET
Notes HK$°000 HK$'000
kRBEE Non-current liabilities
RITEE - —FRIH Bank borrowings — due after one year 36 10,948 13,193
EEB BB ERER Unsecured convertible loan notes 37 - 19,434
IR E R IE Deferred taxation 38 1,888 -
12,836 32,627
REAE Current liabilities
B 5 R Trade payables 39 18,310 18,892
Bl EZS -« EFTIEE Deposits received, accruals
Ko HAth & < 3R IH and other payables 40 39,561 80,692
HRITEE - —FANHH Bank borrowings — due within one year 36 2,254 12,197
EEB A B ERER Unsecured convertible loan notes 37 19,867 -
79,992 111,781
REREERSHE Total equity and liabilities 789,037 743,396
RBEEFRE Net current assets 352,712 330,918
HEERARBAE Total assets less current liabilities 709,045 631,615

RZTETLFOA-+ABEHEZTEHE Approved by the Board of Directors on 26th April 2007

B 2 38 ERZES
Heung Wah Keung Chen Ming Yin, Tiffany
EBEZE EBEFE
Director Director

BERI <M ERUFMBHRRZ — 80 °

The accompanying notes form an integral part of these financial
statements.

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2
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E A fi /i & Balance Sheet
n=

TEXNE+-H=+—H At 31st December 2006

gz
Notes
ERBEE Non-current assets
AP ENGIR Interests in subsidiaries 19
RBEE Current assets
Ze  BERER Deposits, prepayments and
H ftb JE W SR IR other receivables 29
wEZRS Deposit for investment 30
e K B A R FRIE Amounts due from subsidiaries 19
JFE U Bt & R B SROE Amounts due from associates 32
RehkBeFEEE Cash and cash equivalents 33
HEE Total assets
KATEEBEA Capital and reserves attributable to
EERERREE Company’s equity holders
fig A< Share capital 34
E Reserves 35
ERBEE Non-current liabilities
EEF B ERER Unsecured convertible loan notes 37
JE AT BT BB A &) FRIE Amounts due to subsidiaries 19
REBEE Current liabilities
EEF A B ERER Unsecured convertible loan notes 37
BlEZe - EFFIEE R Deposits received, accruals and
H ) fE 7 50IA other payables 40
JE AT BT BB A &) FRIE Amounts due to subsidiaries
BRERBEASHE Total equity and liabilities
RBEERE Net current assets
HEERARBAEE Total assets less current liabilities

—ETAREF —EERHF
2006 2005
FHET FAT
HK$°000 HK$'000
488,744 480,058
1,437 20,290
40,000 -
137,957 145,900
602 34,832
87,837 22,063
267,833 223,085
756,577 703,143
35,232 26,027
609,683 550,331
644,915 576,358
- 19,434
76,875 94,422
76,875 113,856
19,867 -
12,813 11,105
2,107 1,824
34,787 12,929
756,577 703,143
233,046 210,156
721,790 690,214

R-EZ+ENA -+ NHHRES < E Approved by the Board of Directors on 26th April 2007

B 2 38 ERZES
Heung Wah Keung Chen Ming Yin, Tiffany
EBEFE EBEZE
Director Director

The accompanying notes form an integral part of these financial
statements.

BEMI <RI FM BRI Z — 80 °
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B 4 B A % B) W R Consolidated Statement of Changes in Equity

HE-_ZZAXF+_-_A=Z+—HILFE For the year ended 31st December 2006

FRAREREARE
Attributable to the equty holders of the Company
HRE TR
Rz EEE SHEE REMM  REER DERE
Bt BOEE #ARR EMBE RABR BBR BR BE BB BE ZEE M BR gH
Share-ased Convertible  Financial  Capital ~ Investment
Share  Shere Confrlouted  Exchange  Special  payment loannotes  assefs reduction revaluation Accumulated Minority
capital premum surplus  reserve  reserve  reserve  reserve  reseve  reseve  reserve  losses  Suodotal inferests Total

T TEr TEr TEr TR TEr T TR TR TEr TEn TR TEr T

i3 4] The Group HKS000  HKS000  HKS000  HKS000  HKS000  HKS000  HKS000  HKS000 — HKS000  HK$000  HKS000  HKS000  HKS000  HKS000
(Wita) (o) (i) (Hd
(note &) (note b (note c) (note d)
H-5515-R-8 At 1st January 2005 18200 718975 186,624 680 - 1841 566 - 316,008 79 (196,804) 512,639 1464 51410
ETS Exchange adjusiment - - - W - - - - - - - W 0o
EREREL Tranferred to infrests
s in associates - - - - - - - - - (479) ] - (i

RRRrEREDL Net incomellexpense) direcly

hA/(BR)5E recoqrised in equiy - - - - - - - - (419) - m 0o )
FEEERE Net loss for the year - - - - - - - - - -9 %) () (1)
EEERAMAR Totalrecognised income

RxkE and expense fo the year - - - M - - - - S %) R ) TR
RERA Placement of shares 6868 67801 - - - - - - - - - TATR - TATR
Eikhag Share issuing expenses - (17%) - - - - - - - - - (1799) - (1)
WA Share-based payment

HBET e1penses - - - - -0 - - - - -0 - U
fihRE Erercise ofshare opfions RN - - - - - - - - R R 1
R-RE%% At 3tst December 2005

+2EZ+-R% and st January 2006

“5EE-f-1R %6001 853610 186,64 368 - 3109 566 - 316,008 - (B17765) 597556 1432 506,988
Eigz Evchange adjusiment - - - 836 - - - - - - - 836 @ 8
Ehgend Share of reserve

EEZD changes of associates - - -y (687) - - - - - - (A3) - ()
nite 48 Feir valug adjustment on

BE/LTEE avallable-for-sale

it financial assets - - - - - - - (9800 - - - (9,800) - (9,800)
RREaEREDL Net incomellexpense) direcly

B/ (i) 58 recognised n equity - - - AN (66) - - [a80) - - - 8% @) (1)
ERaflsE Net profit for the year - - - - - - - - - - 36060 36,800 (29 36,851

FEERAMAR Totalrecognised income

Gt and expense for e year - - 1] - - a0y - SR B8 B0 2%
RERR Placement of shares 9205 54,350 - - - - - - - - - 63555 - 6355
HiRHRR Share issuing expenses - (1) - - - - - - - - - (1) -1
HRBRfe Shere-besed payment

HEER £1DENses - - - - - 11 - - - - - 113 - 110
RIZERE At 3tst December 2006

t-f=1-8 3,282 906968 166,624 378 (6867 43,28 566 (9,800) 316,008 - (780,865) 694,827 1,982 696,209

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2
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MZAFEEMEZZNERESLN - BEHNE
BHRCBHERASIE BN eRANATARE
RREHEE EERBRER(ERSBRERNGE
B)XEEWERN (ERSERRERABE) ALL -

AEBZRABBFRRER - ALNANFRKARA
332,640,000 B # 1T v BEREREE1.008
ﬁ%ﬁéi%ﬁ@o%%ﬁ%§$23§°ﬁﬁ$ﬁ
BARRARABAIEI20FMAR L —BRER -}
AHBFEETAEINARDEREZSE  BF
HREE ARUAEEEEALER #HRBRS %
H A8 &) K AT R 2 A

Notes:

(d)

Consolidated Statement of Changes in Equity
IEF E For the year ended 31st December 2006

The contributed surplus of the Group represents the amount
transferred from the capital account due to the capital reduction
effective on 10th September 2002.

Share-based payment reserves represents the fair value of
services estimated to be received in exchange for the grant of
the relevant options over the relevant vesting periods, the total
of which is based on the fair value of the options at grant
date. The amount for each period is determined by spreading
the fair value of the options over the relevant vesting periods
(if any) and is recognised as staff costs and related expenses
with a corresponding increase in the share-based payment

reserve.

Under HKAS 32, convertible loan notes issued are split into
their liability and equity components at initial recognition by
recognising the liability component at its fair value which is
determined using a market interest rate for equivalent non-
convertible notes and attributing to the equity component the
difference between the proceeds from issue and the fair value
of the liability component. The liability component is
subsequently carried at amortised cost. The equity component
is recognised in the convertible loan notes reserve until the
notes are either converted (in which case it is transferred to
share premium) or the notes are redeemed (in which case it is
released directly to accumulated losses).

The capital reduction reserve of the Group represents the
amount arising in relation to the reduction of the nominal value
of 332,640,000 issued shares of the Company from HK$1.00
each to HK$0.05 each in 1998. Pursuant to a resolution passed
by the directors, to Bye-law 129 of the Company’s Bye-laws,
the capital reduction reserve shall be applicable for meeting
claims on or liabilities of the Company or contingencies or for
paying off any loan capital or for equalising dividends or for
any other purpose to which the profits of the Company may be
properly applied.




B B4

in & #F Consolidated Cash Flow Statement

HE-_ZZAXF+_-_A=Z+—HILFE For the year ended 31st December 2006

—EETREF
2005
o3 FH& T
Notes HK$’'000
REXBHMB2HERE CASH FLOWS FROM OPERATING ACTIVITIES
B AR A, (B1E) Profit/(loss) before taxation 38,769 (20,8809)
MUATSEMEFAE Adjustments for:

B Interest expenses 2,212 1,929

FLEM A Interest income (3,603) (3,053)

i B M A Dividend income (290) -

B HREWERFTREEIE Impairment loss on trade receivables - 1,101

2 2 WSO E Reversal of impairment loss on

&5 18 [0l $ trade receivables (5) (3,811)
HERKBERERIERB  Reversal of impairment loss on other receivables (763) -
B A ES RS Utilisation of prepayment for advertising

T8+ 38 services - 5,345
M MBRBETE Depreciation and amortisation of property,

&3 plant and equipment 6,580 9,810
MBS AR MEEZ Impairment loss recognised in respect of

PRz B ERRERE goodwill arising on acquisition of associates 32,565 4,500
wEME Increase in fair value of investment

Z N EEE N properties (2,880) (3,540)
HEWME - HBE R Gain on disposal of property,

A 2 v T plant and equipment (973) -
HE R E Y 2 A Gain on disposal of investment properties (1,810) -
& — B D F 2 T Gain on disposal of an associate (21,400) -
WRABLE —HBE QT Gain on deemed disposal of interest in

75 2 s A an associate (62,582) (45,021)
FRBZUAFEMETERZ  Net realised gain on disposals

PMEEZEEE of financial assets at fair value through

i ) F ER profit or loss (5,501) (1,493)
FBIBRARQFEEY 2 Fair value loss on financial assets

eMEEZATEE at fair value through profit or loss

18 21,757 5,510
ERREEHREATZ Recognition of unrealised gain eliminated

RER N BEFE on consolidation in prior year on sales

e = to associates - (624)
JiE Ui AT 2 B% 22 4k (Bl ) 7 Impairment loss (reversed)/recognised in

"R REEE respect of convertible note receivables (10,000) 10,000
FE(LEE & AR EE Share of results of associates 9,796 10,013
P AT E S B8 Waive of other payable - (1,194)
AR 2 2 SRIA R 2 Share-based payment expenses 11,340 24,057

LEEBHA 2 Operating cash flows before movements

KERLRE in working capital 13,212 (7,360)
TFECRL) (Decrease)/increase in inventories (2) 629
B MAE R Decrease in film rights 38,571 17,880
BER TR L, (M) Decrease/(increase) in films in progress 17,992 (15,853)
Z oW ZRIER Y, (3N  Decrease/(increase) in trade receivables 6,586 (3,730)
e ENREEREM Decrease/(increase) in deposits,

e FRIg R A (3 hn) prepayments and other receivables 36,149 (36,689)
®EESIE N Increase in deposit for investment (40,000) -
JFE Wi B & X R) FRIE R A Decrease in amounts due from associates 2,055 1,152
2 5 RO Decrease in trade payables (582) (6,395)
BWEIZS - BETIEE & (Increase)/decrease in deposits received,

HibEMFRIE () B4 accruals and other payables (41,131) 7,836
EEELE/ (A ZRS Cash generated from/(used in) operations 32,850 (42,530)
(Bff) /IREBIE Tax (paid)/refunded (356) 174
REEEEE (FTA) 2 Net cash generated from/(used in)

Be&FHE operating activities 32,494 (42,356)

43
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¢ A Bl £ i &7 #F Consolidated Cash Flow Statement

»
HE-_ZZAXHF+_-_A=Z+—HILFE For the year ended 31st December 2006
—EETREF
2005
FAT
HK$'000
REXBZRERE CASH FLOWS FROM INVESTING
ACTIVITIES
SR EIP= Interest received 3,603 3,053
i B A Dividend income 290 -
HEFEBETZUAFEER Proceeds from disposal of financial assets
HERZz e EEMERE at fair value through profit or loss 34,727 23,416
ﬁE%¥ 25 K Proceeds from disposal of property,
BAEFTS RIA plant and equipment 15,188 -
HEREMEMSHIEA Proceeds from disposal of investment
properties 6,000 -
HE B2 ARATEHIE  Proceeds from disposal of an associate 25,000 -
FI&E R TE{%‘ B Repayment of loan from an investee company 25,000 -
BEs/ (BFF)—M Loan repaid from/(advance to) an associate
RN = & /4 33,800 (33,800)
Wi —HEE R Rz s Acquisition of interest in an associate (19,407) (60,506)
REREES Refund of deposit for investment - 12,000
{832 P W ] #2 A% Repayment of convertible notes
ES7 receivables - 33,800
BAHLEZEREE Purchases of available-for-sale financial assets (52,500) -
BABBEBEENAFERA Purchases of financial assets at fair value
IRz ERMEE through profit or loss (92,198) (16,962)
AV - WS LB Purchases of property, plant and equipment (3,401) (10,573)
REXEXFARSEE Net cash used in investing activities (23,898) (49,572)
RMEXBZRERE CASH FLOWS FROM FINANCING ACTIVITIES
BTG TS RE Proceeds from issue of shares 63,555 84,351
BEATFE Interest paid (1,779) (1,929)
{10 817 X Share issuing expenses (1,172) (1,759)
EBEFITER Repayment of bank loans (12,188) (10,810)
RMEFHELEZRS Net cash generated from financing activities
RABE 48,416 69,853
HeRBESEEEM Net increase/(decrease) in cash and
(R 2) =& cash equivalents 57,012 (22,075)
FUZHEER Cash and cash equivalents at the
BeEE beginning of the year 31,500 54,108
SIEERESH o HE Effect of foreign exchange rate changes 835 (533)
FR2ZEER Cash and cash equivalents at the end
Re%@E of the year
ReEFREEE Cash and cash equivalents 89,347 31,500

BERI <RI FM BRI Z — 80 °
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W % W # W 5 Notes to the Financial Statements

HE-_ZZAXF+_-_A=Z+—HILFE For the year ended 31st December 2006

—REIR
RKARDRBREFAMRIZZHREBRA
Al ERNDEEBHERIHMERARA LT
((BXAT]) - ARRAIZEBMEERTEEEM
AT B THIET168-2005 =P LAEI4
1BO9E

ARBZEIBXBREFZRE BTEFRE
REER  REBEEERG RIBHEEBRE
MR e

BRHEARBEITETEMS
g

AEERAFEERRREBGFAMAE ([&F
BEIMAG]) BB TR BT R
2RB(MBEEVHEREEN]) - ZFHATE
Al - R hRBRAKEXREHERE  LERR
RIEZERF-A-—HINERBZEH
B MEBMBHRSEAFRDT :

BREHENF2% NENEBREFE

(BRI A)
BEAGFERNFEIE BFAKBEARAM
(BRI A) RHZBERE
Hipg bk
BRGHENFIR ATEEEER
(BRI A)
BRGHENFIR HBERSDH

REEBBRE
RRIE A (BETA)

BREM B REER BE-BRZHRSR
—mE4 BEEA

RO LAHEAMEBRE RN EEHAKE
SRR LREREY  WAKERA LB
CHMRACEERMBRARTEERNTZE -

GENERAL

The Company is incorporated in Bermuda as an
exempted company with limited liability and its shares
are listed on The Stock Exchange of Hong Kong Limited
(the “Stock Exchange”). The head office and principal
place of business of the Company is Unit 3409, Shun
Tak Centre, West Tower, 168-200 Connaught Road
Central, Hong Kong.

The principal activities of the Group are film production,
distribution of motion pictures and television drama
series, provision of artists management services and
provision of post-production services.

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS

In the current year, the Group has applied, for the first
time, a number of new standards, amendments and
interpretations (the “new HKFRSs”) issued by the Hong
Kong Institute of Certified Public Accountants (the
“HKICPA”) that are relevant to its operations and
effective for accounting periods beginning on or after
1st January 2006. A summary of the new HKFRSs are
set out as below:

HKAS 21 Net Investment in a Foreign
(Amendment) Operation
HKAS 39 Cash Flow Hedge Accounting of
(Amendment) Forecast Intragroup
Transactions
HKAS 39 The Fair Value Option
(Amendment)

HKAS 39 & HKFRS 4  Financial Guarantee Contracts
(Amendment)

HKFRS - Int 4 Determining whether an
Arrangement contains
a Lease

The adoption of the above new HKFRSs did not result
in substantial changes to the Group's accounting
policies and did not result in significant impact to the
Group’s results and financial position for the current
and prior periods.
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AEEVERFRATIICEMBERERZH
FTERl BRI RE - ADBEEMHAEAX
EHAER - BRI RRBHARBEZEERY
BRAKEEATE

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS (Continued)

The Group has not early applied the following new
standards, amendments or interpretations that have
been issued but are not yet effective. The directors of
the Company anticipate that the application of these
new standards, amendments or interpretations will have
no material impact on the results and the financial
position of the Group.

EAGHER  (MiFa) EBAESE HKAS 1 (Note a) Capital Disclosures
ERE (Amendment)
CCHEN)
EAVBRE (MiFa) S2mI i EKE HKFRS 7 (Note a)  Financial Instruments:
ERIEB T Disclosures
EEMBRE (Mo ZEHI HKFRS 8 (Note b)  Operating Segments
Z R E 85
9&%(@@%5\7}% (Mste) WEFBEER HK(IFRIC) = Int 7 (Note ¢c)  Applying the
ERE E20 R B IE Restatement
? 5%) BERERETZ Approach under
—RR7 B 7% 5 e B HKAS 29
BIE Financial Reporting in
Hyperinflationary
Economies
& (BRG® (Midd BEHBHREE HK(IFRIC) - Int 8  (Note d) Scope of HKFRS 2
BERE B2 2 &
Z88)
-2 Es8
BB (BEH®E (Mie) EZEMFHKRARNITE HK(IFRIC) - Int 9  (Note e) Reassessment of
BERE IE Embedded
z8®) Derivatives
-2 B9
BB (BEH®E (MED FHYBERER HK(IFRIC) — Int 10 (Note f)  Interim Financial
BRERE (B Reporting and
z8®) Impairment
- 2810
EH (EESE (Mg BEVBRELR HK(IFRIC) — Int 11 (Note g) HKFRS 2 — Group and
hERE Eo— B R Treasury Share
z8®) EFRHDRZ S Transactions
-—2EN
EF (BES® (MiEh) BRESTELH HK(IFRIC) — Int 12 (Note h)  Service Concession
BRERE Arrangements
ZE88)
- 2E12
B 5t Notes:
a. RSB+ E—A— AR EEY a. Effective for annual periods beginning on or after 1st
RS A ik January 2007
b. R-BEAE—A— B NERBL I EEY b. Effective for annual periods beginning on or after 1st
S A 2 January 2009
c. RoBEANE-A-—BASNERBL Y EEY c. Effective for annual periods beginning on or after 1st
RS A ik March 2006
d. R-SEANERA B NERBL Y EEE d. Effective for annual periods beginning on or after 1st
A &k May 2006
e. RoZEANENA—BSNERB Y EEY e. Effective for annual periods beginning on or after 1st
RS A 2 June 2006
£ RoZEANE+— BB USHEGEE f. Effective for annual periods beginning on or after 1st
HA R A 3 November 2006
g. RSB+ E-A— AR EEY g. Effective for annual periods beginning on or after 1st
&£ March 2007
h RSB NE—A— B NERBEEY h. Effective for annual periods beginning on or after 1st
S A 2 January 2008
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SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

The principal accounting policies applied in the
preparation of these consolidated financial statements
are set out below. These policies have been consistently
applied to all the years presented, unless otherwise
stated.

(a) Basis of preparation

The financial statements have been prepared in
accordance with all applicable Hong Kong
Financial Reporting Standards (“HKFRSs”), which
is a collective term that includes all applicable
individual Hong Kong Financial Reporting
Standards, Hong Kong Accounting Standards
("HKASs"), and Interpretations (“Ints”) issued by
the HKICPA and accounting principles generally
accepted in Hong Kong. In addition, the financial
statements include applicable disclosures
required by the Rules Governing the Listing of
Securities on the Stock Exchange (the “Listing
Rules”) and by the Hong Kong Companies
Ordinance.

The financial statements have been prepared
under historical cost convention except for
certain investment properties and financial assets
which are carried at fair values. The preparation
of financial statements in conformity with HKFRSs
requires the use of certain critical accounting
estimates. It also requires management to
exercise its judgement in the process of applying
the Company’s accounting policies.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(b)

Basis of consolidation

The

consolidated

financial statements

incorporate the financial statements of the

Company and its subsidiaries made up to 31st

December each year.

(i)

Subsidiaries

The purchase method of accounting is
used to account for the acquisition of
subsidiaries by the Group. The cost of an
acquisition is measured as the aggregate
of the fair values of the assets given,
equity instruments issued and liabilities
incurred or assumed at the date of
exchange, plus costs directly attributable
to the acquisition. Identifiable assets
acquired and liabilities and contingent
liabilities assumed in a business
combination are measured initially at their
fair values at the acquisition date,
irrespective of the extent of any minority
interest. The excess of the cost of
acquisition over the fair value of the
Group’s share of the identifiable net assets
acquired is recorded as goodwill. If the
cost of acquisition is less than the fair
value of the net assets of the subsidiary
acquired, the difference is recognised
directly in the income statement.

All significant inter-company transactions,
balances and unrealised gains on
transactions between group companies
are eliminated on consolidation.
Unrealised losses are also eliminated
unless the transaction provides evidence
of an impairment of the asset transferred.
Accounting policies of subsidiaries have
been changed where necessary to ensure
consistency with the policies adopted by
the Group.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(b) Basis of consolidation (Continued)

(ii)

CHINA STAR ENTERTAINMENT LIMITED # B £ &

Associates
Associates are all entities over which the
Group has significant influence but not
control, generally accompanying a
shareholding of between 20% and 50%
of the voting rights. Investments in
associates are accounted for by the equity
method of accounting and are initially
cost.

recognised at The Group’s

investments in associates includes
goodwill (net of any impairment losses)
identified in acquisition.

The consolidated income statement
includes the Group’s share of the post-
acquisition results of its associates for the
year. In the consolidated balance sheet,
interests in associates are stated at the
Group’s share of the net assets of the
associates plus the premium paid on
acquisition in so far as it has not already
been amortised to the income statement,
less any identified impairment loss. When
the Group transacts with its associates,
unrealised profits and losses are
eliminated to the extent of the Group’s
interests in the relevant associates, except
where unrealised losses provide evidence

of an impairment of the asset transferred.

The results of associates are accounted
for by the Company on the basis of
dividends received or receivable during
the year. In the Company’s balance sheet,
investments in associates are stated at
cost, as reduced by any identified

impairment loss.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(c)

(d)

Revenue recognition
Distribution fee income is recognised when the
master materials have been delivered.

Sales of film rights are recognised when the films
are delivered and the film title has passed
perpetually.

Sales of video products are recognised when
goods are delivered and title has passed.

Service income, management fee income and
production fee income are recognised when the
services are rendered.

Dividend income from investments is recognised
when the Group’s rights to receive payment have
been established.

Interest income is accrued on a time basis, by
reference to the principal outstanding and at the
interest rate applicable.

Rental income under operating leases is
recognised on a straight-line basis over the
relevant lease term.

Property, plant and equipment

Property, plant and equipment are stated at cost
less accumulated depreciation and any identified
impairment losses.

The cost of an asset comprises its purchase
price and any directly attributable costs of
bringing the asset to its working condition and
location for its intended use. Expenditure
incurred after the property, plant and equipment
have been put into operation, such as repairs
and maintenance, is normally charged to the
income statement in the period in which it is
incurred. In situations where it can be clearly
demonstrated that the expenditure has resulted
in an increase in the future economic benefits
expected to be obtained from the use of the
property, plant and equipment, the expenditure
is capitalised as an additional cost of that asset.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(d)

(e)

()

Property, plant and equipment (Continued)
Depreciation is provided to write off the cost of
property, plant and equipment, using the straight
line method, over their estimated useful lives.
The principal annual rates are as follows:

4.5% - 5%
20% — 33%
10% - 20%
18% — 25%
15% - 20%

Buildings

Leasehold improvements
Furniture and fixtures
Machinery and equipment
Motor vehicles

The gain or loss arising from disposal of an asset
is determined as the difference between the sales
proceeds and the carrying amount of the asset
and is recognised in the income statement.

Interests in leasehold land

Interests in leasehold land represents prepaid
lease payment for leasehold land. Interests in
leasehold land is stated at cost less subsequent
accumulated amortisation and any accumulated
impairment losses. The costs of interests in
leasehold land are amortised on a straight-line
basis over the shorter of the relevant interests in
leasehold land or the operation period of the
relevant company.

Investment properties

Investment properties are completed properties
which are held for their investment potential, any
rental income being negotiated at arm’s length.

Investment properties are stated at their fair value
at balance sheet date. Any gain or loss arising
from a change in the fair value of the investment
properties are recognised directly in the income
statement. Gain or loss on disposal of investment
properties are determined as the difference
between the sales proceeds and the carrying
amount of the asset and is recognised in the
income statement upon disposal.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

()

(9)

Investment properties (Continued)

The fair value of investment property is based
on a valuation by an independent valuer who
holds a recognised and relevant professional
qualification and has recent experience in the
location and category of the property being
valued. The fair values are based on market
values, being the estimated amount for which a
property could be exchanged on the date of
valuation between a willing buyer and a willing
seller in an arm’s length transaction after proper
marketing wherein the parties had each acted
knowledgeably, prudently and without
compulsion.

Taxation

Income tax expense represents the sum of the
tax currently payable and deferred tax. The tax
currently payable is based on taxable profit for
the year. Taxable profit is the profit for the year,
determined in accordance with the rules
established by the taxation authorities, upon
which income taxes are payable.

Deferred tax is the tax expected to be payable
or recoverable on differences between the
carrying amount of assets and liabilities in the
financial statements and the corresponding tax
bases used in the computation of taxable profit,
and is accounted for using the balance sheet
liability method. Deferred tax liabilities are
generally recognised for all taxable temporary
differences and deferred tax assets are
recognised to the extent that it is probable that
taxable profits will be available against which
deductible temporary difference can be utilised.
Such assets and liabilities are not recognised if
the temporary difference arises from goodwill (or
negative goodwill) or from the initial recognition
(other than a business combination) of other
assets and liabilities in a transaction that affects
neither the taxable profit nor the accounting
profit.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(9)

(h)

CHINA STAR ENTERTAINMENT LIMITED # B £

Taxation (Continued)

Deferred tax liabilities are recognised for taxable
temporary differences arising on investment in
subsidiaries and associates, except where the
Group is able to control the reversal of the
temporary difference and it is probable that the
temporary difference will not reverse in the
foreseeable future.

The carrying amount of deferred tax assets is
reviewed at each balance sheet date and
reduced to the extent that it is no longer probable
that sufficient taxable profits will be available to
allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that
are expected to apply in the period when the
liability is settled or the asset realised. Deferred
tax is charged or credited in the income
statement, except when it relates to items
charged or credited directly to equity, in which

case the deferred tax is also dealt with in equity.

Investments in subsidiaries
Investments in subsidiaries are included in the
Company’s balance sheet at cost, less any

identified impairment loss.

Goodwill

Goodwill arising on an acquisition of a subsidiary
or an associate represents the excess of the cost
of acquisition over the Group’s interest in the
fair value of the identifiable assets, liabilities and
contingent liabilities of the relevant subsidiary
or associate at the date of acquisition. Such
goodwill is carried at cost less any accumulated
impairment losses.

Capitalised goodwill arising on an acquisition of
a subsidiary is presented separately in the
balance sheet. Capitalised goodwill arising on
an acquisition of an associate is included in the
cost of the investment of the relevant associate.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

()

Goodwill (Continued)

For the purposes of impairment testing, goodwill
arising from an acquisition is allocated to each
of the relevant cash-generating units, or groups
of cash-generating units, that are expected to
benefit from the synergies of the acquisition. A
cash-generating unit to which goodwill has been
allocated is tested for impairment annually, and
whenever there is an indication that the unit may
be impaired. For goodwill arising on an
acquisition in a financial year, the cash-
generating unit to which goodwill has been
allocated is tested for impairment before the end
of that financial year. When the recoverable
amount of the cash-generating unit is less than
the carrying amount of the unit, the impairment
loss is allocated to reduce the carrying amount
of any goodwill allocated to the unit first, and
then to the other assets of the unit pro rata on
the basis of the carrying amount of each asset
in the unit. Any impairment loss for goodwill is
recognised directly in the income statement. An
impairment loss for goodwill is not reversed in
subsequent periods.

On subsequent disposal of a subsidiary or an
associate, the attributable amount of goodwill
capitalised is included in the determination of
the amount of profit or loss on disposal.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

()

(k)

U]

CHINA STAR ENTERTAINMENT LIMITED # B 2 &

Interests in associates

The consolidated income statement includes the
Group’s share of the post-acquisition results of
its associates for the year. In the consolidated
balance sheet, interests in associates are stated
at the Group’s share of the net assets of the
associates plus goodwill in so far as it has not
already been amortised to the income statement,
less any identified impairment loss. When the
Group transacts with its associates, unrealised
profits and losses are eliminated to the extent of
the Group’s interest in the relevant associates,
except where unrealised loss provide evidence
of an impairment of the asset transferred.

The results of associates are accounted for by
the Company on the basis of dividends received
or receivables during the year. In the Company’s
balance sheet, investments in associates are
stated at cost, as reduced by any identified

impairment loss.

Inventories

Inventories are stated at the lower of cost and
net realisable value. Cost is calculated using the
first-in, first-out method.

Convertible notes receivables

Convertible notes receivables are separately
disclosed and regarded as assets unless
conversion actually occurs. The interest income
recognised in the income statement in respect
of the convertible notes receivables is calculated
so as to produce a constant periodic rate of
income on the remaining balances of the
convertible notes receivables for each financial
year.

Convertible notes receivables are stated at fair
value. Realised and unrealised gains or losses
arising from changes in the fair value of
convertible notes receivables are recognised in
the income statement.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(m)

(n)

(o)

Film rights

Film rights represent films and television drama
series produced by the Group or acquired by
the Group and are stated at cost less
accumulated amortisation and any identified
impairment loss.

Amortisation is charged to the income statement
based on the proportion of actual income earned
during the year to the total estimated income
from the sale of film rights. The amortisation of
film rights will not exceed twenty years. In the
case where there is any impairment in value, the
unamortised balance is written down to its
estimated recoverable amount.

Films in progress

Films in progress represents films and televisions
drama series under production and is stated at
cost incurred to date, less any identified
impairment loss. Cost is transferred to film rights
upon completion.

Trade and other receivables

Trade and other receivables are recognised
initially at fair value and subsequently measured
at amortised cost using the effective interest
method, less provision for impairment. A
provision for impairment of trade and other
receivables is established when there is objective
evidence that the Group will not be able to collect
all amounts due according to the original terms
of receivables. The amount of the provision is
the difference between the asset’s carrying
amount and the present value of estimated future
cash flows, discounted at the effective interest
rate. The amount of the provision is recognised
in the income statement.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p)

Financial instruments

Financial assets and financial liabilities are
recognised on the balance sheet when a group
entity becomes a party to the contractual
provisions of the instruments. Financial assets
and financial liabilities are initially measured at
fair value. Transaction costs that are directly
attributable to the acquisition or issue of financial
assets and financial liabilities (other than financial
assets and financial liabilities at fair value
through profit or loss) are added to or deducted
from the fair value of the financial assets or
financial liabilities, as appropriate, on initial
recognition. Transaction costs directly
attributable to the acquisition of financial assets
or financial liabilities at fair value through profit
or loss are recognised immediately in income

statement.

i Financial assets
The Group’s financial assets are classified
into one of the three categories, including
financial assets at fair value through profit
or loss, loans and receivables and
available-for-sale financial assets. All
regular way purchases or sales of
financial assets are recognised and
derecognised on a trade date basis.
Regular way purchases or sales of
financial assets that requires delivery of
assets within the time frame established
by regulation or convention in the
marketplace. The accounting policies
adopted in respect of each category of

financial assets are set out below.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p)

Financial instruments (Continued)

i

Financial assets (Continued)

Financial assets at fair value through profit
or loss

Financial assets at fair value through profit
or loss has two subcategories, including
financial assets held for trading and those
designated at fair value through profit or
loss on initial recognition. At each balance
sheet date subsequent to initial
recognition, financial assets at fair value
through profit or loss are measured at fair
value, with changes in fair value
recognised directly in income statement
in the period in which they arise.

Loans and receivables

Loans and receivables (including advance
to associates, loan receivables, pledged
deposits, securities trading receivable and
deposits, time deposits, bank balances
and cash) are nonderivative financial
assets with fixed or determinable
payments that are not quoted in an active
market. At each balance sheet date
subsequent to initial recognition, loans
and receivables are carried at amortised
cost using the effective interest method,
less any identified impairment losses. An
impairment loss is recognised in income
statement when there is objective
evidence that the asset is impaired, and
is measured as the difference between
the assets’ carrying amount and the
present value of the estimated future cash
flows discounted at the original effective
interest rate. Impairment losses are
reversed in subsequent periods when an
increase in the asset’s recoverable amount
can be related objectively to an event
occurring after the impairment was
recognised, subject to a restriction that
the carrying amount of the asset at the
date the impairment is reversed does not
exceed what the amortised cost would
have been had the impairment not been
recognised.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p) Financial instruments (Continued)

i

Financial assets (Continued)
Available-for-sale financial assets
Available-for-sale financial assets are non-
derivatives that are either designated or
not classified as any of the other
categories (set out above). At each
balance sheet date subsequent to initial
recognition, available-for-sale financial
assets are measured at fair value.
Changes in fair value are recognised in
equity, until the financial asset is disposed
of or is determined to be impaired, at
which time, the cumulative gain or loss
previously recognised in equity is
removed from equity and recognised in
income statement. Any impairment losses
on available-for-sale financial assets are
recognised in income statement.
Impairment losses on available-for-sale
equity investments will not reverse in
subsequent periods. For available-for-sale
debt investments, impairment losses are
subsequently reversed if an increase in
the fair value of the investment can be
objectively related to an event occurring
after the recognition of the impairment
loss.

For available-for-sale equity investments
that do not have a quoted market price in
an active market and whose fair value
cannot be reliably measured. They are
measured at cost less any identified
impairment losses at each balance sheet
date subsequent to initial recognition. An
impairment loss is recognised in income
statement when there is objective
evidence that the asset is impaired. The
amount of the impairment loss is
measured as the difference between the
carrying amount of the asset and the
present value of the estimated future cash
flows discounted at the current market
rate of return for a similar financial asset.
Such impairment losses will not reverse
in subsequent periods.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p)

Financial instruments (Continued)

if.

Financial liabilities and equity instruments
Financial liabilities and equity instruments
issued by a group entity are classified
according to the substance of the
contractual arrangements entered into and
the definitions of a financial liability and
an equity instrument.

An equity instrument is any contract that
evidences a residual interest in the asset
of the group after deducting all of its
liabilities. The Group’s financial liabilities
are generally classified into financial
liabilities at fair value through profit or loss
and other financial liabilities. The
accounting policies adopted in respect of
financial liabilities and equity instruments
are set out below.

Financial liabilities at fair value through
profit or loss

Financial liabilities at fair value through
profit or loss has two subcategories,
including financial liabilities held for
trading and those designated at fair value
through profit or loss on initial recognition.
At each balance sheet date subsequent
to initial recognition, financial liabilities at
fair value through profit or loss are
measured at fair value, with changes in
fair value recognised directly in income
statement in the period in which they
arises.

Other financial liabilities

Other financial liabilities including
creditors and accruals, securities trading
and margin payable, deposits and
receipts in advance, bank and other
borrowings and amounts due to
associates are subsequently measured at
amortised cost, using the effective interest
rate method.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p) Financial instruments (Continued)

if.

Financial liabilities and equity instruments
(Continued)

Convertible loan notes

Convertible loan notes issued by the
Company that contain both financial
liability and equity components are
classified separately into respective
liability and equity components on initial
recognition. On initial recognition, the fair
value of the liability component is
determined using the prevailing market
interest of similar non-convertible debts.
The difference between the proceeds of
the issue of the convertible loan notes and
the fair value assigned to the liability
component, representing the embedded
call option for the holder to convert the
notes into equity, is included in equity
(convertible loan notes — equity reserve).
In subsequent periods, the liability
component of the convertible loan notes
is carried at amortised cost using the
effective interest method. The equity
component, represented by the option to
convert the liability component into
ordinary shares of the Company, will
remain in convertible loan notes — equity
reserve until the embedded option is
exercised (in which case the balance
stated in convertible loan notes — equity
reserve will be transferred to share capital
and share premium). Where the option
remains unexercised at the expiry date,
the balance stated in convertible loan
notes — equity reserve will be released to
the retained profits. No gain or loss is
recognised in income statement upon
conversion or expiration of the option.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p)

Financial instruments (Continued)

if.

Financial liabilities and equity instruments
(Continued)

Convertible loan notes (continued)
Transaction costs that relate to the issue
of the convertible loan notes are allocated
to the liability and equity components in
proportion to the allocation of the
proceeds. Transaction costs relating to the
equity component are charged directly to
convertible loan notes — equity reserve.

Transaction costs relating to the liability
component are included in the carrying
amount of the liability portion and
amortised over the period of the
convertible loan notes using the effective
interest method.

Financial guarantee contracts

A financial guarantee contract is a
contract that requires the issuer to make
specified payments to reimburse the
holder for a loss it incurs because a
specified debtor fails to make payment
when due in accordance with the original
or modified terms of debt instrument. A
financial guarantee contract issued by the
Group and not designated as financial
assets at fair value through profit or loss
is recognised initially at its fair value less
transaction costs that are directly
attributable to the issue of the financial
guarantee contract. Subsequent to initial
recognition, the Group measures the
financial guarantee contract at the higher
of: (i) the amount determined in
accordance with HKAS 37 Provisions,
Contingent Liabilities and Contingent
Assets; and (ii) the amount initially
recognised less, where appropriate,
cumulative amortisation recognised in
accordance with HKAS 18 Revenue.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(p) Financial instruments (Continued)

if.

ifi.

Financial liabilities and equity instruments
(Continued)

Financial guarantee contracts (Continued)
Derivative financial instruments that do not
qualify for hedge accounting derivatives
that do not qualify for hedge accounting
are deemed as financial assets held for
trading or financial liabilities held for
trading. Changes in fair values of such
derivatives are recognised directly in
income statement.

Derecognition

Financial assets are derecognised when
the rights to receive cash flows from the
assets expire or, the financial assets are
transferred and the Group has transferred
substantially all the risks and rewards of
ownership of the financial assets. On
derecognition of a financial asset, the
difference between the asset’s carrying
amount and the sum of the consideration
received and the cumulative gain or loss
that had been recognised directly in
equity is recognised in income statement.

For financial liabilities, they are removed
from the Group’s balance sheet (i.e. when
the obligation specified in the relevant
contract is discharged, cancelled or
expires). The difference between the
carrying amount of the financial liability
derecognised and the consideration paid
or payable is recognised in income
statement.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(a)

(r

(s)

Cash and cash equivalents

Cash and cash equivalents include cash in hand,
deposits held at call with banks, other short-
term highly liquid investments with original
maturities of three months or less, and bank
overdrafts. Bank overdrafts are shown within
borrowings in current liabilities on the balance
sheet.

Provision

A provision is recognised when the Group has a
present legal or constructive obligation, as a
result of a past event and it is probable that an
outflow of resources will be required to settle
the obligation, and a reliable estimate can be
made of the amount of the obligation. Where the
effect of the time value of money is material, the
amount of a provision is the present value at the
balance sheet date of the expenditures expected
to be required to settle the obligation.

Borrowings

Borrowings are recognised initially at fair value,
net of transaction costs incurred. Transaction
costs are incremental costs that are directly
attributable to the acquisition, issue or disposal
of a financial asset or financial liability, including
fees and commissions paid to agents, advisers,
brokers and dealers, levies by regulatory
agencies and securities exchanges, and transfer
taxes and duties. Borrowings are subsequently
stated at amortised cost; any difference between
the proceeds (net of transaction costs) and the
redemption value is recognised in the income
statement over the period of the borrowings using
the effective interest method.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

()

(u)

Translation of foreign currencies

(i)

(ii)

Functional and presentation currency

ltems included in the accounts of Group
are measured using the currency of the
primary economic environment in which
the entity operates (the functional
currency). The financial statements are

presented in Hong Kong dollars (“HK$”).

Transactions and balances
Foreign currency transactions are
translated into the functional currency
using the exchange rates prevailing at the
dates of the transactions. Foreign
exchange gains and losses resulting from
the settlement of such transactions and
from the translation at year-end exchange
rates of monetary assets and liabilities
denominated in foreign currencies are
recognised in the income statement,
except when deferred in equity as
qualifying cash flow hedges or qualifying
net investment hedges.

Translation differences on non-monetary
items, such as equity instruments held at
fair value through profit or loss, are
reported as part of the fair value gain or
loss. Transaction difference on non-

monetary items, such as equities
classified as available-for-sale financial
assets, are included in the fair value

reserve in equity.

Operating leases

Leases where substantially all the rewards and

risks of ownership of assets remain with the

lessor are accounted for as operating leases.

Rentals payable under operating leases are

charged to the income statement on a straight-

line basis over the relevant lease term.
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SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(v)

(w)

Retirement benefits costs

Payments to the Group’s retirement benefits

schemes are charged as an expense as they

fall due.

Employee benefits

(i)

(ii)

Bonuses

The Group recognises a liability for
bonuses when there is a contractual
obligation and the amount can be
estimated reliably.

Retirement benefit obligations

The Group operates a Mandatory
Provident Fund Scheme (the “MPF
Scheme”) under the Hong Kong
Mandatory Provident Fund Schemes
Ordinance for those employees employed
under the jurisdiction of the Hong Kong
Employment Ordinance. The MPF Scheme
is a defined contribution scheme, the
assets of which are held in separate

trustee-administered funds.

Under the MPF Scheme, the employer and
its employees are each required to make
contributions to the scheme at 5% of the
employees’ relevant income, with the
employers’ contributions subject to a cap
of monthly relevant income of HK$20,000.
The Group’s contributions to the scheme
are expensed as incurred are vested in
accordance with the scheme’s vesting
scales. Where employees leave the
scheme prior to the full vesting of the
employer’s contributions, the amount of
forfeited contributions is used to reduce
the contributions payable by the Group.
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3. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

(w) Employee benefits (Continued)

(iii)

Share-based payment expenses

The fair value of the employee services
received in exchange for the grant of the
share options and restricted share awards
is recognised as an expense in the
income statement.

The total amount to be expensed over the
vesting period is determined with
reference to the fair value of the share
options and restricted share awards
granted. At each balance sheet date, the
Company revises its estimates of the
number of share options that are expected
to become exercisable and the number
of restricted share awards that become
vested. It recognises the impact of the
revision of original estimates, if any, in
the
corresponding adjustment to equity in the

income statement, and a
balance sheet will be made over the

remaining vesting periods.

The proceeds received, net of any directly
attributable transaction costs, are credited
to share capital and share premium
accounts when the share options are
exercised and when the restricted share
awards are vested.
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3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

()

Related parties

Parties are considered to be related to the Group
if the Group has the ability, directly or indirectly,
to control the party or exercise significant
influence over the party in making financial and
operating decisions, or vice versa, or where the
Group and the party are subject to common
control or common significant influence. Related
parties may be individuals (being members of
key management personnel, significant
shareholders and/or their close family members)
or entities and include entities which are
controlled or under the significant influence or
related parties of the Group where those parties
are individuals, and post-employment benefit
plans which are for the benefit of employees of
the Group or of any entity that is a related party
of the Group.
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4.1

TEREREER

AEE RERDURZRYBRAR
migER (BENERR REBRRR)
FERR RBHETEABRIESRER
DFBENERR AEEZEERR
ERGEHEINRERT S ZAATRENM
M ISKEEREHAEEMBERR
BEANEE - AKBZEBREEE
RPRMBERREERERASAKERE
MARARGDZBE -

(a) WHAER
(i) SN EE R B

AEETREREARHK
ME([HRE]) REELE
% BRBNRH TR
EnL BABRARBE
B wmAKEEEZS
EWEEZIERR - A
REBRAREHEST
By MREER ZEM
W R ZIMNERER AKX

(i)  EBRER
AEEEBREZHFER
R REAKEE M
BZRERGEEERR
RANDEREBEBREBEZUR
TEEIEZSRHEER
AHLEZERMEE 1
REFEEAZRTEET]
k- AEEERFEET
FREB Rz EAE A
ERHBERR

4. FINANCIAL RISK MANAGEMENT

4.1

Financial risk factors

The Group’s activities expose it to a variety of
financial risks: market risk (including foreign
exchange risk and price risk), credit risk, liquidity
risk and cash flow and fair value interest rate
risk. The Group’s overall risk management
programme focuses on the unpredictability of
financial markets and seeks to minimise potential
adverse effects on the Group’s financial
performance. The Group’s treasury function
operates as a centralised service for managing
financial risks and for providing cost efficient
funding to the Group.

(a) Market risk
(i) Foreign exchange risk
The Group operates mainly in both
the People’s Republic of China
(“the PRC”) and Hong Kong and
majority of transactions are
dominated in United States dollars,
Hong Kong dollars and Renminbi.
Therefore, the Group is exposed to
foreign exchange risk arising from
these currency exposures. Hong
Kong dollars and Renminbi are
pegged to United States dollars
and the foreign exchange exposure
between them are considered
limited.

(i) Price risk

The Group is exposed to equity

securities price risk because
investments held by the Group are
classified on the consolidated
balance sheet as financial assets
at fair value through profit or loss
and available-for-sale financial
assets which are measured at fair
value at each balance sheet date.
The Group manages the price risk
exposure by maintaining a portfolio
of investments with different risk
profiles.
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4.1

4.2

(b)

(c)

(d)

R EE (&)

cREAREE (&)

EERE

AEEBZFERBREIEHE I K
HthEWHKEESE - AEBTE
BERAEEZEFRR - AEEB
HEFTBR A ERERNAEABR TS
ERBsEPRESBTES -
AEEERHEERHEMERZE
EERB -

HEE T AR
AKEEEARDESRARZT
ABR EHEFEBKEY
MBEEHFER  BREXRZA
R MAREREEES - U
KA B & B R A2 520 K
HELEEHE UnNRAKEEZ
RHRREHRHESHIR

BEnERLFEENERER
BRPNERREBERAER
HERRERENXER - AR
ENEXzEHRBERASBERER
NEFBENERR

AREFEEENER
MEH%%1fZS°

NIAS

AP E
RERTSEEZ2RIAZAFEME

TIAEHE

AzmBHREREE - KAEHE

R AECEREEMRAZITERER

EREAE MEepAEMERZ™S

BEANREEERE -

4.

FINANCIAL RISK MANAGEMENT
(Continued)

4.1

4.2

Financial risk factors (Continued)

(b)

(c)

(d)

Credit risk
The Group’s credit risk is primarily
attributable to trade or other receivables.
The
concentrations of credit risk.

Group has no significant
It has
policies in place to ensure that films are
only licensed or distributed to customers
with an appropriate credit history. The
exposures to these credit risks are

monitored on an ongoing basis.

Liquidity risk

The Group manages its liquidity risk by
regularly monitoring current and expected
liquidity requirements and ensuring
sufficient liquid cash and readily realisable
marketable securities and adequate
committed lines of funding from major
financial institutions to meet the Group’s
liquidity requirements in the short and long
term.

Cash flow and fair value interest rate risk
Long term borrowings at variable interest
rates expose the Group to cash flow
interest rate risk and those at fixed rates
expose the Group to fair value interest
rate risk.

The Group monitors the interest rate risk
exposure on a continuous basis and
adjust the portfolio of borrowings where
necessary.

Fair value estimation

The fair value of financial instruments traded in

active markets is based on quoted market prices

at the balance sheet date. The quoted market

price used for financial assets held by the Group

is the current bid price; the appropriate quoted

market price for financial liabilities is the current

ask price.
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RABESRTATERZERHIZH X
HREROERSRERBMMAE -

FEERMGARAE

A EAEERFEFG  ARBEBELRK
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FINANCIAL RISK MANAGEMENT

(Continued)

4.2 Fair value estimation (Continued)
The fair value of financial instruments that are
not traded in an active market is determined by
using valuation techniques. The Group uses a
variety of methods and makes assumptions that
are based on market conditions existing at each
balance sheet date. Quoted market prices or
dealer quotes for similar instruments are used
for long-term debt. Other techniques, such as
estimated discounted cash flows, are used to
determine fair value for the remaining financial
instruments.

The nominal value less estimated credit
adjustments of trade receivables and payables
are assumed to approximate their fair values.
The fair value of financial liabilities for disclosure
purposes is estimated by discounting the future
contractual cash flows at the current market
interest rate that is available to the Group for
similar financial instruments.

CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS

Estimates and judgements are continually evaluated and
are based on historical experience and other factors,
including expectations of future events that are believed
to be reasonable under the circumstances.

The Group makes estimates and assumptions
concerning the future. The resulting accounting
estimates will, by definition, seldom equal the related
actual results. The estimates and assumptions that have
a significant risk of causing a material adjustment to
the carrying amounts of assets and liabilities within the
next financial year are discussed below.
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5. CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS (Continued)

(a)

(b)

Estimated impairment of intangible assets and
goodwill

The Group performs annual tests on whether
there has been impairment of intangible assets
in accordance with the accounting policy stated
in notes 3(i) and 3(m). The recoverable amounts
of cash-generating units are determined based
on value-in-use calculations. These calculations
require the use of estimates and assumptions
made by management on the future operation of
the business, pre-tax discount rates, and other
assumptions underlying the value-in-use
calculations.

Trade receivables

The aged debt profile of trade receivables is
reviewed on a regular basis to ensure that the
trade receivable balances are collectible and
follow up actions are promptly carried out if the
agreed credit periods have been exceeded.
However, from time to time, the Group may
Where
recoverability of trade receivable balances are

experience delays in collection.
called into doubts, specific provisions for bad
and doubtful debts are made based on credit
status of the customers, the aged analysis of
the trade receivables balances and write-off
history. Certain receivables may be initially
identified as collectible, yet subsequently
become uncollectible and result in a subsequent
write-off of the related receivables to the income
statement. Changes in the collectability of trade
receivables for which provisions are not made
could affect our results of operations.




5. £ E

(c)

W % W # W 5 Notes to the Financial Statements

HE-_ZZAXF+_-_A=Z+—HILFE For the year ended 31st December 2006

G RHEE (&)

ME BERRKBZIEAFR
AREREREGEUNFI6W AT
BatE  BERRBIAERAFR
CMEEMBEIRZITERS - AKE
RBABEZR  RENELER BE
ZEHERE BREEE  UERRkE
BEAMSFERKREEELEEMEKB
B EEtEAERER - AKETEN
BEELR - RHE R AT ERFRA
FHZBRRRENMRARE -

REMEZGHAVEE

B E 18T REMECHBILE
EtEMNEERREREREATE
EESHEE - FRGEDREE TR
RET METDAETHERZAXE
HERBEREEAEZR -

HEPEYRME
AEBEREBRNEHEEARTKED
Mo YEEREETTBERZBHER
FHEY - EEEBXIEZREROALD
BEREETRAGBIFUEREFEZ 2
BIFE W AEERELZEERE
BERANZEFURTBEE Z TARIE
ERIELAEE -

5. CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS (Continued)

(c)

(d)

(e)

Useful lives of property, plant and equipment
In accordance with HKAS 16, the Group
estimates the useful lives of property, plant and
equipment in order to determine the amount of
depreciation expenses to be recorded. The useful
lives are estimated at the time the asset is
acquired based on historical experience, the
expected usage, wear and tear of the assets, as
well as technical obsolescence arising from
changes in the market demands or service output
of the assets. The Group also performs annual
reviews on whether the assumptions made on
useful lives continue to be valid.

Estimate of fair values of investment
properties

As described in note 18, the investment
properties were revalued at the balance sheet
date on market value existing use basis by
independent professional valuers. Such valuation
was based on certain assumptions, which are
subject to uncertainty and might materially differ
from the actual results.

Impairment of films in progress

The management of the Group reviews an aging
analysis at each balance sheet date, and
identifies the slow-moving films in progress that
is no longer suitable for use in production. The
management estimates the net realisable value
for such films in progress based primarily on the
latest available market prices and current market
conditions. In addition, the Group carries out
review on each film at each balance sheet date
and makes allowance for any films in progress
that productions no longer proceed.
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SEEH 6. SEGMENT INFORMATION
ARBIEZERMERIERAEE ZETENE The directors of the Company report the geographical
AR e segments as the Group’s primary segment information.
hEDE Geographical segments
TEREMBGBUEINAEEBZHE - The following table provides an analysis of the Group’s
sales by location of markets:
BE-_SEXE+-A=+—-RHLEEZHKA Income statement for the year ended 31st December
e 3 2006:
hEARLAE
(FEEEE.
ESEE )
(%@l
The People’s
Republic
of China
BER excluding
115 Hong Kong,
Hong Kong Macau and [ REE
and Taiwan America South-East it G4
Macau (The “PRC") and Europe Asia Other  Consolidated
TEn TEn TEn TEn TEn TEn
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
g1E Turnover 36,960 8,783 1,003 11,532 94,409 162,777
HERA Cost of sales (23,749) (3,984) (697) (6.921) (68,014) (103,365)
ERERENHR Marketing and distribution
expenses (9,018) (396) (52) (191) (120) (9,777)
PE%E Segment results 4,193 4,403 344 4,420 26,275 39,635
WED A FER R Share-based payment expenses (11,340) - - - - (11,340)
YEFREANNTEENE el gain on disposals of financial
LEHBEEHEE asses at fair value thiough
profit or loss 5,501 - - - - 5,501
Efpha Other revenue 8,228 - - - 840 9,068
A Other income 2,783 - - - 899 3,682
RENELTREREN Increase in fair value of
investment properties 2,880 - - - - 2,880
FRESNATEEIEZ Fair value loss on financial assets
%MEZ TREFE at falr value through profit or loss (21,757) - - - - (21,757)
AHBLAR Unallocated corporate expenses (38,309)
i Loss from operations (10,640)
BERL Finance costs (2,212)
BEBEDALE Share of resuls of associates (9,796)
ERTARZEDRE Impairment loss reversed in respect
REGE of convertible notes receivables 10,000 - - - - 10,000
EABELNAMELZAE Impaiment loss recognised
LBERHEEE in respect of goodwil arising
0n acquisition of associates (32,565)
HE-RBENEZEN Gain on disposal of an associate 21,400
REALE-AEEAT Gain on deemed disposal of
B ZEH interest in an associate 62,582
B AR Profit before taxation 38,769
b Taxation (1,918)
REREH Proft for the year

36,851
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BEHN (&) 6. SEGMENT INFORMATION (Continued)
iﬁf.E 28 (#E) Geographical segments (Continued)
HE-_TTZRAF+-_A=+—BLEFEZHEA Income statement for the year ended 31st December
x 2005:

AR
&
Hong Kong B RED
and hE America South-East i &4
Macau The PRC and Europe Asia QOther Consolidated
Tin TEn Tin Tin Tin Tin
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
£5% Tumover 49,805 10217 8,046 20,589 1577 92,234
HENK Cost of sales (33,925) (6,915) (4.878) (14.320) (787) (60,825)
ERERENRR Marketing and distribution expenses (10505) (9,666) (529) (1552) (101) (22,353)
PExE Segment results 5375 (6,364) 2,639 6,717 689 9,056
KRR 2 ER X Share-based payment expenses (24,057) - - - - (24,057)
HEEABAND WTEWJE& Net gain on disposals of financial
LEHBEEHEE assefs at fair value through
profit or loss 1,493 - - - - 1,493
Efbha Qther revenue 6,943 - - - 1,261 8,204
EfRA Other income - - - - 5919 5919
RENELTRESEN Increase in fair value of
investment properties 3,540 - - - - 3,540
FRBANATEENE, Fair value loss on financial assets
SREELATRERE at falr value through profit or loss (5,510) - - - - (5,510)
RAERARY Unallocated corporate expenses (38,113)
e Loss from operations (39,468)
BENK Finance costs (1,929)
ErBENT%E Share of results of associates (10013)
ERTHREEZEED Impairment loss recognised
HEBE in respect of convertible notes
receivahles (10,000) - - - - (10,000)
EABELAMELZAE Impaiment loss recognised in
LBRAAEEE respect of goodwil arising
0n acquisition of associates (4,500)
WESLE-MBLRTRE  Gahnon deemed disposal of
LR interest in an associate 45,021
BRAER Loss hefore taxation (20889)
i Taxation (124)
TEEEE Loss for the year (21,013)
REZZER BRABEMBUESHEEE No analysis of assets and liabilities by location of
RBEsAaEEE RAURIEZINEMESUE markets is disclosed as, in the opinion of the directors,
NEZEERBEIT - there is no appropriate basis in allocating the assets

and liabilities by location of markets.
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TEEM (F) 6.
BEAE ()

R 5 S [ 88 90% 2 A B T fr 1A B 7B TR

M R E SR ESE Y S EAE R
ENE WERRM FERSEAGIEE
B2 51 - AANESTRADESEE &4
BrEARE BE-FTTEE+-AZ+—
FIE 4 /8 2 08 5 R i A IR Y B T 251 -

R-ZEERFE+-A=+—-HZEEAEX

SEGMENT INFORMATION (Continued)
Geographical segments (Continued)

No analysis of the carrying amount of segment assets,
additions of property, plant and equipment and the
depreciation and segment liabilities analysed by the
geographical area are disclosed as more than 90% of
the group assets are located in Hong Kong and Macau.
The directors of the Company are also of the opinion
that the segment for the PRC is of no continuing
significant influence. The geographical segment for the
year ended 31st December 2005 is presented for
information purpose.

Balance sheet as at 31st December 2005

BB KR
Hong Kong
And H o)
Macau The PRC Consolidated
FAT FAT FAT
HK$'000 HK$'000 HK$'000
DEEE Segment assets 743,086 310 743,396
SEBE Segment liabilities 142,637 1,771 144,408
NBYE - HES Additions of property,
PEE plant and equipment 5,606 - 5,606
ANERE LR Additions of interests
in leasehold land 4,967 - 4,967
EREE Depreciation and amortisation 9,810 - 9,810

E X T

MRAEEBBORZEXEE BEELERE
AXHREEFET AUYERNMBEHRRZ
PIRBE DR -

Business segments

No business segments are presented in the financial
statements as more than 90% of the Group’s turnover,
total assets and capital expenditure were derived from
film distributions.
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7. TURNOVER

SEBWA

H fth iy 7=

Distribution fee income
Sales of film rights
Sales of video products
Service income
Production fee income

8. OTHER REVENUE

RIT A BIA
JE U & A BRA

& U AT $ i IR 3B R B A

BEMEZHS WA

J& W B R BB IR B IR

Bank interest income

Loan receivable interest income

Convertible notes receivables interest income
Rental income from investment properties
Management fee income from associates

Hth 7 B A Other interest income

& B A Dividend income

H fth Yy A\ 9. OTHER INCOME

2 S EBRFOREEE Reversal of impairment loss on trade receivables
2B E

Hh FE URR FOR (B B 1R Reversal of impairment loss on other receivables
2B E

HEME WIS RH Gain on disposal of property, plant
-l and equipment

HEREMEZ B Gain on disposal of investment properties

I 4, )4 A Exchange gain

BER#HR Waliver of loan

H Others

—BERF —TTRHF
2006 2005
TR TET
HK$’000 HK$’'000
52,833 85,970
92,976 -
72 661
1,790 240
5,106 5,363
152,777 92,234
—BERF —TTRHF
2006 2005
TR TAET
HK$’000 HK$’'000
2,763 1,792
218 741

520 520

315 291
4,860 4,860
102 -

290 -
9,068 8,204
—BERF —TTRF
2006 2005
TR TAET
HK$’000 HK$’'000
5 pal

763 3,811

973 -
1,810 -

- 820

- 1,194

131 94
3,682 5,919
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10.

11.

78

Frl 3 %8 7l

FIREERAR TR WETHERERE

TRXZAXZAIMT :

10. EXPENSES BY NATURE

Expenses included cost of sales, administrative

expenses and marketing and distribution expenses are

analysed as follows:

BYRE (RIEHEE

PR 7N ) # 35

ZE RN &

FERA (BIEHEERA)
M BBERERHNE
FAE TS E 5y
SNBE B5 18)% 58
BHRMREME KR
OB
EERAFXZ (MiE14)

Bl & A

Amortisation of film rights (included in
cost of sales)
Auditors’ remuneration
Cost of inventories (included in cost of sales)
Depreciation of property, plant and equipment
Amortisation of interest in leasehold land
Net foreign exchange losses
Operating lease rental in respect of
rented premises
Employee benefit expenses (note 14)

11. FINANCE COSTS

ARAFAZHERZ
BMEERRE

HEE RS
ERNAFREHEEREZ
RITEEMNE
TERAFAZBEEZ
RITEENE

RSN

Imputed interest on convertible loan notes wholly
repayable within five years

Interest on bank borrowings wholly
repayable within five years

Interest on bank borrowings not wholly
repayable within five years

—EERE —EERF
2006 2005
FET FHET
HK$’000 HK$'000
100,850 57,646
606 838

33 664

6,294 9,491

286 319

1,095 -
2,286 2,174
26,285 39,740
—EERE —EERHF
PL]) 2005
FET FET
HK$’000 HK$’000
1,233 800

873 524

106 605

2,212 1,929
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12. HIA 12. TAXATION
—EEXRE —TTRF
2006 2005
FTET FH& T
HK$°000 HK$'000
MIEXHWT The taxation charge is as follows:
REARIA Current tax:
Hihax#ER 2 HE Taxation in other jurisdictions:
REFE A Provision for the year 30 124
RIERL IR (M 5238) Deferred tax (note 38)
KEE Current year 504 _
BEFEREIR Underprovision in prior years 1,384 -
1,888 -
1,918 124

BRAABREMBRAANEEFMEEREZ
JE R4 M 3 % F B SR B M 2 2 BEH AT
BAREER BUBRUMEEZ2EFENEG
MAF LB -

No provision for Hong Kong Profits Tax has been made

for both years either as the Company and its

subsidiaries have no assessable profits arising in Hong

Kong or as assessable profits were wholly absorbed by

estimated tax losses brought forward.
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12. Hi18 (& 12. TAXATION (Continued)
HMalZ#eE o BHBRBEBAEEE Z2BITH Taxation arising in other jurisdictions is calculated at
KEE o the rate prevailing in the relevant jurisdictions.
FR - AERERAMAKABRBAEN, (BE) The taxation for the year can be reconciled to the profit/
HEREZWEBMT

(loss) before taxation per the consolidated income

statement as follows:

“BERF —TThF
2006 2005
FTHERT FAET
HK$°000 HK$'000 %
WA AR (EI8)  Profits/(loss) before taxation 38,769 (20,889)
BB X Taxation at domestic income
17.5% 8 2 18 tax rate of 17.5% 6,785 17.5 (8,656) (17.5)
EREE sl Tax effect of expenses not
M E deductible for tax purpose 3,179 8.2 1,649 7.9
TRERABBAZ Tax effect of income not
MBEE taxable for tax purpose (5,394) (13.9) (705) (3.4)
RER 2 HETHIE Tax effect of estimated tax losses
BRRETE not recognised 206 0.5 3,260 15.6
BERBRZ Tax effect of utilisation of
AR HIE estimated tax losses previously
BREIHEYE not recognised (4,746) (12.2) (424) 2)
EEBIBEAE Deferred tax liability 1,888 4.8 - -
FABIE L H Tax charge for the year 1,918 4.9 124 0.6
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BRAEN (BR) 13,

ARTERBEARIEEREARERRF
(518) TR F B8 -

EARNINGS/(LOSS) PER SHARE
The calculation of the basic and diluted earnings/(loss)
per share attributable to equity holders of the Company

is based on the following data:

=3 %2 —TTRF
2006 2005
FTET FHET
HK$’000 HK$’'000
AEEREAREE Earnings/(loss) attributable to equity holders
BH,/ (BB 2EKAF of the Company for the purpose of basic
EwmiFA ARG and diluted earnings/(loss) per share
By (&8 36,880 (20,961)
RHEE Number of shares
AEEREAAT Weighted average number of ordinary shares
(E18) 2 hniE ¥ for the purposes of basic earnings/(loss)
EEREE per share 631,665,019 501,724,214
BELER 2EETE © Effect of dilutive potential ordinary shares:
i A% 1 Share options 12,203,820 -
AETREEAT Weighted average number of ordinary shares
(E18) 2 hniE ¥4 for the purposes of diluted earnings/(loss)
EEREE per share 643,868,839 501,724,214

AEBE_TERFT A=+ -HIEFEZ
BEREFTRENE  YBRRKEFALRACZDAHEZ
AETHATEERERTELRATERERRE
gl RATHESRKESRAN LA -

HEBRE_TTRAFT A=t -HIFEZ
BEREIERY YEBRIXN_FTRFAL
REABAZHARTTERRELRATERERRE
BE REAREETESESRERRD -

The computation of diluted earnings per share for the
year ended 31st December 2006 did not assume
exercise of the Company’s certain outstanding share
options and the conversion of the convertible loan notes
existing during the year since their conversion would
result in an increase in earnings per share.

The computation of diluted loss per share for the year
ended 31st December 2005 did not assume the exercise
of the Company’s outstanding share options and
convertible loan notes existed during the year 2005
since their exercise would reduce loss per share.
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14. BERFIRX

14. EMPLOYEE BENEFIT EXPENSES

—EBEXRE ZTETRF
2006 2005
TER FAT
HK$’000 HK$’'000
ENA Directors’ remuneration 4,536 4,464
550 Directors’ fee 360 360
e REL Salaries and bonuses 9,585 10,360
ARG 7 3215 2 SRR R 2 Share-based payment expenses 11,340 24,057
EAIEATES Mandatory provident fund 389 428
EERMAXZ Staff welfare expenses 75 71
26,285 39,740
(a) EBMe (a) Directors’ emoluments
ARFEECANA-BBEIHFNTE The Company’s Board is currently composed of
ER=ZFBHTEFAK - three independent non-executive Directors and
three executive Directors.
FRAENARAEZTHNSBEAR The aggregate amount of emoluments payable
4,932,000 T (= T T h % to the Directors of the Company during the year
4,860,000/87T) - SEFHE_TETR was HK$4,932,000 (2005: HK$4,860,000). The
F+_A=+—-—BR=ZZETRE+_A remuneration of every director for the year ended
=tT-HIEFEZBEOT - 31st December 2006 and 31st December 2005
is as below:—
HRf%HEEZ5E
ESREL BHkNRS Employee

He Salaries Mandatory share-based ag

Ezii4 Name of director Fee and bonuses provident fund payment Total
R “TT0E EAVRY “TTHE GRR UK “TT04 @R AVED “TT0F R TR0 E
2006 2006 2006 2005 2006 2006 2005
Thn Thn Thn NN TER T
HK$'000 HK$'000 HK$'000 3000 HKS'000 HIKS'000" ISR
mEGLE Mr. Heung Wah Keung - S 00 2160 12 12 - S| 2n
BHALT Ms. Chen Ming Yin, Tifany - S 180 1 12 - SR 180
Fignt Ms. Li Yuk Sheung - - 546 504 12 12 - - 558 516
HHEEE M Hung Cho Sing w0 - - - - - S
figsts M. Ho Wai Chi, Paul 120 120 - - - - - - 120 120
EEREE M. Fung Ho Sum 120 120 - A - - - - 120 120
360 360 4,536 4 464 3 3% - - 4,932 4860
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14. REBAHEX (&) 14. EMPLOYEE BENEFIT EXPENSES
(Continued)
(a) EBM< (&) (a) Directors’ emoluments (Continued)
=EEZ7MessEWTNT The emoluments of the directors fell within the
following bands:
EET Y™
Number of directors
£ £1,000,000% 7T Nil to HK$1,000,000 4 4
1,500,001/ 7T £ 2,000,0007% 7T HK$1,500,001 to HK$2,000,000 1 1
2,000,001/ 7T £ 2,500,000/ 7T HK$2,000,001 to HK$2,500,000 1 1
6 6
FRN - AEEBREREEINBEER During the year, no emoluments were paid by
A A 6 B 5k 0 BB B 2 B8R 3 Ak A B AL the Group to the directors as an inducement to
ZHEE -FANTEESEHNEAMHE - join or upon joining the Group or as
compensation for loss of office. None of the
directors has wavied any emolument during the
year.

(b) IHEEREHFMAL (b)  Five highest paid individuals
AERERFARERSFTMZALERE The five individuals whose emoluments were the
ME(ZETHF  ME)EE - HEHH highest in the Group for the year include two
= 4’014’009% T(—FFLHF: (2005: two) Directors whose emoluments are
3,984,000/87L) » W E KL XM (a)5) reflected in note (a) above and amounted to
ToREFEMAREAL (CFFE HK$4,014,000 (2005: HK$3,984,000). The
FIZHZAL)ZMEMT - o '

emoluments payable to the remaining individual
(2005: three) during the year were as follows:—

=3 %2 —TTREF

2006 2005

THERT FET

HK$’000 HK$'000

e REMER Salaries and other allowances 988 1,668

RRAE FIET 845K Retirement benefits scheme contributions 32 36

ARG 7 3245 2 IR B 2 Share-based payment expenses 3,755 4115

4,775 5,819
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14. REREMHEX (& 14. EMPLOYEE BENEFIT EXPENSES
(Continued)
H#H =% (ZZTRF : =R) B H M The aggregated emoluments of each of these
EEBU s MeBBHEENT remaining three (2005: three) highest paid

individuals fell within the following bands:

AE
Number of individuals

—EBERE —EETREF

2006 2005

THET FET

HK$°000 HK$'000
1,000,001 TLE HK$1,000,001 to HK$1,500,000

1,500,000/ 7T 1 -
1,500,001 L& HK$1,500,001 to HK$2,000,000

2,000,000/ 7T 2 2
2,000,001 L E HK$2,000,001 to HK$2,500,000

2,500,000/ 7T - 1
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15. B K& F &t &

(a)

FA -
& 7T (

ARERBRIELTESFEGIHZR
AIRRPISERAEBRERLEHME
~EeFE([RESFE]) IR =-F
EEFE+_A-BRLERHERERS
AE([EFE)) - AKEMBERELEEER
BASNBEEFE - AEECEER
ErE#HFAE DAERERESAA
BUBAZ5% MR - BEFAKRALRAE
JE 220,000/ 7 © RN E £ ERA
Mk - BERAERRB IR KA
BEARKE - AU EE 2 B BHER
ZERBh (MEEASERZEE) &
REAKE BRESFECZEERAR
BrBENRARAE YA - RBILERE
EEHA -

REANTEMBLARZEESBEREEK
MAERZPRERSFAEZKE - It
EMBRARARIEZE TENLAR
REKSFTEHR  FREHERMNE
& AKEHPREKRSFHEZHE—F
ERREBEPFRERSFTEFLRE M

Eoy
NI

B RAE M B S FUR B R Wit 57 22,000

“ZETRF 19,0008 TT) B2 EE A

389,000 L (Z TR : 428,000/ L) °

15.
(a)

RETIREMENT BENEFITS SCHEMES

The Group operates Mandatory Provident Fund
Scheme (“MPF Scheme”) under rules and
regulations of Mandatory Provident Fund
Schemes Ordinance for all its employees in Hong
Kong and terminated the defined contribution
(“Old Scheme”) on 1st
December 2000. All the employees of the Group

pension scheme

in Hong Kong are required to join the MPF
Scheme. The Group has chosen to follow the
minimum statutory contribution requirement of 5%
of eligible employees’ monthly relevant income
but limited to the mandatory cap of HK$20,000.
The contributions are charged to the income
statements as incurred. In respect of those
employees who leave the Group prior to
completion of qualifying service period, the
relevant portion of the employer’s voluntary
contributions forfeited (represents the assets
transferred from the Old Scheme) will be reverted
to the Group. The assets of the MPF Scheme is
held separately from those of the Group in an
independently administrative fund.

Employees of subsidiaries in the PRC are
members of the Central Pension Scheme
operated by the PRC government. These
subsidiaries are required to contribute a certain
percentage of their payroll to the Central Pension
Scheme to fund the benefits. The only obligation
of the Group with respect to the Central Pension
Scheme is the required contribution under the
Central Pension Scheme.

During the year, the retirement benefits schemes

contributions net of forfeited contributions of HK$22,000
(2005: HK$19,000) amounted to HK$389,000 (2005:
HK$428,000).
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16. W%~ ERR

16. PROPERTY, PLANT AND EQUIPMENT

& The Group
HE
HE GRREE &Y
EET Furiture  Machinery RE
i £ Leasehold and and Motor 4%
Buildings  improvements fixtures equipment vehicles Total
T T T T T T
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
A Cost
RZEERE-F-H At 1st January 2005 10,450 5,508 15,111 43,681 2,864 77,614
AE Additions 4,412 - 230 728 236 5,606
e Disposals - - - (861) (625) (1,486)
R-FERET-AZ+-BR At 31st December 2005 and
RZFERF-A-8 1st January 2006 14,862 5,508 15,341 43548 2,475 81,734
AE Additions - 1,246 246 114 1,719 3,401
il 3 Disposals (7,546) (5,508) (4,882) (6,271) (428) (24,635)
RZEERE+ZA=T-H At 31st December 2006 7,316 1,246 10,705 37,391 3,842 60,500
ZRIE Accumulated depreciation
RZEERE-F-H At 1st January 2005 3,778 4,974 10,782 33,160 1823 54,467
Enfg Charge for the year 576 200 2,159 6,166 390 9,491
HERE S Eliminated on disposals - - - (751) (620) (1,371)
R-FERET-BZ+-BR At 31st December 2005 and
ZEIRE-A-H 1st January 2006 4,354 5174 12,891 38,575 1593 62,587
Enfg Charge for the year 520 310 1474 3329 661 6,294
HERHHS Eliminated on disposals (1,404) (5,358) (4759) (6,262) (228) (18,011)
RZEERE+ZA=T-H At 31st December 2006 3,470 126 9,606 35,642 2,026 50,870
RERE Net book value
RZBEAEtZA=1-H At 31st December 2006 3,846 1,120 1,099 1,749 1,816 9,630
RZZFRETZA=T-A At 31st December 2005 10,508 334 2,450 4,973 882 19,147

RZZEZERE+-_A=1t—8 FAEEHER

F (=
]

TTRE 2,329,000 T) EMIERRE
FTERTERZER -

At 31st December 2006, none of the Group’s buildings
(2005: HK$2,329,000) were pledged to secure banking
facilities granted to the Group.




17. HE LM #E S

M % W F W il Notes to the Financial Statements

HE-ZZXFE+-A=+—HBILEE For the year ended 31st December 2006

17. INTERESTS IN LEASEHOLD LAND

w—HA—H
NE
H&

R+-_A=+—H
REEH
®—A—H

F NN

) B 8
R+-_A=+—H

BRTE R E
R+—-—A=+—8

Cost
At 1st January
Additions
Disposals

At 31st December
Accumulated amortisation

At 1st January

Charge for the year

Eliminated on disposals

At 31st December

Net book value
At 31st December

AEEREELIHZESREBNLEROK

B HREEFESNMAT

—EEXREF —EERHF
2006 2005
FHET FAT
HK$°000 HK$'000
15,417 10,450
- 4,967
(8,123) -
7,294 15,417
1,733 1,414
286 319
(532) -
1,487 1,733
5,807 13,684

The Group’s interests in leasehold land represent

prepaid operating lease payments and their net book

values are analysed as follows:

REBEATHOFEZ
EE L
RHAEY
RHEIAE A

Land in Hong Kong, held on:

Long-term leases
Medium-term leases

R_ZEXNFE+_A=+—H8 AEEHEHR
ELHES(ZTTRE : 2,671,000/87T) FIHF
EAREERERITERZER -

—EEAREF —EERF
2006 2005
FHET FAT
HK$°000 HK$'000
2,800 3,295
3,007 10,389
5,807 13,684

At 31st December 2006, none of the Group’s interests
in leasehold land (2005: HK$2,671,000) were pledged
to secure banking facilities granted to the Group.
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18. HEM%E

88

INVESTMENT PROPERTIES

R—A—H At 1st January

& Disposals
NEEEE N Increase in fair value
R+—-—A=+—8 At 31st December

REMETRBUSEEEMTHRETGHAR
RALMERZZTERFTZA=+—HZA
MmERETEE  ZIGEMTHEE AT GE
MR EUMEILR ZESHEEESEMHA
#2,880,0008 L (ZE T HF : 3,540,000/
) MEHLBERBEESBGHELE 4055
ABAFK A o

EREELEREBETRAZLEER
A HERE{E# 40,880,000 L (ZTTRHF
42,190,000 ) EEBRER R EBAERITE
RZER - SZEASCHRENRBER2ZEY
e

ARBREMEREAKEEI AT ¢

—ETAREF —EERHF
2006 2005
FHET FAT
HK$°000 HK$'000
42,190 38,650
(4,190) -
2,880 3,540
40,880 42,190

Investment properties were valued at their open market
values at 31st December 2006 by Grant Sherman
Appraisal Limited, an independent firm of professional
valuers who have recent experience in valuation of
similar properties in the relevant locations. These
valuations gave rise to a revaluation surplus of
HK$2,880,000 (2005: HK$3,540,000), of which the whole
amount has been credited to the income statement in
accordance with HKAS 40.

All investment properties included building cost held
under finance leases with the carrying amount of
approximately HK$40,880,000 (2005: HK$42,190,000)
have been pledged to secure banking facilities granted
to the Group. The minimum lease payments have been
paid in full at the inception of the lease.

The Group’s investment properties at their carrying
amounts are analysed as follows:

—EERE —ETRF
2006 2005
FTExT FHET
HK$°000 HK$'000
RIBATHOFEZ Investment properties in Hong Kong, held on:
EEREME
H ERAE 49 Medium-term leases 40,880 42,190
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19.

Notes to the Financial Statements
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INTERESTS IN SUBSIDIARIES
AR
The Company

—ETAREF —ETRF

PL]) 2005

FE T FET

HK$°000 HK$’000

FEEMRG - BRKAE Unlisted shares, at cost 30,708 30,708
ERRREEE Impairment loss recognised (30,299) (30,299)
409 409

NG Amounts due from subsidiaries 1,504,319 1,495,633
& Y B B A B FRE B R Provision for amounts due from subsidiaries (1,015,984) (1,015,984)
488,335 479,649

488,744 480,058

FEWHBATIREEER 22 BERBRTE The amounts due from subsidiaries are unsecured,

FH - ARREERR ARATEREER
A+ @A RERER - Sk B R E R R
FKIA G e I BN #5008 -

RoFEAFEL-ASH—A - AMBERD
A2 K BT RE 2 AT EE T A
HE 2RI R AR R KR R
zREMEE  AWATEERAEEEN

&+

E o

"?éﬁ%iﬁibﬁé/ﬁ B2 Y FEAT B 2 B

FEDLDEER LERAREREE -EFR
7%’3/\_77/\35'1' A=+—H BRI
MHBARFEZEAEREZA 2 AFEE
BE -

RMBAR R ZEEEDHREEATKE
TE - UN2ERAASHBARELEZARRK
RenemAMER -

RRABIR-ZEERNFE+_A=+—HZEEW
BARFBHNM TS -

CHINA STAR ENTERTAINMENT LIMITED # B £ &

interest-free and have no fixed repayment terms. In the
opinion of the directors of the Company, the Company
will not demand for repayment within twelve months
from the balance sheet date and the amounts due from
subsidiaries are therefore shown as non-current.

The fair value of the amounts due from subsidiaries
classified under non-current assets at 31st December
2006 determined based on the present value of the
estimated future cash flows discounted using the
prevailing market rate at the balance sheet date
approximates to its carrying value.

The amounts due from/to subsidiaries classified under
current assets/liabilities are unsecured, interest-free and
repayable on demand. In the opinion of the Directors,
the carrying amounts of the amounts due from/to
subsidiaries as at 31st December 2006 approximate to
their fair values.

The carrying amounts of the interests in subsidiaries is
reduced to their recoverable amounts which are
determined by reference to the estimation of future cash
flows expected to be generated from the respective
subsidiaries.

Details of the Company’s principal subsidiaries as at
31st December 2006 are set out in note 45.
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ENETASBEELREN(ELEREE
f]) cEEDREXHHERZDOT ¢

ZEERF+ZA=1+—HIEFE For the year ended 31st December 2006

GOODWILL
Goodwill is allocated to the Group’s cash generating
units ("CGU”) identified according to business as follow:

BRRIE Film production
WA [ @iﬁ'$“ﬂ§$5%%ﬁiﬁ¥%@
BT B ARAD TZHEERETE
EeEERL S uZTW@éﬁ'IFEIﬂ
AN EEXRECEA RSB AR IRELZ
A EEE

BYRErELARSENZAARESE LS
EFEAEECTEMmMTE - EHAEEEXTE
AEFREE18.04%  FARBAARESTZE
BMERFHzHBEAN((EERSBMEN])
ZHREREBT  AFHERERENIRTHE
RHEE HERXITEBSEFEEZEER
CENMEB MG o RETHERE - gt E
ERBEMNBAREZ HBETRESRERT
PREBRBELET  FERILELAEEE
EERBEBRALBLRETMEER2EIMERE
ZEME ERERFRE - EMNEXREHEE
FE - EREXBANHKERFREESREZRS
MEB X HELRSEMEANMAE -
B MRERABRB A TRMERGE2E
}Iﬂ’znu °

—ETAREF —EERHF
2006 2005
FHET FAT
HK$°000 HK$'000
59,203 59,203

During the year under review, the directors of the
Company reassessed the recoverable amount of the
CGU of film production with reference to the valuation
performed by Grant Sherman Appraisal Limited, an
independent firm of professional valuers and determined
that no impairment loss on goodwill associated with the
CGU of film production was identified.

The recoverable amount of the CGU of film production
was assessed by reference to value-in-use calculation.
A discount rate of 18.04% per annum was applied in
the value-in-use model which uses cash flow projections
based on financial forecasts approved by the directors
of the Company (the “CGU Forecast”) covering a five-
year period. Cash flows beyond the five-year period
have been extrapolated using zero growth rate. This
growth rate does not exceed the long term average
growth rate for the market in which the CGU of film
production operates. There are a number of assumptions
and estimates involved for the preparation of the cash
flow projections for the period covered by the CGU
Forecast. Key assumptions included gross margin,
growth and discount rate which are determined by the
management of the Group based on the past experience
and its expectation for market development. Gross
margin are budgeted gross margin. Growth rate
represents the rate used to extrapolate cash flows
beyond the five-year budgeted period and are
consistent with the CGU Forecast. The discount rates
used are pre-tax and reflect specific risks relating to
the industry.
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21. IHHEZEMEE

AVAILABLE-FOR-SALE FINANCIAL
ASSETS

—EERE —ETRF
2006 2005
FTHET FH& T
HK$’000 HK$'000

REBETHEREZES
BRAFEE

at fair values

REELTESEFZAFEENZERBKR
MR THEEABETE

RELTRAEI120() HRZRERBERTE

Equity securities, listed in Hong Kong,

42,700 -

The fair values of equity securities listed in Hong Kong
have been determined by reference to the quoted
market bid prices available on the relevant stock market.

Disclosures pursuant to the requirement of section

WEWT : 129(1) and the disclosure requirement of the Listing
Rules are as follows:

KEBFE

BRARA

HELA

Proportion of

TEEENY i nominal value fifs R EREL )

ZMRIER  Principal RHEH  of issued capital Proportion TEEH
BBl Country of place of Class of held by the of voting Principal
Name of entity incorporation  operation share held Group power held activities
Daido Group Limited Bermuda Hong Kong Ordinary 20.11% 20.11% Cold storage and
AAEEERAA ARE BE LAk logistic services

REEREXAEEERAA20.11%E EHTK
R BTHEERRARE20. 1%L 2 - AW
HREMBRREAREEERARNESS ZA
KAESERE®E Bt  AAREEFRAELE
BHAREEERAATESATE -

manufacturing and
trading of ice and
property investment
RELE RO RE
EEREEARR
ETNERE

The Group holds 20.11% of the issued share capital of
Daido Group Limited and controls 20.11% of the voting
power in general meeting. However, the other
shareholders significantly control the composition of the
board of directors of Daido Group Limited and therefore
the directors of the Company consider that the Group
does not exercise significant influence on Daido Group
Limited.
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22. RBIERNRE R

92

22. INTERESTS IN ASSOCIATES

AEE
The Group

=3 %2 —TTREF
2006 2005
FTET FHET
HK$’000 HK$'000
fEIRBE & N EEEFE Share of net assets of associates (Note a)
(Htita) 143,346 79,704
& (Mitb) Goodwill (Note b) 54,767 86,769
198,113 166,473
FmkHzTE Market value of listed shares 317,016 463,533
(a) EAEBELAIEETFE (a)  Share of net assets of associates
=3 %2 —TTRF
2006 2005
FTET FHET
HK$’000 HK$’'000
n—HA—H At 1st January 79,704 38,249
FEAG B & A B E 18 Share of losses of associates (9,796) (10,013)
HE—EEE QT Disposal of an associate (note c)
(Kt iEc) (3,600) -
WRALELERZIEE  Increase in share of net assets on
SEBRAA deemed disposal of 8.43% (2005: 3.3%)
(2RZH41)8.43% interest in Riche Multi-Media Holdings
—ETHEF 3.3%) Limited (“Riche Multi-Media”) (note d)
ERERhEESFE
Em (M itd) 73,708 47,326
FRE-—FRBEEXR Further acquisition of 1.79% (2005: 3.7%)
LB 2 1.79% interest in Riche Multi-Media in the year 7,718 3,997
(ZZEZERF:3.7%) (note d)
s (K aEd)
WREERE R Recognition of unrealised gain
Efiz el 5250 eliminated on consolidation - 624
EiE—HEEARZ Share of foreign exchange and special
SNEETE 5, e RF Rl 6 4 reserve of an associate (4,388) -
HIHEXRZHE Y Elimination of revaluation reserve of
b Riche Multi-Media - (479)
R+ZA=+—8H At 31st December 143,346 79,704
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BENTER (&) 22.

INTERESTS IN ASSOCIATES (Continued)

B Goodwill
=3 %2 —TTRF
2006 2005
TER FH& T
HK$’000 HK$’'000
R—A—H At 1st January 86,769 37,065
WARIEH & x;ﬁ% Decrease in goodwill on deemed disposal
2843%(—_ZTZT RHF ¢ of 8.43% (2005: 3.3%) interest in
33%) Emz e Riche Multi-Media (note d) (11,126) (2,305)
B (K aEd)
FANDHERAZMERE  Impairment loss recognised for the year (32,565) (4,500)
FRE-—FTKRES R Further acquisition of 1.79% (2005: 3.7%)
ZEE21.79% interest in Riche Multi-Media
(ZZEZRHF :3.7%) in the year (note d) 11,689 56,509
= (HaEd)
R+ZA=+—H At 31st December 54,767 86,769

AETEBEUFLRENR  ERBE
AR a2 2 8D AR B A1 HOR E R
A NERUBAKEREZEHER
AEEEZAHARREERESHE
HAEMREZAEREE - SHAZR
EBRCEER  XEIAFES -

REBTE ARREZECEGEEY
E S ETCHNEREREE
A @ Together Again Limited ([TALJ)
LREMBLAR ([TALEE]) 2 BEREIE
BIE4 A32,5650008 L (ZETH
% : 4,500,000 ) - HEREFER
BRETEEEEREARTALEET R
uﬁz)\ﬁﬁ@z RZETZRNF+ZA=+—

' $‘$l?ﬁ§=§ﬁ?%ﬁi’954,767,000%7z
B;Ei £33 YR

CHINA STAR ENTERTAINMENT LIMITED # B £ &

Goodwill will not be tested for impairment
separately and the entire carrying amount of the
interests in associates is tested for impairment
by comparing the Group’s share of the present
value of the estimated future cash flows expected
to be generated by the associates with their
corresponding carrying amounts. Impairment
losses identified is recognised and is first

allocated to goodwill.

During the year under review, the directors of
the Company reassessed the recoverable amount
of goodwill and determined that impairment loss
on goodwill associated with the Group’s
associate, Together Again Limited (“TAL") and
its subsidiaries (the “TAL Group”) amounted to
approximately HK$32,565,000 (2005:
HK$4,500,000) was identified. The main factor
contributing to the impairment was the failure of
certain major artists to contribute to the revenue
of the TAL Group. The balance of the goodwill of
the Group amounted to approximately
HK$54,767,000 at 31st December 2006 was
related to Riche Multi-Media.
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22. ®

94

(b)

HERrAEE (F)

BmeE: (A)

TALEBE zA BB HE2EFRE
Bz BmTMm - FRAEERKXTER
FHREI5.72%  FARBARAES
TERERFEH 2 MBEER ([ZEE
Al 2REREBH - AFHEBRER
ENRTEREES - RRABURE
ZHEETRSREEN S RZERR
RfiEt FERZBEASEECEER
BRAAKBRETHEERE 2EAMET
ZEFE  EBRERFAE - EFEXR
BEEME - BRESAUEERLFE
EHEzAeREZLE - BZETEA
FrAE—8 - TREARBM A - ¥R
MEARAFBE2ETRER -

22.

INTERESTS IN ASSOCIATES (Continued)

(b)

Goodwill (Continued)

The recoverable amount of TAL Group was
assessed by reference to value-in-use
calculation. A discount rate of 15.72% per annum
was applied in the value-in-use model which uses
cash flow projections based on financial
forecasts approved by the directors of the
Company (the “Approved Forecast”) covering a
five-year period. Cash flows beyond the five-year
period have been extrapolated using zero growth
rate. There are a number of assumptions and
estimates involved for the preparation of the cash
flow projections for the period covered by the
Approved Forecast. Key assumptions include
gross margin, growth rate and discount rate
which are determined by the management of the
Group based on past experience and its
expectation for market development. Gross
margin are budgeted gross margin. Growth rate
represents the rate used to extrapolate cash
flows beyond the five-year budgeted period and
are consistent with the Approved Forecast. The
discount rates used are pre-tax and reflect

specific risks relating to the industry.




W % W # W 5 Notes to the Financial Statements

HE-_ZZAXF+_-_A=Z+—HILFE For the year ended 31st December 2006

22. MEEENEIERE (8)

(b)

HE . (&)

ROBEEE AKECFHERZER
BB ZAWE S - I EE W E R
BEER EXZRBZAKEESELL
SEERENE (ERZHERZTRES
ReBf) 2w REEZFEMNE - &£
REERATERFNEEL16.14% £
RRBEARAEERARERFHRZY
BEA(TEXBH]) 2B RERA -
LhEHRATRENEREFTRRTER
RiEH - WRRXIE2EFRBEZRS
AARmMEL  YEBALERZKEHRE
BemB e RRPHERE - LEXRTE
BAREZHRETREREEFIRS
BRI LG TBERREEAEEE
BEEREBEEBEERREMSERZ AR
MEEZENE BREERFHEEX - F
MERBHEENR - EREXSANUEE
hEBEHRZAeREZLET &S
XEAMBE - -FREIREHRZ
Bl YRBREREBZBERR -

22. INTERESTS IN ASSOCIATES (Continued)

(b)

Goodwill (Continued)

During the year under review, the Group
assessed the recoverable amount of goodwill of
Riche Multi-Media and determined that no
impairment loss was identified. The recoverable
amount of Riche Multi-Media was assessed by
reference to value-in-use calculation of its
investment properties which is the major cash
generating unit of Riche Multi-Media. A discount
rate of 16.14% per annum was applied in the
value-in-use model which uses cash flow
projections based on financial forecasts
approved by the directors of the Company (the
“Riche Forecast”) covering a five-year period.
Cash flows beyond the five year period have
been extrapolated using a steady 7% growth rate
per annum. This growth rate was made by
reference to National Bureau of Statistics of China
and does not exceed the long term average
growth rate for the market in which Riche Multi-
Media operates. There are a number of
assumptions and estimates involved for the
preparation of the cash flow projections for the
period covered by the Riche Forecast. Key
assumptions include gross margin, growth rate
and discount rate which are determined by the
management of the Group based on the past
experience and its expectation for the market
development. Gross margin are budgeted gross
margin. Growth rate represents the rate used to
extrapolate cash flows beyond the five-year
budgeted period and are consistent with the
Riche Forecast. The discount rates used are pre-
tax and reflect specific risks relating to the
market.

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2

95

Bl



ANNUAL REPORT 2006 4 #

W % 3t # W i Notes to the Financial Statements

B

22. W E

96

E-ET

(c)

BENAIEE (&)
HE—BBE AR
RZTZEME=A+HA  AEEHE
‘A Al Golden Capital International
Limited ([ Golden Capitall) Z i & [a 4

SERE—EHE(THE])  TEX
Golden Capitallf B #% @& K &

25,000,000 7T ([RE]) MAEEEA
Golden Capital |z 4 & £ 3568 & &
mEIEZET RN (BERAEEE
Golden Capitalz 2 2 & #) - fi#
Golden Capital REZ=_ZTZTMF + =
A=+t—BIHEz&EREE ([&F
ZEEE ) TR BB B ERNRSHRE
B & F 7 58 2 7 14,600,0005 7T+ AR
SEAITEZ A -

HREEZKRBM T 2 BRBERERNDRK
#—ir BRIE B & FlF#E ) 7 14,600,0000%
CAEEER_EEANFNATER
% ' iffGolden Capital 8 E R R A %
MEEERBTAEE -

—%%ﬁﬁ*zﬂﬁé'
B EXZEEUER0208 T ZE
%%éﬁ1,330,321,745ﬁxHxﬁﬁo.ow&
TZEBR([EXEMH])  SBEH
266,064,000/ 7T + LLIEA G M ME — A
TEZEEEARLERERRHEREER
REI([BERF])B.7%REAEREZ A
BlefBRRA - BURPEIERMRE
WEERAHIK s ME MR ERE
ﬁA EREETERRNE  AEER
LEB I ESZHMN07TREEE
8.43%%32.64% °

22.

ANFET+-A=Z1+—HIEFE For the year ended 31st December 2006

INTERESTS IN ASSOCIATES (Continued)

(c)

(d)

Disposal of an associate:

On 15th March 2004, the shareholder of Golden
Capital International Limited (“Golden Capital”),
an associate of the Group, granted to the Group
an option (“Option”) to require Golden Capital’s
shareholder to purchase from the Group an
aggregate of 356 shares of US$1 each in the
share capital of Golden Capital which represents
the Group’s entire shareholding in Golden
Capital, at an aggregate consideration of
HK$25,000,000 (“Consideration”).
may exercise the Option in the event that the

The Group

net profits after taxation but before extraordinary
items as shown in the audited accounts (“Audited
Accounts”) of Golden Capital for year ended 31st
December 2004 is less than HK$14,600,000.

As the net profits after taxation but before
extraordinary items as shown in the Audited
Accounts was less than HK$14,600,000, the
Group exercised the Option in April 2006 and
the shareholder of Golden Capital repaid the
Consideration to the Group by two installments
within the same month.

Interests in Riche Multi-Media:

During the period, Riche Multi-Media issued
1,330,321,745 ordinary shares of HK$0.01
(“Riche Shares”) at a price of HK$0.20 each
amounted to approximately HK$266,064,000 as
consideration in relation to an acquisition of a
group of companies which major assets is the
96.7% equity interest in Beijing Jianguo Real
Estate Development Co. Ltd. (the “JV Co.”). JV
Co. is the registered and beneficial owner of a
property located at No. 9, Gongyuan Xijie,
the PRC. The
Group’s interest in Riche Multi-Media was diluted
by 8.43% from 41.07% to 32.64% immediately
upon the issuance of the Riche Shares.

Dongcheng District, Beijing,
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22. RBENAHER (&) 22. INTERESTS IN ASSOCIATES (Continued)
(d REXzHEBZER:@ (&) (d) Interests in Riche Multi-Media: (Continued)

Hig  REBERAHAMBE-—THES Thereafter, the Group acquired 1.79% equity

REBEE179%R AR  BRENR interest in Riche-Multi Media in the open market

19,407,000/ 7T ° (1A > S ) with a total consideration of approximately

11,689,000 T2 &E  MRZZTERX HK$19,407,000. As a result, goodwill of

F+ZA=+—HB AEEREXRZE approximately HK$11,689,000 was recorded and

B INES34.43% o the Group’s interest in Riche Multi-Media
increased to 34.43% as at 31st December 2006.

FEBRERAAIR_ETAF+A=+—RHZ Details of the principal associates at 31st December
EACE N 2006 are set out in note 46.
LTHEREEAEEFTEME NAKLERR The following details have been extracted from the
S B®wE audited consolidated financial statements of the Group’s
significant associates:
—BEXRE —TTREF
2006 2005
FTExT FH& T
HK$’000 HK$’'000

EEH Turnover 25,900 61,861
MR E 1R Loss before taxation (27,125) (28,298)
REEREEREE Loss after taxation

B attributable to the Group (9,796) (10,613)
ERBEE Non-current assets 758,222 7,834
MEBEE Current assets 195,344 262,311
ERBEE Non-current liabilities (408,274) -
nEEE Current liabilities (132,760) (93,363)
EEFE Net assets 412,532 176,782
REERGEETFE Net assets attributable to the Group 143,346 79,704

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2
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28.

24,

98

& & & X 23. LOAN RECEIVABLE
RZZEERNE+ A=+ RZEKERAE— The loan receivable as at 31st December 2006
EREINAREAFEBZIREENR - A% represented a shareholder’s loan made to finance the
EEE=FTR_ET_FITLEREREZY activity of investee company. The Group entered into
NBA-—BEZERFPETEEYTRESER letters of intent and deed with a third party during 2002
ZRA([BEMEERA]) Z49%B A - for the purchase of 49% of equity interest in a company
AAREEMNEEMRERAARB K ELEMN AT (“Potential Investee Company”) which principally
CEBRBESHER  AEBEER-_ZTT=FKIE engages in video advertising business on coaches in
BEEWE Bt REBEE-TTNEF+-A= the PRC. The purchases were terminated in 2003 as
T-RLEFEHHE AEERZEELMEARE the Group did not satisfy with the results of the financial
HEAZKRERAXN  WHETHIRERA and legal due diligence review on the Potential Investee
ZHMBRR - BRERAFRE2EHE - FIE Company. Therefore during the year ended 31
BYEIN THEE—F=FER - EREX December 2004, the Group’s entire interest of the
ER-ZZEZRE=ZA-_+N\BEE- amount was settled by the investee company and sold
to the other shareholders of the investee company. The
loan receivable bears an interest at 2% per annum,
payable semi-annually, and is guaranteed by another
third party. The loan receivable was repaid on 28th
March 2006.
7E 24. INVENTORIES
=3 %2 —TTRF
2006 2005
FTET FHET
HK$’000 HK$’'000
BURK i Finished goods 364 362

N ES$5EBE 188,000 L (2T HF :
222,000 L) WEE R FEF R 2K M °

Included above are finished goods of HK$188,000
(2005: HK$222,000) which are carried at net realisable
value.
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25. B T i& iR R R

CONVERTIBLE NOTES RECEIVABLES

—BEXRE —TTRF

2006 2005

FTET FH& T

HK$’000 HK$'000

R—A—H At 1st January 42,000 52,000
JEW AR ER 2 Impairment loss recognised in respect

ERRREEE of convertible notes receivables - (10,000)
JE U AT #R R R 45 B [0 5 Impairment loss reversed in respect of

BB &5 18 convertible notes receivables 10,000 -

R+ZA=+—H At 31st December 52,000 42,000

B 5t Notes:

RZZZWNF=ZA+HAH  AEEETALZEZER R A
Colima Enterprises Holdings Inc. ([Colima ]) Z
MERR (TBEBETADTIMERE RS - Bt
AEBERBEHEEET AMEITENR 26,000,000/ 7T
Wit BB ER ([AARKRER])  BREAR
52,000,000/ 7T °

R-ZTZTLF-A+HA ZEBEHTABELMA TSR
BREBUREBETABEASEEZ 284K 2
52,000,000 7T « Bt » ARAFBEAR -_ZZREFE
R 2 M EE B 10,000,000 7T °

On 15th March 2004, the Group entered into two subscription
agreements with two shareholders (“Note Issuers”) of Colima
Enterprises Holdings Inc. (“Colima”), the holding company of
TAL, pursuant to which the Group subscribed for two
convertible notes of HK$26,000,000 each (“Convertible Notes”)
issued by the Note Issuers for an aggregate consideration of
HK$52,000,000.

On 14th March 2007, the Note Issuers redeemed all of the
Convertible Notes and the whole amount of principal of
HK$52,000,000 repaid to the Group by the Note Issuers. As a
result, HK$10,000,000 was reversed in respect of the
impairment loss recognised during the year 2005.

CHINA STAR ENTERTAINMENTLIMITED H E 2K B E R 2
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26.

100

== B, r
= 5 hR 26. FILM RIGHTS
FET
HK$'000
2% Cost
RZEERF—HA—H At 1st January 2005 1,071,756
RE Additions 39,766
RZZEZETRF+=-_A=+—H At 31st December 2005
;rZETREF—A—H and 1st January 2006 1,111,522
= Additions 62,279
== Disposals (535,943)
RZEERFE+-_A=+—H At 31st December 2006 637,858
B RRE Amortisation and impairment
W_ZEZRE—A—H At 1st January 2005 917,878
NEEHE Amortised for the year 57,646
R-ZEERFE+-_A=+—8H At 31st December 2005
;rZETREF—A—H and 1st January 2006 975,524
NEZHE Amortised for the year 100,850
i I 3 8 Eliminated on disposals (535,943)
RZEZERFE+=-_A=+—H At 31st December 2006 540,431
IR B Carrying amounts
RZEERFE+=-_A=+—H At 31st December 2006 97,427
RZZEZETRF+-_A=+—H At 31st December 2005

REBEFE ARREFCLETBUEXRME
TR ENGERARETZMAESR
ZAWE SR - WORE I BRI E

FRAZAEZREEBR -

135,998

During the year under review, the directors of the

ER-20 company reassessed the recoverable amount of film

2T rights with reference to the valuation performed by Grant

Sherman Appraisal Limited, an independent firm of

professional valuers and determined that no impairment

loss on goodwill associated with the film rights was

identified.
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=R (&)

EYmEzANEEBIIELEEREE

BEmAf FRAEERADEAFARLX
20.04%  ERARBARAEETZEREHN ST

FrziBRA(TEFEN]) 2R REHET -
TEHERSRENERTHERESE - LR E
TEBBEVIREMEEZME ZRBFHE

REX -pBErRARELHBETRERER
A RZEBRREGET  TERREELEHE
EREREATERLRAEMSERZEANM

BEZEMNE BEXRHAEX - EREX/HA
NHEETFBEERRZASREZLET BE
FRAMAE - - TRXBBEHRZA - AR

MR A2 E R

HIERER

26.

27.

FILM RIGHTS (Continued)

The recoverable amount of film rights was assessed by
reference to value-in-use calculation. A discount rate
of 20.04% per annum was applied in the value-in-use
model which uses cash flow projections based on
financial forecasts approved by the directors of the
Company (the “Film Forecast”) covering a five-year
period. Cash flows beyond the five-year period have
been extrapolated using zero growth rate. This growth
rate does not exceed the long term average growth
rate for the market in which film rights operates. There
are a number of assumptions and estimates involved
for the preparation of the cash flow projections for the
period covered by the Film Forecast. Key assumptions
included gross margin, growth rate and discount rate
which are determined by the management of the Group
based on past experience and its expectation for market
development. Growth rate represents the rate used to
extrapolate cash flows beyond the five-year budgeted
period and are consistent with the Film Forecast. The
discount rates used are pre-tax and reflect specific risks
relating to the industry.

FILMS IN PROGRESS
rEH
The Group

RIEPEY

Films in progress

S h B R LA B OB AE 7] AT 8 B Rk B & 1R 7
1 -

EXECEHEXRBR-_FTRF+_A=T
—BzAKEEE KEBZFHETETH
EEZ%%&$&ﬁﬁWé%'§$RE$¢

%%

CHINA STAR ENTERTAINMENT LIMITED # B £ &

—ETAREF —EERF
2006 2005
FHET FAT
HK$°000 HK$'000
29,469 47,461

The films in progress were valued at cost less any
identifiable impairment loss.

The directors reassessed the recoverable amount of
films in progress as at 31st December 2006. Having
taken into account of the additional costs to be incurred
and estimated revenue to be generated from these films
in progress, the directors determined no impairment
should be recognised in the income statement for the
year (2005: $Nil).

BERA
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28. EZBWER

BIEFPZHREHARI0EWETSE - EHEWR

102

28.

TRADE RECEIVABLES

The credit period granted to customers ranges from 30

ERZERTWT - to 90 days. The aged analysis of the trade receivables
is as follows:
rEH
The Group

—EEXRE —TTRF
2006 2005
FTET FH& T
HK$°000 HK$'000

EXREH The Riche Group
0% 30H 0 to 30 days - 18
91%180H 91 to 180 days - -
- 18

Hh Others

0% 30H 0 to 30 days 683 1,148
31£60H 31 to 60 days 575 4,471
61%290H 61 to 90 days 826 300
91%180H 91 to 180 days 373 393
HiBm180H Over 180 days 8,776 11,489
11,233 17,801
W B SEWERER ZRERERE Less: Impairment loss on trade receivables (3,217) (3,222)
8,016 14,579
8,016 14,597

H+

E o

AEEEFRUERCEREREAFEEMR

The carrying amounts of the Group’s trade receivables
approximate to their fair values.
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BE AHREREILENR 2

TA IE

=& Deposits
SEANE /] Prepayments
H ) & Y 5RIE Other receivables

e BNFEAREGERFACR@ERR
NYFEEMAE -

HEEE

RZZEEREAA+TERD AR F N EEE
# A Kingsway Hotel Limited ([KHL]) % A4
B ETERBE=2BH([EH])TU=MHE
S ([EEWmHE]) - 8K E%490,000,000
B (TMREEEE]) RITVEEHAENIE
BrERRE®R AREMEALIARS
40,000,000 BT o Ml MEEEZ FHEANRE
REIBHAZZTEFLANBZEEA - R
FHEA%  ARARFTLE—HRH  UWKRBEXK
HEKHLZBRARZE - ZEXHHBHRY B
MEMFT47(a) ~ (D) & (c)°

30.

DEPOSITS, PREPAYMENTS AND OTHER
RECEIVABLES

rE AR

The Group The Company
—BEXRE —EETREF —EERE —EETREF
2006 2005 2006 2005
THET FHET THET FHET
HK$’000 HK$'000 HK$’000 HK$'000
39,573 73,931 1,086 20,025
623 1,871 351 265
4,965 4,745 - -
45,161 80,547 1,437 20,290

The carrying amounts of deposits, prepayments and
other receivables approximate to their fair value.

DEPOSIT FOR INVESTMENT

On 15th June 2006, the Company entered into three
sale and purchase agreements (the “Sale and Purchase
Agreement”) with three vendors (the “Vendors”) in
respect of acquisition of certain entities which indirectly
held equity interest in Kingsway Hotel Limited (*“KHL")
for an aggregated consideration of HK$490,000,000 (the
“Initial Acquisition”). The Company paid HK$40,000,000
as deposit to the Vendors upon entering into the Sale
and Purchase Agreements and subsequent deed of
variations. Details of the Initial Acquisition were set out
in the Company’s circular dated 8th September 2006.
Subsequent to the year end date, the Company entered
into further transactions to acquire and dispose the
equity interest of KHL. Details of these transactions were
set out in note 47(a), (b) and (c) to the financial
statements.

CHINA STAR ENTERTAINMENTLIMITED H E 2K B E R 2
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31. BBEGZMU R FEETIRZ 31. FINANCIAL ASSETS AT FAIR VALUE
TR EE THROUGH PROFIT OR LOSS
—EEXRE —EETREF
2006 2005
FTHET FH& T
HK$°000 HK$’'000
EmRE Listed investments:
—REBE LTS - Equity securities listed in Hong Kong,
EEx o RAFEE at fair value 64,560 23,345
REER MEEBRBZUATEEIERZ2 At the balance sheet date, all financial assets at fair
MEEHRATEEIR ZELMREZR value through profit or loss are stated at fair value. Fair
FTEBEBD2ZHERFR G oM WES value of those listed investments have been determined
SE ° by reference to the quoted market bid prices available
on the relevant stock exchanges.
32. BBt & NBIFXIE—A%E 32. AMOUNTS DUE FROM ASSOCIATES -
)3 YN THE GROUP AND THE COMPANY
ERAEERARBHERARIAREEA The amounts due from associates of the Group and of
RERERERKRE - the Company are unsecured, interest free and repayable
on demand.
33. e RBEEEEER 33. CASH AND CASH EQUIVALENTS

AEE
The Group

AR
The Company

A RE —TTTF LAl —TTAF
2006 2005 2006 2005
TER TET TER TET
HK$°000 HK$'000 HK$’000 HK$'000

e MIRITHERR
JE B 17 3R

Cash and bank balances
Time deposits

ReRBESEEHEE Cash and cash equivalents

1,597 5,568 187 2,273
87,750 25,932 87,650 19,790
89,347 31,500 87,837 22,063

FRRBITZREKES BRITHERN TR
FRHMERRME - EHERFRZEEH—
AE=ZEAQE RIAKENEREFTEM
oY ERE B8 ZEMERE KM X UERF
B -RekASFERBZEAEERARTE
BERE -

Cash at banks earns interest at floating rates based on
daily bank deposit rates. Short term time deposits are
made for varying periods of between one day and three
months depending on the immediate cash requirements
of the Group, and earn interest at the respective short
term time deposit rates. The carrying amounts of the
cash and cash equivalents approximate to their fair
values.

104
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34. SHARE CAPITAL
% #E

Number of shares

&8

Amount

=S —ETERF
2006 2005
FE T FHET
HK$’000 HK$'000
SR E0.058 T Ordinary shares of
2 &k HK$0.05 each
VAT AR Authorised 20,000,000 20,000,000 1,000,000 1,000,000
BEITRHERKA +  Issued and fully paid:
F 1 At beginning of year 520,541 365,406 26,027 18,270
Rl -1 e Exercise of share options - 17,770 - 889
fic & B 1n Placement of shares
(KHtetakb) (Note a & b) 184,105 137,365 9,205 6,868
FIR At end of year 704,646 520,541 35,232 26,027
i & Notes:
(a) RZZEZSNFRHRATEH - Porterstone (a) On 17th May 2006, Porterstone Limited (“Porterstone”),

Limited ([ Porterstone] ) »

SES 3D

CREBEE ([MEk]) RRBR
T (MR&xt) %
BEREADATLAR

ZEERRAA Dorest Company Limited (“Dorest”), Mr. Heung Wah
Keung (“Mr. Heung”) and Ms. Chen Ming Yin, Tiffany
Rl ENRETCEER

REWHZE - REEE

(Ms. Chen”) entered into a placing agreement with a
placing agent and a top-up subscription agreement

¥ © Porterstone * & » MEERRLZ L
BEERRKRMOISELZERABIREER
E4£104,105,000 A A BIEERKRHD - BE
WERBEWE - Porterstone * Z® » A4
ERZ SRR D033E T 2BRAES
#£104,105,0008 #T B2 15 - IS RIBFEL A
33,300,000 7t + £ #20,000,0007% 7t # &
AEAEBZE-—SKRE  MBEBAAER
EEy-—MEEES

RZZEEXNFNARNE RAREHRHGERE
RERR7M0.3658 T (RARBAFRERMH RN

ZETRFERNARAZHMMEO39E TITE
6.4%) 2 B 1% 7 B 1% & & 2 % 80,000,000
& 57 A% 0 o BT 15 3R IEF 49 A 29,000,000
T REBMARM-MBEZEZRE -

CHINA STAR ENTERTAINMENT LIMITED # B £ &

with the Company respectively. Pursuant to the placing
agreement, Porterstone, Dorest, Mr. Heung and Ms.
Chen placed an aggregate of 104,105,000 existing
shares of the Company to independent investors at a
price of HK$0.33 per share. Pursuant to the top-up
subscription agreement, Porterstone, Dorest, Mr. Heung
and Ms. Chen subscribed for an aggregate of
104,105,000 new shares at a price of HK$0.33 per
share. The net proceeds of approximately
HK$33,300,000 was intended to be used as to
HK$20,000,000 for future investment and as to the
balance for general working capital of the Group.

On 6th June 2006, the Company had conditionally
agreed to place 80,000,000 new shares to independent
investors at a price of HK$0.365 per share, representing
a discount of approximately 6.4% to the closing price
of HK$0.39 per Company’s share on 5th June 2006.
The net proceeds of approximately HK$29,000,000
were intended to be used for the proposed acquisition
of a hotel in Macau.

BERA
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TEEXRF+ A=+ —HILFE For the year ended 31st December 2006

35. RESERVES
TERER N
SRR X2HE RAHAERS
RAEE &AB#  Convertible Share-based Capital iR
Share  Contributed  loan notes payment reduction  Accumulated a8
premium surplus reserve reserve reserve losses Total
T T T T T T T
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
(GRS (M b) (GREY (M o) (st o)
N The Company (Note a) (Note b) (Note c) (Note d) (Note e)
R-EE1F-F-H At 1st January 2005 778,975 207,548 566 7,841 316,008 (834,091) 476,847
EEERRE Net loss for the year - - - - - (25,408) (25,408)
WRBZF 2 FHER Y Share-hased payment expenses - - - 24,057 - - 24,057
RERR Placement of shares 67,891 - - - - - 67,891
BOESLFT Share issuing expenses (1,759) - - - - - (1,759)
iFmRE Exercise of share options 8,703 - - - - - 8,703
At 31st December 2005 and
1st January 2006 853,810 207,548 566 31,898 316,008 (859,499) 550,331
Net loss for the year - - - - - (5,166) (5,166)
Share-based payment expenses - - - 11,340 - - 11,340
RERR Placement of shares 54,350 - - - - - 54,350
BOESLFT Share issuing expenses (1,172) - - - - - (1,172)
RCBTRETZA=T-B  At3ist December 2006 906,988 207,548 566 13,238 316008 (864665 (609.689)
B 5t Notes:
(a) BE-NAN—FEFERAE(ETAX) - K& (a) Under the Companies Act 1981 of Bermuda (as

REZBEHREARESRARR 2 RET
Bt ERBRARETTFARRRR -

(b) ARABZHABBDEEARKTE RN -FF
“FEAARTRERMBERARZHEE - K
NEMBBHERRZEBEEREEFES
ARAR-—NAN_FAEEEEFCEHTR
AEEZEZ®E UWERA-_FTT_FhA+H
EXRBIBRERMBEEERRZER -

amended), the share premium of the Company can be
used in paying up unissued shares of the Company to
be issued to members of the company as fully paid
bonus shares.

The contributed surplus of the Company represents
the amount transferred from the capital account due to
the capital reduction effective on 10th September 2002.
The difference between the underlying net tangible
assets of the subsidiaries which were acquired by the
Company and the nominal amount of the share capital
issued by the Company at the time of the Group
reorganisation in 1992 and the amount transferred from
the capital account due to the capital reduction
effective on 10th September 2002.
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35. & (&)

et - (&)

(b)

(&)

BE-AN-—FBRERIE (BFTAX) 2
AzBANBBREAEDIR - A - ARED
BETIERTRAARGT T IR KK
BRELHDIK :

(i) ARERBIBRIKERENEEED
HmEEEZER  x

(i) ARRBEZEREBERRAM D
RE BB NS 31T A e A7 i (B R
Z A .

RIERBSFEREI2FR  MBTZARK
EREBDRNAERE D REERND RE
@bty FARBEAFEEHRREESD (2
FEEDNERBRENARRER 2T S E
EE)  MBOMESRERAERNHIATE
EmEzZBANBRESSN - AEBNHHE
BIEEHEKATIE - S DS ERR
RBRERREREE  EERBERER(ER
HEEERNDEE) AEZERERD (EFHE
EREZFAER /L -

DRI 2 AR - HERKHERE
BREGEFIRAREENAAREZRE
RELAFEE HEBEDURHEAEH
EEREZAVEEREE SRUHEZEE
AIERERBREZATEEEHEEREY
BM(WA) REAEE  UERER THARIE
MxHBEAAR  YHABRESARN N2
HORGMA

35.

RESERVES (Continued)

Notes: (Continued)

(b)

(continued)

Under the Companies Act 1981 of Bermuda (as
amended), the contributed surplus account of a
company is available for distribution. However, the
Company cannot declare or pay a dividend, or make a
distribution out of contributed surplus if:

(i) it is, or would after the payment be, unable to
pay its liabilities as they become due; or

(i) the realisable value of its assets would thereby
be less than the aggregate of its liabilities and
its issued share capital and share premium
accounts.

Under HKAS 32, convertible loan notes issued are split
into their liability and equity components at initial
recognition by recognising the liability component at
its fair value which is determined using a market interest
rate for equivalent non-convertible notes and attributing
to the equity component the difference between the
proceeds from issue and the fair value of the liability
component. The liability component is subsequently
carried at amortised cost. The equity component is
recognised in the convertible loan notes reserve until
the notes are either converted (in which case it is
transferred to share premium) or the notes are
redeemed (in which case it is released directly to
accumulated losses).

Share-based payment reserve represent the fair value
of employee services estimated to be received in
exchange for the grant of the relevant options over the
relevant vesting periods, the total of which is based on
the fair value of the options at grant date. The amount
for each period is determined by spreading the fair
value of the options over the relevant vesting periods
(if any) and is recognised as staff costs and related
expenses with a corresponding increase in the share-
based payment reserve.
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35. fitfE (&) 35. RESERVES (Continued)
HizE o (&) Notes: (Continued)
(e) KRB ZRAERFEHER —NWANFH R (e) The capital reduction reserve of the Company

‘A §332,640,000% B #1715 2 EE B 5K
1008 THI RESBROSETLHELEZ S
3o REEREADBAAMAE 1206 A
Br—BRAZR  BRAERGEETRBESH
ARREREZSELBBEIXAEE =X
AAEEEEAMER  BRBREIEMAE
RAlwHFATERZ AR -

represents the amount arising in relation to the
reduction of the nominal value of 332,640,000 issued
shares of the Company from HK$1.00 each to HK$0.05
each in 1998. Pursuant to a resolution passed by the
directors pursuant to Bye-law 129 of the Company’s
Bye-laws, the capital reduction reserve shall be
applicable for meeting claims on or liabilities of the
Company or contingencies or for paying off any loan
capital or for equalising dividends or for any other
purpose to which the profits of the Company may be
properly applied.

4= Ji 4
36. RITEE 36. BANK BORROWINGS
rEH
The Group
=3 %2 —TTRF
2006 2005
FTExT FHET
HK$’000 HK$’'000
BEMBITER Secured bank loans 13,202 25,390
LHEEZ 2R The maturity of the above
R borrowings is as follows:

—F R Within one year 2,254 12,197
—EMF Between one and two years 2,380 2,252
N ZE RF Between two and five years 7,966 7,538
RAEME Over five years 602 3,403
13,202 25,390

B —EAETIA Less: Amount due within one year shown
mEBEZ KA under current liabilities (2,254) (12,197)
—F & EIB A Amount due after one year 10,948 13,193
BERARTERCERBENR  BEEFN X Secured bank loans comprise a mortgage loan which
B BBERAAREEREIEL R 40,880,000 bears interest at commercial rates. The mortgage loan
BT (ZTERHE © 42,190,00008 L) ZREY is secured by the Group’s investment properties with
FEER RBERERTEFANDHEE - carrying value of approximately HK$40,880,000 (2005:

108

HK$42,190,000). The mortgage loan is repayable in

installments over a period of ten years.
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36. RITHE (& 36. BANK BORROWINGS (Continued)
FEEREEHUNERIE REEAZER All interest-bearing borrowings are denominated in Hong
MEWT : Kong dollar. The effective interest rates at the balance

sheet date were as follows:—

&g
The Group
—EETREF
2005

BEMIBITER Secured bank loans 5.45-5.70%  1.70%-6.50%

FERBEEZERERATFEELOT ¢ The carrying amounts and fair values of the non-current
borrowings are as follows:—

MR EE NV EE
Carrying amounts Fair values

il —TTIF Rt —TTLF
2006 2005 2006 2005
FTERT THET FTERT THET
HK$’000 HK$'000 HK$’000 HK$'000

EHEMRITER Secured bank loans 13,202 25,390 13,202 25,390
AFEEDABERERERAEEBRERTE The fair values are based on cash flows discounted
EEMEMR 2 EEFH - using a rate based on the current bank borrowing rate

per annum of the Group.

RHEECEREERAEATEEMES The carrying amounts of short-term borrowings
approximate to their fair values.

CHINA STAR ENTERTAINMENTLIMITED H E 2K B E R 2
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37.

110

BRAATBREBEERXER

RZEEARF+_A=Z+—H A28
20,000,000 T2 BMERATRKRERZRE ([Z
SR DNRENELIEFE URERR_TZT—F
NATHBET-

2

ZEBZEAASYFHREENE —K R
R-FFTOENA=TRIH N_FTTAF
NATHE  ARFAERERFAEAFTIMAAR
Bl ARAERBERAEARESZRE
ZIMEHERE-_ZFELFRAA=ZTH &R
EMERA - AIRERKD5.838 T (BHE
B)ZBERERZEBASABBARRRAR
BREECETZRD  HEAXHEMM
R-B-_FTEMFAATHEEER-_FTTL
FRA=ZTHAF4EZER  ZBEFEAT
ABMBZRBZHRTASBER/ARARKMN - LA
EXRREREEZRBZH T A EEREFF

B o

oy

BESDZATEE(BEREHEER) HEMR
RERABBES 2 THMEGFE - SRR T0#
sBREN  CEERRRERT GIRTHK
EXEBFHHERT) -

37.

UNSECURED CONVERTIBLE LOAN
NOTES

As at 31st December 2006, there was an unsecured
convertible loan notes (the “Notes”) of principal value
HK$20,000,000 bearing interest at 4 per cent per annum
and was originally issued on 14th June 2001.

The interest of Notes were repayable semi-annually in
arrears. It was originally matured on 30th June 2004.
On 14th June 2004, the Company and the noteholder
entered into a supplementary deed, pursuant to which
the Company and the noteholder agreed to extend the
maturity date of the Notes to 30th June 2007. The Notes
carry the right to convert the principal amount of the
Notes into shares of HK$0.05 each in the share capital
of the Company at a conversion price of HK$5.83 per
share (after adjustments), subject to adjustment. From
14th June 2004 to the 14 business day immediately
preceding 30th June 2007, the noteholder can convert
the outstanding principal amount of the Notes into
shares of the Company and may request early
repayment of the outstanding principal amount of the
Notes together with accrued interest.

The fair value of the liability component, included in
long-term borrowings, was calculated using a market
interest rate for an equivalent non-convertible bond.
The remaining balance represented the equity
conversion component, is included in shareholders’
equity named as convertible loan notes reserves.
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=42 (/£) 37. UNSECURED CONVERTIBLE LOAN

NOTES (Continued)

AEBEREAD
The Group and Company
CIE: Y. CIE:Y:)3
EXRRE EXRRE
2B EHHD ZRERBHG
Liability Equity
component component
of the of the
convertible convertible
loan notes loan notes
FET FET
HK$'000 HK$'000
RZZEERF—-HA—H At 1st January 2005 19,434 566
HEERNERX Imputed interest expenses 800 -
B A H B Interest paid (800) -
R_ZEZERF+_-_A=+—H At 31st December 2005
E=ZFTREF—H—H and 1st January 2006 19,434 566
HEEANERX Imputed interest expenses 1,233 -
B A H B Interest paid (800) -
RZZEERF+-_A=+—H At 31st December 2006 19,867 566

EEZEEBOH ZERMNELNR5.43% °

The effective interest rate on the liability component of the
note is approximately 5.43%.

IR S S EE N A M T The maturity of the unsecured convertible loan notes is as
follows:
KEBRKQT

The Group and Company
=3 %2 —ZTRF
2006 2005
FTHET FHET
HK$°000 HK$'000
—FR Within one year 19,867 -
—FEWF Between one and two years - 19,434
19,867 19,434

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2
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AEH
UTAREEER, T ERTRERERAE
RAERED :

TEEXRF+ A=+ —HILFE For the year ended 31st December 2006

DEFERRED TAXATION

The Group

The followings are the major deferred tax liabilities and
assets recognised by the Group and movements

thereon:
RENEZ
ATEEED
MERERE  AHAEBER Fair value
Accelerated Estimated changes of
tax tax investment @
depreciation losses properties Total
FET FET FET FET
HK$'000 HK$'000 HK$'000 HK$'000
R-ZZEERF—-A—H At 1st January 2005,
ZETREFZA 31st December 2005
“+-HNR-ZTRE and 1st January 2006 (1,438) 1,438 - -
—A—8
BA KR Charge to income
statement - - 1,888 1,888
R-ETRE At 31st December 2006
+ZA=+—~H (1,438) 1,438 1,888 1,888

RZEZERF+ZA=+—R0  AEEHEEHD
414,330,605 T (ZEZTHF : 370,667,110
BT (EEE)) 2 A AT EEE T HEE
Bamfl c ARKREBFAEZEF - M E
BREERBEEE -

EAT

BHARKRGETBT BB 2HR - B \EREETHIE
BB 479,315,842 L (Z T E R F -
91,108 2738 L (KHET) ) BRELHIEE
Eo

At 31st December 2006, the Group had unused
estimated tax losses of approximately HK$414,330,605
(2005: HK$370,667,110 (agreed)) available for offset
against future profits. No deferred tax asset has been
recognised due to the unpredictability of future profit
streams.

The Company

No deferred tax assets has been recognised in respect
of estimated tax losses of approximately HK$79,315,842
(2005: HK$91,108,273 (agreed)) due to the
unpredictability of future profit streams.
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39. EZEMERR

40.

BHRNERZREDTMT

39. TRADE PAYABLES

The aged analysis of the trade payables is as follows:

0&30H 0 to 30 days
312 60H 31 to 60 days
61£290H 61 to 90 days
91&180H 91 to 180 days
i@ 180H Over 180 days

AEEEFRNERCEEEREAFEEMR

+
o

+

&g

The Group
—EBERE —TTRF
2006 2005
THET FHET
HK$’000 HK$'000
1,523 2,680
839 836
1,923 1,368
2,450 3,123
11,575 10,885
18,310 18,892

The carrying amounts of the Group’s trade payables
approximate to their fair values.

elEe s EstEBE R 40. DEPOSITS RECEIVED, ACCRUALS AND

H &+ IR OTHER PAYABLES
AEME KA F
The Group The Company

=L T RF (= e ) —ETERF

2006 2005 2006 2005

FHET FAT FHET FAT

HK$°000 HK$'000 HK$°000 HK$'000

Bz e Deposits received 32,949 77,692 10,000 10,000

JERTIE B Accruals 4,009 2,188 2,558 1,027

H ftb JE 1~ 518 Other payables 2,603 812 255 78

39,561 80,692 12,813 11,105

AEEERES BFAFRBRECEEREZ
FHEREATEEES -

The carrying amounts of the Group’s deposits received,
accruals and other payables approximate to their fair
values.

CHINA STAR ENTERTAINMENTLIMITED H E 2K B E R 2

ol



ANNUAL REPORT 2006 4

W% W F# B i Notes to the Financial Statements

HE-ZZXFE+-A=+—HBILEE For the year ended 31st December 2006

41. HEAE
R-BEAF+-A=+—H KEERER
THARBEERZBENETTHELERD 2

41. LEASE COMMITMENTS
At 31st December 2006, the Group had commitments
for future minimum lease payments under non-

HESERASEENT cancellable operating leases in respect of rented
premises which fall due as follows:

—EEBRF —TTRF

2006 2005

FTET FH& T

HK$’000 HK$'000

—F A Within one year 940 1,059
EEFRFEA In the second to fifth year inclusive

(BREERF) 1,089 -

2,029 1,059

ERANREEARERDENEEA 2 E
¢ BOTERTHMERBES  MTHM
FrHEERTE -

42. EXRKIE

RZZEZERE+-_A=+—0B  AEERKEE
AERURBREZRBITAENT

Operating lease payments represented rentals payable
by the Group for its office premises. Leases are mainly
negotiated for an average term of two years and rentals
are fixed for an average of two years.

42. CAPITAL COMMITMENTS
At 31st December 2006, the Group had the following
outstanding commitments in respect of acquisitions of
an investment at the balance sheet date:

—EBEAXRE —ETRF
2006 2005
FTHET FH& T
HK$’000 HK$'000

ERENRBRTY Authorised and contracted,
1B 18 R B B but not provided for

450,000 -

114 |



115

43.

W % W # W 5 Notes to the Financial Statements

HE-_ZZAXF+_-_A=Z+—HILFE For the year ended 31st December 2006

gﬂﬁﬂﬁﬁﬁbiﬂﬁﬁiﬁz?a
BRER-_ZTE-_FRA-TLtHBTZART
BREBFAE BBz —HBRER  KLETA
RAR—NMARNET+A-+=ZBRHZERE
SE([EERERE])  WERAT —EHIER
REETE ([FrERES &) -

EREKRESS
ERBREABZIERRBALT ¢

() {fenHznzyzm-

(i) Z2AFERRAKEETAKEARZENR
BEHEZE -

(iliy BHZBEREMSRZEDERHEET
SHBEARNGTEZEETRAI0% -

(iv) BER2HEETEEZBRENSRZR
mER - MERBEMMMERSEER
HeBEREMCBETRABETIROE
oA EBEATEZRD LR 225% -

(v) HEABEBREINZERERARLER
REBZHRBHITE -

(vi) BEEZOTESHISBAZKAHET
T

(vii)  ARAAPRERH BR300 A RE
Bt (M) YAARB N 1B
T AR EFRIE -

43.

EQUITY SETTLED SHARE-BASED
TRANSACTION

Pursuant to a resolution passed at the annual general
meeting of the Company held on 27th May 2002, the
share option scheme adopted by the Company on 23rd
October 1996 (the “Old Option Scheme”) was
terminated and a new share option scheme (the “New
Option Scheme”) was adopted.

The Old Option Scheme
The major terms of the Old Option Scheme are
summarised as follows:

(i) The purpose was to provide incentives to the
participants.

(i) The participants included any employee or
director of any members of the Group.

(iii) ~ The maximum number of shares in respect of
which share options might be granted must not
exceed 10% of the issued share capital of the
Company from time to time.

(iv)  The maximum number of shares in respect of
which share options might be granted to a
participant, when aggregate with shares issued
and issuable under any share option granted to
the same participant, must not exceed 25% of
the maximum shares form time to time.

(v) Any share option may be exercised in whole or
in part at any time after the date on which the
share option is deemed to be granted.

(vi)  The exercisable period of a share option must
not exceed a period of 10 years commencing
on the date of acceptance.

(vii)  The acceptance of a share option, if accepted,
must be made within 30 days from the date of
the offer of the grant with a non-refundable
payment of HK$1 from the grantee to the
Company.
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43. UBEHEEUBRH I ZX
5 (42
EBRETE (&)
(viii) BREZODFEEAATIZRSE

a. TEREERAERHBRER B
LhiER 5 BARBAERBKN 2T
BT E% B + &

b. ARFEBEBH  EHE -

HREBREFIAER_ZET_FRA-T+
Al AitBEBEREAREEBRESTS
M o AR LRK LA RERBRESS
EREMARTEZBREIDABFR - XA
RIBEBRETE ZIERTRITE -

43.

EQUITY SETTLED SHARE-BASED
TRANSACTION (Continued)

The Old Option Scheme (Continued)

(viii)  The exercise price of a share option must be the
higher of:

a. a price not less than 80% of the average
closing price of a share of the Company
for the 5 trading days immediately
preceding the grant; and

b. the nominal value of a share of the
Company.

As the Old Option Scheme was terminated on 27th May
2002, no further share options can be granted under
the Old Option Scheme thereafter. However, all
outstanding share options granted under the Old Option
Scheme prior to the said termination shall remain valid
and exercisable in accordance with the provisions of
the Old Option Scheme.

116 |
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HEMUBRM T ZR

MBRESS
FBBREFAZERGFBAMT

EHEERSEEHAKEAIEL LA
2 BB 2 BB B SR -

EARARARAEE K
AEBAEMNRAESZ
TRNER(REIFEER
Bl 2ERKBERA
ARBEMEERRHMH
ADEEBBRESZE
ARBREBRZEMAITR
FHUTESHAREES
(BREMBILIFERITE
) 2RIFBERX
REREE

A MR A R
AARARREAEER
RSB AD T EERRE
H2 EARRERZER
B R AT

HERZERERNKER
ARARAEMEERR
FHAREEERRES
ZAEE AR FAETERE
FZEMBAAN

43.

EQUITY SETTLED SHARE-BASED
TRANSACTION (Continued)

The New Option Scheme

The major terms of the New Option Scheme are
summarised as follows:

(i) The purpose is to provide incentives and rewards
to the participants for their contribution or
potential contribution to the Group.

(i) The participants include:

(1) (a) any directors or proposed director
(whether executive or non-
executive including any
independent non-executive
director), employee or proposed
employee (whether full time or part
time) of any member of the
Company and any entity in which
the Company, directly or indirectly,
holds any equity interests
(collectively the “Interested
Group”) or any substantial
shareholder of the Company or any
company controlled by a
substantial shareholder of the
Company;

(b) any individual for the time being
seconded to work for any member
of the Interested Group or any
substantial shareholder of the
Company or any company
controlled by a substantial
shareholder of the Company;

(c) any holder of any securities issued
by any member of the Interested
Group or any substantial
shareholder of the Company or any
company controlled by a
substantial shareholder of the
Company;

CHINA STAR ENTERTAINMENTLIMITED HREI 2K B E R 2 A
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EURBZHZR

HAESERETRERD
ARKRAEAEERE
S AAANEERELS
ZEMAAZEBRAE
B RME - REEL
R

B 5 1 L A 4 B
ATMRARAEALER
RAMARATERAR
$ 2 AE 7 2 7R GRS 2
EHH%AE\HWE\
WA EM - BE R
B AREAHEAA
R EAR ¥
ABEAA RAEL
A EEAT  RTAR
REXRBAA :

x/\

[ 55 B B B E MK E
RBERAR B EMEER
RIBARAEERRE
HlzERMIBRRRESR -
ERME  FREBE B
ﬁi%%ZEﬁﬁFﬁ*
BB EERIFERD
A

Mg AEDERBEMNKE
RAE AR B EMEER
REMARAETERRE
HlzEMIBARRESR -
ERHE  FREBE B
mEARBz2EMER &
AFREAEA (BT
BWERAN)EDHEA

43.

EQUITY SETTLED SHARE-BASED
TRANSACTION (Continued)
The New Option Scheme (Continued)

(if)

(1)

(d)

any business or joint venture
agent or
representative of any member of

partner, contractor,
the Interested Group or any
substantial shareholder of the
Company or any company
controlled by a substantial
shareholder of the Company;

any research assistant, technician,

adviser, consultant, artist, actor,

actress of, and any research
company, technical support
company, advisory company,

consultancy company, production
company, advertising company,
distribution company and
professional services company to
any member of the Interested
Group or any

shareholder of the Company or any

substantial
company controlled by a
substantial shareholder of the
Company;

any supplier, producer, director or

licensor of films, television
programmes, video features, goods
or services to any member of the
Interested Group or any substantial
shareholder of the Company or any
company
substantial shareholder of the

Company;

controlled by a

any customer, licensee (including
any sub-licensee) or distributor of
films, television programmes, video
features, goods or services of any
member of the Interested Group or
any substantial shareholder of the
Company or any company
controlled by a substantial
shareholder of the Company;
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(1 (h) FHERZERBETEKER
AR ARAEMEIERR
FHAREEERRES
ZEMARZEMEES
ME(EfEMosEE
F) &k

(2) B HIZHLAEMER2E
ERESZERMAR e

BREFERESSTED 2 BREMY
R2ZBMHERBETEBEEARBIE
MBEBRESEANZBEETRA10%
WZERITERERARERNEG EEH -
EITEM AR R ET & R EME
B IR EI B B s R ITE 2 AR
BMBETZRMHEBHE  THEBET
BEETRMD230%  RAFERTIZEA
Hi - REBFERERT S (B ) Mot
BT IR ELE /2,064,660 @ (A
RARAKFRAAZBHBBETRALD
0.25% °

BRIFESREE  TASRL2HEER
TEARNER ZERE (REDTE -
B R ARITE 2 BERAE) T UATT (RS
FramkBEasROHBH  TEHEA
TREBEEITROZ1% °

TEMREFTERNRIBRERRE
HERMATSEBR LA BES +
F o

43.

EQUITY SETTLED SHARE-BASED

TRANSACTION (Continued)

The New Option Scheme (Continued)

(i) (1) (h) any landlord or tenant (including
any sub-tenant) of any member of
the Interested Group or any
substantial shareholder of the
Company or any company
controlled by a substantial
shareholder of the Company; and

(2) any company controlled by one or more
persons belonging to any of the above
classes of participants.

(iii) ~ The maximum number of shares in respect of
which share options may be granted under the
New Option Scheme must not exceed 10% of
the issued share capital of the Company as at
the date of approval of the New Option Scheme
and such limit might be refreshed by the
shareholders in general meeting. The maximum
number of shares which may be issued upon
exercise of all outstanding share options granted
and yet to be exercised under the New Option
Scheme and any other share option scheme must
not exceed 30% of the shares in issue from time
to time. The total number of share options
available for issue under the New Option Scheme
(after refreshment) as at the date of this annual
report was 2,064,660, which represented
approximately 0.25% of the issued share capital
of the Company at the date of this annual report.

(iv)  The total number of shares issued and to be
issued upon exercise of the share options
granted to each participant (including exercised,
cancelled and outstanding share options) in 12
month period must not exceed 1% of the shares
in issue from time to time unless the same is
approved by the shareholders.

(v) The exercisable period should be determined by
the board of directors upon grant of the share
option but in any event should not exceed 10
years from the date of offer for grant.
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43, U HEEE R B Xt Z 3% 43. EQUITY SETTLED SHARE-BASED

120

5 (/"%?_

N—

TRANSACTION (Continued)

FERESE (£) The New Option Scheme (Continued)
(vi) BEZFERZERTRNXLEEERE (vi)  Save as determined by the board of directors

(vii)

(viii)

(ix)

BRBHREN  LERTEBBRERITE
HMARAZRERY -

FEABREH B BEH 08 A E A (vii
B ORER) - LARD AL BT
AR E R -

BEREZOTEBARTIZ&ERE ¢ (viii)

a. RERHERARRETREN

W &

b,  EREHAMNAEXRELA
AGRBRGZFHRTE : R

c. ARBEBEBH  EHE -

MERES I ERAEAREE T —— (ix)
FAA-+TARBLETFRBR -

provided in the offer of the grant of the relevant
share options, there is no general requirement
that a share option must be held for any minimum
period before it can be exercised.

The acceptance of a share option, if accepted,
must be made within 30 days from the date of
grant with a non-refundable payment of HK$1
from the grantee to the Company.

The exercise price of a share option must be the
highest of:

a. the closing price of a share of the
Company on the date of grant;

b. the average closing price of a share of
the Company for the 5 trading days
immediately preceding the date of grant;
and

cC. the nominal value of a share of the
Company.

The New Option Scheme is effective for 10 years
from the date of adoption until 26th May 2012.
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43. EQUITY SETTLED SHARE-BASED
TRANSACTION (Continued)
The following table discloses details of the Company’s
share options held by the Company’s substantial
shareholders, directors, the Group’s employees and
other participants and movements in such holdings:

BhRERE
Number of share options

it & 3k

e

R-R8rF

-A-8
it S 3k LESH RZ2ERE
-A-R RIREEE RIPREE MCEREIE  Oustndng RIREAEF RIRERE TIAZt-R

§RITEE BAGE B ik x4 asat g B HAGE

SREEN Y48 ELEE fESR  Erercise  Oulstanding Granted  Exercised Lapsed 31122008 Granted Expired  Outstanding

Category of Name of Date of Exercisable price as at during during during and during during as at

Participants scheme grant period  per share 01.01.2005 2005 2005 2005 01.01.2006 2006 2006 31.12.2006

#1 (k) (histi) (Histi)
HKS (Note ) (Note i) (Note i)

ADAEE ERRENE 20111996 21111996 - 20.11.2006 60510 674269 - - - 674269 - (674,269) -

REREE 01d Option Scheme 28032000 28.03.2000 - 27.03.2010 16.783 9,128 - - - 9,123 - - 92,123

Substantial 02082000 02.06.2000 - 01.06 2010 8.134 417508 - - - 417508 - - 417508

sharefolders HEREr 1607000 16.07.2002 - 15.07.2012 1718 201,446 - - - 201,446 - - 201,446

and directors New Option Scheme 17072003 17.07.2003 - 16.07.2013 0564 457,000 - - - 457,000 - - 457,000
of the Company*

2,692,344 - - - 2603 - (674,269) 2,018,075

ADEES” GELCHE 16072002 16.07.2002- 15.07.2012 1716 1109557 - - - 1109567 - - 100587

Director New Option Scheme 17072003 17.07.2003 - 16.07.2013 0564 2,285,000 - - - 2285000 - - 2085000
of the Company™*

3,394 557 - - - 330455 - - 330457

KE0ER ERRENE 05011999 05.01.1999 - 04.01.2009 501 i - - - i - - 4

Employees 01d Option Scheme 28032000 28.03.2000 - 27.03.2010 16.783 250,539 - - (10440) 240,099 - - 240,099

of the Group 02062000 02.06.2000 - 01.06.2010 8.134 417508 - - - 47508 - - 47508

HEREHE 16072002 16.07.2002- 15.07.2012 1716 3308671 - - (1109557) 2219114 - - 29114

New Option Scheme 17072003 17.07.2003 - 16.07.2013 0564 10,254,939 - (79699%9) - 2285000 . - 2085000

13122004 13.12.2004 - 12.12.2014 0520 15,800,000 - (9.800000) - 6,000,000 . - 6000000

04022005 04.02.2005 - 03.02.2015 0538 - 28,110,000 - - 28110000 [ - 28110000

30122005 30.12.2005 - 29.2.2015 0242 - 18,005,000 - - 18,005,000 - - 18,005,000

20112006 21,11.2006- 20.11.2016 0 - - - - - 40000000 - 40000000

0051700 46115000 (17769.939)  (1,119.097) 57276765 40,000,000 - 07,276,765

iftg8% GELCHE 16072000 16.07.2002 - 15.07.2012 1716 4438208 - - - 44 - - 44308

Other participants ~ New Option Scheme 17072003 17.07.2003 - 16.07.2013 0564 7,055,000 - - - T05,00 X - 7085000

13122004 13.12.2004 - 12.12.2014 0520 11,820,000 - - - 11,820,000 1 - 11,820,000

04022005 04.02.2005 - 03.02.2015 0538 - 10,205,000 - - 10,205,000 1 - 10,205,000

30122005 30.12.2005 - 29.2.2015 0242 - 33,995,000 - - 33995000 1 - 33995000

20112006 21,11.2006- 20.11.2016 0 - - - - - 20400000 - 20400000

23313228 44,200,000 - - 6751328 20400000 - 791328

50451830 90315000  (17769.939)  (1,119,097) 130,876,894 60,400,000 (674.269) 190,602,625

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2

121

ol



ANNUAL REPORT 2006 4 #

W % 3t # W i Notes to the Financial Statements

HE-_ZZAXHF+_-_A=Z+—HILFE For the year ended 31st December 2006

122

4. UBBERUBG LM 23

REARAZEIERRREETAMERLER
REAR L LA 2 B HE -

N—

*

(" RRARAEEFT IR R IR 2 BRE -

(i) ARBIBRHDEE-_ZTRAFRLBEREAD Y
AlzWmED R ATROISNETRER
0.2484 7T °

(ii) FRABRODBEEBERER_STRFRITE
BHigizhmESNATR 11108 T (3
800,0000% f& 15 if1 5 ) K& & B2 0.7205% 7t (5t
16,969,939 k=) °

—~ o~

(iii) ARBIBRHDEE-_ZTAFRLBEREARDH
Al WHERERKR0.28 T -

(iv) WEBRER ST NERTE - KR
NARB R ZBRALEE  RZETRF+=

A=+ —HE&TEHKRITEZ 190,602,625
ERE BERARARAFAIBESERE
#7106,015,00074 7L #17190,602,625 % 28 M &
mR -

FARARAENERBRESHSZARE
RBISEBET(ZTTREF 288 T) °

(a) URBXSZHEBERAX
RENBEAHBERERRNE 2R 2% - A
B AN zHE R -_FE_F
+-Ht52é%@%k1%ﬁﬁ?%
BRELAFEE BRRFAX -
E%WWW%&Z%%@E%%%&%
bz ATEEERE -

43.

EQUITY SETTLED SHARE-BASED
TRANSACTION (Continued)

Represented the share options held by Mr. Heung Wah
Keung and Ms. Chen Ming Yin, Tiffany, the substantial
shareholders and directors of the Company.

** Represented the share options held by Ms. Li Yuk
Sheung, a director of the Company.

Notes:

(i) The closing prices of the Company’s shares
immediately before the dates of grant of share options
in 2005 were HK$0.500 per share and HK$0.248 per
share.

(i) The closing prices of the Company’s shares

immediately before the dates on which the share
options were exercised in 2005 were HK$1.110 per
share in respect of 800,000 shares and HK$0.720 per
share in respect of 16,969,939 shares.

(iii) The closing price of the Company’s shares immediately
before the date of grant of share options in 2006 was
HK$0.28 per share.

(iv) No share option was exercised, lapsed or cancelled
during the year 2006.

The exercise in full of the outstanding 190,602,625 share
options as at 31st December, 2006 would, under the
present capital structure of the Company, result in the
issue of 190,602,625 additional ordinary shares for a
total cash consideration, before expenses, of
approximately HK$106,015,000.

Total consideration received during the year from the
grantees for taking up the share options granted
amounted to HK$15 (2005: HK$28).

(a) Share-based payment expenses

Following to the adoption of HKFRS2, Share-
based Payment, the fair value of the employee
services received in exchange for the grant of
the options after 7th November 2002 is
recognised as an expense. The total amount to
be expensed over the vesting period is
determined by reference to the fair value of the
options granted.
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MRS EURMXITZX 43, EQUITY SETTLED SHARE-BASED
B (& TRANSACTION (Continued)
a) HUROXFzZREBEX (8) (a) Share-based payment expenses (Continued)
(i) RERERZETFTERRGEH T (i) The terms and conditions of the grants
TRl MEBRESERE that existed during the years are as
Bk z2EREE follows, whereby all options are settled
by physical delivery of shares:
IAgH
Number of TEMR
Instruments Exercisable period
BTTERRRES BRE
Options granted to substantial
shareholders and directors
~RZIZET=F+A++H 457,000 ZIZ-FtATtRAEZE-—ZFtA+AH
- on 17th July 2003 17th July 2003 - 16th July 2013
BRTEZZRERE
Options granted to directors
-RIERZFLA++H 2,285,000 ZIT-FtATtRAEZE-ZFLA+AH
- on 17th July 2003 17th July 2003 - 16th July 2013
BYREEEE 2 BRE
Options granted to employees of the Group
-RZIERZFLA++H 11,254,939 ZIZ-FtATtRAEZE-ZFLA+AH
- on 17th July 2003 17th July 2003 - 16th July 2013
-RIZTME+-AT=H 15,800,000 ZIEMEFZA+=REZF-MEFZA+ZH
- on 13th December 2004 13th December 2004 - 12 December 2014
-RZZETRF-ANA 28,110,000 ZITRE-_AMAE-S-RF-A=AH
- on 4th February 2005 4th February 2005 - 3rd February 2015
RZZEZRE+T-A=1H 18,005,000 TEE+ZA=TREZZ-HF+ZAZ1+NA
- on 30th December 2005 30th December 2005 - 29th December 2015
RZZZRF+-A-+—H 40,000,000 ZIEAET AT -HEZE-R~E+-FZ1A
- on 21st November 2006 21st November 2006 - 20th November 2016
RTEM2REZBRE
Options granted to other participant
~RZIZET=F+A++H 8,855,000 ZIZ-FtATtAEZE-ZFtA+AH
- on 17th July 2003 17th July 2003 - 16th July 2013
-“RIZTME+-A+T=H 11,820,000 ZIEMEFZA+=REZF-MEFZA+ZH
- on 13th December 2004 13th December 2004 - 12th December 2014
-RZETRE-AMA 10,205,000 “EERF-_AMAE-_S-RF_-A=H
- on 4th February 2005 4th February 2005 - 3rd February 2015
RZZEZRE+T-A=1H 33,995,000 ZIERETZA=TREZT-RAFTZAZTAA
- on 30th December 2005 30th December 2005 - 29th December 2015
-RIZERF+-AZ+—-H 20,400,000 ZEEAET AT -HEZE-R~E+-FZ=1A
- on 21st November 2006 21st November 2006 - 20th November 2016

201,186,939
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MRS ERM X ZX 43, EQUITY SETTLED SHARE-BASED
B TRANSACTION (Continued)
(a) URBXNZREMAX (&) (a) Share-based payment expenses (Continued)

(i) EREZAFAFEERMIR (i) The estimated fair value of the options is
—HRAEXHE c ZRAMEK measured based on Black-Scholes Model.
RAz#EWT : — The variables input into the model are as

follows:—
RETE BB 2 g Weighted average share price at

FEHRE (BT measurement date (HK$) 0.28 0.35
MEE T EE (Br) Weighted average exercise price
(HKS) 0.277 0.37
TEAR IR (AR DR — Expected volatility (expressed as
FRMEXGFEZ weighted average volatility
M TR ESR) used in the modeling of
Black-Scholes Model) 70.51% 65.82%
RS H (LUIRMA 1% —  No. of years for option life
FRMEXGFEZ (expressed as weighted average
MEE T FEFR) life used in the modeling of
Black-Scholes Model) 6 10
TEHAR B Expected dividends - -
3 b A Risk-free interest rate 5.0% 4.0%
RETE A B2 g 1 Weighted average fair value at
~EEEET) measurement date (HK$) 0.19 0.27

FHR IR TS DB R R (1R X

The expected volatility is based on

BZFOMERNGFRAE) B

BEE - BHERERMUBERER
BE o Ffr}mFHZIéM?*“Z“‘@J
REHAFEEZBFELERXR

By B
zao

BREDRERBGEEMEL -
Pl 7% {68 1 3 8 5T AP UCER 2 AR 75
RELEBHZATEBEFE - T
B 2 B B A B T 35 1) 1 3 4 R

@ o

historical volatility (calculated based on
the weighted average remaining life of the
share options). Expected dividends are
based on historical dividends. Changes
in the subjective input assumptions could
materially affect the fair value estimate.

Share options were granted under a
service condition. The condition has not
been taken into account in the grant date
fair value measurement of the services
received. There were no market conditions
associated with the share options granted.
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HE-_ZZAXF+_-_A=Z+—HILFE For the year ended 31st December 2006

44. MATERIAL RELATED PARTY
TRANSACTIONS

EETINUNTR (a)

During the year, the Group entered into the

5 following transactions with Riche Group:
—EZRF —ZTREF
2006 2005
ff it THERT TERT
REME Nature of transactions Note HK$’000 HK$'000
FEWA —EHRFE Interest income - Loan interest (i) 100 238
— mBR - Interest on
¢ convertible
L8 notes (i) - 100
R EHER Term loan granted (i) - 33,800
EETHER Term loan repayment () 33,800 -
Bk BEEER Post-production fee received (ii) 90 736
BEREREKA Film exhibition income received (iv) - 7,947
BENENEE Royalty paid (i) 200 -
WEAE L RIEF Acquisition of leasehold land
and buildings (iii) - 9,000
B 5t Notes:
(i RZTZERFOA+IE EX&E (i On 19th April 2005, the convertible notes of

¥ 17,2.33,800,000/% 7T AT #2 % 22 4% %
B REEWETERANALBKRE
EAR$%33,800,0008 LAEREH
A mMEXRZEREBE EE
33,800,000/ 7T - R A * AR ARE
MEXRZHEEEDL —FHER
33,800,000 7T - ZEEXAER
B BRFEBE1ENE  UER=FTET
AREHA+NBEE-

(ii) CHERETMEZEBRETE -

HK$33,800,000 issued by the Riche Group were
matured. The Group did not exercise the right
to convert the outstanding principal amount of
HK$33,800,000 into share capital of the Riche
Group and Riche Multi-Media repaid
HK$33,800,000 to the Group. On the same
date, the Company granted a one year term
loan of HK$33,800,000 to Riche Muti-Media.
The loan is unsecured, bears interest at 1%
per annum and was repaid on 19th April 2006.

(i) The amounts were determined at prices agreed
between the parties.

CHINA STAR ENTERTAINMENTLIMITED H E 2K B E R 2
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44. EXBEEANLTX S (B) 44. MATERIAL RELATED PARTY
TRANSACTIONS (Continued)

Notes:(Continued)

126

ff &t

(iif)

(iv)

AEBEFHNETALEBET TR S

(&)

RZZTAEEEN AEBAEX
EELBRELHRET  BRE
9,000,000/ 7T « W EEE 2 KER
“ETRFE L RAEtAURSBEA
e

AEBR-_ZT_F_ARBAHEEX
SEFTEMAEGZ B A%
BT _FMANBRT=FRA
ﬁﬁ%%@ﬁﬁf%%%%’%%ﬁ

BEXEFEAREE 2 BRETE
($@%Wﬁ%&§%%%ﬁ%)&ﬁ
RBREBEENME - ZBBEER=-T
ZHEER MAKEEHESREBT
| E

(b)

(iif)

(iv)

During the year 2005, the Group acquired
leasehold land and buildings from the Riche
Group at a total consideration of HK$9,000,000.
The consideration for the acquisition was fully
settled in cash on 7th July 2005.

On 5th February 2002, the Group and the Riche
Group entered into a territory supply agreement
whereby the Group, during the term of three
years from 8th April 2002, granted in favour of
the Riche Group a first right of refusal to
acquire the exclusive distribution rights of
refusal to acquire the exclusive distribution
rights excluding the theatrical and internet
rights in respect of each film in the PRC and
Mongolia and an option to acquire the theatrical
rights. This agreement was expired in the year
2005 and no new agreement was entered into
between the Group and the Riche Group.

During the year, the Group entered into the

following transactions with TAL Group:

“EERE —ETHEF

2006 2005

g3 TERT FAT

REME Nature of transactions Notes HK$’000 HK$'000

KEATALEEZ Management fee income from (i) & (ii) 4,860 4,860

ERERA the TAL Group

B X R E AT Services charges paid and (i) & (ii) 5,752 2,880
TALE B 2 k7% & payable to the TAL Group

BRI REXM Artists promotion charges paid (i) & (ii) 4,193 4,382

TALEEZ & A

EEE

and payable to the TAL Group
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A4, EXBREANTRX G (8B)

()

(%)

ffat

(i) CHERETMEZEBRETE -

(ii) MREARLZLTFATALZ —RES -

FRN - KARAIAEEREBEA L&
104,105,000 R E@KR (T T HF -
137,365,0000%) ° % RME 2 BEHNK
34 -

HEZTZAFRZ-ZZZAF+ZA=
T-HLEFE REGEENMKRARLZ
TE—BRTREBEAZR  AERAK
SEESIZRTER -AEERARE
TRHEA -

FEARHE & R R FOR 2 FIEENFES32

o

TEEBRA

\

MM E4EE TEEEAEHE
(BREINTFARRAEERETESHE
B2yBE)MT :

44,

MATERIAL RELATED PARTY
TRANSACTIONS (Continued)

(b)

(Continued)

Notes:

(i) The amounts were determined at prices agreed
between the parties.

(ii) Ms. Chen Ming Yin, Tiffany is a common
director of TAL.

During the year, the Company issued

104,105,000 ordinary shares to the directors and

their associates (2005: 137,365,000). Details of

these subscriptions are set out in note 34.

For the years ended 31st December 2006 and
2005, Mr. Heung Wah Keung and Ms Chen Ming
Yin, Tiffany provided personal guarantees to a
bank to secure banking facilities granted to the
Group. No fee was paid to them by the Group.

Details of the amounts due from associates are
set out in note 32.

Key management personnel

Compensation for key management personnel,
including amount paid to the Company’s directors
and certain of the highest paid employee, as
disclosed in note 14, is as follows:

—ETAREF —EETRHF

PL]) 2005

FHET FAET

HK$°000 HK$’000

He R EMEEIEFN  Salaries and other short-term benefits 5,732 5,568
RIREFTEIH R Pension scheme contributions 60 60
ARG 9 32 A+ 2 SRR Share-based payment 2,253 3,981
8,045 9,609

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2
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45. T EMB LRI FE 45. PARTICULARS OF PRINCIPAL
SUBSIDIARIES
TRENEFTRRIEZELREEEENEE The following table lists the subsidiaries of the Company
ZARBIMBLRR - EERR - 2 HMHE which, in the opinion of the directors, principally affected
RAlZEHNEHREBBRITK - the results or assets of the Group. To give details of
other subsidiaries would, in the opinion of the directors,
results in particulars of excessive length.
ARG
BRfRE/
ZhER BRAR
AE L HRRE/
Proportion ZhER
/AT of nominal Issued and
E3 2345 a5/ 4% value of issued fully paid
Form of Country/place of FERAEH  capitaliregistered share capital/
il PR business incorporation/ Class of capital held registered IZER
Name of subsidiary structure formation shares held by the Company capital Principal activities
%
Business First Limited A ZERAEE Lk 100 1REEIET RERRRERE
Incorporated British Virgin Ordinary ZB&{ Holding of cable
Islands 1 share of US$ right
China Star Entertainment EaupA RBRUES LEk 100 200REREEIZT RERR
(BVI) Limited Incorporated British Virgin Ordinary b3} Investment holding
Islands 200 shares of
US$1 each
HEZRERR EaupA B tak 100 WEREE REZR
BRAR Incorporated Hong Kong Ordinary BT Ak Investment holding
China Star Entertainment J;1,000,000%%
Holding Company BREE AT
JERZEERR
(Htztb)
2 ordinary shares
of HK$1 each
and 1,000,000
deferred non-voting
shares of HKS 1 each
(Note b)
THEERETARAA M Bk Lk 100 100,000% SYRER
China Star HK Incorporated Hong Kong Ordinary BRAEBIET BAREN
Distribution Limited LER  Distribution of motion
100,000 pictures and television

ordinary shares
of HK$1 each

drama series
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FTEWMBLARFE (&) 45. PARTICULARS OF PRINCIPAL
SUBSIDIARIES (Continued)
ARG
BRfRE/
ZRER BRAR
HE L HrRE/
Proportion ZhER
/BT of nominal Issued and
$BRRNA /% value of issued fully paid
Form of Country/place of FERAEH  capitaliregistered share capital/
il PR business incorporation/ Class of capital held registered IZER
Name of subsidiary structure formation shares held by the Company capital Principal activities
%
HEEFEREARAT EAlA Bk Lk 100 1,000,000 B&imE
China Star HK Incorporated Hong Kong Ordinary EREEIRT Bk
Entertainment Lak RERR
Company Limited 1,000,000 Distribution of video
ordinary shares rights and
of HK$1 each investment holding
China Star International BRI ZERAEE Lk 100 8,001 &k SYRER
Distribution Limited Incorporated British Virgin Ordinary EE1EL RN BRREN
(ita) Islands 8,001 shares of ~ Distribution of motion
(Note a) US$1 each pictures and
television drama
series
TEERSFRERAA Al Bk Lk 100 15,0008 &k & REER
China Star Laser Disc Incorporated Hong Kong Ordinary 10078 %R
Company Limited Lk REZR
15,000 ordinary Provision of
shares of management
HK$100 each services and
investment holding
HEEYEERAA A ) LRk 100 dRERAE FEETME
China Star Pictures Incorporated Hong Kong Ordinary 1A Holding of film rights
Limited LR
2 ordinary
shares of
HK$1 each
HEEHERBARLA EaupA B Lok 100 WEREE REES
China Star Production Incorporated Hong Kong Ordinary 15T RiERE
Services Limited LER Provision of post-
2 ordinary production services
shares of
HK$1 each

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2
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For the year ended 31st December 2006

#1E (&) 45. PARTICULARS OF PRINCIPAL
SUBSIDIARIES (Continued)
AR
BRfRE/
ifEx BRAR
AELA HrRE/
Proportion ZhER
/AT of nominal Issued and
EBRRNA /4% value of issued fully paid
Form of Country/place of FERAEHN  capitaliregistered share capital/
il PR business incorporation/ Class of capital held registered IZER
Name of subsidiary structure formation shares held by the Company capital Principal activities
%
HEEFRARAT Al EERNES LR 100 REEERTZRD REARRRE
China Star Trademark Incorporated British Virgin Ordinary 1 share of Holding of trademark
Limited Islands US$1 and copyrights
China Star Worldwide A i Bk 100 400 &K EYRER
Distribution B.Y. Incorporated Netherlands Ordinary AE105#E BEHEN
(Hif#tb) ZEBR  Distribution of motion
(Note b) 400 ordinary pictures and
shares of television drama
Dutch Guilders series
100 each
Classical Statue Limited AL RERAEE ERel 00 IREEETZREG RERR
Incorporated British Virgin Ordinary 1 share of Investment holding
Islands US$1
Exceptional Gain Profits EaupA RBRUEE LEk 100 REE1ZTZRR VESE
Limited Incorporated British Virgin Ordinary 1 share of Property investment
Islands US$1
2R (FE)BRAA BRI Bk Lk 100 dRERAE REN%
Newrich (HK) Limited Incorporated Hong Kong Ordinary 181 Property holding
B
2 ordinary
shares of
HK$1 each
“BEEYARAT A (3 Bk 100 3,000,000k & & T
One Hundred Years of Incorporated Hong Kong Ordinary HEALL Film production
Film Company Limited LRk
3,000,000

ordinary shares
of HK$1 each
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45. T EMB L RAFE (£) 45. PARTICULARS OF PRINCIPAL
SUBSIDIARIES (Continued)
ARG
BRfRE/
ZhER BRAR
AE L HRRE/
Proportion ZhEx
/BT of nominal Issued and
EBRRNA /4% value of issued fully paid
Form of Country/place of FERGBEN  capitaliregistered share capital/
il PR business incorporation/ Class of capital held registered IZER
Name of subsidiary structure formation shares held by the Company capital Principal activities
%
FHREERAT B4 B Lok 100 MEREE HEETR
S & W Entertainment Incorporated Hong Kong Ordinary BT ERR EREEH
Limited 2 ordinary Production of motion
shares of  pictures and television
HK$1 each drama series
B 5t Notes:
(a) EERREEER - (a) Operating internationally.
(b) BERERRERODERLEEN DS ZTLAA (b) The non-voting deferred shares practically carry no

BE  BUZARBRAGZAE  HFEZ
SRELAESLREZEMN  EEBBIRA

AEFEMDIK

China Star Entertainment (BVI) Limited &
China Star Worldwide Distribution B.V./H &
NEEERE MABHMMBATEEAR

RIMEES -

BRARBEBEN MEBARZIELXMWHER

ER

FiT 7 Bt B 2 B 7Y 4F 45 B sk 4F R AE o] B D BB AR A

AABOZEHES

rights to dividends nor to receive notice of nor to attend

or vote at any general meeting of the company nor to

participate in any distribution on winding up.

China Star Entertainment (BVI) Limited and China Star
Worldwide Distribution B.V. are directly held by the
Company. All other subsidiaries are indirectly held by

the Company.

Except otherwise stated, the principal place of operation

of the subsidiaries is Hong Kong.

None of the subsidiaries had any debt securities

outstanding at the end of the year or at any time during

the year.
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46. T EHENAFER 46. PARTICULARS OF PRINCIPAL
ASSOCIATES
TRENEFTRRIEZELREEEEREE The following table lists the associates of the Group

ZAEEBERT - EEZRE  RIHMEE which, in the opinion of the directors, principally affected

RAZEMEERBBNITE -

the results and assets of the Group. To give details of

other associates would, in the opinion of directors, result

in particulars of excessive length.

KRRBEME
BRATRA/
EXEARA CETRERRA/
Proportion ZHER
Ry of nominal Issued and
ERERYA GEYS: 1 value of issued fully paid
Form of Country/place of capital/registered share capital/
BenrRER business incorporation/ capital held registered TEEH
Name of associate structure formation by the Company capital Principal activities
%
SRLEREAFRAF M ARE 34.43 4,752,000,000% RERREZR
Riche Multi-Media Incorporated Bermuda BREBIET Investment holding
Holdings Limited ** 2 EER in Hong Kong
4,752,000,000
ordinary shares
of HK$0.1 each
Bluelagoon Investment Bl RERLES 34.43 1REE REERERR
Holding Limited * Incorporated British Virgin 1ETZBH HESREE B
Islands 1 share of US$1 EYREREYME
Investment holding,
sales of financial assets,
distribution of films and
sub-licensing of film
rights in the PRC
Riche Advertising Limited* Bl RERLES 34.43 HEREE HESREE
Incorporated British Virgin 1EmzE®R  Sales of financial assets
Islands 1 ordinary shares
of US$1 each
Riche (BVI) Limited* ATV RBRAES 34.43 1,000 B8R E & RERRELR
Incorporated British Virgin 1ETzERR Investment holding
Islands 1,000 in Hong Kong

ordinary shares
of US$1 each
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a1 (&) 46. PARTICULARS OF PRINCIPAL
ASSOCIATES (Continued)
ARRBEME
BRARA/
EXEELH BERARBERE/
Proportion ZHER
Z/ R of nominal Issued and
ERERYA GEVE 1 value of issued fully paid
Form of Country/place of capital/registered share capital/
BenrRER business incorporation/ capital held registered TEEH
Name of associate structure formation by the Company capital Principal activities
%

SRETERAR M A 34.43 1,000,000 BREE RERERIYIRE

Riche Distribution Incorporated Hong Kong BrzEak LRHESHERE
Limited* 1,000,000 Sub-licensing of film

ordinary shares rights in Hong Kong
of HK$1 each and sales of
financial assets

SRERRMERAERY) SWKT 2 34.43 IREERRS R EET
BRAT Incorporated Macau 100,0007C 2 B 3 BY

Riche International 1 share of BRSYME
(Macao Commercial MOP100,000 Distribution of films and
Offshore) Limited" sub-licensing of film

rights in the PRC

EREFERRF BRI 5 34.43 10RERAEE REBBIYRER

Riche Video Limited* Incorporated Hong Kong 1008 T2 EBER Distribution of video

20,000k SR EE products in
1008 T2 BRTHE Hong Kong
BERR
10 ordinary
shares of HK$100
each and 20,000
non-voting
deferred shares
of HK$100 each”

Shinhan-Golden Faith AT RBRAES 34.43 10,000,0008% R EREER
International Development Incorporated British Virgin BREE Investment holding
Limited* Islands 1ETZEBR in the PRC

10,000,000

ordinary share
of US$1 each

CHINA STAR ENTERTAINMENTLIMITED #HE 2K B E R 2
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46. T EHBHE N

134

Al AR (&) 46. PARTICULARS OF PRINCIPAL
ASSOCIATES (Continued)
ARRBEME
BRARA/
EXEARA CEETRERRA/
Proportion ZHER
Z/ R of nominal Issued and
EBRRBRR B85/ 4% value of issued fully paid
Form of Country/place of capital/registered share capital/
BenrRER business incorporation/ capital held registered TEEH
Name of associate structure formation by the Company capital Principal activities
%
TREERHERE M M 33.29 AMAR RERENE
BRAA Incorporated PRC 15,000,000% 1 Property investment in
(“Beijing Jian Guo Real Estate Registeral capital of the PRC
Development Co. Ltd") US$15,000,000
Together Again Limited Eauiea RERLES 4900  48080REMEMEE REZRR
Incorporated British Virgin IE3P4 3 REBAERRY
slands 48,080 shares Investment Holding and
of US$1 each provision of artists
management services
China Entertainment ATV *E 4165 128,963,4250% REER
Group, Inc.*** Incorporated United States of SREE0IEL Investment Holding
America ZERR
128,963,425
of US$0.001 each
common stock
THERBERARAT T HMAL N 4165 1,000,000 REZAERRY
China Star Management Incorporated Hong Kong BREGIAT Provision of artists
Limited*** 2 LB management services
1,000,000

ordinary shares
of HK$1 each
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N EFEE () 46. PARTICULARS OF PRINCIPAL
ASSOCIATES (Continued)
KRRBEME
BARA/EMH
EXEARA CEETRERRE/
Proportion ZHER
Z/ R of nominal Issued and
ERERYA GEVE value of issued fully paid
Form of Country/place of capital/registered share capital/
BenARER business incorporation/ capital held registered TEEH
Name of associate structure formation by the Company capital Principal activities
%
Anglo Market International 1A EERAEE 41.65 1REREE REBAERRY
Limited *** Incorporated British Virgin IE3Pd 3 Provision of artists
Islands 1 share of management services
US$1 each
Metrolink Global M EBREIEE 41,65 100l &R E REZAERRY
Limited *** Incorporated British Virgin IE3Pd 3 Provision of artists
Islands 100 shares of management services
US$1 each

*%

REBEBZMBRA -

EXRZHBIROHEBIAM LT -

CEIN

Bl ATALZ M & A
China Entertainment Group, Inc.Jh— &3
BRBEAR - REBEBINE TR HM(Over-

The-Counter Bulletin Board) #17E & -

ERZRECKRND (LIFREXREEAFA)E

BRI AR S F BB - BUE AR R R
%ngL:ij}*EZ%ﬁ REELER
REBRBFTEEMOK

*%

CHINA STAR ENTERTAINMENT LIMITED # B £ &

These companies are subsidiaries of Riche Multi-Media.

The shares of Riche Multi-Media are listed on the Stock
Exchange.

These companies are subsidiaries of TAL.
China Entertainment Group, Inc. is a U.S. public

company traded on the Over-The-Counter Bulletin
Board.

The non-voting deferred shares, which are not held by
Riche Group, carry practically no rights to dividends
nor to receive notice of nor to attend or vote at any
general meeting of the relevant company nor to
participate in any distribution on winding up.

BERA
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47.
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+
o

(a)

Y2

=

HEZEIR
RZZERERNAT=ZA " ARAIHE
B & 5 Harvest Metro Corporation *
Top Region Assets Limited } [& 2 &
45 4 3t 2L 490,000,000 7T K 48 (X (B It
B8 Triumph Up Investments Limited &
Great Chain Limitedz 2 & B 2 {7 B A
(IR BEEE] AT LH#E  ZFAA
B # # & Kingsway Hotel Limited
(IKHL]) 2B #1TRAA £461.5%#
# ° Kingsway Hotel LimitedZ T2 &
EANMKNRBRMAEZASHAE 2 =ERE

CREAHIBIEER c BELTR
A IRREFEBK ARG ZETEE
AfE  FERZZTEAFALAZTAN
HETGZREFIAE LERARARE
BAE -BRNRKESEZFEHNAE
RAAMA-ZZETRENLANAZA
BHeRZBEXRF+_A=+—H " ¥
R EIH M KRTK ©

N-_ZETL+E—-F=0 AQXAEENH
Great Trust - Gestao E Participacoes
Limitada®h W B8 KHLAT B IR A4 %5 2
19.25% + HEFAKHLE 1T/ A50%
P& AN #E 25 2 Xin WeiZ 38.5% R AN #E 25 &2
BREEER([WESE]) T L hE
K8 5240,000,000/ 7T - W #EEE
TR MR - RNRE A KHLZ 38.5% K%
Fi#Em o BE MR - WESBETE
MARRZIFERRBEE  BERZ
EELF A+ ERABITZRERR
AELEAABBREIE - BRKEE
BZHABERARABRA-TTLF
—ATHZEK -

47.

SUBSEQUENT EVENTS

(a)

On 13th June 2006, the Company had entered
into agreements with the relevant vendors,
Harvest Metro Corporation, Top Region Assets
Limited and Mr. Chan Chak Mo in relation to the
acquisition (the “Initial Acquisition”) of the entire
issued share capital of Triumph Up Investments
Limited and Great Chain Limited which indirectly
hold in aggregate appropriately 61.5% interest
in the issued share capital of Kingsway Hotel
Limited (“KHL") for an aggregate consideration
of HK$490,000,000. The principal asset of
Kingsway Hotel Limited is Kingsway Hotel, a
three star hotel with a total 383 guests rooms
The
constitute a very substantial acquisition for the

located in Macau. Initial Acquisition
Company under the Listing Rules and approval
of the shareholders of the Company was obtained
at a special general meeting held on 29th
September 2006. Details of the Initial Acquisition
were set out in the Company’s circular dated 8th
September 2006. As at 31st December 20086,
the
completed.

Initial Acquisition has not yet been

On 3rd January 2007, the Company had entered
into agreement with the vendor, Great Trust -
Gestao E Participacoes Limitada in relation to
the acquisition (the “Acquisition”) of the entire
19.25% of the equity interest of KHL, 38.5% of
the equity interest of Xin Wei which directly holds
50% equity interest in the issued share capital
of KHL and the relevant sale loans for an
aggregate consideration of HK$240,000,000 .
Upon completion of the Acquisition, the Company
would hold 38.5% equity interest in KHL. The
Acquisition also constitute a very substantial
acquisition for the Company under the Listing
Rules and approval of the shareholders of the
Company was obtained at a special general
meeting held on 27th March 2007. Details of the
Acquisition were set out in the Company’s circular
dated 10th March 2007.
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EHESEER (&)

(&)

RZFTEF-—A+NA ARFAHE=
EZRBARRBEEHEAREIREEIS%
CETERTASEHERLE R
168,500,000 TR =T —Z—FHHT
ESEEATRRES ([AREF])F]
VEHEERRERE  OSRRER
UTeEz2REE : (VBRB-KRKG
0.32B L R(NBEOHRZTZLFRAT
NB(GRETHE2AE AT ERSH
ZFHETE  EVNRERETESOR
BREBKRG0 2B T (T FHE) R
BRERESARBEAKRESEE - a7k
BEHZBTEEARARENR=-ZE
+tE=ZRAZF+=RARTZREEIAE
E#tAE - ERRESHZER0.32E T
0258 Tz M RMEBEREER AR
A &% & 7 8 B 526,562,5003k
674,000,000 & 2 & &% (7] F #
B)  HARAEERRALD42.76%%
48.89% c AR R AIEH 2 BERHRAR
AEBMAZSLF=AtAZBE -

47.
(b)

SUBSEQUENT EVENTS (Continued)

(Continued)

On 19th January 2007, the Company entered into
three unsecured subscription agreements with
three subscribers in relation to the subscription
of the zero coupon unsecured convertible bonds
(the “Firm Bonds”) due 2012 in an aggregate
principal face value of HK$168,500,000 at an
issue price of 95% of the face value amount to
be issued by the Company at an initial
conversion price of the lower (i) HK$0.32 per
conversion share and (ii) the average closing
price of the shares for ten trading days prior to
19th May 2007 or date to be agreed by both
parties, provided that the initial conversion price
shall in no event be less than HK$0.25 per
conversion share (subject to adjustment), of
which the proceeds would be for financing the
Acquisition. The issue of the Firm Bonds was
approved by the Company’s shareholders in the
special general meeting held on 23rd March
2007. Should the Firm Bonds be fully converted
at the initial conversion price of HK$0.32 or
HK$0.25 per share, the Firm Bonds will be
convertible into approximately 526,562,500 or
674,000,000 shares of the Company (subject to
adjustment), representing approximately 42.76%
or 48.89% of the enlarged share capital of the
Company. Details of the Firm Bonds were set
out in the Company’s circular dated 7th March
2007.
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BEHEEIHE (&)
RZZEZTLF=F+NA ' XARADH
HIEEE S -
Limitada )2 Most Famous Enterprises
Limited?] SZ M 19 & B # & (BI [ SIM1R
# ] I [Most Famoustpa]) ° RIESIM
3 & Most Famousth s * A2 R E A
EHEKHLEBITRBEZ 1% EBIEE
R ARKHLE #1TE 8 2 49%MB
MEEER R RZ2BRES A
6,300,000 7T %2.308,700,0005% 7t ([ H
BEEHE]) - BEZELESIMTHEZEM
AT AKHLZ EF - BIE LW R
a - tﬂ%%lﬁﬁ&%‘ﬂzaﬁikﬁ
EFEHE At ARARARNBRITZ
BREHRARG EEEBARBIRELE -
MR ESE A BEEAR AR BEA
“EEEF=AThBZAH -

SJM - Investimentos

RZZEZLE=R+NB KRAZMH
& A @ Classical Statue Limited
([Classical Statuel) % E'Jéﬁi@ﬂ%ﬁf%
SHEBLFERAARERZEEC
Bl & ek R RE = ?J%ﬁt * Classical
Statue (1) A ERBH G #HEEUT KA
ERMHO.04BTZBREBEERER
BB EHERE1,296,860,000/ it & &
hREEGKEREEEEERE
1,296,860,000 BB M - RZTZ+
FZAZ+=8  EEH&ETKE
Classical Statue N E R % 88 7 & 18
BEXRZEBEBRERBEETRAY
34.43% ) £ 28.69% ©

47.

SUBSEQUENT EVENTS (Continued)

(c)

On 19th March 2007, the Company had entered
into two sales and purchase agreements with
relevant vendors, SUM - Investimentos Limitada
("SIM Agreement”) and Most Famous Enterprises
Limited (“Most Famous Agreement”) respectively.
Pursuant to the SUM Agreement and the Most
Famous Agreement, the Company agreed to sell
1% of issued quota of KHL and the relevant sale
loan and 49% of issued quota of KHL and the
relevant sale loan for an aggregate consideration
of HK$6,300,000 and HK$308,700,000
respectively (the “Disposals”). It is proposed that
upon the SUM Completion, Dr. Stanley Ho will be
appointed as the chairman of KHL. The Disposals
constitute a very substantial disposal for the
Company under the Listing Rules and approval
of the shareholders of the Company was required
at a special general meeting to be held by the
Company. Details of the Disposals were set out
in the Company’s announcement dated 19th
March 2007.

On 19th March 2007, Classical Statue Limited
(“Classical Statue”), a subsidiary of the Company
entered into a placing agreement and a
subscription agreement with a placing agent,
Kingston Securities Limited and Riche Multi-
Media respectively pursuant to which Classical
Statue has (1) agreed to place, through the
placing agent on a fully underwritten basis
1,296,860,000 placing shares to independent
investors at a price of HK$0.04 per placing share
and (2) conditionally agreed to subscribe for
1,296,860,000 subscription shares at the placing
price. On 22nd March 2007,
agreement was completed, upon completion,

the placing

Classical Statue’s interest in Riche Multi-Media
would be reduced from approximately 34.43%
to 28.69% of the enlarged issued share capital
of Riche Multi-Media.
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A7. #EHEEHE (&) 47. SUBSEQUENT EVENTS (Continued)
(e) WMZ-ZZTZ+F=H+-H  Classical (e)  On 12th March 2007, Classical Statute entered
Statute 8 80 MG ER BR A & (3R a subscription agreement with Milkyway Image
A1) BEREEAR £ 8 %525,000,0008 T 2 Holdings Limited (“Milkyway”), in relation to the
T CFIAEEREEATRRE subscription of the zero coupon convertible notes
BABRKRRR]ATCRBEDHSE  BKR (the “Convertible Notes”) in aggregate principle
BT RBE R B 0.33E 7T (A T A amount of HK$25,000,000 due 2012. The
M) o W T M RIEHEER conversion price is initially at HK$0.33 per share
ARAIHAA-TELE=AFTMAZ of Milkyway(subject to adjustment). Other terms
DN BATRRES ZFBHRARQ and conditions of the subscription agreements
AAMA-ZSTLFNA=ZHZ®EE were set out in the Company’s announcement

dated 14th March 2007. Details of the Convertible
Notes were set out in the Company’s circular
dated 3rd April 2007.

48. HEMBHR K 48. APPROVAL OF FINANCIAL STATEMENTS
BHERERER_ZZLFNA-TAEES The financial statements were approved by the board
etk - of directors on 26th April 2007.
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For the year ended 31st December
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= LN —TTHRFE —TTWNE —TE=F —TT-F
2006 2005 2004 2003 2002
TERT FAT FAT FAT FAT
HK$°000 HK$'000 HK$'000 HK$'000 HK$'000
¥ Results
EEE Turnover 152,777 92,234 165,307 213,907 241,515
B ara s, (EE) Profit/(loss) before
taxation 38,769 (20,889) (303,152) (54,431) (397,756)
BE (% 8H) e Taxation (charge)/credit (1,918) (124) (268) 155 360
FE&ERM/ (BB) Profit/(loss) for the year 36,851 (21,013) (303,420) (54,276) (397,396)
AT AL R Attributable to:
NG Equity holders of
BEBA the Company 36,880 (20,961) (303,219) (53,478) (395,690)
DERFE Minority interests (29) (52) (201) (798) (1,706)
36,851 (21,013) (303,420) (54,276) (397,396)
i 8 Dividends - . . _ _
Wt+t=ZA=+—H
As at 31st December
= LN —TTRFE O —TTWME —TE=F —TT-F
2006 2005 2004 2003 2002
TERT FAT FAT FAT FAT
HK$°000 HK$'000 HK$'000 HK$'000 HK$'000
BEEREE Assets and Liabilities
EEBE Total assets 789,037 743,396 667,880 953,086 970,724
BERVERR Total liabilities and
A minority interests (94,210) (145,840) (155,241) (179,564) (172,058)
R iE = Shareholders’ funds 694,827 597,556 512,639 773,522 798,666
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