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Appendix A to Annex B

Frank Martin, ses THE AMERICAN

President CHAMBER OF COMMERCE -
IN HONG KONG

@3@}1‘&\)%

February 27, 2004

Mr. Mike Rowse, JP
Director General

Invest Hong Kong

15/F, One Pacific Place
Queensway, Hong Kong

Dear Mr. Rowse,
Re: Harbour Fest

Enclosed herewith is a set of audited accounts of Red Canvas Limited.

Yours sincerely,

1904 BANK OF AMERICA TOWER, 12 HARCOURT ROAD, HONG KONG. TEL: 2526 0165 FAX: 2810 1289, 2877 6941
E-mali: amcham@amcham.org.hk  http://www.amcham.org.hk  KINDLY REPLY TO GPO BOX 355, HONG KONG.
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RED CANVAS LIMITED
LEERAA

DIRECTORS' REPORT

FOR THE YEAR ENDED 31 DECEMBER 2003

The directors have pleasure in presenting their report and the audited financial statements for the year ended 31
December 2003.

Principal activities

Red Canvas Limited is a Limited Liability company that was incorporated under Hong Kong law on 31 May
2000. The company remained dormant until 13 August 2003 when it was activated to serve as a Special
Purpose Vehicle to handle the financial transactions relating to the Hong Kong Harbour Festival 2003 (the
"Festival"). The Festival was a five week series of musical concerts held for the revival of Hong Kong in the
wake of the SARS epidemic. The company has never had any employees and has only two directors who have
never received compensation of any type.

The company has been audited from the date of activation through 31 December 2003 and the financial results
are attached herewith. All transactions during that period, as well as during the subsequent period were solely
related to the Festival.

In reviewing the financial statements the directors would like to point out some pertinent issues.

Revenue was generated from two prime sources - sponsorship and ticket sales. The Government of the Hong
Kong Special Administrative Region (the "Government") provided the major sponsorship amounting to
HK$100 million. This money was paid under a contractual agreement to the American Chamber of Commerce
in Hong Kong ("AmCham") who in turn contracted with Red Canvas Limited to organise the Festival. The
agreement called for al! funds to be returned to the Governmesnt via AmCham in the event that ticket sales and
other sponsorship revenue exceeded expenses. As can be seen by the attached financial statements, as of 31

December 2003, the revenue did not exceed the expenses and it is not expected to be the case in subsequent
periods.

It should be pointed out that while the Government has sponsored the Festival in the amount of HK3$100 million
the Government has, in fact, received cash benefits through the payment of income taxes and land rental of the
government site in the amount of HK$10,494,282. This would mean that the Government's total net
sponsorship is reduced to HK$89,505,718 which is only 12% higher to the estimated amount projected on 4
September 2003 when the Festival was announced publicly.

Beyond the cash returned to the Government as mentioned in the above paragraph, we have calculated that a
large amount of the total Festival revenue has gone directly back into the Hong Kong economy mainly to
support smali! local businesses that helped organise the Festival. This amount approximates HK$63,733,000,
inclusive of HK$10,494,282 paid to local authorities. We see that as an important contribution to small service
and supply companies in Hong Kong at a time when their businesses wete suffering as a result of the SARS
epidemic.




RED CANVAS LIMITED
EEERAH

DIRECTORS' REPORT

FOR THE YEAR ENDED 31 DECEMBER 2003

Principal activities (Cont'd)

We would further point out that a professional video of parts.of the Festival has been produced and has appeared
.on nationwide television throughout the United States of America on three separate occasions. Negotiations are
underway to have this video aired in many countries of the world including locally in Hong Kong. We fuily
expect these negotiations to be successful and anticipate that the Festival video, which clearly promotes Hong
Kong, will reach hundreds of millions of homes throughout the world. We are cutrently evaluating a monetary
value to Hong Kong of this promotion but based on our preliminary study of the cost of typical programmes on
national and global television networks, we think this value of the Festival video is substantial and should run
into miilions of Hong Kong dollars. '

As a result of the above, it is the opinion of the directors that the financial results of Red Canvas Limited should

be viewed in the context of total value to the Government and its citizens rather than in the financial numbers
reflected in these accounts,

Resuits and dividends

The resuits of the company for the year ended 31 December 2003 are set out in the income statement on page 6.
The state of affairs of the company as at 31 December 2003 is set out on page 7. |

Share capital

Particulars of the share capital are set out in note 10 to the financial statements.

Directors

The directors who held office during the year and up to the date of this report are:-

James Edward Thompson
Sally Anne Barrington Thompson

Management contracts

The company has not entered into any contract whereby the management and administration of the whole or any
substantial part of the company’s business have been undertaken by a party other than the company's directors or
employees.

Directors’ interests in contracts

No contract of signiﬁcance‘ to which the company 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.




‘REDCANVASI_.IMITED
AEERAH

DIRECTORS' REPORT

FOR THE YEAR ENDED 31 DECEMBER 2003

Directors' interests m shares

At no time during the year was the company a party to any arrangements to enable the directors of the company
to acquire benefits by means of the acquisition of shares in, or debentures of the company or any other body
corporate.

" Auditors

A resolution proposing that Wong Brothers & Co., Ceértified Public Accountants, be reappointed as audxtors of
the company will be put to the Annual General Meeting.

On behalf of the board

Chairman
Dated 27 FEB W4




% WONG BROTHERS & CO
CERTIFIED PUBLIC ACCOUNTANTS

(A member firm of AGN Internationat with offices worldwide) R. 'ﬁ'r_ ‘? .;-i— ﬁﬁ g zﬁ' fﬁ'
Partners: Aadrew C F Chan S M Kaa : 22 ; :
Charles C L Chow Ricky W P Wong i ﬂi:g: gi;::{.:
Gordon C P Cheng Man kA3 o
Consultant:  Andrew C § Lam B R A A

Aunditors' Report to the Shareholders of
RED CANVAS LIMITED
{Incorporated in Hong Kong with limited liability)

We have audited the financial statements on pages 6 to 14 which have been prepared in accordance with
accounting principles generally accepted in Hong Kong.

Respective responsibilities of directors and auditors

The Companies Ordinance requires the directors to prepare financial statements which give a true and fair
view. In preparing financial statements which give a true and fair view it is fundamental that appropriate
accounting policies are selected and applied consistently.

1t is our responsibility to form an independent opinion, based on our audit, on those financial statements and to
report our opinion solely to you, as a body, in accordance with section 141 of the Companies Ordinance, and
for no other purpose. We do not assume responsibility towards or accept liability to any other person for the
contents of this report.

Basis of opinion

We conducted our audit in accordance with Statements of Auditing Standards issued by the Hong Kong
Society of Accountants. An audit includes examination, on a test basis, of evidence relevant to the amounts
and disclosures in the financial statements, It also includes an assessment of the significant estimates and
judgements made by the directors in the preparation of the financial statements, and of whether the accounting
policies are appropriate to the company's circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance as to whether the
financial statements are free from material misstatement. In forming our opinion we also evaluated the overail

adequacy of the presentation of information in the financial statements. We believe that our audit provides a
reasonable basis for our opinion.

Fundamental uncertainty

In forming our opinion, we have considered the adequacy of disclosures made in note 1 to the financial
statements concerning the dependence of the company on the continuing financial support of the sharsholders.
The financial statements have been prepared on a going concern basis and do not include any adjustments that
would result from the withdrawal of such financial support. Our opinion is not qualified in this respect.

wd-

FRBGL LR AG KA XTI
19th Floor MassMutual Tower, 38 Gloucester Road, Wanchai, Hong Kong
Tek: (852) 2520 2701 Fax: (852) 286! 3757 Email: wongbrost@hkabc.net URL httn: /Awww.wengbros.com hk




WONG BROTHERS & CO.
CERTIFIED PUBLIC ACCOUNTANTS

Aunditors’ Report to the Shareholders of
RED CANVAS LIMITED
(Incorporated in Hong Kong with limited liability)

" Opinion

. In our opinion the financial statements give a true and fair view of the state of the company's affairs as at 31
_ December 2003 and of its loss and cash flows for the year then ended and have been properiy prepared in
accordance with the Companies Ordinance.

oy Ko &

Wong Brothers & Co.
Certified Public Accountants

Hong Koag, 47 FEB 2004




RED CANVAS LIMITED
AEEFRLH

INCOME STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2003

2003 2002

Notes HKS HKS

Turnover 4 55,208,207 -

Cost of services provided _ (155,779,107) -

(100,570,900) ‘ .

. Government sponsorship fee received 4 100,000,000 -

. Other revenue 4 20,053 -

' Administrative and

other operating expenses (74,403) (37,149)
Lass before taxation 5 (625252) (37,149)

Taxation ' : 7 - -
Lass after taxation (625,252) (37,149)




RED CANVAS LIMITED
LEERASH

BALANCE SHEET AS AT 31 DECEMBER 2003

2003 . 2002
ASSETS Notes HKS HKS HKS HKS
| Current assets
Accounts receivable y 3,983,677 -
Bank balances and cash 10,168,276 1,000
14,151,953 1,000
* Carrent liabilities _
Trade and other payables 3 (14,814,334) (38,129)
- NET LIABILITIES (662,381) (37,129)
* CAPITAL AND RESERVES
- Share capital 10 20 ’ 20
Accumuiated losses : ' (662,401) (37,149)
(662,381) (37,129)
Approved by the board of directors

on 37 FEB 2004

St
rector Director 32.94‘/\3 %MS‘N‘
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RED CANVAS LIMITED
LEFERAE T

CASH FLOW STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2003

‘Cash flows from operating activities
E':Loss before taxation

;;Adjustrnents for:

- Interest mcome

B

"Operating profit before working capital changes
. Increase in trade and other receivables
~ Increase in trade and other payabie

‘Net cash inflow from operating activities

.Cash flows from investing activities
- Interest income

Net cash inflow in investing activities

Cash flows from financing activities
Issue of ordinary share capital

- Net cash inflow in financing activities

Increase in cash and cash equivalents

Cash and cash equivalents at beginning of the year

Cash and cash equivalents at end of the year

2003 2002
Note HKS HKS
(625,252) (37,149)
(12,345) -
(637,597) (37,149)
(3,983,677) -
14,776,205 38,129
10,154,931 980
12,345 -
12,345 -
- 20
- 20
10,167,276 1,000
1,000 -
1,000

11 10,168,276




‘Allotment on 31 May 2000

Net loss for the period

‘Baiance at 31 December 2002

Net loss for the year -
;:Bahnce at 31 December 2003

RED CANVAS LIMITED
AL H B A H

STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2003

Share Accumulated

capital losses Total
HKS HKS HKS
20 - 20
- (37,149) (37,149) .
20 (37,149) (37,129
- (625,252)  (625,252)
20 (662,401)  (662,381)
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RED CANVAS LIMITED
LEARAH

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2003

BASIS OF PREPARATION OF FINANCIAL STATEMENTS

- The finanacial statements have been prepared on a going concern basis which contempiates the

realisation of assets and settlement of liabilities in the ordinary course of business. Losses incurred in
previous and current years resulted in a deficiency of net assets at the balance sheet date. The
application of the going concern basis is on the understanding that the present financial support
provided by the shareholders shall continue in the foreseeable future. Should the company be unable to
continue its operations due to withdrawal of such financial support, adjustments would have to be made
to reduce the value of assets to their recoverable amount and to provide for any further liabilities which
might arise.

PRINCIPAL ACTIVITIES

The principal activities of the company during the year are to organise, manage, convene and promote
the "Hong Kong Harbour Festival 2003", the arts and entertainment festival held on the Tamar site in
Central, Hong Kong between 1 October 2003 and 30 November 2003.

PRINCIPAL ACCOUNTING POLICIES

The financial statements are prepared under historical cost convention and in accordance with
accounting principles generally accepted in Hong Kong.
Leases

Payment under operating leases is charged to the income statement on a straight line basis over the lease
tenms.

Government sponsorship fee received

Government sponsorship fee received is recognised as income over the periods necessary to match them
with the related costs. '

-10-
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RED CANVAS LIMITED
LEEREHE

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2003

Revenue recognition
Sale of tickets is recognised upon delivery of the ticket.

Commission received are recognised when the services are rendered, the revenue can be reliably
estimated and it is probable that the revenue will be received.

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

Sponsorship fee received is recognised according to the terms of sponsorship agreements.

Foreign currencies translations

Transactions in foreign currencies are translated into Hong Kong dollars at exchange rates ruling at the
transaction dates. Monetary assets and liabilities denominated in foreign currencies are translated into
Hong Kong dollars at the approximate market rates of exchange ruling at the balance sheet date.
Exchange differences arising on translation are deait with in the mcome statement.

Cash equivalents

Cash equivalents represent cash at bank.

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 differs from income as
reported in the income statement because it excludes items of income or expenses that are taxable or
deductible in other years and it further excludes items that are never taxable or deductible. . The
liability for current tax is calculated using tax rates that have been enacted or substantively enacted at
the balance sheet date.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying
amounts 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 shest 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 differences can be utilised.

211 -
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RED CANVAS LIMITED
LA RS H

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2003

TURNOVER AND OTHER REVENUE

2002

HKS

2003
HKS$
Turnover
Ticket sales 49,603,135
Sponsorship fee received 4,858,147
Commission received ' 746,925
55,208,207
Government sponsorship fee received 100,000,000
Other revenue '
Gain on exchange _ 6,908
Bank interest income 12,345
Sundry income ' . 800
20,053
155,228,260

The Government sponsored a maximum sum of HK$100,000,000 as a contribution towards the cost of
services provided for holding the "Hong Kong Harbour Festival 2003" for the period from 1 October

2003 to 30 November 2003.

LOSS BEFORE TAXATION 2003
HKS

Loss before taxation is stated after charging: ,

Auditors' remuneration 56,000

Operating lease rentals . .

- Plant and machinery 11,237

- Land and building 2,154,255

2002

4,000

Included in the Income Statement were amounts paid or accrued for the direct benefit of the
Government in respect of taxes on artist fees and site rental amounting to HK$10,494,282. In addition,

the company paid local artist fees and suppliers amounting to HK $53,239,429.

-12-
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RED CANVAS LIMITED
LREREHA

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2003

STAFF COSTS AND DIRECTORS' REMUNERATION
There was no staff cost paid during the year (2002 : Nil).

None of the directors received any remuneration in respect of their services rendered for the year (2002
+Nil).

TAXATION
Current tax

Provision for Hong Kong Profits Tax is not required as the company sustained a taxation loss during
the year (2002 : Nil).

Deferred tax

Deferred tax assets have not been recognised in respect of the following itemns:

2003 2002
HKS HKS
Accumulated unused tax losses 638,000 -

The deferred tax assets of accumulated unused tax losses do not expire under current tax legislation.

TRADE AND OTHER PAYABLES 2003 2002
Note HKS HKS
Accounts payable 11,884,958 -
Provision for tax for artists 2,817,100 -
Amount due to a director 9 39,534 32,129
Accruals 72,742 6,000
14,814,334 38,129

AMOUNT DUE TO A DIRECTOR

The advance is unsecured, interest free and without fixed repayment term.

-13.
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RED CANVAS LIMITED
LEERAH

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2003

SHARE CAPITAL 2003 2002
No. of Amount No. of Amount
shares HKS shares HKS
Authorised, issued and fally paid
Ordinary shares of HK$ 10 each :
At beginning and end of year 2 20 2 20

ANALYSIS OF CASH AND CASH EQUIVALENTS

2003 2002
HKS HKS$
Bank balances and cash 10,168,276 1,000

CONTINGENT LIABILITIES

Included in the accounts receivable is a spousorship fee receivable from a sponsor in the amount of
US3$300,000 which is in dispute. The company has taken legal action against the sponsor to pursue the
settlement but the sponsor has denied the claim and lodged a counter claim against the company for
breach of the sponsorship agreement. The directors, upon consulting their legal advisers, are of the
opinion that provisions for doubtful debts and contingent liabilities are considered not necessary as the
outstanding debt is likely to be recoverable.

COMPARATIVE FIGURES

The comparative figures represented an accounting period from 31 May 2000 (date of incorporation) to
31 December 2002. :

-14-




-Hong Kong Harbour Festival 2003
income and Expenditure

December 31, 2003

2003
INCOME
Revenue-Ticket Sales $49,603,134.55
Revenus-Sponsorship _ 4,858,147.06
Revenue-Merchandising/Concessions 748,924.94
Revenue-TV Rights 0.00
Revenue-Government Funds 100,000,000.00 -
Revenue-Handling Charges 800.00
Revenue-Interast Income
12,344.71
TOTAL INCOME 155,221,351.26
EXPENDITURE
Artist Fee -Talent (76,436,724.72)
Artist Fee -Third Party (2,034,173.76)
Artist Fee -Riders {2,115,536.51)
Artist Fee-Tax (8,472,627.50)
Operations-iilities (451,762.20)
Onerations-Ticketing (2,083,073.06)
Operations-Site Preparation/Managen (25,662,795.37)
Operations-Production Costs (3,412,975.89)
Operations-Noise Canirol (154,600.00)
Operations-Equipment Rental (11,237.30)
Operations-Licence (880.00)
Operations-Security (3586,116.00)
Operations-Chalet {54,000.00)
Marketing-Adventising-Production (1,977,756.04)
Marketing-Advertising-Radlo (130,450,08)
Marketing-Advertising-Prints (2,870,818.92)
Marketing-Hotline . {5,000.00)
Marketing-Promotional Materials (5,500.00)
Marketing-Web {(28,750.00)
Marketing-Programs (278,550.00)
Marketing-Public Relations (621,514.50)
TV Production {7,684,064.11)
Insurance-Cancellation/Non-Appearar {5,792,233.80)
Insurance-Pubiic Liability {854,150.00)
Rentail-Site Rental {2,140,454.70)
Rentai-Other Rental (13,800.00)
Air Fare (7,353,308.76)
Hotel {2,492,777.40)
Locai Transportation (441,110.00)
Porter Services {5,175.00)
Commission-IMG (922,832.06)
Profassional-Tax Preparation (66,450.00)
Professional-Legal - {439,627.60)
Professional-Immigration {310,366.00)
Professional-Audit Fes (56,000.00)
Bank Charges (60,342.50)
Faorex 831.25
TOTAL EXPENDITURE (155,846,602.63)
NET DEFICIT '(625,251.37)

Appendix B to Annex B
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Harbour Fest 2003 Attendance

Annex C
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Capacity 11,761 13,151 26,302 18,161 13,161 13,151 19,151 13,151 13,151 13,1561 26,302 13,151 24,682 | 207,336
Attendeas 10,471 8,940 16,009 6,778 12,494 6,431 8,297 4,622 4,736 12,162 6,294 7,836 23812 | 125,872

% 89% 83% 61% 44% 95% 49% 63% 35% 36% 92% 24% 60% 96% 61%
Sold HKT 4,720 3,786 12,235 4,348 - 5,881 6,663 2,708 608 11,018 2,128 4,266 20,985 79,247
Sold Corporats 404 433 397 483 _ . 77 861 1,410 1,386 438 1,964 370 1,015 9,308
Free Show - - - - 12,494 - - - - - - - - 12,494
subtatal 5,124 4,218 12,632 4,811 12,494 5,868 7.514 4,119 1,884 11,457 4,002 4,636 22,000 | 101,049

49%
Sponsors 160 160 260 160 - 160 160 160 160 160 320 160 320 2,340
Medla 18 18 16 18 - 98 128 28 98 88 228 98 68 844
Home Affalrs ¢ - - 4,200 - - - . - - - - - - 4,200
Hospltal Authority 1,600 - - - - . - - - - - - 1 ,500
Cammunity Chest - - 2,400 - - - - - - - - - - 2'400
Band/Promoter 380 591 290 62 - 100 35 134 450 68 5717 161 100 2’958
Promotion 22 22 48 18 - 28 28 28 28 28 44 26 |- 34 '354
Hotels - 4 - 45 - 24 62 30 102 22 12 76 8 385
Schools 362 - - - - - - - - - - - - 352
Production . e . - - 10 12 12 54 18 - 13 431 651
CQmp/Olhs_r 2,806 1,927 (3,837) 664 . 83 358 41 1,850 340 1,021 2,666 a51 8,839
suhtotal 5,847 2,722 3,377 967 - 473 783 5§03 2,742 695 2,202 3,200 1,812 24,823
Total 10,471 6,940 16,009 5,778 12,494 8,431 8,297 4,622 4,736 12,152 6,294 7,836 23,812 | 125,872

* Tickets delivered to Home Affairs Office for distribution to orphanages and under privileged children — outcome of distribution is unknown

** There were two shows each for : Family Fest, Gary V and the Rolling Stones.  All figures are for the sum of the two shows.



