Annual report 1999

Events in 1999

June 1999

Dubbing and post production are spun off from Splendid Film into the
newly established Splendid Synchron.

June 1999

Splendid acquires a 49 percent stake in the US film production
company Initial Entertainment Group, Inc., Los Angeles (IEG) with an
option for a further 2 percent.

June 1999

The partners meeting of Splendid Medien Holding GmbH adopts a
resolution for transforming the company into an Aktiengesellschaft
(joint stock company).

July 1999

Splendid/IEG start co-production of Dr. T and the Women together
with Robert Altman and Richard Gere.

August 1999

Splendid-Film-Klein GmbH is renamed Splendid Film GmbH.

September 1999 The shares of the newly established Splendid Medien AG are first
listed on the Neuer Markt.
November 1999

IEG and the Disney subsidiary Miramax agree co-production for the
largest independent film of all time: Gangs of New York directed by
Martin Scorsese and starring Titanic star Leonardo DiCaprio.

November 1999

Splendid releases the report for the third quarter 1999.

Splendid at a glance

Ratios

Million DM

Million EUR

1999

1998

1999

1998

Sales

37,7

29,0

19,3

14,8

Licences

21,5

21,2

11,0

10,8

Cinema

0,9

0,4

0,5

0,2

13,1

5,8

4,6

3,1

2,2

1,6

2,2

0,8

Video/DVD
Dubbing
Reduction of proceeds

–0,3

–0,2

–0,2

–0,1

EBITDA

23,2

19,8

11,9

10,1

61.5 %

68.3 %

61.5 %

68.3 %

5,3

3,6

2,7

1,9

14.1 %

12.5 %

14.1 %

12.5 %

% of sales
EBIT
% of sales
Result of ordinary acitivities
% of sales

4,3

3,7

2,2

1,9

11.4 %

12.8 %

11.4 %

12.8 %

1,0

2,3

0,5

1,2

2.7 %

7.8 %

2.7 %

7.8 %

2,1

–

1,1

–

Total assets

170,6

28,7

87,2

14,7

Shareholders’ equity

149,6

6,0

76,5

3,1

% of total assets

87.7 %

21.0 %

87.7 %

21.0 %

Net profit
% of sales
DVFA earnings

Investment in screen rights
% of total assets
Depreciation on screen rights
Depreciation ratio
Personnel costs
Personnel costs ratio

93,1

23,1

47,6

11,8

54.6 %

80.5 %

54.6 %

80.5 %

17,1

15,8

8,7

8,1

45.4 %

54.5 %

45.4 %

54.5 %

2,4

1,6

1,2

0,8

6.4 %

5.5 %

6.4 %

5.5 %

0,24

–

0,12

–

Number of employees

19

12

19

12

Number of shares (EURO 1.00) in million

8,9

–

8,9

–

DVFA earnings per share (EUR/DM)

Zahlen nach IAS

Rights dealing
Distribution of cassettes for sale
and video cassettes for rental
Theatrical distribution

Dubbing and
post-production

Distribution
video cassettes for rental

World distribution
Co-production
Co-Financing

100 %

100 %

100 %

49 %
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1
Preface of the Managing Board

Grown up with dreams
The film business is in every respect a huge market with tremendous growth
potential. Ever since pictures learned how to walk, there has been no letup in
their campaign to conquer the world. They provide perfect satisfaction for our
yearning for tension, humour, sadness, sentimentality and knowledge. Millions of
people throughout the world can now view the films of their choice via the
cinema, video, DVD, Pay-TV and Free TV, and in future they will be able to view
films via digital media and the Internet.
Splendid Medien AG was originally founded as a sole proprietorship more than
25 years ago, and has built up the experience necessary for success in the film
business. During this period covering a quarter of a century, we have established
contacts with major players in the film business which are extremely important
for a rights dealer. We set market trends, and this is reflected in our successful
film library. This asset is guaranteed to generate cash, and now has around 400
films in a selection which addresses a broad public. Our films have a high return
on investment.
Marketing rights consistently on every stage of the exploitation chain
As a rights dealer, we acquire the rights for the entire German-speaking world for
a film, and market the film on all stages of the exploitation chain – the premiere in
the cinema is followed by video cassettes and DVDs, which are then followed
by the first showing on TV and subsequent repeats. We also frequently hold the
options for marketing a film in the new media. We dub films in foreign languages
in our own sound studios ourselves in an extremely short period of time, and are
thus able to determine the quality of the German language version. This is an
optimum procedure: because films are a product which cannot be multiplied ad
infinitum and which simultaneously encounters constantly increasing demand.
We take full advantage of the earnings potential as a result of marketing films on
all stages of the exploitation chain.
World market opened up by IEG
In 1999, we obtained an equity stake in Initial Entertainment Group Inc. (IEG),
which is based in Los Angeles. As a result of this deal, doors which have previously been closed to German companies will be opened for Splendid in the
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Andreas R. Klein (CEO)
Licences and strategy

American film capital. We have thus succeeded in taking the vital step on the
way towards becoming an international distributor as opposed to being merely a
national distributor. IEG is a partner who is in demand in Hollywood; we hold 49
percent of the company’s shares and have an option to purchase a further 2
percent. So far, the company has been involved in acquiring, co-producing,
financing and world-wide distribution for more than 23 mainstream films. These
include films which have enjoyed world-wide success, such as Very Bad Things
with Cameron Diaz and Christian Slater.
Stars who are known by everybody
As a co-producer, our US company has excellent contacts with the main producers, actors and directors. In July 1999, IEG together with Splendid started the
film project Dr. T and the Women with star director Robert Altman, and starring Richard Gere, Oscar award winner Helen Hunt, Liv Tyler, Laura Dern and Farrah Fawcett in the leading roles. We are also working in various projects with Martin Scorsese, Leonardo DiCaprio and Michael Douglas. A particular highlight which needs
to be emphasised is the co-operation agreement which was signed in January
2000 with the production company of Catherine Zeta-Jones. In the course of the
next two years, we shall produce several mainstream feature films with Catherine
Zeta-Jones with budgets of between USD 5 and 50 million.
The deal with IEG has put Splendid in the unique position of being able as the
first listed German rights dealer to access top quality US feature films directly.
Thanks to its unique standing in Hollywood and its excellent contacts, IEG
succeeds in acquiring production rights for major films that are not subject to any
time and regional restrictions. This is a huge advantage because, in our sector,
the market is dominated by whoever has exclusive access to content. Accordingly, we will not only exploit rights in future; on the contrary, we will also create
rights – throughout the world.
Listing on the Neuer Markt
Splendid Medien AG has been listed on the Neuer Markt of the Frankfurter Wertpapierbörse (Frankfurt Stock Exchange) since 24 September 1999. We are using
the proceeds of the successful initial public offering for further expanding our
market position by means of internal and external growth. Splendid will primarily expand its library by acquiring the world-wide rights for highly profitable
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Graham King
Production and world distribution
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Hollywood films. Driven by the new media, the company will also establish a
presence in alternative marketing channels (e. g. DVD) and complete its range of
products and services. The acquisition of IEG which took place in the run-up to
the initial public offering was an important beginning in this respect.
With Walt Disney to the Gangs of New York
In line with our strategy, we acquired a total of 11 films in 1999 at the major
international film markets in Cannes, Los Angeles, London and Milan, including
for instance the German language rights for the thriller Under Suspicion, starring
Morgan Freeman and Gene Hackman. The other films also star actors of international repute such as Sharon Stone, Christopher Lambert, Jürgen Prochnow,
Klaus Maria Brandauer and Nastassja Kinski. However, the highlight among our
new acquisitions is Gangs of New York, starring Leonardo DiCaprio. Splendid
Medien and IEG have invested USD 65 million in this film project of the world
famous leading director Martin Scorsese. Walt Disney/Miramax is co-financing
this largest independent production in the history of film with a budget of USD
100 million. Splendid and IEG will receive world distribution rights, and Walt
Disney’s subsidiary Miramax will receive the rights for North America. Production
is expected to start in April 2000.
1999 has been a good year
Our financial situation is excellent, as has indeed been the case in previous years.
Financial 1999 has been the most successful in the company’s history. Sales of
Splendid Medien AG have risen by 30 percent to DM 37.7 million as a result of
increasing market penetration. The comparable figure in 1998 was DM 29.0
million. As has been the case in previous years, most sales have been generated
by licence trading, namely 59.4 percent. EBITDA has improved by 17 percent to
DM 23.2 (19.8) million. DVFA earnings after tax amounted to DM 2.1 million.
On the way to success with Leonardo DiCaprio, Jodie Foster and Catherine Zeta-Jones
Splendid can look back on a successful and eventful year in 1999. We laid the
foundation necessary for the process of changing from a national distributor into
a global content provider, i. e. a world-wide licence trader and co-producer of
US films. The project Dr. T and the Women directed by Robert Altman and starring
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Dietmar Schmitz (CFO)
Finance and controlling

Richard Gere as well as the 100 million USD project Gangs of New York, which the
Splendid Group is to produce together with Disney/Miramax, were the initial
steps along the path towards becoming a global player.
Splendid is now consistently pursuing this goal. In January 2000, we signed a
co-operation agreement with Milkwood Films, the production company of
Catherine Zeta-Jones. Within a period of two years, we shall jointly produce
between four and twelve mainstream films with budgets of between USD 5 and
50 million.
We achieved a further success in February 2000: We shall produce the thriller
Traffic in conjunction with USA films. Steven Soderbergh will be the director, and
the film will star Catherine Zeta-Jones, Michael Douglas and Dennis Quaid.
We successfully completed a new strategic acquisition shortly afterwards:
Together with the Oscar award winner Jodie Foster, we shall produce the film The
Dangerous Lives of Altar Boys. Shooting of the project for which a budget of
between USD 15 and 20 million has been set is expected to start in May 2000.
Splendid and IEG will handle all aspects of financing and will own all world-wide
rights – including Internet rights.
Splendid will accordingly continue to perform extremely well in future. Sales and
earnings will continue to advance, and the value of the company will improve
constantly.
We would like to thank our investors and partners for their confidence, and would
also like to thank our employees for their major commitment in 1999, a year
which has been extremely important for Splendid Medien AG.

Cologne, April 2000
Splendid Medien AG
The Managing Board
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Financial 1999

Market conditions
The situation on the film market
As a dealer of film rights, Splendid Medien AG is operating in a dynamic market.
Hollywood films in particular are box-office hits in this market. This is because
they meet the taste of a broad international public and can be lucratively exploited throughout the world via cinemas, video, DVD, Pay-TV and Free-TV.
The cinema screen has become much more attractive in Germany as a result of
the introduction of multiplex cinemas. Audience figures have been rising strongly
in recent years. The video market is neither expanding nor declining, but is
remaining constant at a high level. Growth in this segment will also be considerably boosted as DVDs become more popular. With around 34 million TV households, Germany is the main TV market in the Western world after the USA. Around
30 nation-wide stations and 78 regional stations compete fiercely to attract
viewers. All of these stations require constantly new content – films, series
and documentaries; in the final analysis, advertising income is determined by
audience ratings and market share. The introduction of digital TV will significantly
boost demand for content – and this is an attractive starting position for Splendid
with its selected film library.
Splendid is in an excellent position
The increasing demand for feature films, and in particular for US films, is opposed by a limited supply. Around 500 feature films are shot in the USA every
year. The number of directors and actors who have an excellent reputation with
the public means that it is not possible for the supply to be extended ad infinitum. Market experts are predicting significantly higher prices for this segment
as a result of the expanding demand overhang.
The company’s extensive film library comprising around 400 primarily mainstream films, and the investment in the US Initial Entertainment Group, means
that the market position of Splendid Medien AG is better than ever before. Last
year is the best evidence in this respect: Splendid has visibly increased its market penetration. Sales and results of license, video distribution, video purchase
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cassettes/DVD and dubbing exceeded budgeted figures as well as the corresponding previous year figures.

Sales
Most sales generated by rights dealing
All figures in the following
are consistent with IAS

In 1999, Group sales generated primarily in Germany expanded by 30 percent to
DM 37.7 (29.0) million. As was the case in previous years, the main and most
profitable item in overall sales was rights dealing, which generated 59.4 percent
of overall sales. Compared with last year’s figures, sales of film rights improved
by 4 percent to DM 22.4 (21.6) million. Splendid Medien generated sales of
DM 2.3 million as a result of exploitation of films in other stages of the exploitation chain (TV stations). This figure represents around 10 percent of licence
revenues. Sales growth attributable to subsequent stages of the exploitation
chain will continue in future as initial exploitation rights increasingly return to
Splendid.
Video and dubbing have also improved
Video rental cassettes expanded by 76 percent to DM 9.0 (5.1) million. Sales
generated with these activities accordingly improved to 24 percent of overall
sales compared with the corresponding figure for 1998. Sales of video cassettes
for sale/DVD improved strongly, namely DM 4.4 (0.9) million. Growth amounted
to 388 percent, and these activities were accordingly responsible for 12 percent
of overall revenues. An aspect that deserves particular mention is that Splendid
was one of the first players in the German DVD market. Since August 1998,
Splendid has marketed 32 DVD films under its own label of Splendid Entertainment via the sales co-operation agreement with Warner Vision Germany.
Dubbing operations, which were spun off from Splendid Film in June 1999, boosted sales by 38 percent to DM 2.2 (1.6) million in the period under review; this figure is equivalent to 6 percent of overall sales.
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Earnings
A major leap in earnings
Growth in earnings at Splendid Medien AG in 1999 matched growth in sales.
EBITDA (earnings before interest, tax and depreciation and amortisation) improved in the period under review by 17 percent to DM 23.2 (19.8) million. Result
of ordinary operations amounted to DM 4.3 million, and was thus 16 percent
higher than the equivalent previous year figure of DM 3.7 million. DVFA earnings
after tax amounted to DM 2.1 million, and earnings per share thus amounted to
DM 0.24.
million DM
25.0

20.0

15.0

10.0

5.0

0.0
EBITDA

EBIT
1998

10

DVFA earnings
1999

Cash generator: Film library
The main reason behind the strong growth in earnings at Splendid Medien AG
is the value and high earnings potential of the company’s film library which
currently comprises around 400 films. In general, Splendid acquires film rights for
a period of between 15 and 20 years. A film has been virtually written down
completely following initial exploitation in Free-TV. If the film is sub-licensed to a
station for a second or third time during the licence period, Splendid Medien AG
incurs hardly any additional costs. Such subsequent exploitations were one of
the reasons why earnings growth was higher than sales growth in the year under
review. The extensive library of Splendid Medien AG with selected mainstream
films is proving to be profitable year after year.
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Investments
Financed primarily out of cash flow
In the year under review, Splendid invested a total of DM 100.8 million. Most of
the investments, namely 92 percent or DM 93.1 million, was used for expanding
the company’s stock of film rights. Splendid spent DM 7.470 million for acquiring
the stake in Initial Entertainment Group. A total of DM 0.197 million was invested
in tangible assets. Budgeted write-downs on screen assets amounted to DM 17.1
(15.8) million.

Employees
In financial 1999, 19 (12) full-time employees were permanently employed on
average in the Splendid Group. Of these persons, 2 worked for Splendid Medien
AG, 10 for Splendid Film GmbH, 7 for Splendid Synchron GmbH and 0 for ASCOT
Medien. In addition, Splendid Synchron GmbH uses the services of freelance
operators for individual projects when individual skills are required: e. g. authors,
translators, directors and dubbers.
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Patents and licences, brand rights
Splendid has registered and thus obtained protection for “PACIFIC Video” and
“ASCOT” as brands. For Splendid Film GmbH, the wordmark “PACIFIC Video” has
been registered at the German Patent Office for product group 9 (video cassettes
and video discs) and extended until 01 May 2005. For ASCOT Medien GmbH the
wordmark “ASCOT” was registered in Germany at the German Patent Office with
effect from 29 November 1995 for classes 9, 16 and 41. This protection is due to
expire on 31 March 2007. In Switzerland, these wordmarks are protected for
Splendid until 04 September 2007 at the Swiss Federal Office for Intellectual
Property; in Austria they are protected as a result of registration with the Austrian
Patent Office until 31 March 2008.
Our subsidiary ASCOT Medien GmbH is permitted to exploit video productions
under ASCOT VIDEO in the German-speaking world until 2002. There is also a
contractually assured option for a further eight years for using the name rights of
the Swiss Elite Film AG.
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Special events
Equity stake in Initial Entertainment Group Inc., Los Angeles
The Initial Entertainment Group (IEG), which was originally founded in 1994 by
Graham King in Los Angeles, is a sought-after financier in the US film business.
IEG budgets, finances and supervises the production of mainstream Hollywood
films, but outsources production to third parties. IEG exerts a strong influence on
production with respect to the selection and contents of the scripts, casts, etc.
IEG usually acquires production rights for these productions that are not subject
to any time or regional restrictions. The US company operates as a world-wide distributor for the rights of its own films as well as the films of other producers. So
far, IEG has acquired, co-produced and financed more than 23 films.
As the legal predecessor of Splendid Medien AG, Splendid Medien Holding GmbH
in June 1999 acquired 49 percent in IEG from Graham King, as well as an option
for a further 2 percent for a price of USD 4 million. Shortly after the purchase,
Graham King – Chief Executive Officer of IEG – became a member of the Managing
Board of Splendid Medien AG.
Thanks to its equity stake in IEG, Splendid is the only listed German rights dealer
to have direct access to mainstream US content. Splendid has thus gained access
to US producer rights. World-wide distribution of Hollywood films is thus an
integral part of the company’s business.
Listing on the Neuer Markt
The shares of Splendid Medien AG have been listed on the Neuer Markt of the
Frankfurter Wertpapierbörse (Frankfurt Stock Exchange) since 24 September
1999. The German Securities Code Number (WKN-Wertpapier Kennnummer) is
727 950.
When the subscription period expired on 21 September 1999, the issue price was
fixed at the upper end of the bookbuilding range at EUR 30 because the issue
had been oversubscribed 13 times. The total share capital amounted to EUR 72
million. 2.4 million ordinary shares with a par value of EUR 1 were placed out of a
capital increase carried out in the run-up to the initial public offering; the existing
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shareholders were not permitted to exercise their rights to take up these shares.
The Greenshoe was not exercised. The existing shareholders provided an undertaking not to sell their shares for a period of one year – this period is twice as long
as the figure specified by the Neuer Markt.
Between Dr. T and Gangs
In the year under review, Splendid Medien AG changed from being a pure rights
dealer and also became a co-producer of US films. Thanks to the excellent standing and contacts of IEG, Splendid/IEG will now produce Gangs of New York
together with Walt Disney. This film will be directed by Martin Scorsese (Taxi
Driver, Good Fellas) and will star Leonardo DiCaprio (Titanic, The Beach). Walt
Disney will start to shoot this film in the Cinecitta studios in Rome from April 2000
onwards. The film is perceived to be a once-in-a-lifetime project in view of the
top ranking cast. World-wide demand for the rights to this film is overwhelming.
In Japan alone, the rights have been sold on for a record price of USD 16 million –
which means that around one quarter of the invested figure has already been
refinanced.
As is the case with Gangs of New York, Splendid and IEG have also acquired
the world-wide rights outside the USA for Dr. T and the Women, starring Richard
Gere. Shooting on Dr. T and the Women was completed in January. The film is
currently at the post production stage, and is expected to be released in cinemas
at the end of 2000.
Co-operation with Catherine Zeta-Jones
Splendid Medien AG and IEG signed a co-operation agreement in January 2000
with Milkwood Productions, the production company of Hollywood star Catherine
Zeta-Jones. In the agreed two years of the co-operation deal, Splendid and IEG
will co-produce between two and six mainstream feature films per year. Catherine
Zeta-Jones will also be involved as an actress in most of the films. The budget for
each film is between USD 5 and 50 million. Splendid and IEG own all rights
for these projects and will handle world-wide marketing of the films. The initial
specific projects will be completed from the year 2001 onwards. With this cooperation, Splendid has succeeded for the first time in its history in engaging the
services of a world star, and this will significantly strengthen the company’s
reputation in Hollywood.
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Risk management
Facing risk in a professional manner
Splendid Medien AG has appointed an auditor to implement an internal monitoring and control system in accordance with the stipulations of the KonTraG –
§ 91 para.2 AktG n. F. This risk management system is expected to provide an
early warning for any problems affecting the efficiency and effectiveness of the
company, and is thus expected to assure the continued existence of the company.
Our corporate planning system, a detailed reporting system and an already installed internal audit system together with special early warning systems enable
the decision makers at our company to recognise exceptional risks and to respond accordingly.
The company regularly controls the effectiveness of its range of tools in conjunction with external partners. As soon as new risks occur or as soon as there is a
change in existing risks, they are quickly identified and integrated in the existing
risk monitoring system.
Currency risks
Splendid Medien AG pays in US Dollars for the films which it purchases. However,
the company bills DM or Euro to its customers. The exchange rate risks will
necessarily increase as a result of the expansion and the procurement of mainstream and thus high-price films. In future therefore, Splendid will use suitable
financial instruments in order to hedge these risks.
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Outlook
Consistently expand market position
Splendid will consistently continue its corporate strategy which it has introduced
in the past. The company’s existing position in the field of film rights dealing is
to be expanded by means of internal and external growth. Splendid will take
advantage of new sales channels in order to open up the markets of the future in
the field of multimedia. The 49 percent stake in Initial Entertainment Group which
was acquired in June 1999 was an important step for the company as it develops
into an international company in the film industry. With this strong base in
Hollywood, Splendid will advance to become a global content provider, i. e. a coproducer in Hollywood which distributes its films world-wide itself. In future,
Splendid will supply the entire world with films from the American film capital.
Films such as Dr. T and the Women, Gangs of New York and The dangerous lives
of Altar Boys as well as the co-operation with Catherine Zeta-Jones represent the
initial tangible success of the company’s growth strategy.
The significantly improved competitive position of Splendid Medien AG in 1999
will be reflected in the course of the next few years in higher market penetration,
rising sales and excellent results. Splendid is now turning the global earnings
potential of a film into reality – as the only media company on the Neuer Markt.
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3
Report of the Supervisory Board

The Supervisory Board was appointed when the company was transformed into
an Aktiengesellschaft (joint stock company) on 21 June 1999. In financial 1999,
the Supervisory Board performed the tasks and the duties entrusted to it by the
law and the company’s articles of association after the point at which it was
appointed. The Supervisory Board was informed by the Managing Board in oral
and written form concerning the situation of Splendid Medien AG and its subsidiaries and affiliates as well as special business transactions. The Supervisory
Board audited all relevant business transactions, and was advised on the
development in overall business, strategy and key business transactions in
regular discussions held with the Managing Board. Matters which required the
assistance of the Supervisory Board for the Managing Board according to the law,
Articles of Association or standing rules were considered and, where necessary,
adopted by the Supervisory Board.
In the year under review, the Supervisory Board held three ordinary meetings.
Some of the subjects discussed by the Supervisory Board in its meetings were
the development of overall business and situation of Splendid Medien AG and all
subsidiaries and affiliates, the intended business policy and corporate planning,
the installation of a risk management system as well as the future internal and
external expansion following the IPO. The members of the Supervisory Board
also repeatedly provided advice to the Managing Board outside the meetings.
BFJM Bachem Fervers Janßen Mehrhoff GmbH Wirtschaftsprüfungsgesellschaft
has audited the financial statements of Splendid Medien AG, the consolidated
financial statements, the summary management report of the parent company
and the group and the annex for the period ending 31. 12. 1999. The auditor has
concluded that the documents are consistent with the accounting records and
with the statutory regulations as well as the Articles of Association, and also
found the documents to be correct. The auditor has provided an unqualified
auditor’s opinion to both sets of financial statements.
The Supervisory Board has audited the financial statements of Splendid Medien
AG, the consolidated financial statements and the summary management report
of the parent company and of the group, and did not identify any reason for
complaint. The financial statements prepared by the Managing Board were
extensively discussed by the Supervisory Board in the presence of the auditor in
the meeting of 17 April 2000, and were approved after an extensive review.
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Dr. Ralph Drouven
Chairman of the Supervisory Board

The Supervisory Board has agreed with the proposal of the Managing Board
relating to the application of unappropriated retained earnings.
At the same time at which the form of the company was converted into that of an
Aktiengesellschaft (joint stock company), Dr. Ralph Drouven, Dr. Peter Saemann
and Dr. Hendrik Schindler were elected as members of the Supervisory Board on
21 June, 1999. On the same day, the Supervisory Board appointed Mr. Andreas
R. Klein and Mr. Dietmar Schmitz to the company’s Managing Board. Dr. Peter
Saemann and Dr. Hendrik Schindler both resigned from their office as members
of the Supervisory Board of the company with letters dated 6 August, 1999.
They have been replaced as elected members of the Supervisory Board by
Dipl.-Kfm. Georg Holschbach and Mr. James W. Wells. Mr. Graham King has been
appointed to the Managing Board pursuant to a resolution of the Supervisory
Board of 30 July, 1999.

The Supervisory Board would like to thank the Managing Board for its activities
and commitment for the company. The Supervisory Board would also like to
thank all members of staff of the Splendid Group for their work in financial 1999.

Cologne, April 2000
Dr. Ralph Drouven
Chairman of the Supervisory Board
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From the initial idea to world-wide distribution

In the beginning was the idea
In two minutes to success
A good story can have many attributes – however, it must always have one specific attribute: It must be possible for the story to be told in two minutes if it is to
become a film in the dream factories of Hollywood. In the USA, numerous people
develop film concepts which they present to a producer in a pitch, which is rarely
longer than two minutes.
Every film therefore starts with an idea which, beyond all glamour, art and
culture as in Prizzi’s Honor is followed by the “American question”: “Where is the
money?” If the producer can see a market for the idea, he will buy it and use it as
the basis for writing a script and will speak with potential actors and directors.
With a package consisting of the script, the main actors and possibly also with
a director, the producer starts to look for financial backers.
Film dealers decide whether an idea is taken up
In the same way as the person who had the original idea, the producer now has
to fight to gain the favour of film dealers at film fairs in Los Angeles, Cannes or
Milan. If the film dealers are convinced by the project or by the commercial viability of the film that is to be shot, they sign an agreement with the producer.
As soon as sufficient funds are obtained from the various film markets throughout the world, shooting can begin – but not before. Such pre-sales are essential
for film productions. Because of the high production costs on the US market, no
project will be successful without international capital, and in particular without
German capital. 10 to 15 percent of budgets are now provided from Germany.
The road from the cinema to TV
When the film has been finished, it is exploited by distributors – i. e. the persons
who provided the finance – in their own national markets. In order to take optimum advantage of the earnings potential of a licence, which in Germany generally runs from 15 to 20 years, the film is initially shown in the cinema.
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Around 6 months later, the film is available in video libraries. After a further
6 months, the consumer can buy the film as a video or DVD; after a further 6
months, the film is then initially shown on Pay TV and eventually on Free TV.
This exploitation chain enables full advantage to be taken of the earnings potential of a film.
Concerning independents and majors
The exploitation chain detailed above is applicable primarily only for independents, i. e. studio-independent producers without their own international exploitation channels. For marketing their films, they require independent exploitation specialists, such as IEG and Splendid, who are able to find customers for
their films in every market throughout the world.
The majors – studios such as Disney, Sony (Paramount), Fox, Universal and Warner
operate alongside the independents. The around 500 new films produced every
year are spread equally between majors and independents. Majors usually market the films which they produce via their own sales channels – even abroad.
Accordingly, it is very difficult for independent rights dealers to gain a foothold in
this market. Thanks to its connections with IEG, Splendid is now able to act as a
co-financier for majors, and is thus able to handle world distribution of major
films and grant licences.
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The way to the top
Identifying and implementing trends
For the past quarter of a century, Splendid has been looking to the future and
expanding with market trends, and is integrating increasingly large parts of the
value added chain of the film market in its range of services. Today, our Group
operates as a world-wide rights dealer and co-producer with a library of more
than 400 films. We also cover the complete exploitation chain in the Germanspeaking world. US producers are some of our most important licence suppliers.
Strength in the video business
Originally established in 1974 by Albert E. Klein as a theatrical distributor, the
former Splendid Film restricted its activities to purchasing and onward selling of
film licences for exploitation in the cinema market or theatrical distribution for
the German-speaking world.
During the 1980’s – before the introduction of multiplex cinemas, which resulted
in a renaissance of cinema screens – the company focused on emerging video
operations. Splendid recognised this trend and shifted the focus of its activities
to exploitation of film rights in the expanding video distribution segment. Pacific
Video GmbH was established for the company’s own distribution so that it would
be able to successfully operate in this market segment; this company was renamed Ascot Medien GmbH in 1994. This was followed by the trend for video
cassettes for sale and, since 1998, DVDs. Marketing of these products is handled
by Warner Music Germany GmbH which works closely with Splendid in this respect. Today, the video/DVD segment is the second most important sector in the
Splendid Group.
At the start of the 1990’s, we extended our areas of operation to include film
dubbing in our studios. Thanks to these operations, we are now able to process
the feature films which we have purchased in a flexible manner, and thus facilitate access to our main customers, namely TV stations. In addition to dubbing
of feature films and TV series, this segment also handles post production services in the audio field. The first dubbing studio was set up in 1990. In 1997, we
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established a studio with a capacity of up to 9,000 broadcast minutes in our
business premises in Cologne. Splendid Synchron GmbH was founded in 1999.
Twice as many private stations
The deregulation of the German TV market, which is the second largest TV market
in the Western world after the USA, and which was initiated in the mid-1980’s,
was a revolution. Apart from the public sector stations, more and more private
channels started to compete for around 34 million TV households, attractive films
and of course advertising revenues. Thanks to the nation-wide installation of
digital cable networks as well as the various options for transmitting films via
satellite, the number of mainly private TV channels has more than doubled
throughout the world during the past 15 years.

27

4
From the initial idea to world-wide distribution

Splendid is benefiting from more intense competition
The exploitation stage “television” has assumed a new level of significance in the
value added chain. Demand for content has risen rapidly. The technology of
so-called data compression used for digital data transmission will again significantly increase the number of possible transmission channels in the near future.
This will accelerate the pace of structural change within the media industry.
As recently as 10 years ago, the situation was that a small number of stations
selected the best films out of an extensive range subject to favourable conditions. Today, considerably more stations are competing for programme content,
such as films, and are thus forcing prices upwards.
Splendid also adapted to this development at an early stage, and focuses increasingly on TV in Germany for film rights dealing. These operations are now
responsible for most of the company’s sales. Almost 60 percent of the total sales
of Splendid Medien are generated with rights dealing. TV, and in particular
second and third exploitations, is particularly significant in this respect, and is
becoming even more significant. This is because we generally acquire the rights
for a period of between 15 and 20 years. The book value of a film has been written
down virtually to zero following initial exploitation in Free-TV. If the film is sublicenced to a station for a second or third time during the licence period, we incur
hardly any costs.

Landing in Hollywood
From national to global earnings potential
In Germany, there are only a few rights dealers who are able to look back like
Splendid on such a long and successful history. We intend to continue this
success in future. As a result of the deal with the US Initial Entertainment
Group, we were the first German rights dealer listed on the Neuer Markt to gain a
foothold in the US film industry with such a high level of involvement. Splendid
Medien AG has thus become a “mini-major”.
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We are involved when mainstream films are produced in Hollywood for the world
market. We thus not only take advantage of the opportunities presented by the
German-speaking market; we also take full advantage of the global earnings
potential of a film.
Concentration on top Hollywood films
Initial Entertainment Group was initially founded in 1994, and is one of the
leading independent film companies in Hollywood; the company specialises in
world-wide distribution of film rights which it acquires by means of a licence
agreement or as a result of co-production. The US company mainly distributes
rights to films of majors and independents which are well received by a broad
public because they are popular with prevailing tastes throughout the world.
IEG has excellent contacts in Hollywood and is therefore involved in the projects
at a particularly early stage. The company accordingly is actively involved in the
production of the film, and also has a say in the content of the films: IEG budgets,
finances, monitors and distributes films throughout the world.
Contacts are absolutely essential
IEG has good relations with the film industry – with actors, agents, scriptwriters,
producers and promising talent. These connections alone ensure that IEG is
involved in film productions at an early stage. The company has now acquired
rights to more than 23 films or co-produces the films itself. However, it does not
maintain any of its own studios, but uses the best outside producers for film
production.
Back to the future
As a result of this backwards integration or our early involvement in the value
added chain, we occupy a key interface – namely that of the producer or coproducer. Competitors thus become our customers. No other competitor which
is listed on the Neuer Markt has a similarly direct access to US production companies and so much influence. In this way, we are able to generate licences
inexpensively, and they can be globally exploited on an exclusive basis. Splendid
Medien AG has thus progressed from being a rights purchaser and has now
become a rights generator – on a world-wide basis.
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Co-operation with Catherine Zeta-Jones
The co-operation is bearing initial fruit: IEG has signed a co-operation agreement with the production company Milkwood Productions of Hollywood star
Catherine Zeta-Jones. During the two years covered by the deal, Splendid/IEG will
co-produce between two and six mainstream feature films every year. Each film
has a budget of between USD 5 and 50 million. Splendid and IEG own all rights
and will handle world-wide marketing of the films. As a result of this deal, we
have linked up with a world star for the first time. In addition to the inestimable
image gain among investors and TV customers, Ms. Zeta-Jones will provide us
with access to the main Hollywood stars, directors and authors.
Largest independent production of all time
With Gangs of New York, Splendid and IEG will produce one of the largest independent productions in the history of the film industry. Production costs will
amount to USD 100 million. Splendid and IEG will provide USD 65 million, and the
film will be co-financed by Walt Disney/Miramax. Splendid and IEG will receive
the world distribution rights, and Miramax will receive the rights for North America.
In the film Gangs of New York, Leonardo DiCaprio, who starred in Titanic, the
most successful film of all time, plays the gangster Amsterdam, who lived in
New York around 1800. He organised the first gangs in which opposing groups of
immigrants fought for control of the streets in the City. The film is directed by star
director Martin Scorsese (Taxi Driver). Walt Disney’s subsidiary Miramax has been
appointed to produce the film, and shooting is due to start in the Cinecitta studio
in Rome in summer 2000.
The world’s leading production designer Dante Ferretti, who was involved in the
films The Name of the Rose and Interview with the Vampire, will design the set for
the film. The film is due to be released in cinemas at the end of 2001.
Despite the budget of USD 100 million, the film does not pose any risk for Splendid
and IEG. We have already held pre-sales talks with the main distributors on the
largest film markets. The reaction has been overwhelming. Splendid and IEG received a tremendous amount of offers for the rights at the Milan film fair. We have
received USD 16 million for pre-sales for the Japanese market alone. This is the
highest amount which has ever been paid in Japan for the rights of a single film.
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Mr. Gere as Dr. T
As is the case with Gangs of New York, Splendid and IEG have also acquired the
world-wide rights outside the USA for Dr. T and the Women. Dr. T and the Women
is currently being produced by director Robert Altman (Short Cuts). In addition to
Richard Gere (Pretty Woman), this film will also star further well-known actors
such as the Oscar award winner Helen Hunt (Twister), Liv Tyler (Armageddon),
Laura Dern (Jurassic Park) and Farrah Fawcett (Extremities). Shooting has already
been completed. The film is now in the post production phase, i. e. the film is
being cut and edited, the music is being composed, etc. Dr. T and the Women is
expected to be released in cinemas at the end of 2000.
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Catherine Zeta-Jones
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Listing on the Neuer Markt
The shares of Splendid Medien AG (German securities code number 727 950)
have been listed on the Neuer Markt of the Frankfurter Wertpapierbörse (Frankfurt Stock Exchange) since 24 September 1999. With a quarter of a century of
experience, Splendid is one of the longest established rights dealers in Germany.
As a result of its equity stake in the US Initial Entertainment Group, Splendid is
the first media company listed on the Neuer Markt to have a strong base in the
USA. Thanks to this involvement in Hollywood, Splendid is able to enter the value
added chain at an earlier stage, and has advanced from being a mere licence
purchaser and is now a licence creator and provider – it is no longer a pure
distributor and is now the owner of production and world distribution rights.
A good investment
Dynamic growth and attractiveness for a wide public, high growth rates and an
excellent cash flow are the attributes of Splendid. The company’s many years
of experience and demonstrable success over many years are the investment
arguments which enable Splendid to stand out in the Neuer Markt. The proceeds
of the IPO of DM 140 million (gross) will be used to deliberately expand the
company’s position as a globally operating rights dealer and for consistently
expanding the company’s film library. Splendid will also operate as a co-producer
in future, which will secure lucrative world rights; it will develop new marketing
channels and achieve external growth by means of partnerships or acquisitions.
Share price boosted by promising film projects
Following the first listing, the share price initially moved sideways for several
weeks. Quarterly results were above expectations and were also higher than last
year’s figures, and this aspect together with the excellent film projects Dr. T and
the Women directed by Robert Altman and starring Richard Gere and Helen Hunt
as well as the Martin Scorsese film Gangs of New York starring Leonardo DiCaprio
boosted demand for Splendid shares and thus the price of the shares. The share
price has also been boosted by recent projects: The thriller Traffic of Steven
Soderbergh starring Catherine Zeta-Jones, Michael Douglas and Dennis Quaid as
well as the co-production with Jodie Foster – The Dangerous Lives of Altar Boys –
have to be mentioned in this respect. Splendid also expects that the share
price will be boosted in the long term by the co-operation agreement with the
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production company of Catherine Zeta-Jones – Milkwood Films, Los Angeles.
This co-operation will result in between four and twelve mainstream films with
budgets of between USD 5 and 50 million in the course of two years.
Shares held by many investors
After the IPO, 68.4 percent of the company’s share capital is held by the Klein
founder family. Graham King, member of the Managing Board of Splendid Medien
AG and Chief Executive Officer of the US Initial Entertainment Group, Los Angeles,
holds 3.8 percent, and Colin Cotter, CFO of IEG, holds 0.8 percent. The free float
consists of 27.0 percent of the shares.
Share price comparison with similar industry companies from 24 September 1999
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Shareholders participate in the company’s growth
Splendid is a growth stock. At present, as announced at the IPO, the company
does not intend to pay any dividend for the shares which carry full dividend rights
for financial 1999; instead, it intends to retain the earnings. Accordingly, instead
of receiving an annual dividend payout, the shareholders will participate in the
expanding value of the company, which is also reflected in rising share prices.
Splendid aims to operate a sustainable and reliable dividend policy. Future
dividend payments will be made on the basis of the company’s operating profitability, financial situation, need for cash, the general situation of the markets in
which Splendid is active, and also on factors such as the legal, tax and regulatory
environment.
Intensive dialogue with the financial market
Splendid established contact with analysts and key capital market investors at an
early stage in order to comply with the high information requirement of capital
markets. The company’s operations are accordingly accompanied by progressive
and systematic investor relations activities.
In the year under review, Splendid explained its business, market position,
strategies for the future development of the company and the company’s visions
to international experts on the occasion of the conference of analysts. These
contacts were followed by numerous individual discussions and telephone
conferences. We shall retain and continue to improve our intensive investor
relations activities with a transparent and open reporting system.
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6a
Consolidated financial statements
Balance sheet
Consolidated financial statement as of 31 December 1999
ASSETS

As of 31. 12. 1999
DM

A. Fixed assets
I. Intangible assets
1. Commercial property rights and similar rights and licences
2. Goodwill

32,349.00
9,751,218.33
9,783,567.33

II. Property, plant and equipment
1. Land and buildings, including buildings on non-owned land
2. Technical equipment, plant and machinery
3. Other equipment, operational and office equipment

892,340.00
49,208.00
175,141.00
1,116,689.00

III. Financial assets
1. Shares in associated companies

5,259,405.00

2. Down-payments on financial assets

292,942.00
5,552,347.00
16,452,603.33

B. Screen rights
I. Film rights

13,911,828.78

II. Advance payments

80,341,860.10
94,253,688.88

C. Current assets
I. Inventories
Finished goods and trading stock

283,992.15
283,992.15

II. Accounts receivable and other assets
1. Trade receivables

4,306,829.84

2. Accounts due from affiliated companies
3. Other assets

750,980.57
3,985,018.67
9,042,829.08

III. Cash in hand, cash at banks and cheques

48,817,106.06
58,143,927.29
1,150.00

D. Deferred charges and prepaid expenses

168,851,369.50

Consolidated financial statement as of 31 December 1999
LIABILITIES

As of 31. 12. 1999
DM

A. Shareholders’ equity
17,406,887.00

I. Subscribed capital

135,652,159.93

II. Capital surplus

–4,517,950.93

III. Consolidated deficit
IV. Difference due to capital consolidation

77,507.97
148,618,603.97

B. Provisions
1. Tax provisions

4,390,284.00

2. Other provisions

5,046,569.04
9,436,853.04

C. Liabilities
1. Advance payments received on account of orders

1,979,750.00

2. Trade liabilities

3,520,787.78

3. Other liabilities

5,295,374.71

– thereof for taxes: DM 4,845,312.59
– thereof for social security: DM 55,088.48
10,795,912.49
168,851,369.50
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Income statement
Consolidated income statement for the period 01 Januar y – 31 December 1999

As of 31. 12. 1999
DM

1. Sales

37,675,397.52

2. Cost of sales

–26,116,775.52

3. Gross profit

11,558,622.00

4. Selling costs

–3,390,988.15

5. General administration costs

–3,787,638.18

6. Other operating incomes

1,609,912.48

7. Other operating expenses

–822,489.42

8. Costs incurred for holdings in associated companies
9. Other interest and similar income

–1,917,653.00
1,341,216.87

10. Interest and similar expenses

–472,026.16

11. Result of ordinary activities

4,118,956.44

12. Exceptional expenses

–9,329,627.14

13. Taxes on income

691,410.77

14. Other taxes

1,309.00

15. Consolidated deficit

–4,517,950.93
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Reconciliation of consolidated capital and consolidated net profit with
international accounting standards

The adjustments to the consolidated financial statements of Splendid Medien
AG prepared for the period ending 31 December 1999 in accordance with
the requirements of commercial law for reconciliation with the International
Accounting Standards (IAS) applicable at the point at which the balance sheet
was prepared are detailed in the following.
We have adjusted those items in the consolidated financial statements prepared
in accordance with commercial law that are valued differently in accordance with
IAS principles.
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IAS adjustments

1999
DM ’000

Consolidated capital (HGB) as of 31 December 1999

148,541

ASSETS
Goodwill

85

Tangible assets/leasing

546

Equity holdings in associated companies

33

Trade receivables

39

Deferred charges and prepared expenses

54

Deferred taxes

955

TOTAL

1,712

LIABILITIES
Deferred taxes

–17

Trade liabilities

–606

TOTAL

–623

Consolidated capital (IAS) as of 31 December 1999
Consolidated net profit (HGB) as of 31 December 1999
Financial result

149,630
–4,518
24

Depreciation on tangible assets

–42

Depreciation on goodwill

85

Leasing costs

44

Other operating expenses

39

IPO costs

9,330

Tax applicable to IPO costs

–4,927

Deferred taxes

938

TOTAL

5,491

Consolidated net profit (IAS) as of 31 December 1999
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Auditor’s opinion
We have audited the plausibility and calculations of the reconciliation statement
for consolidated shareholders’ equity as of 31 December 1999 and the consolidated financial statements 1999 of Splendid Medien AG, Cologne (HGB) in
accordance with IAS accounting principles. We hereby point out that this
reconciliation statement is not a complete set of financial statements as defined
by IAS accounting principles. A complete set of consolidated IAS financial
statements consists of the consolidated balance sheet, consolidated income
statement and consolidated annex as well as further explanatory notes.
We have audited the plausibility and calculations of the reconciliation statement
enclosed in the form of an annex; the reconciliation statement has been prepared
correctly from the accounting records and calculations of the company.
The calculations for the individual reconciliation items carried out by the company are correct.

Cologne, 12 April 2000
BFJM BACHEM FERVERS JANSSEN MEHRHOFF GmbH
Wirtschaftsprüfungsgesellschaft

(Dr. Christian Janßen)
Auditor
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(Dipl. Kfm. Franz Meller)
Auditor

Cash flow statement

Consolidated cash flow statement (HGB) as of 31. 12. 1999

1999
DM ’000

Net loss/profit

–4,518

+/–

Depreciation on/additions to intangible assets and tangible assets

+

Depreciation on screen rights

+

Depreciation on advanced payments for screen rights

+/–

Earnings of associated companies

+/–

Other transactions not relevant for payments

801
17,140
119
1,918
37

Cash Flow

15,497

+/–

Increase/decrease in medium-term and short-term provisions

–3,981

–/+

Profit/loss from the disposal of fixed assets

–/+

Increase/decrease in inventories, trade receivables and other assets

+/–

Increase/decrease in trade liabilities and other liabilities

= Cash flow from operating activities

–20
–4,174
2,449
9,771

+

Proceeds from disposals of fixed assets

580

–

Investments in intangible assets and tangible assets

–

Investments in financial assets

–

Investments in screen rights

+

Repayment of advance payments for screen rights

–197
–7,470
–93,082

= Cash flow from investing activities

70
–100,099

+

Proceeds of capital increases

142,897

–

Payments to shareholders (dividends, profit distributions)

–

Payments for redemption of loans

–5,875
–868

= Cash flow from financing activities

136,154

+/–

Changes in cash and cash equivalents relevant for payments

+

Cash and cash equivalents at beginning of period

= Cash and cash equivalents at end of period
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45,826
2,991
48,817
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Fixed assets
Development in consolidated fixed assets, 01 Januar y– 31 December 1999
Cost of purchase or production
Balance
01. 01. 1999
DM ’000

Additions

Disposals

Transfer

DM ’000

DM ’000

DM ’000

Balance
31. 12. 1999
DM ’000

I. Intangible assets
1. Commercial property rights and
similar rights and licences
2. Goodwill
Total intangible assets

115.00

1.00

116.00

72.00

10,018.00

10,090.00

187.00

10,019.00

10,206.00

II. Tangible assets
1. Land and buildings, including
buildings on non-owned land

1,442.00

2. Technical equipment, plant
and machinery

1,679.00

34.00

386.00

–10.00

1,317.00

976.00

88.00

458.00

10.00

616.00

4,097.00

122.00

844.00

3. Other equipment, operational
and office equipment
Total tangible assets

1,442.00

3,375.00

III. Financial assets
1. Holdings in associated companies
2. Down payments on financial assets
Total financial assets
Total fixed assets

4,284.00
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7,177.00

7,177.00

293.00

293.00

7,470.00

7,470.00

17,611.00

844.00

21,051.00

Depreciation
Balance
01. 01. 1999
DM ’000

67.00

Residual book values

Additions

Disposals

Transfer

DM ’000

DM ’000

DM ’000

Balance
31. 12. 1999
DM ’000

Balance
31. 12. 1999
DM ’000

Balance
01. 01. 1999
DM ’000

17.00

84.00

32.00

48.00

339.00

339.00

9,751.00

72.00

67.00

356.00

423.00

9,783.00

120.00

412.00

138.00

550.00

892.00

1,030.00

1,158.00

169.00

55.00

–4.00

1,268.00

49.00

521.00

528.00

138.00

230.00

4.00

440.00

176.00

448.00

2,098.00

445.00

285.00

2,258.00

1,117.00

1,999.00

1,918.00

5,259.00

1,918.00

293.00
1,918.00
2,165.00

2,719.00

285.00
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1,918.00

5,552.00

4,599.00

16,452.00

2,119.00
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Annex
I. General
The consolidated financial statements for 1999 have been prepared in accordance
with the regulations of the Handelsgesetzbuch (German Commercial Code).
The financial statements of the companies included in the consolidated financial statements of Splendid Medien AG are based on standard accounting and
valuation principles, and have been reconciled to the reference date of the
consolidated financial statements.
A set of consolidated financial statements has been prepared for the first time
for the period ending 31. 12. 1999.

II. Consolidated companies
In addition to Splendid Medien AG, the following companies are also included
in the consolidated financial statements.
Company

Registered offices

Equity holding
in %

Affiliated companies
Splendid Film GmbH

Cologne

100

Splendid Gesellschaft für Synchronisation und Postproduktion mbH

Cologne

100

ASCOT Medien GmbH

Essen

100

Associated companies
Initial Entertainment Group, Inc.

Los Angeles, USA
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The holding in Initial Entertainment Group, Inc., Los Angeles, acquired in the
course of financial 1999 has been stated at equity in accordance with para.
312 section 1 number 1 HGB. This holding was included in the consolidated
financial statements as of 30. 06. 1999.
The option of not including subsidiaries of minor significance provided in
para. 296 section 2 sentence 1 HGB has not been used. All fully consolidated
companies are subject to the uniform management of Splendid Medien AG.
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III. Principles of consolidation
The individual financial statements of the fully consolidated companies have
been prepared in accordance with uniform accounting and valuation methods.
All companies included in the consolidated financial statements close their
financial year on 31 December.
Intra-group income and expenses have been eliminated. Receivables and
liabilities between the incorporated companies have been netted. The parent
company’s corporation tax entitlement resulting from profits received from
subsidiaries during the same period has been netted against the corporation
tax costs of the subsidiaries. The facility permitting the elimination of interim
profits and losses arising from intra-group disposals has not been used (in
accordance with para. 304 section 3 HGB).
Capital consolidation
Capital has been consolidated in accordance with the book value method.
The differences resulting from capital consolidation at the time of initial consolidation for acquisitions or initial incorporation are calculated as follows:
Capital consolidation
Company
Splendid Film GmbH

Book value
of holding (DM)

Shareholders’ equity
to be consolidated (DM)

10,154,735.60

70,348.46

10,084,387.14
5,127.01

Splendid Synchron Gesellschaft
für Synchronisation und Postproduktion mbH

54,022.76

48,895.75

ASCOT Medien GmbH

50,439.64

127,947.61

10,259,198.00

247,191.82

Asset (DM)

Difference
Liability (DM)

77,507.97
10,089,514.15

77,507.97

The asset difference amounting to DM 10,090 thousand resulting from initial
consolidation is written off in the form of goodwill over 15 years (straight-line
depreciation) in accordance with the likely useful life.
The liability difference amounting to DM 78 thousand resulting from initial
consolidation is stated as a capital consolidation difference in shareholders’
equity.
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Equity consolidation
The holding in Initial Entertainment Group, Inc. has been stated at book value in
accordance with para. 312 section 1 sentence 1 HGB. The resultant difference of
DM 3,957 thousand will be written down in the form of goodwill over 15 years
(straight-line depreciation) in accordance with the likely useful life. The value of
the holding has been expanded in accordance with para. 312 section 4 HGB.
Currency translation
The shareholders’ equity of the foreign subsidiary has been translated with the
exchange rate applicable at the time of initial consolidation. Changes in shareholders’ equity have been translated using the exchange rate applicable on the
reference date.
IV. Accounting and valuation methods
The individual financial statements have been prepared in accordance with
uniform accounting and valuation methods; the fully consolidated subsidiaries
have also used the statement and valuation rules applied by the parent company.
The company has exercised its option under para. 312 section 5 sentence 2 HGB
in not adapting the accounting and valuation method of the associated company.
The income statement has been structured in accordance with the cost of sales
method.
The accounting, valuation and depreciation methods used take account of all
identifiable risks; they are detailed under the notes to the balance sheet items.
V. Notes to the consolidated balance sheet
1. Fixed assets
The development of the individual items of fixed assets is detailed in the enclosed
list of fixed assets.
Intangible assets
Most of the intangible assets valued at cost of purchase represent goodwill
resulting from capital consolidation. A useful life of 15 years has been assumed
for depreciation purposes.
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Tangible assets
Tangible assets are capitalised at cost of procurement or cost of production, less
scheduled use-related depreciation. Scheduled depreciation is calculated using
the straight-line or declining balance method, and is based on the useful life
under normal operating conditions. Movable assets are written down over useful lives of between three and ten years, tenant fittings are written down over
the tenancy life of ten years or over the shorter useful life under normal operating
conditions. Use has been made of the simplification rule for tax purposes detailed
in R 44 section 2 EStR. Minor-value assets with procurement values of up to
DM 800.00 are written off in full in the year in which they are acquired and are
stated as disposals in the list of assets.
Financial investments
The holding in associated companies is the 49 % stake in Initial Entertainment
Group, Inc., Los Angeles. The payment for the option of a further 2 % stake
in Initial Entertainment Group Inc., Los Angeles, is stated under the item “Advance
payments for financial investments”.
Screen rights
The rights stated under screen rights are capitalised with their cost of purchase
at the point of technical acceptance of the film material, and are written down
as sub-rights are exploited or sold.
In the normal situation in which full rights are acquired, the rights are written
down at the rate of 20 % of cost of procurement when they are exploited in the
form of video cassettes for rental or sale (incl. DVD). When the TV rights are
sold, depreciation is calculated as 80 % of the cost of procurement. When PayTV rights are exploited, 10 % of the cost of procurement is stated as depreciation.
For Free-TV rights, depreciation is calculated as 49 % of the cost of procurement
at the point of initial exploitation, and as 21 % for subsequent exploitation.
Depreciation is calculated as 10 % of the cost of procurement when the rights are
exploited in the cinema. The corresponding depreciation is reduced when TV
rights are exploited.
The way in which sub-rights which are acquired is stated in the accounts is
based on the experience and assessment of the company’s management in
relation to potential exploitation, even if different breakdowns of the purchase
price in relation to the individual sub-rights are agreed in individual contracts.
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Non-scheduled depreciation is used to reflect the absence of exploitation
possibilities in the individual stages of the exploitation chain.
2. Current assets
Inventories
Inventories are valued at the lower of market price or cost of purchase or production on the balance sheet reference date.
Receivables
Receivables and other assets are stated with their nominal value. Appropriate
adjustments have been made to individual accounts receivable which are exposed to identifiable risks. A flat-rate provision has been set aside to cover
general risks.
Non-interest-bearing receivables with a remaining term of more than one year
have been discounted to the present. Currency receivables have been valued
using the lower of the exchange rate applicable at the point at which the claim
originated or the bid price applicable on the reference date applicable for the
financial statements.
Receivables with a remaining term of more than one year exist for the following
items on the reference date for the financial statements:
Receivables with a remaining term of more than 1 year

31. 12. 1999
DM ’000

Trade receivables
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Cash in hand and cash at banks have been stated with their nominal amounts,
credit bank balances in foreign currency are translated using the bid price
applicable on the balance sheet reference date.
3. Shareholders’ equity
Share capital
The company’s subscribed capital amounted to ¤ 8,900,000.00 as of 31. 12. 1999.
In the financial statements, the subscribed capital has been converted using the
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rate of ¤ 1.00 = DM 1.95583 defined by the Council of the European Union.
The share capital is split into 8,900,000 ordinary bearer shares each with a par
value of ¤ 1.00.
Pursuant to a shareholder resolution of 21. 06. 1999, the company’s former share
capital of DM 102,400.00 was converted to Euro, and increased to ¤ 60,000.00
by way of a cash capital increase. When the conversion was entered in the
Commercial Register on 30 June 1999, the share capital of Splendid Medien AG
amounted to ¤ 60,000.00.
The Annual General Meeting of Splendid Medien AG held on 18 August 1999,
adopted a resolution to increase the share capital of Splendid Medien AG
by ¤ 6,451,108.00 from ¤ 60,000.00 to ¤ 6,511,108.00 against cash contributions and non-cash contributions (relating to shares in Splendid Film GmbH)
by way of issuing 6,451,108 bearer shares each with a par value of ¤ 1.00 and with
a full dividend entitlement from 01 January 1999 onwards. The increase in the
company’s share capital by ¤ 6,451,108.00 from ¤ 60,000.00 to ¤ 6,511,108.00
against cash and non-cash contributions was entered in the Commercial Register of the Cologne Local Court on 27 August 1999.
At an Annual General Meeting of the company held on 03 September 1999, the
share capital of Splendid Medien AG was increased by ¤ 2,388,892.00 from
¤ 6,511,108.00 against cash contributions to ¤ 8,900,000.00 by way of an issue
of 2,388,892 bearer shares each with a par value of ¤ 1.00 and with full dividend
entitlement from 01 January 1999 onwards. The implementation of the capital
increase was registered on 22 September 1999.
Approved capital increase
Pursuant to a resolution of 03 September 1999, the Managing Board was authorised, subject to the approval of the Supervisory Board, to increase the company’s share capital on one or several occasions in the period up to 20 September
2004, against cash contributions or non-cash contributions by a total of up to
¤ 3,410,000.00 (authorised capital increase I), by up to a total of ¤ 890,000.00
(authorised capital increase II) or up to a total of ¤ 150,000.00 (authorised
capital increase III) by way of an issue of new bearer shares each with a par value
of ¤ 1.00.
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The Managing Board was also authorised, subject to the approval of the Supervisory Board, to decide whether the statutory subscription rights of the shareholders are excluded. However, shareholders’ subscription rights can only be
excluded
– in order to settle fractions, and
– for acquiring companies or equity stakes in companies by way of granting
shares in the company,
– if a capital increase against cash contributions does not exceed 10 % of the
company’s share capital and if the price at which the shares are issued is not
significantly lower than the market price (applicable only for authorised capital
increase II).
Capital surplus
The premiums from the issue of new shares of DM 96 thousand or DM 135,496
thousand (the latter resulting from the IPO) resulting from the capital increases
approved on 18. 08. 1999 and 03. 09. 1999 have been allocated to capital surplus.
4. Provisions
Tax provisions contain tax liabilities for the assessed years 1987 to 1999 which
are probable on the reference date for the financial statements.
Other provisions contain all recognisable risks and contingent obligations on the
balance sheet reference date, and have been set aside on the basis of the
assessment of a prudent businessman. They consist primarily of obligations
resulting from licence agreements amounting to DM 2,795 thousand, as well as
film subsidy charges amounting to DM 990 thousand.
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5. Liabilities
Liabilities are capitalised with the amount due for repayment. Foreign currency
liabilities are valued at the higher of procurement or market price on the balance
sheet reference date. The remaining terms of the liabilities are set out in the list
of liabilities.
List of liabilities
Total amount

DM ’000

Expected terms
Up to 1 year
DM ’000

1. Down-payment received for orders

1,980

1,980

2. Trade liabilities

3,521

3,521

3. Other liabilities

5,295

5,295

10,796

10,796

1 – 5 years
DM ’000
0

More than
5 years
DM ’000

Provided
security
DM ’000

0

0
0
0

0

0

0

VI. Notes to the consolidated income statement
1. Sales
Most sales are generated within Germany, and are broken down as follows:
Sales

1999
DM ’000

Revenues from Theatrical Distribution

938

Revenues from Licences

21,489

Revenues from Video Rental/Video Sales/DVD

13,409

Revenues from Dubbing and Post-Production

2,181

Less reductions of proceeds

–342

Total Sales

37,675

2. Cost of sales
This item consists primarily of the cost of film rights (depreciation on screen
rights and licence expenses), material and production costs, dubbing costs and
personnel costs attributable to costs of production as well as depreciation on
fixed assets.
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This item includes accrued licence costs amounting to DM 141 thousand.
3. Selling costs
Selling costs consist primarily of advertising costs, sales commissions, personnel
costs and travelling expenses attributable to sales activities.
4. General administration costs
General administration costs include personnel costs attributable to administration activities, legal and consultancy costs, rents and operating costs, depreciation on fixed assets and other administration costs.
5. Other operating income
The main items under other operating income are income from the writing back
of provisions (DM 783 thousand) and in particular capital gains attributable to
foreign currency transactions.
6. Other operating expenses
Other operating expenses include capital losses attributable to foreign currency
transactions, bad debts, depreciation on prepayments and depreciation on the
capital consolidation differences stated as goodwill.
7. Result of associated companies
This item contains the proportionate result of Initial Entertainment Group, Inc.
less the depreciation on the consolidation difference stated as goodwill in accordance with para. 312 section 1 sentence 1.
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8. Exceptional result
Exceptional result in financial 1999 consists of the costs related to the IPO on
24 September 1999. These amounted to DM 9,330 thousand.
9. Taxes on income
Taxes on income consist of corporation tax and trade tax. For the overall Group,
this item is positive as the corporation tax entitlement of Splendid Medien AG
is netted against the lower corporation tax costs of the subsidiaries.
10. Segmental reporting
Segmental reporting
Film rights
DM ’000

Video/DVD
DM ’000

Dubbing
DM ’000

Total
DM ’000

Revenues

22,427

13,067

2,181

37,675

EBITDA

16,247

6,601

261

23,109

Depreciation
on screen rights

–17,140

on tangible assets

–463

on goodwill

–338

EBIT

5,168

Financial result

–1,049

Result of ordinary operations

4,119

Exceptional costs

–9,330

Tax

693

Consolidated loss

–4,518

Because of the close links between the individual segments, further segmentation has not been used. The current segmental reporting is based primarily on
sales segmentation.
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VII. Other information
1. Liability
There is no liability in accordance with paras. 251, 268 section 7 HGB.
2. Other financial obligations
The Group has other financial obligations attributable to rental and leasing
contracts as well as the acquisition of film rights amounting to a total of
DM 48,345 thousand.
3. Employees
In financial 1999, the Group employed 19 permanent employees (previous
year: 12).
Total personnel costs in financial 1999 amounted to DM 2,388 thousand.

58

4. Executive bodies
Managing Board
Mr. Andreas Ralf Klein, Cologne (Chairman)
Mr. Dietmar Schmitz, Neuwied
Mr. Graham King, Pacific Palisades, USA
The emoluments of the Managing Board for financial 1999 amounted to DM 715
thousand (previous year: DM 0 thousand).
Supervisory Board
Dr. Ralph Drouven, lawyer, Cologne (from 21. 06. 1999), Chairman;
further Supervisory Board mandates: Santron AG, Cologne
Mr. Georg Holschbach, auditor and tax consultant, Pulheim
(from 07. 08. 1999), Deputy Chairman
Mr. James W. Wells, content manager, Munich (from 07. 08. 1999)
Dr. Peter Saemann, bank director, Cologne (from 21. 06. 1999 to 06. 08. 1999)
Dr. Hendrik Schindler, lawyer, GAEDERTZ, Cologne
(from 21. 06. 1999 to 06. 08. 1999)
The remuneration paid to the Supervisory Board during the financial year
amounted to DM 46 thousand.

Cologne, 12 April 2000
Splendid Medien AG
The Managing Board
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Management report
The Spendid Medien Group has achieved an extremely positive performance in
the year of the IPO. The sales of the Group improved by 30 % from DM 29.0 million
to DM 37.7 million compared with last year (the figures for 1998 result from
proforma consolidation), result of ordinary operations improved by 14 % from
DM 3.6 million to DM 4.1 million.
The Splendid Group succeeded in further expanding its position throughout all
stages of the film licence exploitation chain (cinema, video and DVD, Pay-TV and
Free-TV). However, the company’s main business is still trading with TV rights.
Video and DVD sales expanded particularly strongly compared with 1998, namely
by 126 %.
Market and sector
The media industry in Germany is extremely well positioned. For US producers,
Germany is the number 1 market after the US market itself, and is thus the
main growth market. Several German listed companies are now operating in
this attractive market, and they employ different strategies. Competition in
the media sector has intensified. New technologies mean that extremely interesting development trends pose an enormous challenge to every player on this
market.
The film rights market has continued to expand strongly last year. The introduction of large multiplex cinemas has further boosted the demand for Hollywood
box-office hits; audience figures have been constantly rising in recent years.
Although the European video market is alleged to be declining, the business
of Splendid has remained stable.
DVD (Digital Versatile Disc) activities have achieved extremely strong growth in
1999. This trend is also confirmed by the high sales figures for DVD players in
Germany, and will continue in the year 2000. There are also opportunities for
further growth in the segment of Dubbing and Post-Production due to the
increased demand of German TV stations for high quality value added services.

60

Sales in the individual segments
Splendid Film GmbH is a subsidiary of Splendid Medien AG, and trades in TV
rights, video cassettes for sale and DVDs; it generates most of the Group’s
sales, namely 68.7 %. It is also responsible for a further 2.4 % of overall sales in
1999 with Theatrical Distribution operations.
ASCOT Medien GmbH operates in the field of video rental, and generated 23.1 %
of overall sales.
The Dubbing segment, which has been managed as an independent GmbH
(limited liability company) since June 1999, generated 5.8 % of overall sales.
Licences
Theatrical Distribution and licence trading are handled by Splendid Film GmbH.
Since the start of 1999, the market has been experiencing increased demand for
mainstream US films. As a result of the 49 % stake in Initial Entertainment Group,
Inc., Los Angeles, held by Splendid Medien AG, Splendid Film GmbH now has
first level support directly on site on the largest film market in the world. It is
informed of all current events on site, and is able to secure interesting products
at an early stage in order to meet the needs of the market.
Since mid-1999, Splendid has deliberately been expanding its film library with
mainstream US films. The company has acquired not only German-language
rights but also European rights for all stages in the exploitation chain. Sales
generated by this operating segment in financial 1999 amounted to DM 22.4
million, and 96.0 % of this figure was attributable to licence trading.
The cinema has been experiencing a renaissance since 1999. As a result of the
modernisation of “old cinemas” and the construction of new multiplex cinemas,
consumers are increasingly attending these leisure facilities.
In 1999, Splendid followed this market trend and re-entered the field of theatrical
distribution trading in order to meet audience wishes. With the films Jackie
Chan is Nobody (director: Jackie Chan, starring: Jackie Chan), Very bad things
(director: Peter Berg, starring: Cameron Diaz, Christian Slater), Theatrical Distribution made an extremely positive contribution to overall sales (namely 4 %).
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By continuing its policy of professional purchasing of readily marketable film products, Splendid has laid the foundation for meeting future requirements in the
individual stages of the exploitation chain and for achieving further growth.
Video/DVD
Video activities are handled primarily by ASCOT Medien GmbH, which uses the
services of SVK Video Kopierwerk GmbH, which is based in Essen, for the purpose of video rental exploitation. The video rights are acquired from Splendid
Film GmbH, and are exploited by ASCOT Medien GmbH within the framework of
a distribution agreement. For distribution of videos for sale and the still recent
but extremely promising DVDs, a distribution agreement relating to distribution
activities has been signed between Splendid Film GmbH and Warner Vision
Germany GmbH.
In 1999, Splendid released two old and one new films on DVD every month, and
thus participated extremely successfully in the emerging DVD boom. The reaction of the market indicates that all films were received extremely positively by
end consumers. This is due primarily to the excellent marketability of the films
in the Splendid library, which have been extremely popular not only in the past.
A further measure of market growth is the sales forecast for new DVD players
made by representatives of the industry.
Video/DVD activities overall generated sales of DM 13.1 million compared
with DM 5.8 million last year; this is equivalent to growth of 125.9 %. In order to
generate overall sales in 1999, the company exploited 21 video rental rights, 50
video-for-sale rights and 35 DVD rights. The performance of video activities is
particularly positive, as it is generally assumed that video sales are declining.
Dubbing and Post-Production
Dubbing and Post-Production were spun off from Splendid Film GmbH in financial 1999, and were established as an independent limited liability company
(Splendid Gesellschaft für Synchronisation und Postproduktion mbH). This segment achieved an extremely positive performance compared with last year.
Numerous orders placed by leading TV stations resulted in order intake which
boosted overall business volume in 1999 and also filled the company’s order
books for the year 2000. With sales of DM 2,181 thousand compared with
DM 1,578 thousand in 1998, this segment achieved growth of 38.2 %.
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Earnings situation
Result of ordinary operations, namely DM 4,119 thousand, has been depressed
by DM 1,918 thousand due to the at equity consolidation of IEG. The cost
attributable to the associated company consists not only of the goodwill writedown but also the proportionate loss of IEG attributable to Splendid Medien AG.
In 1999, IEG generated an operating result equivalent to DM 4,055 thousand (last
year: DM 5,075 thousand). As a result of significantly higher interest costs –
in connection with considerable investments in new film projects – and an
exceptional tax cost resulting from a change of legal form for tax purposes
(DM 3,850 thousand), IEG stated negative earnings after tax of DM 3,507
thousand in 1999 (last year: +3,847). Splendid also had to cope with exceptional costs of DM 9,330 thousand in 1999 due to the IPO, and a loss of DM 4,518
thousand was accordingly stated for the Group after tax.
Investments
A broad and marketable film licence stock is the basis for a successful future and
for generating increasing sales with film right trading. Splendid Film GmbH
accordingly invests almost 100 % of its entire investments in expanding its
stock of screen rights.
In financial 1999, the company invested DM 93.1 million in screen rights, compared with a figure of DM 23.1 million in 1998. In addition to acquiring Germanlanguage rights, the company also acquired European rights for the first time.
Interim financing for the film purchases was provided primarily from the proceeds
of the IPO. In future, the company additionally intends to use credit lines of
outside financing institutions for financing its film purchases, where such a
strategy makes commercial sense.
The following are examples of films in which the company has invested: Gangs
of New York (directed by Martin Scorsese and starring Leonardo DiCaprio), Dr. T
and the Women (directed by Robert Altman and starring Richard Gere, Liv Tyler,
Helen Hunt), Gorgeous (directed by Vincent Kok and starring Jackie Chan), Under
Suspicion (directed by Stephan Hopkins and starring Gene Hackman, Morgan
Freeman), to name but a few.
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Exchange rate development
Splendid Film GmbH primarily purchases in US-Dollar regions. At the end of 1999,
the company’s accounts stated foreign currency receivable with the exchange rate
applicable at the time at which the amount was entered in the company’s books
or using the lower market price applicable on the balance sheet reference date.
Foreign currency liabilities are valued using the exchange rate applicable on
which the invoice was received or using the higher exchange rate applicable on
the reference date. The company currently does not operate a hedging policy for
future payments to be made in US Dollars. In line with most financial institutions,
it is expected that the Euro will strengthen as a result of economic growth in
Europe; this means that the currently high rate of the US Dollar will fall.
However, the company has plans to hedge foreign exchange risks attributable
to major film projects and other transactions in future by means of suitable
financial instruments.
Likely development
The video market still offers major growth opportunities in the individual stages
of the exploitation chain for films. Since the 1980’s, the number of films shot every
year on the US market has been unchanged at approx. 500. Companies attempt
to sign up mainstream actors for roles in films based on a top quality script.
However, because such actors are rare or represent a bottleneck in terms of
resources, only a small number of films is cast with leading actors, which means
that mainstream films are also rare and are correspondingly in demand on the
market.
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As a result of the extended arm of IEG, Splendid Medien AG is in an excellent strategic position to obtain transparency at an early stage of film projects about to
be carried out on the US market. In recent months following the IPO, Splendid
has provided impressive demonstration of the fact that this is a key to success
by means of new and specific film purchases and co-operations with US production companies such as Milkwood Productions and Egg Pictures.
In view of the high level of demand for good films attributable to various exploiters (theatrical distributors, video distributors, TV stations), Splendid has
established an excellent position for itself for the future by means of its valuable
film library and also by securing mainstream content.
Private investment in leisure activities has gradually been increasing in Germany
in recent years. The urge for more leisure has increased, and the consumer willingness of different generations in this market has risen strongly. This is also
reflected in rising cinema audience figures.
However, new TV stations and a high level of demand in the Pay-TV sector will
continue to result in strong demand for mainstream film material. New technologies such as DVD and the corresponding players (DVD drives, DVD players) will
result in additional sales opportunities, which means that other forms of exploitation might be reduced. It is however a fact that the end consumer will consume
films via some form of distribution channel. Because Splendid has always
acquired all rights, it is in an excellent position to meet future challenges.
In order to accelerate growth, the company intends to acquire further holdings
in other media companies and also intends to continue its path of growth. It will
also particularly focus on developments on the technology market (Internet,
cable technology) in order to enter into strategic alliances at an early stage.
In the year 2000, the company intends to exercise its option to increase its stake
in IEG to 51 %. The company overall anticipates that sales and earnings in the
various segments will perform well.
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The company expects to double sales in the field of film rights trading. This is
consistent with the company’s procurement policy and its plans to focus on
purchasing mainstream and thus also high-price film rights which will be distributed not only in Germany but also throughout the whole of Europe. The aim
is that Splendid Film GmbH will handle exploitation in Germany itself or with
suitable partners, whereas the films will usually be sub-licensed as a whole in
other European countries. One of the main considerations in this respect is the
need to limit risk. With very successful films, the company will also participate
in additional licence fees paid by the various customers in addition to guaranteed figures in other European countries.
The company is conservatively assuming that its strategy of stepping up cinema
sales and the related costs for advertising will depress earnings in this segment
to a disproportionate extent. However, potential success in this market segment
is huge if the “right” films are chosen. Past experience has shown that cinema
exploitation is an “enhancement stage” for film products, and thus has a positive impact on marketing in subsequent stages of the exploitation chain.
Of course, the strong expansion of sales will overall result in higher costs. The
company’s management however expects that cost growth overall will be lower
than sales growth, and is also assuming that earnings will continue to expand.
The sales growth associated with the strategy of breaking into new market
segments of course also involves risks in the event of individual films not being
successful. In particular, there is always the possibility that high-budget films
might result in losses in licence trading, as these films have not yet been produced at the point at which the licences are acquired. The company limits these
risks by focusing on films targeted at a world-wide audience with leading actors
and directors, and also by selling on rights to other European countries at an early
stage in certain cases.
The company is predicting that Video/DVD sales will at least match the sales
seen in 1999, as growth in DVD sales will compensate for any downturn in video
activities. In future, not only the results of ASCOT Medien GmbH will continue to
improve due to the strategy of the subsidiary Splendid Film GmbH of investing
to a greater extent in higher quality films; the market influence will become
greater due to the better positioning in the relevant hit parades, and this will
thus improve sales opportunities.
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This development can be demonstrated using the example of the film
Legionnaire, which climbed to number three in the top ten hit parade; this boosted dealer demand for Inferno and Claws of Steel. Video rental activities at the
start of 2000 have already started well with the release of the above-mentioned
film Inferno, with sales of approx. DM 1.5 million.
Current market observations confirm that DVD activities are likely to achieve
higher sales growth in the year 2000 compared with 1999. This positive assessment is also confirmed by the industry and representatives of the entertainment
sector. New sales technologies via the Internet are also providing the DVD field
with additional and interesting distribution options, and the company is currently
considering these options.
The subsidiary Splendid Gesellschaft für Synchronisation und Postproduktion
mbH anticipates that sales will expand in future, as growth in the film rights
trading activities of Splendid Film GmbH will have a positive impact on the company’s sales. Business with outside clients is also expanding as a result of the
company’s high quality standards in Dubbing and Post-Production. The company
extended and modernised its production equipment in 1999 in order to provide
a sound basis for future business.
Cologne, 12 April 2000
Splendid Medien AG
The Managing Board
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Auditor’s opinion
We have audited the consolidated financial statements prepared by Splendid
Medien AG and the consolidated management report for the financial year
between 01 January and 31 December 1999. The company’s statutory representatives are responsible for preparing the consolidated financial statements and
the consolidated management report in accordance with the regulations of
German commercial law. Our assignment is to provide an assessment of the
consolidated financial statements and the consolidated management report on
the basis of the audit which we have carried out.
We have conducted our audit of the consolidated financial statements in accordance with para. 317 HGB and subject to the principles of proper accounting
defined by the Institut der Wirtschaftsprüfer (IDW). Accordingly, the audit must
be planned and carried out in such a way that it is possible with adequate
certainty to identify any irregularities and breaches of regulations which have a
material effect on the presentation of the view of the net worth, financial and
earnings situation of the company provided by the consolidated financial statements in accordance with the principles of proper accounting and also provided
by the consolidated management report. The process of determining the audit
actions has given due consideration to knowledge of the business activities and
the financial and legal circumstance of the Group as well as expectations of
possible errors. As part of the audit process, the effectiveness of the internal
control system as well as supporting evidence for the information in the
consolidated financial statements and consolidated management report are
assessed primarily on the basis of random samples. The audit involves an
assessment of the financial statements of the companies included in the
consolidated financial statements, the definition of consolidated companies, the
applied principles of accounting and consolidation as well as an assessment of
the main estimates of the statutory representatives of the Group, and also
considers the overall presentation of the consolidated financial statements and
the consolidated management report. We are of the opinion that our audit forms
an adequate basis for our audit opinion.
Our audit has not resulted in any objections.
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In our opinion, the consolidated financial statements provide a true and fair view
of the net worth, financial and earnings situation of the Group in accordance with
the principles of proper accounting. The consolidated management report overall provides a true and fair view of the situation of the Group, and adequately
reflects the risks of future developments.
Cologne, 13 April 2000
BFJM BACHEM FERVERS JANSSEN MEHRHOFF GmbH
Wirtschaftsprüfungsgesellschaft

(Dr. Christian Janßen)
Auditor
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(Dipl. Kfm. Franz Meller)
Auditor
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Balance sheet
Splendid Medien AG balance sheet as of 31 December 1999
ASSETS

Balance 31. 12. 1999

Balance 31. 12. 1998

DM

DM

A. Fixed assets
I. Intangible assets
Franchises, trade marks, patents, licences and similar rights and licences to such rights

2,170.00

0.00

1. Buildings on non-owned land

775,874.00

0.00

2. Other equipment, operational and office equipment

117,943.00

0.00

893,817.00

0.00

1. Shares in affiliated companies

10,259,198.00

175,021.64

2. Loans due from affiliated companies

86,365,000.00

0.00

7,177,058.00

0.00

II. Tangible assets

III. Financial assets

3. Investments
4. Down-payment on financial investments

292,942.00

0.00

104,094,198.00

175,021.64

104,990,185.00

175,021.64

1. Accounts due from affiliated companies

3,989,606,33

3,759,307.53

2. Other assets

4,652,921,67

1,752,312.78

8,642,528,00

5,511,620.31

B. Current assets
I. Accounts receivable and other assets

II. Cash in hand and cash at banks

40,208,655,58

50,016.47

48,851,183,58

5,561,636.78

1,150,00

0.00

153,842,518,58

5,736,658.42

Balance 31. 12. 1999

Balance 31. 12. 1998

DM

DM

C. Deferred charges and prepaid expenses

Splendid Medien AG balance sheet as of 31 December 1999
LIABILITIES
A. Shareholders’ equity
I. Subscribed capital
II. Capital surplus
III. Net profit/deficit

17,406,887.00

102,400.00

135,652,159.93

59,886.00

–2,262,002.11

4,159,622.10

150,797,044.82

4,321,908.10

1,337,018.00

1,337,018.00

726,700.00

2,500.00

2,063,718.00

1,339,518.00

375,882.15

25,232.32

B. Provisions
1. Tax provisions
2. Other provisions
C. Liabilities
1. Trade liabilities
2. Accounts due to affiliated companies
3. Other liabilities

74,980.13

0.00

530,893.48

50,000.00

– thereof for taxes: DM 433,957.87 (previous year: DM 0.00)
– thereof for social security: DM 8,903.08 (previous year: DM 0.00)
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981,755.76

75,232.32

153,842,518.58

5,736,658.42

Income statement
Splendid Medien AG income statement 01 Jan.– 31 Dec. 1999

1999

abridged financial year
21 Oct.– 31 Dec. 1998

DM

DM

1. Sales

770,524.37

0.00

2. Other operating income

998,667.00

0.00

3. Personnel expenses
a) Wages and salaries
b) Social security, pension and other benefit costs

–640,102.69

0.00

–27,847.13

0.00

– thereof for pensions: DM 0.00 (previous year: DM 0.00)
–667,949.82
4. Depreciation on intangible assets and tangible assets

0.00

–57,617.74

0.00

5. Other operating expenses

–514,133.96

–15,009.38

6. Income from investments

5,398,579.89

7,294,314.89

7. Other interest and similar income

1,187,197.76

29.17

–45,642,47

0.00

7,069,625.03

7,279,334.68

– thereof from affiliated companies: DM 754,203.38 (prev. year: DM 0,00)
8. Interest and similar expenses
– thereof to affiliated companies: DM 45,642.47 (prev. year: DM 0,00)
9. Result of ordinary operations
10. Exceptional expenses
11. Taxes on income
12. Net income/net loss
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–9,331,627.14

0.00

0.00

–3,119,712.58

–2,262,002.11

4,159,622.10
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Cash flow statement
Splendid Medien AG cashflow statement as of 31 December 1999

Net profit/net loss

1999

1998

DM ’000

DM ’000

–2,262

4,160

58

0

–2,204

4,160

724

1,339

7

0

–3,132

–5,512

907

25

–3,698

12

103

0

–94,983

–12

= Cash flow from investments

–94,880

–12

+

Payments received from capital increases and contributions of shareholders

142,897

50

–

Payments to shareholders (dividends, repayments of capital, other distributions)

–4,160

0

138,737

50

40,159

50

50

0

40,209

50

+/–

Depreciation on/additions to intangible assets and tangible assets
Cash Flow

+/–

Increase/decrease in medium-term and short-term provisions

–/+

Profit/loss from the disposal of fixed assets

–/+

Increase/decrease in accounts receivable and other assets

+/–

Increase/decrease in trade liabilities and other liabilities

= Cash flow from operating activities
+

Proceeds of disposals of fixed assets

–

Payments for investments in fixed assets

= Cash flow from financing
+/–

Changes in cash and cash equivalents relevant for payments

+

Cash and cash equivalents at beginning of period

= Cash and cash equivalents at end of period
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Fixed assets
Fixed assets Splendid Medien AG

At cost
Balance
1. 1. 99
DM

Additions

Disposals

DM

DM

Balance
31. 12. 99
DM

I. Intangible assets
Franchises, commercial property
rights and similar rights and licences
to such rights

0.00

2,653.00

0.00

2,653.00

Building on non-owned land

0.00

815,583.00

0.00

815,583.00

Other equipment, operational
and office equipment

0.00

245,904.74

113,084.00

132,820.74

Total tangible assets

0.00

1,061,487.74

113,084.00

948,403.74

175,021.64

10,084,176.36

0.00

10,259,198.00

Loans due from affiliated companies

0.00

86,365,000.000

0.00

86,365,000.00

Investments

0.00

7,177,058.00

0.00

7,177,058.00

Advance payments for financial assets

0.00

292,942.00

0.00

292,942.00

175,021.64

103,919,176.36

0.00

104,094,198.00

175,021.64

104,983,317.10

113,084.00

105,045,254.74

II. Tangible assets

III. Financial assets
Shares in affiliated companies

Total financial assets
Total fixed assets
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Depreciation
Balance
1. 1. 1999
DM

Residual book values

Additions

Dsposals

DM

DM

Balance
31. 12. 1999
DM

Balance
31. 12. 1999
DM

Balance
31. 12. 1998
DM

0.00

483.00

0.00

483.00

2,170.00

0.00

0.00

39,709.00

0.00

39,709.00

775,874.00

0.00

0.00

17,425.74

2,548.00

14,877.74

117,943.00

0.00

0.00

57,134.74

2,548.00

54,586.74

893,817.00

0.00

0.00

0.00

0.00

0.00

10,259,198.00

175,021.64

0.00

0.00

0.00

0.00

86,365,000.00

0.00

0.00

0.00

0.00

0.00

7,177,058.00

0.00

0.00

0.00

0.00

0.00

292,942.00

0.00

0.00

0.00

0.00

0.00

104,094,198.00

175,021.64

0.00

57,617.74

2,548.00

55,069.74

104,990,185.00

175,021.64
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Annex
I. General
Splendid Medien Holding GmbH was transformed into an Aktiengesellschaft
(joint stock company) pursuant to a resolution of the Partners’ Meeting of 29 June
1999 by way of a form change as detailed in para. 190 et seq. UmwG; the transformation was entered in the Commercial Register on 30 June 1999. The company
trades under the name of Splendid Medien AG. It has been listed on the Neuer
Markt in Frankfurt since 24 September 1999.

II. Accounting and valuation methods
The company is a large Kapitalgesellschaft (public limited company) as defined
in para. 267 section 3 HGB.

The financial statements for the financial year from 01 January – 31 December
1999 have been prepared in accordance with the regulations of the Handelsgesetzbuch (Commercial Code) and the Aktiengesetz (German Stock Corporation
Act). The presentation, structure and valuation of the financial statements are
consistent with the principles applied in previous years. The total cost method
detailed in para. 275 section 2 HGB has been chosen for the income statement.
The accounting, valuation and depreciation methods that have been applied take
account of all identifiable risks. They have been detailed under the notes to the
balance sheet items and the income statement items.

III. Notes to the balance sheet
Fixed assets
The development in purchase costs and cumulative adjustments as of 31
December 1999 is detailed in the list of assets (appendix to this annex).
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Intangible assets and tangible assets
Fixed assets are stated at cost less scheduled depreciation. Scheduled depreciation is calculated using the straight-line method and reflects the useful life
under normal operating conditions. The tangible and intangible assets stated as
of 31. 12. 1999 have been acquired mainly at book value from the subsidiary
Splendid Film GmbH. They are written down over their likely remaining useful life
(intangible assets one to two years, moveable tangible assets one to seven years,
tenant fittings over the tenancy duration of seven years). Use has been made of
the simplification rule for tax purposes specified in R 44 section 2 EStR. Minorvalue assets acquired for a cost of up to DM 800.00 are written down in full
in the year in which they are acquired and are stated as disposals in the list of
assets.
Financial assets
The investments of the company as of 31. 12. 1999 are as follows (details in
accordance with para. 285 number 11 HGB):
Financial assets
Registered
office

Holding

Shareholders’ equity
31. 12. 1999
DM

Net profit/net loss
31. 12. 1999
DM

Affiliated companies
Splendid Film GmbH

Cologne

100 %

3,425,793.19

3,355,444.73

ASCOT Medien GmbH

Essen

100 %

499,321.41

371,373.80

Splendid Synchron
Gesellschaft für Synchronisation und Postproduktion mbH

Cologne

100 %

101,083.00

52,187.25

49 %

3,138,404.22

–3,506,886.21

Investments
Initial Entertainment Group, Inc.

Los Angeles

The shares in affiliated companies and investments are capitalised at cost (incl.
ancillary costs).
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In financial 1999, the previous 74,8571 % holding in Splendid Film GmbH was
increased to 100% by way of a non-cash contribution involving the remaining
shares. The holding in Splendid Synchron Gesellschaft für Synchronisation und
Postproduktion mbH was acquired against payment of a consideration.
In addition, a 49 % stake in Initial Entertainment Group, Inc., Los Angeles (IEG)
was acquired with the stock purchase agreement of 18 June 1999. The purchase
price which was paid also acquired an option for acquiring a further 2 % stake
in IEG. This option can be exercised by Splendid Medien AG in the period between
01. 03. 2000 and 31. 12. 2000 for no additional consideration subject to certain
conditions (and in particular approval of the leading syndicate lender of IEG). That
part of the purchase price paid for the option is stated under advance payments
for financial investments.
The shareholders’ equity and net profit of IEG have been valued as of the balance
sheet reference date 31.12.1999 using the US Dollar rate applicable on the
reference date.
Loans to affiliated companies refer to an interest-bearing loan extended to
Splendid Film GmbH.
Current assets
Accounts receivable and other assets as well as credit balances at credit institutions have been capitalised with their nominal values. No accounts receivable in foreign currency existed on the reference date for the financial
statements.
Other assets include tax credits of DM 2,616 thousand attributable to the profit
distributions which were received in the period from subsidiaries, although such
distributions will only arise in the following year for legal purposes.
There are no receivables with a remaining term of more than one year.
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Shareholders’ equity
Share capital
The company’s subscribed capital amounted to ¤ 8,900,000.00 as of 31.12.1999.
It has been translated in the financial statements with the exchange rate of
¤ 1 = DM 1.95583 fixed by the Council of the European Union. The share capital
is divided into 8,900,000 ordinary bearer shares each with a par value of ¤ 1.00.
Pursuant to a shareholder resolution of 21. 06. 1999, the company’s former share
capital of DM 102,400.00 was converted to Euro, and increased to ¤ 60,000.00
by way of a cash capital increase. When the conversion was entered in the
Commercial Register on 30 June 1999, the share capital of Splendid Medien AG
amounted to ¤ 60,000.00.
The Annual General Meeting of Splendid Medien AG held on 18 August 1999,
adopted a resolution to increase the share capital of Splendid Medien AG by
¤ 6,451,108.00 from ¤ 60,000.00 to ¤ 6,511,108.00 against cash contributions
and non-cash contributions (relating to shares in Splendid Film GmbH) by way
of issuing 6,451,108 bearer shares each with a par value of ¤ 1.00 and with a
full dividend entitlement from 01 January 1999 onwards. The increase in the
company’s share capital by ¤ 6,451,108.00 from ¤ 60,000.00 to ¤ 6,511,108.00
against cash and non-cash contributions was entered in the Commercial Register of the Cologne Local Court on 27 August 1999.
At an Annual General Meeting of the company held on 03 September 1999, the
share capital of Splendid Medien AG was increased by ¤ 2,388,892.00 from
¤ 6,511,108.00 against cash contributions to ¤ 8,900,000.00 by way of an issue
of 2,388,892 bearer shares each with a par value of ¤ 1.00 and with full dividend
entitlement from 01 January 1999 onwards. The implementation of the capital
increase was registered on 22 September 1999.
Approved capital increase
Pursuant to a resolution of 03 September 1999, the Managing Board was
authorised, subject to the approval of the Supervisory Board, to increase the
company’s share capital on one or several occasions in the period up to 20
September 2004 against cash contributions or non-cash contributions by a
total of up to ¤ 3,410,000.00 (authorised capital increase I), by up to a total
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of ¤ 890,000.00 (authorised capital increase II) or up to a total of ¤ 150,000.00
(authorised capital increase III) by way of an issue of new bearer shares each
with a par value of ¤ 1.00.
The Managing Board was also authorised, subject to the approval of the
Supervisory Board, to decide whether the statutory subscription rights of the
shareholders are excluded. However, shareholders subscription rights can only
be excluded
– in order to settle fractions, and
– for acquiring companies or equity stakes in companies by way of granting
shares in the company,
– if a capital increase against cash contributions does not exceed 10 % of the
company’s share capital and if the price at which the shares are issued is not
significantly lower than the market price (applicable only for authorised capital
increase II).
Capital surplus
The premiums from the issue of new shares of DM 96 thousand or DM 135.496
thousand (the latter resulting from the IPO) resulting from the capital increases
approved on 18. 08. 1999 and 03. 09. 1999 have been allocated to capital surplus.
Provisions
The tax provisions state the likely trade tax for 1998.
Most other provisions are applicable to the remaining costs of the IPO, consultancy costs, external and internal costs in relation to the financial statements,
remuneration to the Managing Board and Supervisory Board as well as amounts
for outstanding staff vacation entitlements.
Provisions take account of all uncertain debt, losses and risks identified by the
balance sheet reference date in accordance with the principle of valuation
exercised by a prudent businessman.
Liabilities
Liabilities have been capitalised with the amount due to be repaid. The remaining
terms of all liabilities are less than one year. No collateral has been granted.
No exchange rate liabilities existed on the financial statement reference date.
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IV. Notes to the income statement
Sales
Sales include a figure of DM 722 thousand for administration costs allocated
to affiliated companies and DM 48 thousand for rental income for affiliated
companies.
Other operating income
This item states trade tax allocated to affiliated companies under the system of
pooling of interests for trade tax purposes.
Personnel expenses
Remuneration paid to the Managing Board amounted to DM 479,110.06 in 1999
(previous year: DM 0.00).
Depreciation on intangible and tangible assets
This item consists exclusively of scheduled depreciation. Please refer to the list
of assets (appendix to this annex) for the depreciation amounts applicable to the
individual items of intangible and tangible assets.
Other operating expenses
Other operating expenses comprise mainly costs for administration, maintenance
and rents, other operating costs as well as PR work. Administration costs include
remuneration of DM 45,636.70 paid to the Supervisory Board.
Income from investments
Income from investments comprises profit distributions received for the period
from the subsidiaries Splendid Film GmbH, ASCOT Medien GmbH and Splendid
Synchron Gesellschaft für Synchronisation und Postproduktion mbH.
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Exceptional costs
Exceptional costs comprise the costs of the IPO carried out in 1999 and related
preparatory negotiations.
Taxes on income
The high level of exceptional costs means that the company’s net profit is
negative, and no taxes on income were incurred for 1999.
V. Other information
1. Executive bodies
Managing Board
Mr. Andreas Ralf Klein, Cologne, member of Managing Board responsible for
licence trading and strategic planning (from 21. 06. 1999, Managing Director up
to that date), Chairman
Mr. Dietmar Schmitz, Neuwied, member of Managing Board responsible for
finance and controlling (from 21. 06. 1999)
Mr. Graham King, Pacific Palisades, USA, Member of Managing Board responsible for production and distribution (from 01. 08. 1999); Chief Executive Officer of
Initial Entertainment Group, Inc., USA
The members of the Managing Board Andreas R. Klein and Dietmar Schmitz are
each authorised to solely represent the company.
The emoluments of the Managing Board amounted to DM 479 thousand for
financial 1999 (previous year: DM 0 thousand).
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Supervisory Board
Dr. Ralph Drouven, lawyer, Cologne (from 21. 06. 1999),
Chairman; additional Supervisory Board mandates: Santron AG, Cologne
Mr. Georg Holschbach, auditor, tax consultant, Pulheim
(from 07. 08. 1999), Deputy Chairman
Mr. James W. Wells, content manager, MSG Media Services GmbH, Munich
(from 07. 08. 1999)
Dr. Peter Saemann, bank director, Deutsche Bank, Cologne
(from 21. 06. 1999 to 06. 08. 1999)
Dr. Hendrik Schindler, lawyer, GAEDERTZ, Cologne
(from 21. 06. 1999 to 06. 08. 1999)
Emoluments of DM 46 thousand were paid to the Supervisory Board in the
financial year.
2. Liability/other financial obligations
No liability as defined in paras. 251, 268 section 7 HGB exists. The company
has other financial obligations amounting to DM 1,130 thousand from rental
and leasing agreements.

3. Employees
Apart from the members of the Managing Board, the company employed 2
employees on average in financial 1999.

Cologne, 12 April 2000
Splendid Medien AG
The Managing Board
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Management report
Presentation of business
Splendid Medien AG acts as a financial and service holding company and provides management for the Splendid Group, which comprises the wholly owned
subsidiaries Splendid Film GmbH, ASCOT Medien GmbH as well as Splendid
Gesellschaft für Synchronisation und Postproduktion mbH. In addition, the
company also holds a 49 % stake in Initial Entertainment Group, Inc., Los Angeles
(IEG). The business of the national companies comprises film rights trading, video
rental and sales as well as Dubbing and Post-Production. IEG acquires world
rights for new mainstream film productions in the USA, and distributes the
European rights to Splendid. The parent company now has capital of DM 150.8
million as a result of the successful IPO in September 1999, and is using this
figure to finance the growth of its affiliated companies. It also provides the
German companies with central service functions in the fields of finance, controlling, organisation and IT.

1. Development of business
In financial 1999, Splendid Medien AG handled central service functions in the
field of administration for its German subsidiaries from 01.09.1999 onwards
following the restructuring of the Splendid Group, and took on four employees
for this purpose from the administration division of Splendid Film GmbH. The
company generated sales amounting to DM 771 thousand. From the costs of the
services provided and subletting of business premises to the subsidiaries, these
costs were passed on in the form of an administration cost allocation.
In addition, Splendid Medien AG debited trade tax to those subsidiaries which
have been part of an arrangement of pooling of interests for trade tax purposes
since 01. 01. 1999; such taxes would have been incurred by the subsidiaries if
they had been independent for tax purposes. The company generated other
operating income of DM 999 thousand from this trade tax allocation.
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The company received investment income of DM 5,399 thousand by collecting
the profits for the same period of its German subsidiaries Splendid Film GmbH,
ASCOT Medien GmbH as well as Splendid Synchron Gesellschaft für Synchronisation und Postproduktion mbH.
2. Investments
Investments in tangible assets
Investments in tangible assets amounted to DM 1,061 thousand during the
financial year, and related primarily to the tenant fittings and operating and
business equipment acquired from Splendid Film GmbH as part of the restructuring of the Splendid Group (Splendid Medien AG established as a financial and
service holding company, taking on central service functions in the field of
administration).
Financial investments
DM 10,030 thousand financial investments refer to the increase in the stake in
Splendid Film GmbH to 100 % (from the former figure of 74.9 %) by way of the
non-cash contribution against the granting of new shares.
In June 1999, the company acquired 4,900 ordinary shares (equivalent to 49 %
of the capital) of Initial Entertainment Group, Inc., Los Angeles (IEG) by way of
a stock purchase agreement. The activities of IEG comprise the acquisition
and financing of the production as well as the distribution of films on the world
market. This stock purchase agreement provides Splendid Medien AG with the
right to acquire a further 200 ordinary shares of IEG under certain conditions;
this right can be exercised between 01 March and 31 December 2000. The purchase price for the shares and the option amounted to DM 7,470 thousand;
no further consideration is due if the option is exercised.
In May 1999, the company acquired all shares in Splendid Synchron Gesellschaft
für Synchronisation und Postproduktion mbH for a consideration of DM 54
thousand. In June 1999, the Dubbing and Post-Production division which was
previously managed at Splendid Film GmbH was spun off to form Splendid
Synchron Gesellschaft für Synchronisation und Postproduktion mbH.
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In 1999, the proceeds of the IPO were used to grant the subsidiary Splendid Film
GmbH an interest-bearing loan of up to DM 110,000 thousand for financing
ongoing operations, and in particular for financing further film projects as part
of the process of expanding the operations of Splendid Film GmbH. This loan
can be drawn down in partial amounts at any time. The value of the loan on the
reference date was DM 86,365 thousand.
Important events in the financial year
The main events of financial 1999 were the restructuring of the entire Splendid
Group which was designed to promote further growth and particularly the
successful IPO, which laid the financial basis for the future growth of the Group.
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Presentation of net worth and earnings
1. Earnings
The result of ordinary operations is DM 7,070 thousand, and comprises mainly
the investment income received from the German subsidiaries (DM 5,399 thousand), income from allocations of administration costs and trade tax (DM 1,769
thousand) and positive net interest income (DM 1,142 thousand).
Investment income has declined by DM 1,895 thousand over the year; however,
this is due to the fact that Splendid Film GmbH last year paid not only its net profit
but also its accumulated earnings from previous years to Splendid Medien AG.
Positive net interest income comprises interest income resulting from granting
the loan to Splendid Film GmbH (DM 754 thousand) as well as short-term
investment of the IPO proceeds with credit institutions (DM 433 thousand).
The income items were opposed primarily by personnel expenses (DM 668
thousand) and other operating expenses (DM 514 thousand), which were incurred
primarily as a result of taking on service functions for the subsidiaries.
The company stated a loss of DM 2,262 thousand in financial 1999. This loss is
attributable to the non-recurring costs of the IPO activities in September 1999,
amounting to DM 9,332 thousand.
2. Net worth
Total assets have risen by DM 148.1 million to DM 153.8 million over the year, due
primarily to the much higher capital resulting from the IPO. The shareholders’
equity content of the company is 98.0 %.
On the assets side of the balance sheet, the increase in total assets is due primarily to investment of the proceeds in financial assets and also the increased
holdings of liquid assets.
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3. Financial situation
In the same way as net worth, the company’s financial situation is very much
determined by the proceeds of capital increases received by the company – particularly as part of the IPO process – and the resultant investment in financial
assets. As of 31. 12. 1999, cash and cash equivalents amounted to DM 40.2
million, and were invested primarily in the form of short-term time deposits;
this item comprises the proceeds of the IPO which have not been invested.
Probable development
The revenues of Splendid Medien AG in the year 2000 will result primarily from
the services provided for the company’s subsidiaries. The company will also
receive revenues in the form of investment income and interest on loans that have
been extended.
Exceptional costs, such as those which were incurred for the IPO in 1999, will not
be incurred in the year 2000. As the operating companies of the Group will
achieve a positive result, the company will report a very positive result with the
investment income of its German subsidiaries.
In order to step up the pace of growth, the company intends in future to acquire
entire and partial stakes in media companies and also intends to continue its
expansion. The company will also particularly concentrate on the developments
on the technology market (Internet, cable technology) in order to enter into
strategic alliances in this field at an early stage.
The company plans to exercise its option and increase its stake in IEG to 51 % in
the year 2000.
The main operating risks of future developments are to be seen in the expanding business of the subsidiary and affiliated company Splendid Film and IEG.
The strategy whereby the subsidiaries focus on films for a world-wide audience
with leading actors and directors and also the strategy of selling on licences
world-wide at an early stage in certain cases are expected to limit the risks
involved in entering new market segments. The process of expanding the company’s business will not only involve growth of operating activities but also
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growth of the structure and procedure organisation of the entire Splendid Group.
For this purpose, Splendid Medien AG will provide the necessary tools within the
framework of its service function, and in particular adequate IT implementation
based on the standard software SAP R/3, as well as personnel resources for
operational accounting, information and controlling. The package of measures
approved by the executive bodies of the company will be implemented in the
course of financial 2000.

Cologne, 12 April 2000
The Managing Board
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Auditor’s opinion
We have audited the financial statements including the accounting record and
the management report of Splendid Medien AG (formerly: Splendid Medien
Holding GmbH) for the financial year between 01 January and 31 December 1999.
The statutory representatives of the company are responsible for the accounting
records and for preparing the financial statements and management report in
accordance with the regulations of German Commercial Law and the additional
stipulations in the company’s Articles of Association. Our assignment is to
provide an assessment of the financial statements including the accounting
records as well as an assessment of the management report on the basis of the
audits which we have carried out.
We have conducted our audit of the financial statements in accordance with para.
317 HGB and subject to the principles of proper accounting defined by the Institut
der Wirtschaftsprüfer (IDW). Accordingly, the audit must be planned and carried
in such a way that it is possible with adequate certainty to identify any irregularities and breaches of regulations which have a material effect on the presentation of the view of the net worth, financial and earnings situation of the
company provided by the financial statements in accordance with the principles
of proper accounting and also provided by the management report. The process
of determining the audit actions has given due consideration to knowledge of
the business activities and legal circumstances of the company as well as expectations of possible errors. As part of the audit process, the effectiveness of
the internal control system as well as supporting evidence for the information
in the accounting records, financial statements and management report are
assessed primarily on the basis of random samples. The audit involves an
assessment of the applied principles of accounting as well as an assessment of
the main estimates of the statutory representatives of the company, and also
considers the overall presentation of the financial statements and the management report. We are of the opinion that our audit forms an adequate basis for
our audit opinion.
Our audit has not resulted in any objections.
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In our opinion, the consolidated financial statements provide a true and fair view
of the net worth, financial and earnings situation of the Group in accordance with
the principles of proper accounting. The consolidated management report overall
provides a true and fair view of the situation of the Group, and adequately reflects
the risks of future developments.
Cologne, 13 April 2000
BFJM BACHEM FERVERS JANSSEN MEHRHOFF GmbH
Wirtschaftsprüfungsgesellschaft

(Dr. Christian Janßen)
Auditor

91

(Dipl. Kfm. Franz Meller)
Auditor

Notes

Company history

1974

1979
1980
1986
1987
1990
1991
1996
1997

1998

1999

Albert E. Klein founds the sole proprietorship Splendid Film which specialises
in purchasing and onward selling of film licences for cinema exploitation or for
theatrical distribution in the German-speaking world. He draws on 20 years of
experience at the American film company United Artists.
The sole proprietorship becomes Splendid Film Klein GmbH.
Andreas R. Klein joins the company and assumes responsibility for marketing
and distribution.
Star Media GmbH Film TV Video Production is founded.
PACIFIC Video GmbH is founded (re-named ASCOT Medien GmbH in 1994).
Splendid Video GmbH is founded.
Splendid extends its range of services when it opens a dubbing studio.
Star Media GmbH is merged with Splendid Film Klein GmbH.
Merger between Splendid Video GmbH and Splendid Film Klein GmbH.
The company’s own studio complex with the latest technical equipment and a
capacity of 9,000 broadcast minutes is set up at the new location in Alsdorfer
Strasse.
A distribution association for distributing cassettes for sale and DVD is established with Polyband Gesellschaft für Bild- und Tonträger mbH & Co. Betriebs
KG as well as Warner Music Germany GmbH.
DENUS Sechs Unternehmensverwaltungs GmbH is established (subsequently
re-named Splendid Medien Holding GmbH, the current Splendid Medien AG).
Splendid is converted into an Aktiengesellschaft (joint stock company) and
places shares on the Neuer Markt in September.
Splendid acquires a 49 percent stake in the US production company Initial
Entertainment Group, Inc., Los Angeles (IEG), with an option for a further two
percent.
Splendid/IEG agree co-productions for mainstream Hollywood films with wellknown American production companies.
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