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ContentFilm plc

(‘ContentFilm’ or ‘the Company’;  formerly Winchester Entertainment plc or ‘Winchester’)

Preliminary results for the Year to 31st March 2004

A CLEAN SLATE FOR THE FUTURE

 Key points:

· With the acquisition of ContentFilm, Inc. by Winchester only completed on 29th March 2004, the profit and loss account and the cash flow statements contain no contribution from that company.

· Group loss before tax of £15.2m includes a write down against the carrying value of Winchester’s film library of £8.0m, which is included within cost of sales.

· Cash outflow from operating activities of £2.9m is much reduced from the outflow of £5.2m in 2002-03.  

· The enlarged Group’s finances have been strengthened by a raising of £8.3m (net of expenses) through an equity share placing and the successful negotiation of a US$20m credit facility agreed with JP Morgan Chase.

· A number of new films are in production with further developments in the pipeline. 

· Negotiations are underway for various library assets and distribution businesses.

Commenting on the Group’s performance and prospects for the current year Alton Irby, Non-Executive Chairman of ContentFilm plc, said:

“These results represent a line drawn under the history of Winchester.  Following the acquisition of ContentFilm, as our shareholders would expect, we have taken the opportunity to review the Group’s strategy and refocus the underlying business.  This has resulted in a significant write down in the carrying value of the Winchester film and TV library.

As part of the strategic review, the Board has considered the infrastructure required to support the ongoing business. As a result, costs are being reduced throughout the Group.  The successful refinancing of the Group will enable us to pursue a number of significant film projects and to take advantage of any cash positive acquisitions of libraries and distribution businesses.  These are expected to enhance the Group’s underlying business and strengthen our financial position over the next twelve months.” 

Enquiries:

ContentFilm plc
Portland

John Schmidt
020 7851 6500
Tim Allan
020 7404 5344

Joint Chief Executive

Preliminary results
Introduction

ContentFilm plc reports a loss before tax of £15.2m for the year to 31 March 2004, an increase on the £11.2m loss recorded for the year to March 2003.  The acquisition of ContentFilm, Inc. and the strategic review undertaken at that time have led the Company to take substantial write-downs against inventory whilst also giving rise to one-off costs relating to the acquisition itself and the related restructuring.

These costs amounted to £1.2m and have been treated as exceptional items in the attached profit and loss account.

Corporate strategy

ContentFilm’s corporate goal is to create a profitable and growing film group based around its areas of specialisation in:

· international film sales of both owned and third party titles;

· film production in the US and UK;

· UK film distribution;

· film finance;

· library asset exploitation.

As the Company stated at the time of the ContentFilm, Inc. acquisition further corporate acquisitions form a core part of growing the business.

Board, Directors and Employees
Following the acquisition of ContentFilm, Inc. we have concentrated our operations by merging our three London offices into one site and closing Winchester’s Los Angeles operation.  This has inevitably led to the need to make a number of redundancies and we are grateful for the support of our staff through this process.  We now employ 39 staff as against a pro-forma 52 for Winchester and ContentFilm, Inc. prior to the acquisition.  We will continue to evaluate the potential for further cost improvements and are committed to having a lean and effective infrastructure employing the best available and most talented staff.  

The Board of ContentFilm plc is substantially new.  I was delighted to accept the role of Non-Executive Chairman with my predecessor, Huw Davies, providing valuable support and continuing his association with the company as a Non-Executive Director.  The Joint Chief Executives are John Schmidt and Ed Pressman, with Ed having specific responsibility for our film production operation.  Rodney Payne is the Executive Director of our film finance division based in the UK.  Of our other core operations, international film sales and UK film distribution are headed up by Jamie Carmichael and Mick Southworth respectively.

Shawn Taylor continues as Chief Financial Officer with Douglas Tulley from ContentFilm, Inc. coming in as Chief Operating Officer.

In May 2004, it was a great pleasure to welcome Ms Trudie Styler, Chief Executive Officer of Xingu films, as the new Board’s first appointment as a Non-Executive Director.  She joins Sam Humphreys, the Chief Executive and co-founder of Syntek Capital, A.G., Huw Davies, the ex-Chairman of Winchester, and myself.  

We have created both an audit committee and a remuneration committee comprised entirely of non-executives to comply with best corporate governance practices.

Results

Turnover from continuing operations, including acquisitions, for the year to 31st March 2004 was £1.8m (2003:£4.8m).  The loss before tax was £15.2m (2003:£11.2m).  This resulted in a basic loss per share of 50.4p (2003:40.2p).  

The Board does not propose a final dividend.

The trading results for the existing business were clearly disappointing with only the international film division close to breaking even (prior to £6.6m of inventory provisions).  Following the strategic review, and in order to the protect the Group from further losses from this business, we have reduced the resource devoted to film production in the UK, discontinued Winchester’s US film activity and closed its Los Angeles office.  We have also curtailed the TV division’s operations to the management of the merchandising rights primarily for its children’s television series ‘Wheels on the Bus’.  

In July 2003, the Company completed a share-for-share acquisition of Cobalt Media Capital Limited, a company of which I was Chairman and co-owner.  The former Cobalt group held the international distribution rights to Dreamworks’ ‘House of Sand and Fog’, which received three Academy Award nominations in 2004, and to Kevin Costner’s ‘Open Range’ which opened in the UK only two weeks before the end of the year, plus a number of other high profile films.  

Cash flow and borrowings

The necessary emphasis on cash management is evident in the results of our second half year when a £265,000 outflow from operating activities represented a very substantial reduction on the £2,644,000 outflow of the first half year.

The share placing raised £8.3m (net of expenses) and the Company had £9.6m of cash at the year end.  As part of the acquisition of ContentFilm, Inc. the Group agreed a US$20m revolving credit facility with JP Morgan Chase Bank for a period of three years.  Bank borrowings at the year-end were £5.6m.

Outlook

The reshaping of the new Group is progressing well and according to plan.  The Group will focus in the future on producing, co-producing, financing and distributing films with budgets between US$15m and US$40m, in addition to a few special lower budget films.  

Film Production

The film production unit is being run by Ed Pressman with staff based in Los Angeles, New York and London.  It is already developing and putting together the finance for a number of films that it believes it can profitably exploit, with a number of further development projects in the pipeline.  It is a low overhead operation aiming for four to six productions a year.

In the course of the current year, the Group expects to release three feature films of note. 

· In 2003 we agreed to back David Gordon Green’s latest film ‘Undertow’.  With his first two films, ‘George Washington’ in 2000 and ‘All the Real Girls’ in 2003, Mr Gordon Green emerged as a leading light in the new generation of independent directors.  ‘Undertow’ combines the power of a tense thriller with a coming-of-age drama, telling the story of two brothers who run away from home when their lives are disrupted by a violent uncle.  The film is due for release by United Artists at the end of October 2004.

· Also this year we expect to see the release of ‘Wicked Prayer’, the fourth instalment of the highly successful The Crow franchise that originally starred Brandon Lee in 1994.  

· The Group is also completing its work with Sunflower Productions on the epic art house feature, ‘The Beautiful Country’ starring Nick Nolte and Tim Roth.  The film, directed by Hans Petter Moland, follows the journey of the half American, half Vietnamese Binh from his village, 300 miles south of Saigon, to the Texas farm of his estranged GI father played by Nolte. The film, based on an idea by Terrence Malick, was premiered at this year’s Berlin Festival in February where it was warmly received.  It is due for general release in the spring of 2005.
International Film Sales

The international film sales division is being run out of London by Jamie Carmichael.  The international market for films moved sharply into recession in 2001 and the Group’s results since then have reflected this state of affairs.  The international sales division showed some benefits from the acquisition of Cobalt in July 2003.  Nevertheless, the improvement was modest.  In 2004 the market has improved and under Jamie Carmichael’s leadership we look forward to capitalising on the upturn.
In May, the Group announced its commitment to act as an international sales agent on 'Burns', the film biography of Scotland's national poet that will star Gerard Butler (also the star of 'The Phantom of the Opera', currently in post-production for release in December 2004).  Subject to financing, ‘Burns’ is to be directed by Vadim Jean ('Leon the Pig Farmer') and is due for release on Burns night, 25th January 2006.

In addition, ContentFilm will handle the international sales and UK distribution for a new slate of three feature films to be produced by Fast Forward Features, a low budget production initiative backed by the BBC and Scottish Screen for Scottish writers, directors and producers. This new initiative aims to fund three feature-length films at £1.2m each, and is a development of the identically backed Tartan Shorts, which was established for short film production in 1992.  Tartan Shorts’ successes include Peter Capaldi's 1992 Oscar-winner for Best Short Film, ‘Franz Kafka's It's A Wonderful Life’.  We are delighted to be participating in a move to extend this project into mainstream cinema. 

UK film distribution

UK Film Distribution, run by Mick Southworth, is a comparatively low risk, fee based operation handling the domestic distribution of third party properties.  Its major investment of capital lies in the acquisition of film rights and in the upfront marketing of the films as they are released theatrically.  The division’s profits are mainly generated by their subsequent distribution through video and DVD (when successful films can typically generate revenues of 60% of their box office take) and from sales to television, including pay-TV and cable.

UK Film Distribution handled the successful March 2004 release of Kevin Costner’s ‘Open Range’.  In addition, Billy Connolly’s ‘The Man Who Sued God’ has continued its successful sales run on video and DVD.

Cobalt Media Capital Limited

Cobalt Media Capital brought with it the right to acquire six films once the banks which financed their production have been repaid.  We are currently exercising that entitlement for John Polson’s ‘Swimfan’, the US$10m Cobalt/GreeneStreet Films and Michael Douglas’ Further Films co-production that was released by Twentieth Century Fox on 6th September 2002 and rapidly shot to number one at the US box office.  

First Look Media, Inc.

The Group announced on 4th June 2004 that it was in negotiation with the owners of First Look Media, Inc., a North American media group, for the acquisition of that company.  Discussions are continuing and shareholders will be updated as soon as possible.

Conclusion

In conclusion I would like to stress a number of points for our shareholders.  We will further reduce costs; we will focus on larger budget films to feed our distribution businesses; we intend to acquire cash positive libraries and distribution companies in the US and Europe and we will recruit high calibre professionals.   

There is a clear role for ContentFilm in the international film industry and our strategy is in place to ensure that it is a profitable one.  The Group is focused and its committed management team is dedicated and fully incentivised to succeed.  

The current year has begun as 2003-04 ended – as a year of activity.  It is up to us to make sure that this activity is effective and does not slacken.  

Alton Irby

Chairman

Group profit and loss account
for the year ended 31 March 2004

	
	Note
	2004
	2004
	2004
	2004
	2003
	2003
	2003

	
	
	Continuing  operations

 
	Exceptionals
	Total
	Continuing operations
	Discontinued operations
	Total

	
	
	Ongoing        Acquisitions
	
	
	
	
	

	
	
	£000
	£000
	£000
	£000
	£000
	£000
	£000

	
	
	
	
	
	
	
	
	

	Turnover
	
	1,527
	305
	-
	1,832
	4,839
	310
	5,149

	Cost of sales
	
	(10,812)
	(370)
	-
	(11,182)
	(9,674)
	(410)
	(10,084)

	
	
	              
	             
	              
	             
	              
	              
	              

	Gross (loss)/profit
	
	(9,285)
	(65)
	-
	(9,350)
	(4,835)
	(100)
	(4,935)

	
	
	
	
	
	
	
	
	

	Operating expenses
	2
	(4,461)
	(278)
	(1,158)
	(5,897)
	(4,453)
	(595)
	(5,048)

	
	
	
	
	
	
	
	
	

	
	
	             
	             
	              
	             
	              
	              
	              

	Operating loss
	
	(13,746)
	(343)
	(1,158)
	(15,247)
	(9,288)
	(695)
	(9,983)

	
	
	              
	             
	              
	
	             
	             
	             
	

	
	
	
	
	
	
	
	
	

	Net interest receivable/(payable) 
	
	
	
	
	2
	
	
	(1,199)

	Amounts written off investments
	
	
	
	
	-
	
	
	-

	
	
	
	
	
	             
	
	
	              

	Loss on ordinary activities before taxation
	
	
	
	
	(15,245)
	
	
	(11,182)

	
	
	
	
	
	
	
	
	

	Tax on loss on ordinary activities
	
	
	
	
	236
	
	
	145

	
	
	
	
	
	             
	
	
	              

	Loss for the financial year
	
	
	
	
	(15,009)
	
	
	(11,037)

	
	
	
	
	
	
	
	
	

	Dividends 
	
	
	
	
	-
	
	
	-

	
	
	
	
	
	             
	
	
	              

	Retained loss for the year
	
	
	
	
	(15,009)
	
	
	(11,037)

	
	
	
	
	
	              
	
	
	              

	Loss per ordinary share – basic
	1
	
	
	
	(50.4p)
	
	
	(40.2p)

	
	
	
	
	
	              
	
	
	              

	Diluted loss per ordinary share
	
	
	
	
	(46.7p)
	
	
	(40.2p)

	
	
	
	
	
	              
	
	
	              


Group balance sheet

at 31 March 2004

	
	
	              2004
	               2003

	
	
	£000
	£000
	£000
	£000

	
	
	
	
	
	

	Fixed assets
	
	
	
	
	

	Intangible assets
	
	
	
	
	

	Goodwill
	
	
	12,942
	
	395

	
	
	
	
	
	

	Tangible assets
	
	
	123
	
	234

	Investments
	
	
	4
	
	133

	
	
	
	              
	
	              

	
	
	
	13,069
	
	762

	Current assets
	
	
	
	
	

	Stocks
	
	6,852
	
	11,365
	

	Debtors
	
	2,287
	
	3,788
	

	Investments
	
	2
	
	2
	

	Cash at bank and in hand
	
	9,619
	
	4,806
	

	
	
	              
	
	              
	

	
	
	18,760
	
	19,961
	

	
	
	
	
	
	

	Creditors: amounts falling due within one year
	
	(6,698)
	
	(4,268)
	

	
	
	              
	
	              
	

	Net current assets
	
	
	12,062
	
	15,693

	
	
	                                    
	              
	
	              

	Total assets less current liabilities
	
	
	25,131
	
	16,455

	
	
	
	
	
	

	Creditors: amounts falling due after more than one year 
	
	
	(7,460)
	
	(1,968)

	
	
	
	
	
	

	
	
	
	              
	
	              

	Net assets
	
	
	17,671
	
	14,487

	
	
	
	              
	
	              

	Capital and reserves
	
	
	
	
	

	Called up share capital
	
	
	4,907
	
	1,372

	Share premium account
	
	
	42,002
	
	27,982

	Merger reserve
	
	
	653
	
	128

	Warrant reserve
	
	
	61
	
	-

	Profit and loss account
	
	
	(29,952)
	
	(14,995)

	
	
	
	             
	
	              

	
	
	
	17,671
	
	14,487

	
	
	
	             
	
	              

	Shareholders’ funds
	
	
	
	
	

	Equity
	
	
	8,581
	
	14,487

	Non-Equity
	
	
	9,090
	
	-

	
	
	
	             
	
	              

	
	
	
	17,671
	
	14,487

	
	
	
	              
	
	              


Group cash flow statement
for the year ended 31 March 2004

	
	Note
	 2004
	
	2003
	

	
	
	£000


	£000
	£000
	£000

	
	
	
	
	
	

	Net cash outflow from operating activities
	
	
	(2,909)
	
	(5,245)

	
	
	
	
	
	

	Returns on investments and servicing of 
  finance
	
	
	(515)
	
	126

	Taxation
	
	
	187
	
	988

	Capital expenditure and financial investment
	
	
	(7)
	
	(34)

	Acquisitions and disposals 
	3
	
	353
	
	(155)

	Equity dividends paid
	
	
	-
	
	-

	
	
	
	              
	
	              

	Net cash outflow before use of liquid resources and financing
	
	
	(2,891)
	
	(4,320)

	
	
	
	
	
	

	Management of liquid resources
	
	
	49
	
	-

	
	
	
	
	
	

	Financing
	
	
	
	
	

	(Decrease)/Increase in debt
	
	(670)
	
	65
	

	Issue of shares
	
	8,313
	
	
	

	Issue of Warrants
	
	61
	
	
	

	
	
	             
	 
	              
	

	Net cash inflow from financing
	
	
	7,704
	
	65

	
	
	
	              
	
	              

	Increase/(Decrease) in cash in the year
	
	
	4,862
	
	(4,255)

	
	
	
	              
	
	              


Reconciliation of net cash flow to movement in net funds

for the year ended 31 March 2004

	
	2004
	2003

	
	£000
	£000

	
	
	

	(Increase)/Decrease in cash in the year
	4,862
	(4,255)

	Cash outflow from decrease in debt 
	1,118
	-

	Cash outflow/(inflow) from decrease/(increase) in lease financing
	69
	(65)

	Cash inflow from decrease in liquid resources
	(49)
	-

	
	              
	              

	Changes in net funds resulting from cash flows
	6,000
	(4,320)

	New finance leases
	-
	(56)

	Finance leases on disposal/(acquisition) of subsidiary 
	-
	209

	Bank loan on acquisition of subsidiary
	(6,688)
	-

	
	              
	              

	Movement in net funds in the year
	(688)
	(4,167)

	Net funds at beginning of year
	2,768
	6,935

	
	              
	              

	Net funds at end of year


	2,080
	2,768

	
	              
	              


Group statement of total recognised gains and losses
for the year ended 31 March 2004

	
	2004
	2003

	
	£000
	£000

	
	
	

	Loss for the financial year 
	(15,009)
	(11,037)

	
	              
	              


Reconciliation of movements in shareholders’ funds
for the year ended 31 March 2004

	
	Group
	Group

	
	2004

£000
	2003

£000

	
	
	

	Loss for the financial year
	(15,009)
	(11,037)

	Release from merger reserve
	52
	-

	Dividends
	-
	-

	Creation of warrant reserve
	61
	-

	Share issue (net of expenses)
	18,080
	-

	
	              
	              

	Movements in shareholders’ funds
	3,184
	(11,037)

	
	
	

	Opening shareholders’ funds
	14,487
	25,524

	
	              
	              

	Closing shareholders’ funds
	17,671
	14,487

	
	              
	              


1 Loss per ordinary share

Loss per ordinary share has been calculated by dividing the loss for the financial year of £15,009,000 (2003: loss of £11,037,000) by the weighted average number of ordinary shares in issue during the year of 29,768,349 (2003:27,436,675).
Diluted earnings per share has been calculated by dividing the loss for the financial year of £15,009,000 (2003: £11,037,000) by the weighted average number of shares of 32,118,669 (2003 : 27,436,675) which takes into account the number of dilutive shares which would be issued on the assumed exercise of all potentially exercisable options, warrants and convertible redeemable preference shares.  

2 Exceptional items

	
	2004
	2003

	
	£000
	£000

	Professional fees related to the acquisition of ContentFilm, Inc.
	642
	-

	Redundancy costs
	262
	-

	Closure of the Winchester Los Angeles office
	154
	-

	Other
	100
	-

	
	              
	              

	
	1,158
	-

	
	              
	              


The exceptional items arose as a consequence of the acquisition by the Company of ContentFilm Inc. on 29 March 2004. The costs reflect certain professional fees and other associated costs directly attributable to the restructuring that arose from the acquisition.  

3             Acquisitions  

During the year the group made the following acquisitions :

	
	
	
	Consideration

	
	
	
	Including 

	
	
	
	Costs

	
	Date of Acquisition
	% acquired
	£’000

	
	
	
	

	Cobalt Media Capital Limited
	28 July 2003
	100%
	801

	ContentFilm, Inc.
	29 March 2004
	100%
	9,506

	
	
	
	              

	
	
	
	10,307

	
	
	
	              

	
	
	
	              


The net book values acquired, to which no fair value adjustments were necessary, are set out below:

	
	Cobalt Media
	Content Film
	

	
	Capital
	Inc.
	Total

	
	£’000
	£’000
	£000

	
	
	
	

	Net assets acquired
	
	
	

	Tangible fixed assets
	-
	43
	43

	Stocks
	-
	4,455
	4,455

	Debtors
	-
	715
	715

	Cash at bank and in hand
	133
	708
	841

	Creditors
	-
	(1,699)
	(1,699)

	Loans and finance leases
	-
	(6,688)
	(6,688)

	
	              
	              
	              

	Net assets/(liabilities) acquired
	133
	(2,466)
	(2,333)

	Goodwill arising on acquisition
	668
	11,972
	12,640

	
	              
	              
	              

	
	801
	9,506
	10,307

	
	                           


	                           


	                           




The resulting goodwill was capitalised and will be written off as follows:


Cobalt Media Capital Limited


10 years


ContentFilm, Inc.




20 years

	
	
	
	£’000

	Total Consideration Payable
	
	
	9,819

	Less; Consideration satisfied by Shares 
	
	
	(9,819)

	
	
	
	              

	
	
	
	-

	Cash consideration payable
	
	
	-

	Costs of acquisition
	
	
	(488)

	Cash balances acquired
	
	
	841

	
	
	
	              

	Cash flows arising on acquisition
	
	
	353

	
	
	
	              


Cobalt Media Capital made a profit of £nil from the beginning of the financial year to the date of acquisition.  The company commenced trading on 28 July 2003.

ContentFilm Inc. made a loss of £5,149,606 (2003 : £1,433,371) from the beginning of the financial year to the date of acquisition.   

The subsidiary undertakings acquired during the year contributed (£102,000) to the group’s net operating cash outflows, paid £nil in respect of net returns on investments and servicing of finance, paid £nil in respect of taxation and utilised£ nil for capital expenditure.

4.
Reserves

	
	Warrant Reserve
	
Merger

Reserve
	Share

premium

account
	Profit

and loss

account

	
	£000
	£000
	£000
	£000

	
	
	
	
	

	At beginning of year
	-
	128
	27,982
	(14,995)

	Retained loss for the financial year
	-
	-
	-
	(15,009)

	Arising on issue of shares
	-
	577
	14,020
	-

	Arising on the issue of warrants
	61
	-
	-
	-

	Transfer to profit and loss account
	
	(52)
	-
	52

	
	              
	              
	              
	              

	At end of year
	61
	653
	42,002
	(29,952)

	
	              
	              
	              
	              


5.
Analysis of movement in net funds

	
	At 31 March

2003 
	Cash

flow
	Acquisition/Disposal of subsidiary undertakings 
	Other non cash movements
	At 31 March 2004 

	
	£000
	£000
	£000
	£000
	£000

	Liquid Resources
	1,760
	(49)
	-
	-
	1,711

	Cash 
	3,046


	4,862
	-
	-
	7,908

	
	              
	              
	              
	              
	              

	Cash at Bank
	4,806
	4,813
	-
	-
	9,619

	Finance leases
	(2,038)
	69
	-
	-
	(1,969)

	
	
	
	
	
	

	Financing cash outflows
	
	
	
	
	

	
	
	
	
	
	

	New finance arrangement
	-
	1,118
	(6,688)
	-
	(5,570)

	
	              
	              
	              
	              
	              

	Total
	2,768
	6,000
	(6,688)
	
	2,080

	
	              
	              
	              
	              
	              


6
Financial information
The financial information set out in these statements does not constitute the company’s statutory accounts for the years ended 31 March 2004 or 2003.  The financial information for 2003 is derived from the statutory accounts for 2003 which have been delivered to the Registrar of Companies.  The auditors have reported on the 2003 accounts: their report was unqualified and did not contain a statement under section 237(2) or (3) of the Companies Act 1985.  The statutory accounts for 2004 will be finalised on the basis of the financial information presented by the directors in this preliminary announcement and will be delivered to the registrar of companies following the company's annual general meeting.
7
Annual Report

The Annual Report will be circulated by post to all shareholders and copies will be available to members of the public from the company’s registered offices at 19-21 Heddon Street, London, W1B 4BG.

This information is provided by RNS

The company news service from the London Stock Exchange
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