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Management’s Discussion and Analysis

BHE W

Market Review

In 2000, the PRC economy continued its rapid growth, with GDP
rising by 8% and GDP per capita reaching US$849. The IT industry
also continued to experience growth and prosperity during 2000,

with market capitalisation reaching US$15.9 billion, an increase
of 46% as compared to 1999.

The PC market remains the cornerstone of the entire IT industry,
accounting for 54% of the market. Sales of PCs surged 46%
from 1999 to reach 7.21 million units in 2000. Consumer PCs
recorded the strongest growth, with sales increase of 82% over
last year, representing one-third of the total sales in the entire
PC market.

An important factor in the prosperous development of the IT
market in the PRC has been the State’s dynamic financial policy.
With the enhancement of both purchasing appetite and
purchasing power in recent years, personal and home IT products

have become the latest “hot buy” consumer items.
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Continuous growth of China PC market
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Since Internet fever cooled dramatically during the year, the
entire Internet industry has gone through a period of adjustment,
placing more emphasis on rational outcomes than on heady
speculative concepts. Despite the changes in the market
atmosphere, many people of the PRC have made the Internet
part of everyday life. According to research conducted by China
Internet Network Information Centre (CNNIC), Internet
subscribers increased from 8.9 million in 1999 to 22.5 million
in 2000. Since PRC consumers still largely access the Internet
through PCs, this increase in Internet subscribers will continue
to drive sales of consumer PCs. In 2000, the Ministry of
Information Industry lowered the dial-up fee from between
RMBO0.08 and RMBO.11 for every three minutes to just RMB0.02
per minute, a reduction which has had an extremely positive

impact on the development of Internet usage and PC sales.
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Breakdown of unit shipment of
China PC market in 2000
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The commercial PC market grew by 30% in 2000. Again, Chinese
State policy played a part in this increase, since government
departments and business corporations were encouraged to
accelerate their computerisation process and educational
institutions have accordingly been increasingly promoting
computer knowledge and applications. The PRC’s imminent entry
into the World Trade Organisation (WTO) has further prompted
corporations to speed up computerisation and enhance
competitiveness, leading to even more demand for products

such as commercial PCs and servers.

Market share of major PC brands in China
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During the second half of 2000, while the PC market in the US
and Europe experienced a downturn, the market in the PRC
continued to experience rapid growth. The penetration rate of
PCs in PRC cities increased from 3.5% last year to 4.8%. This is
still far below the rate in developed countries (50% in the US, for
example), pointing to tremendous potential for further expansion
in the PRC. International Data Corporation (IDC) predicts that
growth for the PRC PC market in 2001 will be maintained at
30%. In sharp contrast with Europe and the US, the PRC IT market
is one of the highest growth regions in the world.

In summary, as the PRC economy has continued to grow, family
income and purchasing power have increased. The popularity of
Internet applications makes it highly likely that the consumer PC
market will continue to grow rapidly in 2001. The computerisation
of business corporations will further drive growth in commercial
PCs and servers, a situation which will intensify with the PRC’s
imminent entry into the WTO and with small-and-medium-sized
enterprises (SMEs) beginning to expect more of the IT
infrastructure. Notebook computers made up 6.7% of the total
market: again, a figure far below that of developed countries. As
the advantages of IT mobility are recognised and the costs of
production continue to fall, we also anticipate a substantial

increase in the notebook computer market.

Growth trend of number of Internet
users in China
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Business Review

Legend PCs and other Internet Access Devices

Turnover for Legend’s Internet access device business recorded
a strong growth of 82%, driven by the upsurge in demand for
PCs in the PRC market and the success of our branded computer
products and the strategically planned sales and service support.

Legend has highlighted the importance of enhancing service to
drive sales since 1999. In May 2000, Legend launched its low-
end “Tongxi” Internet PCs. These provide in one straightforward

unit a simplified “One-Touch-to-the-Net” function, facilitating the
access of practical Internet information and offering convenient
and easy-to-use Internet connection services. “Tongxi” PCs were
very well received by the home users and became the
mainstream products of the year.




B2 EH & ko T Management's Discussion and Analysis

Legend Annual Report 2000 > 200128 5% 015

ITTAL

To promote the sales of Legend commercial PCs and server
products, Legend has paid special attention to enhancing its
value-added service capabilities. Looking to cater for the specific
needs and problems of SMEs in the PRC as they move towards
office automation, Legend launched the “IT 1 for 1” service brand
in October 2000. “IT 1 for 1” provides customers with one-on-
one tailor-made services, including pre-sales consultations,
module-based solutions, and after-sales follow-up. Additionally,
“IT 1 for 1” launched four self-developed IT solution packages:
corporate-to-the-net, sales-on-the-net, website construction and

Intranet solutions.

In December 2000, Legend brought consumer PCs into the
era of personalisation with its four innovative personalised PCs:
“Tianhui” for younger children; “Future Pioneer” for high school
students; “Tianlu” for adults and “Tianle” for the middle-aged
and elderly. By integrating different designs, default software and
unique functions, these personalised PCs have shown themselves
able to satisfy the trends and needs of different age groups and

varying skill levels.
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