Management Discussion and AnaIyS|s

Despite year 2000/2001 was a rough year
characterising with price wars in the China TV market,
the group succeeded in increasing its total turnover
for the year ended 31 March 2001. The group has
also taken a bold step in diversifying its businesses
into the manufacture and sale of multimedia and IT-
related products through the restructuring of its
operations into six major subsidiaries, which
specialise respectively in TVs, multimedia products,
display products, computer and network products,
broadband technology products and IT-related
solution. The diversification has already brought about
positive business opportunities to the group and has
laid a solid platform for the group’s ongoing business
growth.

Operating Results

For the financial year ended 31 March 2001, the
group has seen an increase of almost 16% in
turnover. During the year, the group’s turnover
reached HK$4,447 million compared with HK$3,819
million of the previous year. However, the group’s
gross profit and gross profit margin for the year ended
31 March 2001 has fallen by 23% and 8 percentage
point to $669 million and 15% respectively from those
of 1999/2000.

During the year, the intense price competition in
China’s TV market has rendered the group to reduce
price to boost sales. As a result, the group’s gross
profit and gross margin were adversely affected.

In response to the rigorous TV market conditions in
China, the Group has incurred heavy expenses during
the year on sales network expansion, marketing and
promotion, as well as in research and development.
For the year under review, the group’s expenses on
selling and distribution soared by 51% over the
previous year to HK$595 million, while general and
administrative expenses rose by 64% to HK$171
million over 1999/2000’s.
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During the year, the group increased its advertising
and promotion expenses by 25% to HK$184 million
over that of the previous year. Such expenses were
made to boost sales and the group’s image. The
expanded sales network during the year has also led
to a rise in salaries, as well as transportation and
travelling expenses by 79% to HK$122 million and
44% to HK$117 million respectively over those of
the previous year. Furthermore, additional staff costs
were incurred as the Group enlarged its R&D team
to strengthen its capability in new product and
technology development.

As a result of the reduced gross margin and upsurge
in overhead expenses, the group incurred a net loss
of HK$61 million for the year 2000/2001.

In the second half of year 2000/2001, the group was
able to achieve significant recovery with total turnover
and gross profit rose by 89% and 172% over those
of the interim period to HK$2,910 million and HK$489
million. Gross profit margin also increased by 5
percentage point from that of the interim period to
17%. The success in the rebound was attributed to
effective sales target scheme and peak seasons for
TV sales in China during the second half of year
2000/2001, thus led to significant sales increase and
improved gross profit margins. Moreover, prices in
China’s TV market began to stabilise and the group’s
constant launch of new TV models also allowed the
group to raise its TV prices.
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Fig 1: Group'’s turnover by market for year 2000/2001.
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China sales

China remains as the group’s largest single market.
For the year ended 31 March 2001, the China market
accounted for 85% of the group’s total turnover and
generated HK$3,793 million in sales. Compared with
year 1999/2000, sales in the China market grew by
14% for the year 2000/2001, although its share of
the group’s total turnover has slightly dropped from
1999/2000's 87% to 85%. The upsurge in China’s
total sales was mainly due to the group’s responsive
pricing policy, strengthened distribution network and
launch of new TV models, which met local demand.
In China, the group’s sales distribution network
reaches most of the provinces, with substantial
portion of its domestic sales directed to Northern
China, which experienced the highest growth in the
year 2000/2001.

Fig 2: Group'’s turnover by market of year 1999/2000.
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Overseas sales BHATSHERR

The group’s overseas sales amounted to HK$654 A 42 [ 7 18 A1 T T 2 B B R s W SR T
million, which accounted for 15% of the group’s total [EF: SIREILE S L == e = SR L e i)
turnover in year 2000/2001 and represented a growth A2 AR E BB S i SME SR  R
of 32% over that of the previous financial year. From HOZ = o503 (—) Fn] 7 559 (s BRIk
Table 1, Asia (excluding China) accounted for the SEALE BRI S8 T35 S R R iR ARy B g T
biggest share of the group’s overseas sales. This B 8 R SRR B SR TS ) oty B g T
was because some Asian markets also acted as re- By (Breh B A1) i AL AS SR 0 A 81 B R A —
export channels to markets in Eastern Europe and 2 T R S s J 25 Ak 432 —

the Middle East, thus making the sales to Asia
(excluding China) account for about half of the group’s
overseas sales, while Europe and the Middle East
each took up about a quarter of the total.

For the markets in Central America, Australia and A4 [ AR T B BTG L R SN WA
New Zealand, and Africa, the growth in sales to these VU K IE IS Hh > 1E S A 55 R P B > $1/65 38R v] o

relatively new markets, which were in development
stage, was tremendous.

% change for
2000/2001 over

1999/2000
Market Contribution to overseas sales 2000/2001 82
™iE BHTHEERE 1999/2000Lt &
2000/2001 1999/2000 BE%

HK$ million [%] HK$ million [%]

B ET [%] I [%]
Asia (excluding China) S8 (4 BB 4h) 416 [64%] 313 [63%] +33%
Middle East & 88 [13%)] 78 [16%] +13%
Europe kM 49 [7%)] 37 [7%] +32%
South/North America ®,/dt 3 M 38 [6%] 51 [10%] -25%
Central America # % M 28 [4%] 8 [2%] +250%
Australia/New Zealand 31 /4t 75 1§ 23 [4%)] 6 [1%)] +283%
Africa M 12 [2%] 3 [1%] +300%
Total overseas sales ¥ 7117 35 48 & 5 %8 654 [100%)] 496 [100%)] +32%

Table 1: Group’s overseas sales by market for years 2000/2001 and 1999/2000 with growth indication.
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Fig 3: Group’s overseas turnover by market distribution for the year 2000/2001.
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Fig 4: Group’s overseas turnover by market distribution for the year 1999/2000.
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TV Sales & Production

For the year ended 31 March 2001, the total sales
volume of the group reached 3.4 million TV sets, of
which 79% were sold in the China market and 21%
were exported to overseas markets. During the year,
TV sales, contributing a total of HK$4,067 million in
revenue, accounted for 92% of the group’s total
turnover.

TV Sales

During the year under review, the China market for
TV was overwhelmed by excess supply. Well-
recognised domestic brandnames were particularly
hard hit, and their prices experienced significant
fluctuations.
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The price competition in China’s TV market has
weakened the profitability of the whole industry.
Although TV makers have adopted all types of
strategies or programmes to lower costs, it took time
for such measures to realise material results.

Despite the unfavourable market competition, the
group increased its sales volume in China by 35%
over that of the previous year to 2.7 million TVs for
year 2000/2001. The rise in sales volume was
resulted from an expanded sales and distribution
network and price reduction. In value terms, the group
reaped HK$3,540 million from China sales, up 14%
over 1999/2000’s, while contribution from overseas
TV sales amounted to HK$527 million, up 11% over
that of the previous year.

During the year, the group has also restructured its
China’s TV sales team to enhance its operation and
sales efficiency. By adopting a sales target and
incentive scheme, the group managed to drive its
sales team and distributors to increase turnover.
Besides augmenting sales efficiency, the group also
strengthened communications among different
departments, including production, purchase, sales
and R&D.

TV sales by geographical regions

The group experienced upsurges in sales in Northern
China (Hebei, Shanxi, Beijing, Tianjin), Southern
China (Henan), Northwestern China (Xian, Jiangsu,
Xinjiang) and Northeastern China (Liaoling,
Heilungjiang), as well as Inner Mongolia. Among
these areas, sales in Northern China outperformed
the other areas.
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Besides China, the group also exported its TVs to
other Asian markets, the Middle East, Europe, South
and North America, Central America, Australia and
New Zealand, and Africa.

Production

The group has seven production lines in Gongming,
Shenzhen, China, and one production line in Bagua
Ling Industrial District, Shenzhen, China. During the
past year, the TV production unit of the group has
developed and utilised a range of highly efficient
automated equipment, which resulted in improvement
in productivity. The introduction of new production
machinery and equipment not only ensured the
enhancement and standardisation of product quality
but also served to reduce labour cost and chance of
human errors.

Research and Development and New Products

The expansion of R&D capability was one of the
group’s focuses during the year to enhance the
group’s ability to broaden its product segments. By
the end of year 2000/2001, there were about 500
technicians and engineers dedicated to R&D. The
R&D department came up with new and upgraded
TV products on a monthly basis, enabling the group
to maintain its market share through offering a wide
variety of 30-40 models in the China market. The
constant introduction of new and upgraded TV
products kept the group’s products in line with market
trends and secured higher profit margins for the
group, and thus partly offset the impact of the severe
price competition in China’s TV market. To capitalise
on these new and upgraded products, the group
enhanced its brandname promotion in the second
half of the year 2000/2001, resulting in an upsurge
in TV sales.
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To tap into the growing high-end market for large
panel and multimedia TVs, a new product line is under
development by the group’s new display product unit.
Based on liquid crystal display (“LCD”") technology,
the group has, since June 2001, started to produce
rear projection (“RP”) TVs, which are expected to
enjoy immense demand in China for the next decade.

With a greater vision, the group aims to revolutionise
China’s TV market by offering high-end products such
as RPTVs at affordable prices by constant exploration
of new technology and bringing together formidable
strategic partners in the supply chain. The Group is
aiming at establishing a major joint venture with
market leaders in Greater China shortly for the
development and production of LCOS (liquid crystal
on silicone) RPTVs, which have the advantages of
slim displays, high definition, low radiation, and
multimedia functions. With this formidable alliance,
the Group envisions to launch LCOS RPTVs in the
China market at competitive price before the coming
Chinese New Year. At present, an RPTV is sold at a
price three times that of a traditional TV. By offering
this upper-end product at a significantly lower price,
the group is expected to rapidly enlarge its share of
the TV market in China. The Group expects to
achieve substantial sales growth in RPTVs by year
2002/2003.
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Digital AV Products

The group also engages in the design, manufacturing
and sales and distribution of digital audio-visual (AV)
products. For year 2000/2001, the sales of digital AV
products amounted to HK$329 million, representing
a 39% rise and 7 percentage share of the group’s
total turnover.
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Like TVs, most of the digital AV products were sold
in China. In year 2000/2001, the group sold in China
HK$251 million worth of AV products, constituting
76% of the total sales in digital AV products. During
the year, only HK$78 million were booked under
overseas sales for digital AV products.

Among all digital AV products, the group saw an
upsurge in DVD player sales. For the year under
review, sales in DVD players rose by 469% to HK$101
million over the previous year.
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Computer and IT-related Products

Besides its traditional TV business, the group has
also spread its wings over the high-tech sectors
through its newly formed business units towards the
end of year 2000/2001.

Computer and network products

With respect to personal computers (“PCs”), the group
targets home user market in China. To differentiate
itself from other PC makers in the China market, the
group focuses on developing future home PCs, which
feature user-friendly interface, multimedia functions
and are compatible to home PC networking. While
emphasising on the development and sale of
“Skyworth-branded” PCs, the group also plans to
leverage on its PC sales and distribution channel to
sell and distribute peripherals of other brands.

Besides PCs, the group also manufactures
information appliances such as interactive TVs with
real-time stock quote function, special terminals, and
Thin Film Transistor (“TFT”) products. Of all
information products, interactive TV is the core
product for development. In China, the group is
among the first to launch interactive TVs with real-
time stock quote function. The group launched this
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new product and service in Guangzhou in June 2001.
To offer real-time stock quotes and online trading
services, the group has entered into agreements with
a number of cable TV operators in China, and more
agreements are anticipated. Besides the revenue from
sales of interactive TVs, the group also receives a
constant revenue stream from users’ subscription fee
for services such as software upgrade and
maintenance of the equipment.

Broadband technology products

This business line focuses on the development of
integrated services digital network (“ISDN”) products,
asymmetric digital subscriber line (“ADSL") products,
and digital information and video broadcasting
(“DIVB”) set-top boxes (“STB") for the household
market.

The group has successfully entered China’'s
telecommunications market with the development of
ISDN. Using ISDN as a stepping stone, the group
has commenced the development of digital subscriber
line (“DSL") and ADSL products, which are expected
to dominate the mainstream market in the long run.
Both DSL and ADSL are latest technologies for
transmitting digital data at high speed. In particular,
ADSL allows transmission of data from server to client
to be much faster than the transmission from client
to server, which is useful for applications such as
those used in interactive TVs.

With regard to the market for cable TV network, the
group has entered into several collaboration projects
with local cable TV operators to promote its DIVB
STBs. The group has carried out pilot programmes
with cable TV operators in Shenzhen, Anshan and
Qingdao. Skyworth’s DIVB STBs are being tested for
the decoding of cable TV broadcasting signals and
for connection to the internet for interactive functions.
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The group has forged a strategic alliance with US
leading semi-conductor manufacturer Broadcom in the
development of STBs and other interactive TV
products.

IT-related solution

As a further step to tap into the rapidly developing IT
sector, the group begins to offer high-tech information
services through IT collaboration projects with
provincial governments, banking and other sectors
in China.

Drawing on the experience of the group’s pool of
talents in information technology, the group offers
solutions that aim to strengthen communications,
enhance operation efficiency and enlarge transaction
volume through the use of the group’s IT-related
products and services.

The group has already entered into collaboration
project agreements with Jiangsu and Hainan’s
provincial Administrations for Industry and Commerce
(*AIC") to help them enter into electronic era. For
these projects, the group provides IT infrastructure,
including setting up an internal information system
for the AICs and the manufacture of smart cards that
serve as corporations’ electronic certificates when
they log onto Skyworth-powered websites to use
AIC’s services. On these AIC websites, the group
will extend to offering banking services through
partnership with local banks.

The Jiangsu project is already in progress, while the
work on the Hainan project is expected to start next

year. The group targets to enter into similar project
agreements with two to three more provincial

governments.
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Besides utilising its smart cards to venture into e-
commerce business, the group is also looking at the
transportation and public utilities sectors. The
business model is similar to the Hong Kong’s Octopus
system, but will extend the use of smart cards to
public utilities such as water and gas supplies. Talks
with relevant parties in Chengdu and Anhui are
underway.

Financial Position

The liquidity position of the group remains sound. Its
current ratio was 2.3 as of 31 March 2001, against
1.8 as of 31 March 2000. During the year, the group’s
Accounts Receivables turnover stood at 52 days in
year 2000/2001, compared with 45 days of the
previous year. On the other hand, the Inventory
turnover slightly increased from 70 days in year 1999/
2000 to 74 days in year 2000/2001.

Bank balances and cash were HK$1,516 million as
of 31 March 2001 compared with HK$508 million as
of 31 March 2000. This 199% increase from the
previous year was mainly due to the net proceeds of
HK$1,093 million received from 550 million new issue
shares in April 2000. The net proceeds raised from
the Group’s IPO also contributed to the corresponding
increase of share capital and reserves from HK$1,154
million as of 31 March 2000 to HK$2,185 million as
of 31 March 2001.
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Total bank borrowings amounted to HK$20 million as
of the end of March 2001, representing a decrease
of HK$30 million over that of the previous year. The
change was mainly due to a decrease in import loans
by HK$29 million as the number of transactions
involving letter of credits reduced. Resulting from the
fall of total bank borrowings and increase of share
capital and reserves, the group’s debt-equity ratio
stood at 0.9% as of 31 March 2001, compared to
4.3% as of 31 March 2000.

Future Prospects

The group is looking ahead with strong confidence
after the re-engineering of its operation structure and
business focus, which has successfully positioned the
group as a conglomerate with a diversified portfolio
that targets at the high-end electronic appliances and
IT product segments.

Of the various business divisions, TV manufacturing
will continue to play a dominant role in the group’s
revenue and development in the
short to medium term. For the
new year, the group will focus on
strengthening its market position
in Eastern China, which is one of
the most affluent regions in the
mainland. The group expects an
upsurge of demand in large
display panel and multimedia TV
market in China, and plans to
expand to this market.

Besides the traditional TV
business, the group has
successfully set a foothold in
China’s internet and IT-based
sectors through its new business
units. The group expects more
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business opportunities will arise from the new lines
of high-tech products.

The group is also looking forward to having a stronger
competitive edge in overseas markets with the
introduction of higher technology products at
competitive price. For the year 2001/2002, the group
will focus on developing the US and Europe markets
as they have huge market potential. Besides tapping
the US and Europe markets, the group will continue
to develop the market in Japan, where it has
successfully established a clientele of large OEM
customers.

For long-term development of multimedia products,
the group will focus on developing high market
potential consumer electronic products and computer-
related consumer products such as TFT monitors.
TFT is a component of high-performance LCDs.
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