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OVERVIEW p

Financial year 2001/02 witnessed a year of change to the
Group. In the wake of the difficulties brought forward from
the previous financial year 2000/01, the Group has taken a
series of fundamental and effective measures to restructure
the business and to streamline the operations. Through the
hardwork and dedication of all employees, these measures
were successfully implemented and have generated results
as planned. The Directors are particularly pleased to see that
members of the staff were not only responding to the changes
but were also proposing changes. New ideas and new work
approach suggested by staff supplemented the new strategies
set by the management and helped completing the
restructuring process and were rewarded by improvement in
business operations. No doubt everyone in the Group has to
work harder and to take up more challenges during the
process but they also have the satisfaction that through their
concerted effort the Group went through the difficulties and
achieved significant turn-around in many aspects. The
Directors are grateful to the support from all levels of staff.

DISCONTINUANCE OF NON-CORE BUSINESS p

One of the important aspects of the restructuring plan is
discontinuance of loss-making businesses. During the year,
the Group has disposed of the rechargeable battery business
in August 2001. The business, in which the Group held 60%,
had been making loss in previous years and the disposal of it
could save not only the negative impact to the accounts but
also the management resources in running the operation.

A major reason of the substantial loss in 2000/01 is pager
business. Due to the rapid substitution of pager products by
cellular phones and the severe competition in pricing, the
viability of pager business became questionable. As reported
in 2001 Annual Report, the management had decided to
phase out the business and to actively seek potential partners
or buyers to take it up. During the year, the operation was
substantially scaled down to concentrating only on
information pagers and three major markets namely mainland
China, Russia and India. The management had also spent
enormous effort in collecting trade receivable and reduction
of inventories. All possible means had been sought to in
collecting debts including professional collecting agents and
legal actions. Surplus and obsolete inventories were sold at
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cost or below cost but the result is less satisfactory. In July
2001 the management were able to identify a potential buyer
for the business but the deal was aborted by the party in
September because of the “9.11" event just before the
definitive agreements were to be executed. The process of
finding a buyer continued.

On 8th July 2002, the Group entered into a non-binding
letter of intent (“LOI") with a Beijing-based company, which
is also a shareholder of one of our associated companies, to
dispose of the entire pager business at a consideration of
HK$30.0 million. The deal includes sale of all assets, liabilities,
intellectual properties, business contracts and assignment of
personnel. According to the LOI, the parties shall execute
definitive agreements within 30 days from the date of the
LOI. Based on this LOI, the management decided to make a
provision for permanent impairment in the value of the pager
business. Trade receivable and inventories are the major assets
to be disposed of and therefore their carrying amounts were
written down by HK$9.8 million and HK$96.0 million
respectively to the recoverable consideration of HK$30.0
million. The Directors wish to emphasize that this provision
for permanent impairment of HK$105.8 million does not
create any impact to the cash flow of the Group and by
doing it, the entire pager business has been provided for.

STRATEGIC BUSINESS UNITS p

For the three strategic business units (“SBUs”), the
management had implemented different consolidation
measures to strengthen their competitiveness and to improve
bottom-line results. More focus is put on profitability than
business volume. The SBU management critically evaluate their
product offerings and customer lists to make sure that
resources allocation will be in line with profitability. New
businesses are being conducted in a very cautious manner
after careful studies and new markets are explored only if
there are strong and reliable local partners. The SBUs are
subject to regular review of the management on their
performance on both income statement and balance sheet.

Besides turnover and operating result, SBUs are also being
held accountable for collection of trade receivable, payment
of suppliers and management of inventories. Central support
such as human resources and accounting are provided by
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the corporate office, the cost of which is being shared by
the SBUs on an allocation basis. It is noted that this
organizational structure is performing well because the SBUs
are now much more efficient and responsive to market
changes and customer feedback. To the management,
business performance is more transparent and decisions could
be made more timely and effective.

MARKETING AND SALES NETWORK p

The Group’s marketing and sales network in mainland China
had been re-organized and strengthened during the year.
The headquarters was relocated to Guangzhou from
Dongguan and new management was put into place. The
Group maintains branch offices at Beijing, Shanghai,
Guangzhou and Shenzhen and had closed down the smaller
branch offices in other cities. These four offices are
responsible for sales activities in their territories and collection
of marketing information and co-ordination of regional
promotional campaigns. Marketing information is to be
feedback to the headquarters for further analysis and
management decision. It is imperative for the Group to
maintain such a branch office system that serves as both
business unit and information centre. The Group also
commissions market research firms to provide independent
data on a regular basis.

Business outside the four prime cities is done through a
distributor network that covers major parts of mainland China.
The network is operated and managed by the Guangzhou
headquarters where a team of about ten district managers
are charged with the responsibility to run a total of more
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than fifty major distributors. Retail prices are strictly controlled
to maintain market order and to eliminate unauthorized flow
of goods from one region to another. Official distributors
are supported by the headquarters in training, after-sale
services, promotional campaigns and marketing subsidies.
After re-organization of the network during the year, the
number of retail outlets in mainland China for the Group’s
products increased to more than 5,000 from 3,000 in previous
year.

BUSINESS ENVIRONMENT p

The general business environment has not improved
significantly over the year. The Hong Kong local economy
was still very weak with unemployment rate climbing up to
historical level. Prices of consumer goods were under pressure
of deflation and consumer spending contraction. The rapid
growth of the consumer sector in mainland China appeared
slowing down a bit during the year but market performance
was very industry specific. Several Asian countries had shown
remarkable growth in the year after many years of setback
since the Asian financial crisis. Middle East was sluggish
because of the political tension in the region. Domestic
demand in Japan was still very weak while the European
markets were getting some momentum. The North American
market was still hit by the economic recession and commodity
prices were generally down. The “9.11" event had also
created a severe damage to the U.S. consumer market for a
considerable period during the year.

Prices of critical electronic components had become more
stable and reasonable during the year. This is a direct result
of the setback in computer industry and cellular phone
industry because these two types of products consume the
largest quantity of electronic chips. However, beginning from
the earlier part of year 2002, certain component prices are
becoming quite unstable due to exit of certain semi-conductor
companies from the market and some speculative activities
in the market. The management will continue to keep a
close watch on this trend in the current year.
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ACHIEVING TARGETS p

In summary, the Group was able to achieve the targets that
were planned in previous year: non-core business had been
or are being dealt with, core business had been consolidated
and returned to profitable track, operations streamlined and
productivity increased, a much healthier balance sheet and
new strategic investors in the Group's PDA business.

FINANCIAL REVIEW p

Turnover of the financial year is HK$977.8 million, which is
39.4% less than the HK$1,612.6 million of the previous year.
The drop is a result of scaling down of the pager business
and consolidation of the active business. Among the turnover
of HK$977.8 million, HK$891.1 million or 91.1% is from the
three continuing business of electronic dictionaries, personal
digital assistants (“PDA") and original design manufacturing
("ODM") whereas the remaining HK$86.7 million or 8.9% is
from pager products.

Operating profit from the three SBUs combined is HK$48.2
million while pagers incurs operating loss of HK$26.6 million.
Net operating profit before finance cost and special items is
HK$14.9 million, after deducting HK$6.7 million of provision
against investment. There are four items of charges/credits
before arriving at the loss before taxation. Finance cost
amounts to HK$15.5 million that includes interest cost of
HK$8.7 million and accrual of redemption premium on
preference shares of HK$6.8 million. The other three items
are: share of loss of associated companies of HK$5.0 million,
net gain on disposal of rechargeable battery business of
HK$5.2 million and the special provision for permanent
impairment in value of pager business of HK$105.8 million.
Loss before taxation is HK$106.3 million. After taking into
account of taxation charge and minority interest, loss
attributable to shareholders is HK$98.1 million, comprising
of profit from continuing business of HK$29.1 million and
loss from discontinuing business of HK$127.2 million.

On the balance sheet side, inventories and accounts receivable
had been substantially reduced by 42.5% and 38.4% to
HK$166.6 million and HK$114.4 million respectively. This is
a direct result of the special provision for permanent
impairment in pager inventories and accounts receivable and
the enormous effort of the SBU management in reducing of
these two items.
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Bank balances and cash amounts to HK$185.2 million that is
about 47.8% higher than the HK$125.3 million in previous
year. Net cash (i.e. after deducting short-term bank
borrowings such as trade bills and bank overdraft) is
HK$131.1 million that is about 16.5 times of the position of
HK$7.9 million one year ago. The solid cash position is the
result of a very strong cash flow during the year. Net cash
inflow from operation is HK$72.4 million (2001: net outflow
of HK$66.5 million) that is attributable to the profitable
operation in continuing business and the reduction in
inventories and accounts receivable. Two other major cash
inflow items are proceeds from disposal of a surplus property
of HK$35.5 million and issue of preference shares by a
subsidiary to strategic investors of HK$81.9 million.

Total bank borrowings decreased to HK$133.3 million from
HK$221.0 million in previous year. Majority of the bank
borrowings, about 81.1% or HK$108.1 million, are short-
term borrowings such as trade bills that are to be due within
a year. The remaining HK$25.1 million are long-term finance
that are to be due beyond one year. Maturity and security
profile of bank borrowings is contained in note 27 to the
financial statements. All bank borrowings are on floating
rate basis. The management continue to maintain a very close
working relationship with the Group’s bankers to ensuring
their continuing support.

Gearing ratio, defined as total bank borrowings divided by
shareholders’ funds, of the Group reduced to 33.6% from
44.6% a year ago.

It is noted that the balance sheet of the Group is much
healthier than the previous year and is setting a strong and
solid foundation for future growth.
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ELECTRONIC DICTIONARY SBU p

Performance Review

Turnover of the SBU for the financial year 2001/02 is
HK$516.5 million, which is approximately 58.0% of total
continuing business and is still the largest income contributor
of the Group. Profit from operation (before finance cost and
investment charges) increased to HK$70.3 million from
HK$5.3 million in previous year.

The SBU had spent tremendous effort in supply chain
management, cost reduction and credit control during the year.
Through the building up of a strategic relationship with critical
suppliers, both delivery and cost could be optimized. In many
cases, a steady and timely delivery of components is equally, if
not more, important as price, especially in high seasons. As
reported previously in 2001 Annual Report, the two adverse
impacts of shortage of critical electronic components in year
2000 were surge in price and highly interrupted delivery.

Besides supply chain management, use of ASIC (Application
Specific Integrated Circuit) for high-end talking dictionaries is
another important measure to keep product cost down. The
benefit of using ASIC is that micro-chips for different functions
such as calculation, memory, text-to-speech (“TTS") and
database could be designed onto a single chip that could save
both cost and space. Products make use of ASIC could be
much slimmer in size and competitive in retail prices. The SBU
is now working closely with IC (integrated circuit) design houses
to come up with more ASIC for its electronic dictionary products.

It is always the Group's target to increase its share in the low-
end market after a leading position has been established in
the high- and mid-end markets. This is particularly relevant to
the mainland China market because of purchasing power and
user preference concerns. The SBU is pleased to report that
market share of low-end products is steadily increasing over
the past 12 months since the launch of several new models
such as EC2600, EC2280 and EC3100 in mainland China.

The SBU re-entered the South Korea market in the year after its
exit 3 years ago because of the Asian financial crisis. The new
products had won very good response from dealers and end-
users alike for product design and TTS quality. Thailand is another
market that was recovering quickly over the last two years.

MR kD Ma
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Customers are pleased to see the Group’s electronic
dictionary is getting better in every new model.

The Middle East market saw significant setback during the
year because of political tension and weak economy. The
weak consumer spending was also aggravated by the slump
in the price of petroleum that represents a major source of
income in this region.

In order to supplement its software capability, the SBU had formed
strategic partnership with a reputable university in the mainland
for development of embedded solutions, Linux-based applications
and digital content. This is a major milestone for the Group
because the SBU could through the joint venture company gain
access to a large pool of qualified software engineers.

Outlook

The mainland China market continues to be the main driving
force for business growth for the Group’s Chinese-based
products whereas Taiwan is going to pick up significantly after
two years of under-performance and Hong Kong will be more
or less steady. The growth in the mainland is fueled by the ever
increasing demand for good learning aids for foreign languages
especially English. Opening up of the economy and foreign
trade and growing popularity of studying abroad have created
a very huge ESL (English as Second Language) market for
language schools, self-learning programs and electronic language
devices. Capitalizing on the Group’s household brand and its
unparalleled product development capability, the SBU has
formulated a strategic plan to transform electronic dictionaries
to versatile language learning devices. In future, the devices are
not only providing solutions to problems but are also playing
an important role in career development and lifetime learning.
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The Group works with eight primary
schools to study the use of eBook for
education purpose.

Another important product direction is connectivity with internet.
In the information age, connecting people to information has
never been more important. Over the past year, the SBU has
invested a lot of resources in adding and updating digital content
of all sorts to the dedicated website that is designed for use by
owners of the Group's electronic dictionaries. The SBU will
continue to line up with content providers and publishers in the
region for digital content for users to download. Reward will
be higher customer satisfaction and brand loyalty.

Needless to say, the SBU will not reduce their continuous
effort in improving the dictionary database and the TTS
quality. As a routine job, the staff in the licensing department
look up all available sources to locate newer and better
database and TTS software and once identified, will
aggressively pursue to secure a possible licence.

South Korea and Thailand will be the focus of overseas marketing.
A series of new products are planned to launch in current year.
Business volume will grow but the SBU management is also
expecting there might be competitors coming in.

Close to the end of the financial year, the Group conducted
some pilot studies in eBook for education purpose. The studies
provided very useful insight to the management in understanding
customer requirements and user preference. Similar studies will
be carried out in larger scopes in order to capture more data.
On the other hand, the management will follow closely the
developments in relevant technology and the industry trend in
order to formulate a strategy for this category of products.

MR kD Ma



