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REVIEW AND OUTLOOK
Financial Review

The Group recorded a turnover of HK$1,947 million representing
a decrease of 34% as compared with last year. This is due to
lower number of handset sold over the year as well as the
drop in retail price of the Group's main product (up to the end
of the first half year), Nokia's model 8250, by approximately
30% before it was phased out in the third quarter. The amount
of gross profit has decreased by 45% to HK$82 million. Due
to the competitive handset market, the Group's profit margin
decreased from last year's 5.1% to 4.2%, same level for the
year ended 31 March 2002. Profit from operations amounts to
HK$51 million which represents a decrease of 47% as
compared with last year. The net profit attributable to
shareholders for the year amounts to HK$31.6 million as
compared with HK$60.9 million for last year. The net asset
value of the Group as at 31 March 2004 amounts to HK$321
million or HK$1.06 per share. The earnings per share for the
year is HK10.5 cents. The return on average capital employed

for the year is 10%.

The number of mobile phones, mainly Nokia's models 3100,
2300, 8250 and Siemens’ model M55, sold during the year
was approximately 1,678,000 sets, decreased by approximately
21.6% as compared with last year. In the first half year, the
number of handset sold was 816,000 units representing a
decrease of 28% which is mainly attributable to the adverse
impact of SARS in mainland China and Hong Kong in the first
quarter. During the second half year, the number of handsets
sold was approximately 862,000 units representing a decrease
of 15% as compared with the same period last year which is
mainly due to the distribution of relatively higher value phones
like Nokia's models 3300, 6220, 6600 and 8910i as well as
Kejian's model 528 that have lower target volume than low

value phones that the Group sold last year.
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The turnover of Synergy has reached HK$119 million for the
year ended 31 March 2004 as compared with HK$100 million
for last year. It remains as one of the leading distributors of
products of wireless local area network and personal digital

assistants in Hong Kong.

As at 31 March 2004, the Group's aggregate bank borrowings
amounted to approximately HK$390 million, which includes
HK$104 million syndicated loan maturing in September 2004.
The syndicated loan will be fully repaid before the maturity
date through bilateral financing arrangement with the Group's
bankers. The balance of HK$286 million, of which HK$241
million is denominated in Renminbi, is mainly short term
revolving working capital loans. This would provide flexibility
to the Group in response to the changing monthly trading
volume. The interest rates for all the loans are fixed on either
monthly, quarterly or semi-annual basis. The Group did not
have any gearing as the Group did not have any long term
liabilities as of 31 March 2004. However, if net gearing ratio
was calculated based on all short term bank loans less amount
of cash and bank balances, then the ratio was approximately
17% as at 31 March 2004. As at 31 March 2004 the total bank
deposits and cash balances amounted to approximately HK$336
million, of which HK$216 million had been pledged to banks.
As a result of the decrease in bank borrowing, the finance
cost for the year decreased to HK$17 million from last year's
HK$21 million. The interest cover is approximately 3.2 times.
The Group's financing strategy is to lower the pledge ratio of
its loans in the forthcoming financial year. A majority of the
loans denominated in Renminbi is arranged through the PRC
branches of either Hong Kong or foreign banks. As a result,
the macro-economic measures currently adopted by the
Chinese government had minimal impact on the Group's
financing arrangement in China. However, should the interest

rates of borrowings rise, it will increase the cost of operation.
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During the year, there was no material change in the Group’s
funding and treasury policy. As over 90% of the Group's sales
and purchases are denominated in Renminbi and the exchange
rate of Renminbi and Hong Kong dollar is stable, the risk of

currency exposure is considered minimal.

The amount of inventory as at 31 March 2004 was HK$243
million, which represented approximately 48 days stock
turnover, as compared to 44 days stock turnover based on the
inventory level of HK$335 million as at 31 March 2003. The
Group’'s policy is to maintain an overall stock turnover period
of less than 60 days and taking a cautious approach to monitor
its inventory level. Substantially all of the inventory is current
models of mobile phones and no provision for obsolescence is

necessary.

The amount of trade receivables as at 31 March 2004 was
HK$115 million, which represented approximately 22 days
debtors’ turnover period as compared with 13 days for the
previous year. Over 90% of the trade receivables have an
aging less than 30 days. The Group has made a provision of
doubtful debts of HK$1.2 million for the year, which represents
approximately 0.06% of the Group’s turnover. In an increasingly
competitive handset market with over 40 brands and 800
models, most of the customers of the Group request credit
period ranging from 7 days to 30 days. In order to remain
competitive, the Group carefully reviews the business history,
settlement pattern and financial position of its customers on
an individual basis before granting any credit period. Sales
representatives of the Group in different provinces also
regularly visit the customers’ shops and offices to check on
their inventory level as well as to enforce collection measures

if appropriate.
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During the year, the Group sold 81,100 shares in PacificNet
Inc. and realized a profit of HK$1.9 million which was booked
as other operating income. As at 31 March 2004, the Group
still held 78,217 shares in PacificNet Inc. or approximately
1.3% of its issued share capital. There was no acquisition or
disposal of material investment, subsidiary, associates or
affiliated company during the year. There is no plan for material
investment or purchase of capital assets in the coming year.
There was no significant contingent liability or capital
commitment as of 31 March 2004.

As at 31 March 2004, the Group had a total number of 441
employees which included 363 marketing representatives and
non-contracted promoters in various cities in the PRC.
Employees are remunerated according to the nature of their
job and market trend, with quarterly performance evaluation
to determine rewards in motivating individuals. The Group
provides staff welfare and fund contribution to its employees
in accordance with prevailing regulations in the PRC and Hong
Kong. There is no material change in the number of staff and
remuneration policy, bonus and share option scheme as

compared with the previous year.

Market Overview

Telecommunications market

By the end of April 2004, according to the Ministry of
Information Industry, there is a total of 296 million mobile
phone service subscribers in China, the world's largest mobile
phone market. The penetration rate reaches 22.4%. The
majority of approximately 156 million subscribers are GSM
subscribers of China Mobile (comprising 104 million pre-paid
SIM card users and 52 million contracted subscribers). China
Unicom has approximately 77 million GSM subscribers and 23

million CDMA subscribers. Xiaolingtong (or Little smart)
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services operated by China Telecom attracted approximately
50 million users and it is expected to increase to 60 million by
the end of year 2004. The number of mobile phone users are
growing at a rate of approximately 5.4 million accounts every
month and by the end of year 2004, the number of subscription
may reach 334 millions. The number of fixed line telephone
users have also reached approximately 285 million by end of
April 2004 which are mainly customers of China Telecom and

China Netcom.

The 3G mobile service has already been launched in Hong
Kong during the year. The 3G technology allows users to
exchange voice and data on handsets more quickly than the
2.5G GPRS network. Users can even hold video conferencing
via handsets. In China, Shenzhen Huawei Technology and
Datang Mobile Communications Equipment Co. Ltd. have
developed 3G handsets in the first half of year 2004. However,
it is anticipated that the Chinese authority will not issue 3G
licences until year 2005 when the local time division
synchronous code division multiple access (TD-SCDMA)
standard has been well prepared for commercial use. By the
time the 3G services is launched, it is expected that mass
production of 3G handsets will be able to meet the demand.
The US-developed CDMA2000 and the Europe-developed wide-
band CDMA are also competing for acceptance as alternate

3G standard in China.

Mobile phone market

There are over 800 different mobile phone models, using either
GSM, CDMA or PHS networks, in the handset retail market in
China as of May 2004. The competition is very intensive and
according to one of the industry research report in May 2004,
the market shares of the top five brands are ranked as follows:
Nokia 19%, Bird 8%, TCL 7%.

The remaining 43% are shared by over 35 different brands

Motorola 15%, Samsung 8%,
which are mainly domestic brands. During the year, it is
observed that Taiwan brands like DBTel and BenQ are
partnering with some domestic manufacturers to promote their

own brands in China. TCL has also taken up the mobile phone
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units of Alcatel to further strength their product development
capabilities. There are over 40,000 handsets retail outlets
covering 2,300 cities and counties in all regions in China. Some
large Taiwan 3C (communications, computer and consumer
electronics) retail chain stores like Tsann Kuen is entering the
China market which intensified the competition. Such
competitive environment results in price war and shortened
life cycles of handsets. Such competitive environment provides
both opportunities and challenges to handset distributors when
the handset manufacturers are relying more on handset
distributors to push their products to the channel and at the
same time, the profit margin is narrowed as a results of keen

competition.

It is estimated that approximately 60% of the current models
are calm shell phones, 70% are color display but only 20%
has built in camera. The best selling price segment is still
handsets pricing between Renminbi 1,000 to 2,000 yuan. It is
forecasted that the number of models with camera phones
will increase in the coming year when pricing of these models
are driven to below Renminbi 2,000 yuan. The handset market
in China is fast changing and growing in a fast pace. Due to
the shortening of product life cycle and the price competition,
it is estimated that in large cities, the handset replacement

market represents some 30 to 50% of the sales increase.

Business Review

The distribution of mobile phones in mainland China remains
the principal activities of the Group which accounts for over
90% of the turnover. Due to the impact of SARS during the
period from April to August 2003, the number of handset sold
for the full year had dropped by approximately 20% from 2.1
million units to 1.7 million units. Half of the units sold are
attributable to the Nokia's model 8250 which life cycle ended
in the last quarter of year 2003 after selling for two years.
Nokia’s model 3100 and Siemens model M55 accounted for
approximately 19% and 8% respectively of the number of
handset sold during the year. Besides these key models, the
Group also distributed Nokia's models 2300, 3300, 3610,6610

21
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and 8910i as well as other brands like BenQ, DBTel, Emol,
Kejian and OKWAP. The Group has now over 4,000 customers
all over China and has established full functional distribution
and logistic center in 30 major cities. Due to the increasingly
competitive handset market, the Group has increased direct
selling to retailers instead of through local co-distributors. This
enable the sales management to better control the pricing and
distribution strategy by focusing on the retailer and consumer
behavior. However, such retailers, whether large chain stores
or small shops, usually request credit terms ranging from two
weeks to four weeks and the actual payment date may be
lengthened to six weeks. As it is always the Group’s policy to
balance the sales volume growth and receivables risk with
caution, all the credit approval is scrutinized carefully with
regard to the reputation and size of the customers, its
settlement record as well as its selling capability and history
of operation. The Group will monitor the situation and inventory
of the retailers closely and the sales team is responsible for
the ultimate collection of the sales proceed before any
commissions are paid. The Group will also continue to control

its inventory within two months turnover.

In Hong Kong, the Group has launched various latest handheld
devices and Smartphones: O, xda I, Treo 600, Tungsten E,
Tungsten T3 and Zire 21. These products are well received by

both enterprises and individual customers.

Prospect and Outlook

The Group continues to position itself as a preferred partner
for 3C manufacturers to channel their products in the China
market. Due to the Group's successful sales record for Nokia's
model 3300 music handsets on nationwide basis, the Group
was appointed as national distributor for the latest Nokia's
model 7610 tri-band 65,000 color display handset with
integrated 1 mega pixel camera and digital music player. Based
on its full geographical coverage and well established channel
management capabilities, the management is confident to
source good products to generate profit. The Group already
started to distribute MP3 audio players for BenQ in June 2004.
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The Group was also appointed authorized exclusive nation-
wide distributors for Soul and Sign MP3 audio players in China
and delivery is expected to commence in mid August 2004.
While the distribution of handset continues to be the Group's
principal source of revenue and profit, the management is
confident that the distribution of MP3 will be an opportunity
and the growth potential is high. The target customers and
distribution channels are also similar to those of handsets and
the Group does not foresee any significant additional cost to
be incurred in capturing the MP3 market.

During the year, the Group has successfully moved its listing
to Main Board based on its profitable track records while being
a company listed on GEM. The management celebrates this
achievement with all the staff and its suppliers. For the future
ahead, there is a lot of challenges as well as opportunities in
the fast changing market in China and the management will
continue to do its best to deliver good results and returns to
the shareholders.
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