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On behalf of the Board of Directors, the business
performance of Shenzhen High-Tech Holdings Limited (the
“Company”) and its subsidiaries (collectively the “Group”)
for the financial year ended 31st December, 2004 is

summarized in the following paragraphs.

FINANCIAL REVIEW

Capital Structure

Placing of new shares

On 3rd March, 2004, the Company through a placing agent
issued a total of 2,392,000,000 new ordinary shares of
HK$0.01 each, at an offer price of HK$0.056 per share to
not less than six independent placees. The net proceeds
from the new issued shares were approximately
HK$129,000,000 after deducting the related expenses. The
net proceeds have been applied as part of the
consideration for acquisition of Shun Jing Yuan located in
Beijing (“Shun Jing Yuan”). Further details of this placement
of shares were set out in the announcement to shareholders

of the Company dated 23rd February, 2004.

Substantial acquisition and disposal of subsidiaries

On 13th February, 2004, the Group purchased from an
independent third party 3 residential buildings of Shun Jing
Yuan located in Beijing at a cash consideration of
approximately RMB300 million (equivalent to approximately
HK$280 million); the property has been accounted for as
properties held for sale. The Group has set up a property
agency company in Beijing and is prepared to launch the

sale of the property.
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FINANCIAL REVIEW (Continued)

Capital Structure (Continued)

Substantial acquisition and disposal of subsidiaries
(Continued)

On 12th March, 2004, the Group disposed of its entire
interests in Genace Development Limited (“Genace
Development”) and its wholly-owned subsidiary, La
Residence Development (Shanghai) Co., Ltd. (“La
Residence”) to an independent third party. Due to the
accumulated losses of Genace Development and La
Residence and the release of reserves at the moment of
disposal, a gain of HK$50,739,000 was contributed to the
Group on disposal of Genace Development and La

Residence.

On 16th March, 2004, the Group formed a new company,
Joy Value Limited (“Joy Value”), with an independent third
party. The Group owns 45% interests in the share capital
in Joy Value, which is mainly engaged in the trading of
and investment in PRC properties; for investment and
business purposes, approximately HK$57,600,000 has been

injected in Joy Value as at 31st December, 2004.

On 28th December, 2004, the Company as vendor disposed
of a wholly owned subsidiary of the Company, China Vision
Group Corporation (“China Vision”) and its subsidiaries to
an independent third party as buyer at a consideration of
RMB17,000,000. China Vision was an intermediate holding
company for the ophthalmology treatments business of the

Group.
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LIQUIDITY, FINANCIAL RESOURCES AND

LIABILITIES

The Group’s working capital is sufficient and is maintained
at a healthy position. The Group’s cash and bank deposits
amounted to in aggregate approximately HK$123,137,000
as at 31st December, 2004 (31st December, 2003:
approximately HK$416,465,000). The Group endeavoured
to ensure the liquidity of the working capital by expediting
the collection of accounts receivable and observing strict
credit control. As at 31st December, 2004, total accounts
receivable outstanding was approximately HK$55,832,000,
being 18.0% higher than last year (31st December, 2003:
HK$47,330,000). At year end of 2004, the current ratio was
2.94 while 2.74 for year end of 2003. As at 31st December,
2004, the Group raised unsecured bank loans in Renminbi
amounting to approximately HK$47,170,000 (31st
December, 2003: nil) with fixed interest rate of 5.5755%.
The management has reviewed the liquidity of the Group
and concluded that the Group has ample internal resources
for the repayment; the bank loan has been repaid upon
due for repayment in January 2005. As at 31st December,
2004, the Group’s gearing ratio (on the basis of total
borrowings divided by shareholders’ equity) was maintained
at a level of 0.06 (31st December, 2003: 0).

CAPITAL EXPENDITURE

The Group had incurred an aggregated amount of
approximately HK$6,899,000 (2003: HK$90,116,000) as
capital expenditure during 2004.

PLEDGE OF ASSETS
As at 31st December, 2004, the Group had no pledge of

assets and deposits with the bank in order to obtain general

banking facilities.
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EMPLOYEES' REMUNERATION AND BENEFITS

The Group had about 700 full time employees, including
managerial, executive and technical staffs and production
labour in Hong Kong and the PRC as at 31st December,
2004 (31st December, 2003: about 800). The level of
remuneration, the promotion and the magnitude of
remuneration adjustment are justified according to their job
duty, working performance, professional experience and
industrial practice at the time being. All staff and executive
directors in Hong Kong office have already participated in
mandatory provident fund. Other employees’ benefits
include the granting of share options by the Board of the
Group.

FOREIGN EXCHANGE AND CURRENCY RISK

The funds derived from incomes and applied to purchases
of raw materials, spare parts and equipment and the
payments of salaries were dominated in Hong Kong dollars
and Renminbi; therefore, it was no need to use any financial
tools for hedging purpose, and the fluctuation of the
exchange risk was moderate. During the year, the Group
has not used any financial tools for hedging purpose. As
at 31st December, 2004, cash in hand and bank balances
of the Group were mainly denominated in Hong Kong

dollars, US dollars and Renminbi.
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CONTINGENT LIABILITIES

As at 31st December, 2004,

guarantee in favour of a bank in the PRC to secure a loan

the Company provided

facility of RMB8,000,000 (equivalent to approximately
HK$7,547,000) granted by the bank to a jointly controlled
entity of the Group (31st December, 2003: RMB5,000,000
(equivalent to approximately HK$4,692,000)), the banking
facility was fully utilised as at 31st December, 2004. As at
31st December, 2004, the bank loan granted to a subsidiary
subject to guarantee given to the bank by the Company
was utilised to the extent of RMB50,000,000, equivalent to
approximately HK$47,170,000 (31st December, 2003: Nil).
Save as disclosed above, the Group had no material

contingent liability at the balance sheet date.

BUSINESS REVIEW

Property

The management of the Company are confident in the
property business in the PRC, and believe that luxurious
residential properties are still in great demand in line with
the growing GDP and higher living standard. In 2004, the
Group purchased 3 residential buildings of Shun Jing Yuan
at approximately RMB300 million as properties held for sale
of the Group. Shun Jing Yuan is a quality luxurious

residential property situated in Beijing.

During the year, the Group sold two units in Macro Garden
in Sheung Wan, which generated revenue of HK$1,760,000
for the Group. All 65 units and 54 parking spaces at La
Residence in Shanghai were sold, which generated revenue
of HK$65,307,000.

Regarding the property lease, Dawning Tower in Shenzhen
recorded an occupation rate of 100%, which generated
HK$12,264,000 of rental income and management fee for

the entire year.



EEENWR DN

Management Discussion and Analysis

ENRERRBRERRER
G E R

BEXER

REEHA B EEABERAR HEMN
AHERBERAES REMERBEHZFR
RIEHE R -MER CREHERERE

8o
18

EMSHERE SERRBSEEERE B
EE2F EHEEE RE ETEHRE R
HERBTH BEERBEANXRAESF
Z26.2% TRESF221.1% - TEHEMNMR
BEMR BEEEXERELE S EERS
BRBAEREBEL2EASBADS FHRIH
KEREB A EARKRBIRS - EAHEIE
B R KBS EBXEEEREREET
SO BN RERRERZHRIHFP
B PR RARBIT Bt IN BREL
ZEEAHHBRNERAEIRXY ENER
ARE—BLTZAR

HIGH-TECH COMPUTERS AND SERVERS
MANUFACTURING AND RELATED BUSINESS

Dawning

During the year under review, Dawning has, through the
reorganisation of its corporate structure, formulated sales
strategies based on the demand of each market region in
order to address the problems caused from weak
distribution channels. The growth of turnover driven by its

re-organised distribution channels was satisfactory.

Regarding the sales and marketing, sales of high
performance servers was satisfactory and the forecasted
sales target for the whole year has already been achieved.
However, the overall gross profit ratio decreased from
26.2% of previous year to 21.1% of this year due to intense
market competition and lower sales price. The growth of
industry sales remained steady. With the provision of its
quality high performance servers, Dawning continued to
participate in network construction projects related to high
schools in Western China and “Xiao Xiao Tong” project in
Beijing, Dawning has captured market shares in such areas
as crude oil exploration and astronautics for its high
performance servers. Dawning’s 64-byte meteorological
machine won the tender for the contract from Beijing
Meteorological Bureau among various competitors. In
addition, Dawning has successfully entered into numerous
contracts in respect of distance learning projects for villages
in various provinces with an aggregate amount over
RMB100 million.
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HIGH-TECH COMPUTERS AND SERVERS
MANUFACTURING AND RELATED BUSINESS
(Continued)

Dawning (Continued)

Regarding product research and development, Dawning
developed Dawning 4000A adopting 2,560 pieces of 64-by
te AMD OPTERON CPU with 40 mainframes, being the first
super computer with computing speed exceeding 10,000
Giga Floating Point Operation per Second in the PRC. It
was launched and installed in Shanghai Supercomputer
Center. The Dawning 4000A manufactured by Dawning is
ranked No.10 in the latest published list of TOP 500
Supercomputers, the first time for China to eliminate the
monopolies from the U.S.A. and Japan of being the TOP
10 Supercomputers in the list for years. Dawning super
servers have successfully been used in more than 30 areas
such as weather forecast, crude oil exploration, data
processing on earthquakes, research and utilisation of
nuclear power, computation of fluid dynamics, analysis of
gene and protein, material science, astronautics technology
and national defense, showing its powerful functions of
scientific computation, administration and information
services. Dawning super servers are totally comparable to
quality of high performance computers produced in the
United States and Japan in terms of size, power and
functions while its costs are much lower than those
produced in such countries. Hence, it enjoys strong
competitiveness in the market. The launch of Dawning
4000A was listed as one of the “2004 Top 10 Science and
Technology News” in Science and Technology Daily, and
listed as one of the “2004 Top Ten Science and Technology
Improvement in China”, which were assessed and selected
by academicians from Chinese Academy of Sciences and

Chinese Academy of Engineering.
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HIGH-TECH COMPUTERS AND SERVERS
MANUFACTURING AND RELATED BUSINESS
(Continued)

Dawning (Continued)

Dawning i200-I low-end “XF8” servers, the servers for the
beginners with the price below RMB10,000, and upgraded
version of R4380A servers have showed excellent
performance in various networking application environment.
The performance of such system has been enhanced by
its extensibility, availability, manageability, user-friendliness.
Dawning i200-1 and R4380A servers have been used for
online games, a market which requires servers with higher

performance.

Dawning has developed Dawning GodEye-HIDS mainframe
hacking inspection product on its own to meet the growing
demand from the network safety market. This product
adopts an distributed hacking inspection framework of an
internationally advanced standard, which performs
particularly well in the areas of management, inspection,
anti-hacking, self-protect etc, and it will be adopted by
Agricultural Bureau, Henan Province for its information

security project.
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HIGH-TECH COMPUTERS AND SERVERS
MANUFACTURING AND RELATED BUSINESS
(Continued)

Jingke Information

Wu Han Jingke Information Industry Co., Ltd. (“Jingke
Information”) is mainly engaged in manufacturing quartz
oscillators (semi-finished products) used in the production
of various electronic products, resonators (final products),
SMD and related devices. In February 2005, Jingke
Information moved into the new premises in the “Jingke
Industrial Park” located in the Investments Zone of Taiwan
Merchants in Wujiashan, Dongxihu District, Wuhan. The
installation of the existing and newly purchased equipments
was completed, providing Jingke Information with a quality
production base. Under the leadership and management
of the newly reorganised board of directors and the newly
appointed management, the company has comprehensively
structuralised its management, enhanced and improved its
management in and technologies for production; and
broadened its customer base and attracted more new
customers as compared with last year. In 2004, the sale of
quartz resonators was approximately RMB9,352,000, a
71.4% increase compared with RMB5,456,000 in the
corresponding period of the previous year. However, no
profit has been recorded for quartz resonators due to the
fact that it was just the first year that new plant, the

machinery and the equipment had become operational.

Jingke Information developed various frequency channels
for quartz resonators during the year, which enhanced the

profitability of the company.
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OPHTHALMOLOGY TREATMENTS BUSINESS

China Vision Medical Development (Shenzhen) Co., Ltd.
(“China Vision Medical”), a subsidiary of the Group, has
interests in the ophthalmology treatments and optical
centres in a number of regions in the PRC. In 2004, it
generated an income for provision of services of
approximately HK$7,513,000 and loss from operations of
approximately HK$1,013,000 for the Group. Restricted by
the scale of ophthalmology treatments network of the Group,
this line of business does not make prominent contribution
to the Group in terms of income or profits. On 28th
December, 2004, the Company disposed of its entire
interest of China Vision, a wholly-owned subsidiary of the
Company, and its subsidiaries to an independent third party
at a consideration of RMB17,000,000. China Vision is an
intermediate holding company carrying on the entire
ophthalmology treatments business of the Group. The loss
on disposal of ophthalmology treatments business

amounted to approximately HK$17,943,000.

FINANCIAL SERVICES

Financial services, the non-core division, were not active
and the new money lending business involves loans to a
jointly controlled entity. The group also participated in
securities investment as its medium to long term investment

on a prudent basis.
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PROSPECT

Property

The Group will focus on property business in the PRC in
the coming year. In addition to its effort to market units in
Shun Jing Yuan, the Group will also identify potential
property development projects. The continuous rapid
development of the PRC economy contributes to a speedy
growth in income level among citizens in the PRC, and a
strong desire for improving living conditions. Therefore, the
rapid development of the property market in the PRC will
be maintained for coming years, with ample business
opportunities for the development of residential and
commercial properties. The Group will identify quality
projects for investment, on a prudential basis involving
project analysis and risk control, to establish a new stream

of income for the Company.

The Group will continue the rental business of Dawning
Tower, and expects a satisfactory occupation rate will be

achieved, generating a stable rental income for the Group.
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MANUFACTURING OF HIGH-TECH COMPUTERS
AND SERVERS AND RELATED BUSINESS

Dawning

After its high-end product being ranked first in the PRC,
Dawning will continue to make efforts to keep its leading
position in the world and makes its research and
manufacturing of high-end marco computers one of the
top brands both in the PRC and the world. Meanwhile,
Dawning will also place emphasis on low-end market in
the future and strike for the best result. Facing numerous
low-end market competitors from the mainland and abroad,
Dawning will encounter intensive competitions in the low-
end market, as the price of low-end computers is expected
to be adjusted downward in 2005. To establish an
advantageous position, Dawning will continue, through
vertical and horizontal expansion, to enhance the
management and control of the distribution channels,
implement strict control in product quality, efficiently reduce
the cost of materials and expenses, strengthen the training
for management personnel and technicians, and raise its
position in the low-end market with the reputation of the
“Dawning” brand established by “Dawning” 4000A and a
series of marketing activities. Dawning i200-1 series of “X

f&” servers will be a very competitive low-end product.
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MANUFACTURING OF HIGH-TECH COMPUTERS
AND SERVERS AND RELATED BUSINESS
(Continued)

Dawning (Continued)

Regarding industry sales, Dawning’s high performance
servers will continue to be a product with competitive edge,
and Dawning will continue to retain its customers in the
market and expand the industry market. Subsequent to the
participation of the “Xiao Xiao Tong” project in Beijing and
the network construction projects related to high schools
in Western China, Dawning will tender for the contract of
modern distance learning related projects for primary and
secondary schools in villages throughout the PRC. The
Group estimates that Dawning’s high performance servers
will continue to be well-received in the areas of crude-oil
exploration, astronautics and meteorology, and will further
be used in such service platforms as bio-information, power

network and communications.

Jingke Information

Jingke Information is committed to improve its internal
management to reduce production cost, attract new
customers and adopt a market-oriented objective. It is
believed that Jingke Information will generate profits for
the Group upon the launching of quartz oscillators of various
new frequency channels. Jingke Information will continue
its market and product development, and expanding the
scope of usage of quartz resonators with various frequency

channels, to increase the profitability of the company.



