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Report of fhe Directors & =& & 3k % &

The directors submit their report together with the audited accounts
for the year ended 3 1st March 2001.

Principal activities and geographical analysis of
operations

The Company is an investment holding company. The Group is
principally engaged in the sale and manufacturing of Legend brand
personal computers and other Internet access devices,
manufacture and sale of software and components, manufacturing
of motherboards, provision of Internet services and provision of IT
services for small-and-medium-sized enterprises. Prior to the spin-
off of Digital China Holdings Limited and its subsidiaries in June
2001, the Group's business also comprised the distribution of
foreign brand IT products, systems integration and networking
product development and distribution.

An analysis of the Group's turnover and contribution to operating
profit for the year by principal activities and geographical location
is set out in Note 2 to the accounts.

Results and appropriations
The results for the year are set out in the consolidated profit and
loss account on page 62.

The state of affairs of the Group and the Company as at 31st
March 2001 are set out in the balance sheets on pages 63 and
64.

The consolidated cash flows of the Group for the year are set out
in the statement on page 65.
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Results and appropriations (continued)
The Board of Directors has declared and recommended the
following dividends in respect of the year ended 31st March 2001:
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2001 2000
HK$'000 HK$'000
BT T BT
Interim paid of HK1.1 cents BEATHRE - SRREE 1.1
(2000: HKO0.625 cents (note)) per share (ZZTZF  B¥ 062510 (A:F)) 82,942 44,738
Special interim dividend Rl B S 808,000 -
Proposed final of HK2.4 cents BEARH - SRE% 24140
(2000: HK1.8 cents) per share (ZZZTF B 1.8140) 181,730 133,510
1,072,672 178,248

In connection with the spin-off of Digital China Holdings Limited
and its subsidiaries from the Group and the separate listing of the
shares of HK$0.10 each in capital of Digtal China Holdings Limited
on the Main Board of the Stock Exchange of Hong Kong, the Board
of Directors has on 24th April 2001 declared a conditional special
interim dividend which was satisfied wholly by a distribution in
specie by granting one share of HK$0.10 each in the capital of
Digital China Holdings Limited for every ten shares of HK$0.025
each in the share capital of the Company held by registered holders
of the Company whose names appear on the register of members
on 9th May 2001, on and subject to the terms and conditions
described in the circular of the Company dated 27th April 2001.
After the spin-off as mentioned above, the Group does not hold
any equity interest in Digital China Holdings Limited, which became
a fellow subsidiary of the Company since then.

Note:

Every share of HK$0.10 each in the issued share capital of the Company has been
subdivided into and redesignated as four shares of HK$0.025 each with effect from
8th March 2000.
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Reserves
Movements in the reserves of the Group and the Company during
the year are set out in Note 23 to the accounts.

Tangible fixed assets
Details of the movements in tangible fixed assets during the year
are set out in Note 12 to the accounts.

Share capital
Details of the movements in share capital of the Company during
the year are set out in Note 22 to the accounts.

Distributable reserve

At 31st March 2001, the distributable reserve of the Company
available for distribution of proposed final dividend amounted to
HK$560,118,000 (2000: HK$591,110,000).

Purchase, sale and redemption of listed
securities

During the year, the Company has not redeemed any of the
Company's listed securities. Moreover, neither the Company nor
any of its subsidiaries has purchased or sold any of the Company’s
listed securities during the year.

Subsidiaries and associated companies

Particulars of the Company's principal subsidiaries and associated
companies as at 31st March 2001 are set out in Notes 15(a) and
15(b) to the accounts.

Bank loans and obligations under finance
leases

Particulars of bank loans and obligations under finance leases of
the Group as at 31st March 2001 are set out in Note 20 to the
accounts.
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Directors
The directors of the Company during the year and up to the date
of this report were:

Executive directors
Mr Liu Chuanzhi

Mr Li Qin — resigned on 30th May 2001
Mr Yang Yuanging
Mr Guo Wei ——resigned on 30th May 2001

Ms Ma Xuezheng

Non-executive director
Mr Zeng Maochao —redesignated as a non-executive

director on 30th May 2001

Independent non-executive directors
Mr Wong Wai Ming
Prof Woo Chia-Wei

In accordance with articles 92 and 101 of the Company's articles
of association, Mr Zeng Maochao and Mr Wong Wai Ming retire at
the forthcoming Annual General Meeting and, being eligible, offer
themselves for re-election.
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Biographical details of directors and senior
management

Executive directors and chief executives

Mr Liu Chuanzhi, aged 57, is the Chairman of the Group. He has
been responsible for the strategic management of the Group since
its establishment and has over 31 years of experience in the
computer field. He graduated in 1966 from the Department of
Radar Communications, Xian Military Communications Engineering
College of China. He received the first prize of the Second National
Technology Entrepreneurs Gold Award in 1990. He was awarded
Model of National Work Force and Man of Reform in China, both
in 1995, and Ten Most Influential Men of the Commercial Sector
in China in 1996. He has been Vice Chairman of All-China
Federation of Industry & Commerce and a Representative of the
Ninth National People’s Congress of the PRC since 1997 and 1998
respectively. Mr Liu was selected by fortune magazine as one of
the runners-up of Asia’s Businessman of the Year in 1999. He was
also selected by BusinessWWeek magazine as one of the Stars of
Asia for 2000.

Mr Li Qin (an ex-director), aged 60, was the former Vice Chairman
of the Group. He graduated from Xian University of Technology in
1965 and has over 34 years of experience in the computer field.
Mr Li is the Chairman of the board of directors of Digital China
Holdings Limited, a former wholly-owned subsidiary of the
Company.
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Biographical details of directors and senior
management (continved)

Executive directors and chief executives (Continued)

Mr Yang Yuangqing, aged 36, is the Vice Chairman, President
and Chief Executive Officer of the Group with responsibility for the
overall business and operation of the Group. He graduated from
the Department of Computer Science, University of Science and
Technology of China ("USTC") in 1989 with a Master's degree. He
is also a member of National Youth Committees, a director of
China’s Entrepreneur Association, and a Professor of USTC. He
was awarded Ten Most Outstanding Youth of Beijing in 1998 and
won the Medal of 5.4 Youth in China in 1999, which is the highest
honour given to youth by the Chinese government. Mr Yang is a
non-executive director of Beijing Ufsoft Co., Ltd, which is engaged
in software development and manufacturing.

Mr Guo Wei (an ex-director), aged 38, was the former Senior
Vice President of the Group. He obtained a Master's degree at the
Graduate School of Chinese Academy of Sciences in 1988. He
won the Scientific and Technological Innovation Award as Ten Most
Outstanding Youth in China in 1998. He has over 13 years of
experience in business strategy development and business
management. Mr Guo is the Vice Chairman of the board of directors
of Digital China Holdings Limited, a former wholly-owned subsidiary
of the Company.

Ms Ma Xuezheng, aged 48, is the Senior Vice President and
Chief Financial Officer of the Group. She is responsible for the
finance and strategic investment of the Group and overall direction
of the regional headquarters in Hong Kong. She graduated from
Capital Normal University in 1976 with a Bachelor of Arts degree.
She has over 24 years of experience in financial and executive

management.
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Biographical details of directors and senior
management (continved)

Non-executive director

Mr Zeng Maochao, aged 68, non-executive director of the
Company. He is the chief consultant of the Group. He graduated
from the Department of Electrical Engineering, Shanghai Jiao Tong
University in 1957. He was the Director and Professor of the Institute
of Computing Technology of the Chinese Academy of Sciences.
He has over 44 years of experience in the computer field. Mr
Zeng is an executive director of Digital China Holdings Limited, a
former wholly-owned subsidiary of the Company.

Independent non-executive directors

Mr Wong Wai Ming aged 43, is Chief Executive Officer of Global
China Technology Group Limited. He is a chartered accountant
and has extensive knowledge and experience in investment

banking.

Prof Woo Chia-Wei, aged 63, is the President Emeritus and
University Professor Emeritus of the Hong Kong University of
Science and Technology. He serves on the HKSAR's Commission
on Strategic Development, Council of Advisors on Innovation and
Technology, and Committee on Hong Kong-Mainland Technological
Collaboration (which he chairs), and the Chinese People's Political

Consultative Conferences.

Senior management

Mr Liu Jun, aged 32, is the Senior Vice President of the Group.
He is responsible for the consumer IT business and product chain
management. Mr Liu graduated in 1993 from the Department of
Automation, Tsinghua University and thereafter joined the Group.
Mr Liu has extensive experience in the development and
management of desktop PCs business.
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Senior management (coniinued)

Mr Yu Bing, aged 35, is the Senior Vice President of the Group.
He is responsible for the overall marketing strategy and IT service
business. Mr Yu graduated in 1988 with a Bachelor of Science
degree from the Department of Automation, University of Science
and Technology of Beijing. He joined the Group in 1990 and has

extensive experience in marketing.

Mr Qiao Song aged 33, is the Senior Vice President of the Group.
He is responsible for the corporate IT business and supply chain
management. Mr Qiao graduated in 1991 with a Bachelor of
Engineering degree in the Department of Computer Science and
Technology, Tsinghua University. He joined the Group in 1991
and has extensive experience in product development, sales and
marketing, procurement logistic and production management.

Ms Wang Xiaoyan, aged 39, is the Senior Vice President of the
Group. She is responsible for information technology development,
human resources, administration and logistics. Ms Wang graduated
in 1988 with a Master's degree in Engineering from Beijing Institute
of Technology. She joined the Group in 1994 and has extensive

experience in finance and administration.

Mr He Zhiqiang, aged 38, Professor, is the Vice President of the
Group. He is responsible for corporate research and development.
He graduated with a Master's degree in Computer Sciences from
the Institute of Computing Technology of the Chinese Academy of
Sciences and has 15 years of experience in the research and
development of computer products. Mr He won the First Class
Science and Technology Advancement Award of the State twice
and was awarded the title of Outstanding Young Expert of China in
1998. He joined the Group in 1986.
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Senior management (coniinued)

Mr Liu Xiaolin, aged 38, is the Vice President of the Group. He is
responsible for the Internet services business. Mr Liu graduated in
1988 with a Bachelor's degree from the Department of Computer
Science and Technology, Tsinghua University and then obtained a
Master's degree in 1992 at the same University. He joined the
Group in 1992 and has extensive experience in corporate

development and business management.

Mr Liu Zhijun, aged 36, is the Vice President of the Group. He is
responsible for the handheld devices business group. He graduated
in 1989 with a Master's degree in Engineering Mechanics from
Dalian University of Technology. He joined the Group in 1989 and

has extensive experience in marketing.

Mr Du Jianhua, aged 37, is the Vice President of the Group. He is
responsible for corporate culture, training, legal affairs and internal
audit. Mr Du graduated in 1985 with a Bachelor's degree in
Computer Sciences from Shanghai Fudan University and obtained
a Master's degree from Beijing Institute of Technology in 1988.
He joined the Group in 1989 and has extensive experience in
marketing product, operations and strategic management.

Ms Wang Xiaochun, aged 48, is the Vice President of the Group.
She is responsible for the overall management of China regional
headquarters and overseas branches as well as customer
information and maintenance services. She obtained her Science
Master degree at the Graduate School of Chinese Academy of
Sciences in 1981. She has over 15 years of experience in
management and administration. She joined the Group in 1990.

Directors’ service contracts

None of the directors who are proposed for re-election at the
forthcoming Annual General Meeting has a service contract with
the Company which is not determinable within one year without
payment of compensation, other than statutory compensation.
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Directors’ interests in contracts

No contracts of significance in relation to the Group’s business to
which the Company, its subsidiaries, its fellow subsidiaries or its
holding company was a party and in which a director of the
Company had a material interest, whether directly or indirectly,
subsisted at the end of the year or at any time during the year.

Directors’ rights to acquire shares or debentures
Pursuant to the Company’s share option scheme, details of which
are set out in Note 22 to the accounts, certain directors have been
granted options to subscribe for shares in the Company.

On 5th June 2000, Legend Group Holdings Co., the controlling
shareholder of the Company, granted call options to certain persons
including the following directors pursuant to which they are
respectively entitled (subject to certain conditions) to require
Legend Group Holdings Co. to sell shares, all at a price of
HK$0.5325 per share during a period ending 1st August 2007.
Save as indicated below, all these call options have not yet been
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exercised.
Number of shares
RHEE

Personal Family Total

interest interest interest

Name of director EENR BARER Rk R
Mr Liu Chuanzhi WEESLE 6,000,000 720,000 6,720,000
Mr Li Qin (ex-director) gk E (RIESE) 4,800,000 - 4,800,000
Mr Zeng Maochao WA E 4,000,000 600,000 4,600,000
Mr Yang Yuanging HITEEAE 4,000,000 - 4,000,000
Mr Guo Wei (ex-director) BrkE (FESE) 4,000,000 - 4,000,000
Ms Ma Xuezheng BE L+ 4,000,000 2,000,000%* 6,000,000

*  such call option was exercised subsequent to the year ended 3 1st March 2001

Apart from the above, at no time during the year was the Company,
its holding company, or any of its subsidiaries a party to any
arrangement to enable the directors of the Company to acquire
benefits by means of the acquisition of shares in, or debentures
of, the Company or any other body corporates.
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Directors’ interests in securities

As at 31st March 2001, the register maintained under section 29
of the Securities (Disclosure of Interests) Ordinance (the “SDI
Ordinance”) showed that, other than the interests disclosed above
under directors’ rights to acquire shares or debentures, the interests
of directors in the shares of the Company were as follows:—
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Number of shares beneficially held

BRFEZRE

Personal Family Total

interest interest interest

Name of director EEpE B A= RikfEz BRER
Mr Liu Chuanzhi WEESL A 8,960,000 256,000 9,216,000
Mr Li Qin (ex-director) x4 (FIESR) 5,360,000 - 5,360,000
Mr Zeng Maochao BEEE 4,080,000 - 4,080,000
Mr Yang Yuanging BB . 5,200,000 - 5,200,000
Mr Guo Wei (ex-director) HrkE (FEE) 5,040,000 - 5,040,000
Ms Ma Xuezheng BEMTFLL 16,464,000 560,000 17,024,000

Save as disclosed above and other than certain nominee shares
in the subsidiaries held in trust for the Group by certain directors,
none of the directors or their associates had any interests in any
shares of the Company or any of its associated corporations as
defined by the SDI Ordinance as at 31st March 2001.

Substantial shareholders

According to the register maintained under section 16(1) of the
SDI Ordinance, and so far as is known to the directors of the
Company, the following shareholders have an interest of 10% or
more of the issued share capital of the Company:
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Percentage of

Number of shares issued

beneficially held share capital

EREEZ HEBITRAE

Name of shareholder REREHE e BIRBEDE
Legend Group Holdings Co. AR SR EEAR A A 4,288,957,144 57
Right Lane Limited FRARAE 1,390,490,420 18

Note:

Right Lane Limited is a wholly owned subsidiary of Legend Group Holdings Co..
Therefore, the shares in which Right Lane Limited are shown as being interested are
part of the shares in which Legend Group Holdings Co. is shown to be interested.
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Donations
Donations made by the Group during the year amounted to
HK$1,392,000 (2000: HK$195,916).

Major customers and suppliers

The five largest customers and the five largest suppliers of the
Group accounted for less than 30 per cent of the Group's turnover
and purchases respectively in the year.

Retirement scheme arrangements

For the period from 1st April 1998 to 30th November 2000, the
Group provided all qualified Hong Kong employees with a defined
contribution retirement scheme, which was established under the
Occupational Retirement Schemes Ordinance. Under the rules of
the scheme, all participating employees were required to contribute
5% of their basic monthly salary plus cashable commission,
whereas the employer's contribution was at 5%, 7.5% and 10%
in pursuance of each participating employee’s continuous years
of service and as specified in accordance with the rules of the
scheme. The assets of the scheme are continuously held under a
provident fund managed by an independent trustee. Also, with
the implementation of the Mandatory Provident Fund (the “MPF")
by the Government of the Hong Kong Special Administrative Region
effective on Tst December 2000, the Group and employees
discontinued contributions to the scheme. Although the scheme
was frozen, the employees are entitled to 100% of the employer's
contribution with investment return after ten complete years of
service, or at an increasing scale of between 30% to 90% after
completion of three to nine years’ service. Where there are
employees who leave the Group prior to vesting fully in such
contributions, the forfeited contributions will be refunded to the
Group.

Under the MPF scheme established by the Group, all qualified
employees are required to contribute 5% of their basic salary plus
cashable allowances (subject to the ceiling under the requirements
set-out in the MPF legislation) whereas the employer’s contribution
is at 7.5% and 100% respectively after completion of five and ten
years of service.
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Retirement scheme arrangements (continued)

The Group also participates in a local municipal government
retirement scheme in the PRC whereby it is required to make an
annual contribution of no more than 19% of three times the
monthly average salaries as set out by the local municipal
government each year. The local municipal government undertakes
to assume the retirement benefit obligations of all existing and
future retirees of the qualified staff in the PRC.

Connected transactions

For the year ended 3 1st March 2001, the following transactions
constitute connected transactions of the Company and require
disclosure in the annual report pursuant to Chapter 14 of the Listing
Rules:

(a) Atenancy agreement was entered into on 12th May 1999
between a subsidiary of the Company and Right Lane Limited,
a substantial shareholder of the Company, in respect of five
flats in Taikoo Shing, Hong Kong for staff quarters. The term
of tenancy was for 2 years commencing from Tst June 1999.
The total annual rental for the year was HK$1,320,000.

(b) Two tenancy agreements were entered into on 12th May
1999 between a subsidiary of the Company and Legend
Properties (Daya Bay) Co. Ltd,, a subsidiary of the controlling
shareholder, in respect of certain staff quarters and factory
buildings in Legend Science and Technology Park, Huiyang,
the PRC for the accommodation of staff and the production
of computer products. The term of tenancies was for 2 years
commencing from 12th May 1999. The total annual rental
for the year was HK$3,716,000.

(c) The Group purchased computer networking products such
as adapter, hub, switch, repeater, transceiver, printer server,
router etc. from D-Link Corporation and its subsidiaries (“D-
Link Group”) for distribution business in the PRC. The
purchases from D-Link Group was deemed to be connected
transactions for the purpose of the Listing Rules subsequent
to the establishment of Legend Networks, Ltd., a joint venture
company, with a subsidiary of D-Link Corporation. For the
year ended 31st March 2001, such purchases amounted to
HK$221,602,000.
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Connected transactions (continued)

(d) On 23rd November 2000, Legend Marketing & Services
China/HK Limited (“LMS") entered into a conditional
agreement with North 22 TSG (Hong Kong) Limited (“TSG")
pursuant to which LMS agreed to sell, and TSG agreed to
acquire, the entire issued share capital of Legend Expert
Systems Limited for a cash consideration of HK$12 million.
The conditions as referred to in the agreement have been
fulfilled on 5th January 2001. Since an ex-director of certain
wholly-owned subsidiaries of the Company held more than
35% equity interest in the capital of the holding company of
TSG, TSG was deemed to be a connected person of the
Company for the purpose of the Listing Rules.

(e) On 5th January 2001, the Company entered into an
acquisition agreement to purchase from Legend Group
Holdings Co., the controlling shareholder of the Company,
the entire interest in Huiyang Legend Industry Property Limited
for an aggregate cash consideration of RMB110 million
(approximately HK$102.8 million). Huiyang Legend Industry
Property Limited holds the entire interest in a property which
constitutes part of the development known as Legend Science
and Technology Park, Huiyang, the PRC.

() On 5th January 2001, Shenzhen Legend Computer Co., Ltd.
entered into a disposal agreement with Legend Group
Holdings Co., the controlling shareholder of the Company, to
dispose of its entire interest in certain Shenzhen properties
located at Rooms 101, 204 and 303 of Block 2 and Rooms
203 and 303 of Block 3, Zhenye Garden, Huang Gang Road,
Futian District, Shenzhen, the PRC. The total cash consideration
was RMB1.6 million (approximately HK$1.49 million).

The Company had been granted a waiver by the Stock Exchange
of Hong Kong from the strict compliance of the requirements of
Chapter 14 of the Listing Rules in respect of transaction (c) above.
The transaction has been reviewed by independent non-executive
directors of the Company who have confirmed that the transaction
was:

— conducted in the ordinary and usual course of the business
of the Group;

— on normal commercial terms and on terms that are fair and
reasonable so far as the shareholders of the Company are
concerned;
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Connected transactions (continued)

— entered into in accordance with the terms no less favorable
than terms available to (or from, as appropriate) third party;
and

— within the cap as agreed with the Stock Exchange.

Subsequent events
Details of the significant events subsequent to the balance sheet
of 31st March 2001 are set out in Note 35 to the accounts.

Code of best practice

The Company has established an audit committee comprising Mr
Wong Wai Ming and Prof Woo Chia-Wei, independent non-executive
directors of the Company. In establishing the terms of reference
for this committee, the committee and the directors have had
regard to the “Guide for Formation of an Audit Committee” issued
by the Hong Kong Society of Accountants in December 1997.

Apart from the non-executive directors are not appointed for a
specific term as they are subject to retirement by rotation at annual
general meeting in accordance with the Company's articles of
association, the Company has complied with the Code of Best
Practice as set out in Appendix 14 of the Listing Rules throughout
the year.

Auditors
The accounts have been audited by PricewaterhouseCoopers who

retire and, being eligible, offer themselves for re-appointment.

On behalf of the Board

Liw Ghwam 2Hh,;

Liu Chuanzhi
Chairman

Hong Kong, 27th June 2001
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