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BB RLE (2000 & 2003 FHEAFHER)
IT Market Growth Comparison (2000-2003 CAGR)

F Bl China 25%
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&K Canada 11%
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ERHIR Source: Worldwide IT Services Industry Forecast and Analysis, IDC; April 2000
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In 2000, China recorded a 8%
growth rate in GDP, surpassing
most developed countries
which were generally affected
by the lacklustre US economy.

With the downturn of the Internet business, the global
demand for IT products has sharply declined; however,
the market in China has performed strongly and continued
to record a remarkable growth. As a long-standing
distributor of many worldwide brands’ IT products, Digital
China has already been operating under a competitive
environment in China, paving its way to an open market

upon China’s assession into the WTO.

Once China accedes to the WTO, Digital China is expected

to benefit in the following respects:

1. China’s accession to the WTO will benefit Digital China
as it will give new impetus to the IT market and attract
more foreign IT products and services providers to
participate in the China market. Being a distributor of
foreign IT products in China, we believe that the Group is
capable of assisting new suppliers to enter the China
market and help them to gain a considerable share in the
distribution market, where demand for IT products and

services are increasing.

2. Upon China's accession into the WTO, business
competition will become more fierce. We expect that
enterprises in China will further increase their investments

in the IT infrastructure to strengthen their overall

BNEBR -_Z2E2FNALARE
Launching of e-bridge on 7th September 2000
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Digital China announced its entry into China's e-commerce in
September 2000

competitiveness. In particular, the demand for networking
products, application software and business solutions will
increase rapidly. According to IDC’s forecast, the
compound annual growth rate in systems integration
services for the next three years in China is expected to
be over 50%.

BUSINESS REVIEW

For the financial year ended 31st March 2001, the operating
revenue of the Group achieved an overall growth of 32%.
The Group's distribution business and systems integration
business recorded a growth rate of 19% and 53%
respectively. During the year under review, the Group has
set up a new stream of business through a joint venture
with D-Link which already contributed a significant amount
of 6% to the total turnover. The increase in turnover is
mainly attributed to the continued growth of China’s IT
market. According to IDC's report, China’s IT market is
expected to experience a compound annual growth rate
of 25% from year 2000 to 2003. However, the overall gross
profit margin dropped slightly from 9.68% of last financial
year to 9.54% of this financial year.

DISTRIBUTION BUSINESS

During the year, the distribution business continued to
record a steady growth rate of 19%, and its turnover
represented 79% of the Group's total turnover. While the
turnover has increased, the gross margin has slightly
declined. The management believes that it was mainly due
to the following two reasons: (1) keen competition amongst
IT products manufacturers led to a squeeze in profit

margin; (2) shortening in product life cycle of IT products.

For the financial year ended 31st March 2001, the Group

became a distributor of Compaq's servers, commercial use

Digital China Annual Report 2000/2001
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Management's Discussion & Analysis

1

computers, pocket personal computers and projectors in
China. The Group has been trying to tap further into
China’s high-end product market which generally
commands a higher profit margin. Among the three groups
of products distributed by the Group, profit generated by
the enterprise solutions products, which comprise servers
and other products of higher margin, has seen a significant

growth.

Besides, the Group has also launched an e-commerce
distribution platform, www.e-bridge.com.cn (“e-bridge”),
which aims to transform the traditional inquiries and
transaction modes such as faxes and telephones into e-
commerce in order to enhance the quality and efficiency
of its services. From its launch in September 2000, orders
made through e-bridge reached HK$280 million and the
number of the contracted resellers using the platform was
160 as at 31st March 2001. The Group intends to make e-

bridge available to all agents nationwide in the coming

year.
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The one-stop service of e-bridge brings efficiency and

convenience to our resellers

SYSTEMS INTEGRATION BUSINESS

Compared with the previous financial year, the
contribution of systems integration business to the Group's
turnover for the year ended 31st March 2001 increased
from 13% to 15%, more than 80% of this income was

generated by the sale of hardware products.

The Group has adopted a sector-focus policy in developing
mainly the telecommunications, government and finance

sectors. Major contracts acquired during the period

included “Phase 2 project of China Unicom IDD Billing
and Servicing Systems”, “Beijing Rural Credit Cooperative
Union Core Banking System”, “Dongguan Rural Credit
Cooperative Union Core Banking System”. However, due
to the extreme fragmentation and growing competition
of the systems integration market in China, gross margin

of sale of hardware declined.

In light of the future trend of the systems integration
industry, the Group has started to make inroads into higher
profit business of application software and develop
products that cater for the requirements of specific
industries. Sm@rtBanking and Sm@rtBOSS series, which
are an e-banking solution and an e-telecommunications
solution developed by us, respectively, are the results of
this initiative.

Besides, the Group has also planned to take several
measures to maintain the profitability of systems
integration business: (1) to strengthen the Group's
investment in application solutions across a range of
sectors by setting up a software development centre; (2)
to strengthen and enhance the existing industry-specific
corporate solutions and extend their usability in relevant
sectors; and (3) to fully capitalize on the Group's expertise
and experience in the telecommunications, finance and
government sectors for the development of value-added
services such as consulting service, systems maintenance
and custody service; (4) to strengthen the Group's

capability in project management.

NETWORKING PRODUCT BUSINESS

The networking product business recorded a turnover of
HK$525 million, of which revenue from joint brand name
accounted for 80%. For the financial year under review,
through the joint venture with D-Link, the Group has
launched a full range of products and related solutions
featuring, “Giga Link”, “Inter Link”, “Easy Link"”, “Broad
Link” and "Wireless Link” to cover requirements in LAN,
WAN and wireless access and broadband transmission.
Besides, the joint venture is currently the only distributor
of Avaya’s data network products and CPE products of
Clarent in China. The fast expansion of networking
products has made this joint venture one of the more

rapidly growing networking products suppliers in China.

Digital China Annual Report 2000/2001
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LIQUIDITY AND FINANCIAL RESOURCES

At year end, the Group had total assets of approximately
HK$2,396 million representing an increase of HK$721
million as compared with last year. The net current assets
of the Group increased by approximately HK$229 million
to approximately HK261 million.

The Group's inventories increased by HK$334 million to
HK$972 million and the accounts receivable increased by
HK$300 million to HK$971 million in response to the rapid

expansion of the Group's business operation.

At year end, the Group had total liabilities including
minority interests of approximately HK$2,107 million
representing an increase of HK$561 million as compared

with last year.

The Group's cash and bank balances increased by
approximately HK$225 million to approximately HK$251
million. The Group continues to follow the practice of
prudent cash management during the year. When
necessary, the Group will engage in currency hedging

against exchange rates.

During the year ended 31st March, 2001, the Group
decided to replace advances from Legend Holdings
Limited, the immediate holding company, with short-term
bank loans in preparation for the listing of the Company
resulted in the increase in short-term bank borrowings of
approximately HK$813 million. The interest bearing debts
due to Legend Holdings Limited and the bank borrowings
as a ratio of the shareholders’ funds, improved from 5.78

to 4.28 when compared with last year.

The computation of this ratio is based on the total
borrowings of HK$1,237 million (31st March 2000:
HK$746 million) and shareholders’ funds of HK$289 million
(31st March 2000: HK$129 million).

Had the capitalisation of the amounts due to Legend
Holdings Limited of approximately HK$344 million and the
subscription of new shares in Digital China (BVI) Limited
by Legend Holdings (BVI) Limited of approximately

HK$157 million (as set out in note 29 to the proforma

Management's Discussion & Analysis

accounts) and the net proceeds of approximately HK$300
million raised from the global offering of the Company’s
shares in June 2001 (as set out in note 29 to the proforma
accounts) taken place as at 31st March 2001, the proforma
ratio of total interest bearing debts to shareholders’ funds
would have been 0.82.

The computation of the proforma ratio is based on the
total borrowings of HK$893 million and shareholders’ funds
of HK$1,090 million as stated in the unaudited
supplementary proforma combined balance sheet on
pages 92 and 93.

The short-term bank loans were interest bearing at rates
ranging between 5.58% to 5.85%, repayable within one
year and guaranteed by Legend Holdings Limited and
Legend Group Holdings Co, the ultimate holding
company. These guarantees were subsequently released
and replaced by the Company's corporate guarantees

upon the listing of the Company.

With the satisfactory operating results and the proceeds
from the new issue of the Company’s shares, the
management considered that the financial resources will

be sufficient for future expansion plans.

EMPLOYEES

The Group had approximately
2,580 full-time employees.
Remuneration of the Group's
employees includes basic salaries
and bonuses. The Group incurred
staff cost of approximately
HK$187 million and HK$219
million for the years ended 31st
March 2000 and 2001 respectively.
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The newly operated automated

warehouse in Beijing enhances the
Group's warehousing and delivery
capacity
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