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Report of the Directors

REPORT OF THE DIRECTORS

The Directors have pleasure in presenting their first set of report and the audited proforma accounts for the
year ended 31st March 2001.

GROUP REORGANISATION

Digital China Holdings Limited (the “Company”) was incorporated in Bermuda on 25th January 2001 under
the Companies Act 1981 of Bermuda (as amended) as an exempted company with limited liability. Pursuant
to a corporate reorganisation (the “Reorganisation”) to rationalise the structure of the Company and its
subsidiaries (the "Group”) in preparation for the listing of the Company’s shares on the Main Board of The
Stock Exchange of Hong Kong Limited (the “Stock Exchange”), the Company became the holding company
of the companies now comprising the Group on 15th May 2001. Details of the Reorganisation are set out in
notes 1, 19 and 29 to the proforma accounts and in the Company’s prospectus dated 23rd May 2001 (the

“Prospectus”).
The Company’s shares were listed on the Stock Exchange on 1st June 2001.

Although the Reorganisation was not completed and, accordingly, the Group did not legally exist until 15th
May 2001, in the opinion of the Directors, it is appropriate and meaningful to treat the Group as a continuing
entity and the Company as the holding company of the Group as if the current group structure and business
activities had been in existence for the two years ended 31st March 2000 and 2001. Accordingly, the proforma
accounts have been prepared on such basis which is consistent with the one adopted in the preparation of
the financial information and track record results in the accountants’ report of the Prospectus. All significant

intra-group transactions and balances have been eliminated on combination.

As the spin-off of the Group from Legend Holdings Limited (“Legend”), the then immediate holding company,
was completed on 1st June 2001, the proforma combined balance sheet of the Group as at 31st March 2001
and the proforma combined results, proforma combined cash flows and proforma statement of combined
recognised gains and losses of the Group for the year then ended were included in the accounts of Legend
for the year ended 31st March 2001.

PRINCIPAL ACTIVITIES AND SEGMENT INFORMATION

The Company is an investment holding company. The Group is principally engaged in the distribution of
foreign brand information technology products, the provision of systems integration services and the
development and distribution of networking products. The principal activities of each of the subsidiaries of

the Company are set out in note 28 to the proforma accounts.

An analysis of the Group’s turnover and segment information for the year by principal activity is set out in

note 3 to the proforma accounts.
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Report of the Directors

RESULTS AND APPROPRIATIONS

The proforma results of the Group for the year ended 31st March 2001 are set out in the proforma combined

profit and loss account on pages 38 and 39.

The proforma state of affairs of the Group as at 31st March 2001 is set out in the proforma combined balance

sheet on pages 40 and 41.

As at 31st March 2001, the Reorganisation was not yet completed, the Company did not have any distributable
reserve as at 31st March 2001 for payment of any dividend.

RESERVES

Movements in the reserves of the Group during the year are set out in note 20 to the proforma accounts.

FIXED ASSETS

Details of the movements in the Group's fixed assets during the year are set out in note 11 to the proforma

accounts.

SHARE CAPITAL

Details of the movements in the Company's share capital since 25th January 2001 (Date of Incorporation) are

set out in note 19 to the proforma accounts.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s Bye-Laws although there are no restrictions

against such rights under the laws of Bermuda.

PURCHASE, REDEMPTION OR SALE OF LISTED SECURITIES

The Company’s shares were listed on the Main Board of the Stock Exchange on 1st June 2001. During the
year ended 31st March 2001, the Company had no listed securities and as such the Company had not
redeemed any of the Company'’s listed securities and neither the Company nor any of its subsidiaries had

purchased or sold any of the Company’s listed securities.
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Report of the Directors

DIRECTORS

The Directors of the Company since 25th January 2001 (Date of Incorporation) and up to the date of this

report were:

Executive Directors

Mr. LI Qin (appointed on 21st February 2001)
Mr. GUO Wei (appointed on 21st February 2001)
Mr. ZENG Maochao (appointed on 21st February 2001)
Mr. LIN Yang (appointed on 21st February 2001)
Mr. YU Lishan (appointed on 21st February 2001)

( )

Mr. HUA Zhinian appointed on 21st February 2001

Independent Non-Executive Directors

Prof. WU Jinglian (appointed on 2nd April 2001)
Mr. LEUNG Pak To, Francis (appointed on 12th April 2001)

In accordance with Bye-Laws 99 and 102 of the Company's Bye-Laws, Messrs. YU Lishan, HUA Zhinian, WU
Jinglian and LEUNG Pak To, Francis will retire from office at the forthcoming Annual General Meeting and,

being eligible, will offer themselves for re-election.

The terms of office of the Independent Non-Executive Directors are subject to retirement as required by the

Company’s Bye-Laws.

BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT

® Executive Directors

LI Qin (Z %)), aged 60, is the Chairman of the Group. He is responsible for the overall business of the
Group and the strategic marketing programme in China. He graduated from Xian University of Technology

in 1965 and has over 34 years of experience in the computer industry.

GUO Wei (883 ) , aged 38, is the Vice Chairman and the President of the Group. He is responsible for the
strategic development and management of the Group. Mr. Guo obtained a Master’s degree at the Graduate
School of the Chinese Academy of Sciences in 1988. He joined the Legend group in 1988 and was mainly
responsible for the distribution and systems integration businesses. Mr. Guo won the Top Ten Elite Youth
issued by the Chinese Academy of Sciences in 1996, the Youth and Middle Aged Outstanding Contribution
Award issued by the Chinese Academy of Sciences in 1997 and the Scientific and Technological Innovation
Award as Ten Most Outstanding Youth in China in 1998. He has over 13 years experience in business

strategy development and business management.

ZENG Maochao (2 & #i) , aged 68, is an Executive Director of the Company and responsible for the
review and supervision of the Group's internal controls. 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 43 years of experience in the

computer industry. Mr. Zeng is also a non-executive director of Legend.

Digital China Annual Report 2000/2001

23



24

i

EERSEEBAEBZEHE (&)

BITES (&)

MBEE  =+HR A5EEBKEAR  AEAEEERERKEE - MEER—NNANFEER
AREFRRALZ  ERFERBASLIEMN MEEAR-ANZTENABEEE IR DHEEKE
BRHEEBBTFZEELR -

FUWSEE =A% ARBEREEY AEAEERMERES - TEER AN FRER
BEABIERBESE  BELTBM - TAER - AN EMABEEE  FELBREEBALE -
TRAEBEERATRAAREBATEZ SR -

EHFERE =+ )\ AREER  EEEEASEUMBLRBREEF EERER - N N\EOFEX
REET _MEMZIETYER  BRELEN -FEFEEER NN _FNABEBEE  EELAOREE
RETHFEEBANF &R -

BYFHITES

KRUBHR £+ % RARFAZHIFATES - REARXREABRERARTLSAMRE
BuHesMERMRALERAE  LA/ATEARRTERERREZESZE - RAREBENEBKRE
BBRERAETLEHRRE BBERKENENRRAPLZINEF - W EERERBRERR
GFRERBEZREERFAZENRE  LARASEEEARNUARMEBE TSR EFENEE

I]]

REBRE WK BRARBZBINFNTES - RELR/AEMAXIAEIMNRIFE  EFE
MPEMBZz2EXRETH (BRRUEBS  BROBEREE  WEAH CXRBERBRLEHR &
EREZRNHEM—REXERLTY) FEBRE_TFKR -RELRA/LBEXZERAR AR MM
EHBREBRERARIZESR - REARN - NNTFENEASZHEZAENSIBHERBE L 24 -

EEEEAR

BRELL =+ H ALEHELE  AEASEEBEFRARBDHABEER LB EY
BRI EAR—ANEERERL FRAABI BHREAIRER - BEL B - BI%E4AR
—ANEEMABEEE SEEEABEERS AELERBEERRERREAMMNEEOLE
BHERERETELER -

HMNEIE —O00/ Z0O0—FF#H



Report of the Directors 25

BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT (continued)

® Executive Directors (continued)

LIN Yang (##3), aged 34, is the Executive Vice President of the Group and responsible for the overall
business management of the Group. Mr. Lin graduated in 1988 with a Bachelor’s degree in Computing
Communications, Xidian University. He joined the Legend group in 1990 and has over 10 years of

management experience in distribution business.

YU Lishan (F 3Z i), aged 36, is a Senior Vice President of the Group and responsible for systems integration
business of the Group. Mr. Yu graduated in 1991 with a Master's degree from the Department of Precision
Instruments, Tsinghua University. He joined the Legend group in 1991 and was mainly responsible for
operational and management functions. He has over ten years of experience in operational management

and administration.

HUA Zhinian (%L ), aged 38, is a Vice President of the Group and oversees the treasury and finance
functions of the Group. Mr. Hua graduated in 1984 with a Master's degree in Electronics and Physics from
the Twelfth Graduate School of Mechanical and Electrical Department. He joined the Legend group in

1992 and has over nine years of experience in import and export and corporate planning.

® Independent Non-Executive Directors

WU Jinglian (R % 3#), aged 71, is an Independent Non-Executive Director of the Company. Professor Wu
is a senior research fellow at the Development Research Center of the State Council, a professor at the
Graduate School of the Chinese Academy of Social Sciences, and a member of the Monetary Policy
Committee of the People’s Bank of China. Professor Wu graduated from Fudan University. He was previously
an executive director at the Development Research Center of the State Council and a Deputy Director of
the Programming Office for Economic Reform of the State Council. Professor Wu was also a visiting fellow
at Yale University, a fellow at St. Antony’s College of Oxford University, a visiting professor at the Stanford

University, and a visiting fellow at the Massachusetts Institute of Technology.

LEUNG Pak To, Francis (R {A &), aged 46, is an Independent Non-Executive Director of the Company.
Mr. Leung is the Chairman of Salomon Smith Barney Asia. He has over 20 years of experience in corporate
finance involving securities origination, underwriting and placing of equities, mergers and acquisitions,
corporate restructuring and reorganisation, development capital investments and other general corporate
advisory activities in Hong Kong and China. He is a director of Shanghai Industrial Holdings Limited and
QPL International Holdings Limited. In 1980, Mr. Leung graduated with a Master’s degree in Business

Administration from University of Toronto, Canada.

® Senior Management

LIU Shengrui (818 3£), aged 36, is a Vice President of the Group and responsible for the commercial
operation system and mobile office product businesses of the Group. Mr. Liu graduated in 1990 with a
Master’s degree from the Department of Mechanical and Electrical Engineering, Northern Jiaotong
University. He joined the Legend group in 1990 and was mainly responsible for the management of
commercial operation system. He has over 10 years of experience in the management of commercial

operation systems and business administration of the IT industry.
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT (continued)

® Senior Management (continued)

XIE Yun (8 #5), aged 37, is a Vice President of the Group and responsible for the product development,
technology application and e-commerce research development. Mr. Xie graduated in 1993 with a Doctoral
degree from the Department of Electronic Engineering, Tsinghua University. He joined the Legend group
in 1997 and was mainly responsible for the management of product development. Prior to joining the
Legend group, he worked in a multinational IT corporation and has seven years of product development

management experience in communication and information technology.

WANG Pingsheng (£ ¥ 4), aged 50, is a Vice President of the Group and responsible for legal and
regulatory matters, public relations and the management of regional headquarters’ operations. Mr. Wang
graduated in 1975 with a Bachelor's degree in Fluid Mechanics, Peking University. He joined the Legend
group in 1990 and was mainly responsible for the human resources and training functions together with
the management of back office supporting systems. He has over 10 years of experience in business

administration.

XIAO Fangchen (B 77 /&), aged 55, is a Vice President of the Group and responsible for the management
and operation of the networking products business. He graduated in 1970 with a Bachelor's degree from
the Department of Automatic Control, Beijing Institute of Technology. Mr. Xiao joined the Legend group
in 1996 and was mainly responsible for sales and enterprise management. Prior to joining the Legend
group, he worked in 2 T 2 &0 (Engineering Industry Bureau). He has extensive experience in the

management and operation of networking products business.

QIN Xiangjun (BE# &), aged 35, is a Vice President of the Group and responsible for the management
and operation of the distribution business of the Group. Mr. Qin graduated in 1987 with a Master’s
degree from the Department of Electronic Facilities CAD, University of Electronic Science and Technology
of China. He joined the Legend group in 1990 and was mainly responsible for the management and
distribution business of the regional headquarters. He has over 10 years of operation and management

experience.

WONG Chi Keung (£ B 3#), aged 34, is a Company Secretary of the Group. Mr. Wong graduated from
the University of Hong Kong with a Bachelor’s degree in social sciences and is a fellow of the Association
of Chartered Certified Accountants and an associate of the Hong Kong Society of Accountants. He has
over 11 years of experience in accounting, taxation, financial management and corporate administration

in Hong Kong and China. Mr. Wong joined the Legend group in 2000.
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Report of the Directors

DIRECTORS' SERVICE AGREEMENTS

Each of the Executive Directors has entered into a service agreement with the Company for an initial term of
two years commencing on 21st February 2001, which will continue thereafter unless and until terminated by
either party by serving not less than three months’ prior written notice or three months’ salary in lieu of such
notice provided that the right of termination can only be exercised by either party after the expiry of the first

year of service.

Save as disclosed above, none of the Directors being proposed for re-election at the forthcoming Annual
General Meeting has a service agreement with the Company which is not determinable by the Company

within one year without payment of compensation (other than the statutory compensation).

DIRECTORS' INTERESTS IN CONTRACTS

Apart from the Reorganisation, no contracts of significance in relation to the Group's business to which the
Company, or any of its associated corporations, was a party and in which a Director of the Company had a

material interest, whether directly or indirectly, subsisted at any time during the year.

DIRECTORS' INTERESTS IN SECURITIES

As the Company'’s shares were listed on the Stock Exchange on 1st June 2001, no register is required to be
kept under Section 29 of the Securities (Disclosure of Interests) Ordinance (“SDI Ordinance”) as at 31st March
2001. For the purpose of providing the shareholders of the Company with more relevant information, at the
date of this report, the interests of the Directors and Chief Executive in the equity securities of the Company
and its associated corporations (as defined under the SDI Ordinance) as recorded in the register required to
be kept by the Company pursuant to Section 29 of the SDI Ordinance or as notified to the Company were as

follows:

(a) Interests in the shares of the Company

Number of Shares

Personal Family Total
Name of Director Interest Interest Interest
LI Qin 536,000 - 536,000
GUO Wei 504,000 - 504,000
ZENG Maochao 408,000 - 408,000
LIN Yang 56,000 - 56,000
YU Lishan 48,000 - 48,000
HUA Zhinian 25,600 - 25,600
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DIRECTORS' INTERESTS IN SECURITIES (continued)

(b) Interests in the shares of Legend (an associated corporation of the Company as defined under

the SDI Ordinance)

Report of the Directors

Number of Shares

Personal Family Total
Name of Director Interest Interest Interest
LI Qin 5,360,000 - 5,360,000
GUO Wei 5,040,000 - 5,040,000
ZENG Maochao 4,080,000 - 4,080,000
LIN Yang 560,000 - 560,000
YU Lishan 480,000 - 480,000
HUA Zhinian 256,000 - 256,000

DIRECTORS’ RIGHTS TO ACQUIRE SHARES IN LEGEND (“LEGEND SHARES")

On 5th June 2000, B 48 £ B 4% f& A 7] (Legend Group Holdings Co.) (“LGHC"), the controlling shareholder of
Legend, granted call options to certain persons including the following Directors pursuant to which they are
respectively entitled (subject to certain conditions) to require LGHC to sell Legend Shares, all at a price of

HK$0.5325 per Legend Share during a period ending on 1st August 2007. The relevant interests as at the

date of this report are as follows:

Number of shares to be issued

upon exercise of call option

Personal Family Total
Name of Director Interest Interest Interest
LI Qin 4,800,000 - 4,800,000
GUO Wei 4,000,000 - 4,000,000
ZENG Maochao 4,000,000 600,000 4,600,000
LIN Yang 1,640,000 - 1,640,000
YU Lishan 2,368,000 - 2,368,000
HUA Zhinian 800,000 - 800,000

Pursuant to a share option scheme (the “Scheme”) adopted by the Company on 14th May 2001, the Directors
of the Company may, at their discretion, grant options to any full-time employees, including Executive
Directors of the Company and its subsidiaries, to subscribe for shares of the Company. Further details of the

Scheme are set out in note 19 to the proforma accounts. The Scheme became effective upon the listing of

the Company’s shares on the Stock Exchange on 1st June 2001.
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Report of the Directors

DIRECTORS' RIGHTS TO ACQUIRE SHARES IN LEGEND (“LEGEND SHARES") (continued)

Save as disclosed above, at no time since its incorporation was the Company or any of its associated
corporations, a party to any arrangement to enable the Company’'s Directors, their respective spouse or
children under 18 years of age to acquire benefits by means of the acquisition of shares in or debentures of

the Company or any other body corporate.

SUBSTANTIAL SHAREHOLDERS

As the Company's shares were listed on the Stock Exchange on 1st June 2001, no register is required to be
kept under Section 16(1) of the SDI Ordinance as at 31st March 2001. Immediately following the listing of the
Company'’s shares and as at the date of this report, according to the register maintained under Section 16(1)
of the SDI Ordinance, the following shareholders had interests of 10% or more of the issued share capital of

the Company.

Number of shares Approximate Percentage of
Name of shareholders beneficially held enlarged issued share capital
LGHC 429,344,114 50.00%
Right Lane Limited (Note) 139,049,042 16.19%

Note:

Right Lane Limited is a wholly owned subsidiary of LGHC. Therefore, the number of shares in which Right Lane Limited is

shown as being interested are part of the shares in which LGHC is shown to be interested.

Save as disclosed above, the Company has not been notified of any other interests representing 10% or more

of the issued share capital of the Company.

MAJOR CUSTOMERS AND SUPPLIERS

The Group's five largest customers for the year accounted for less than 30% of the Group's turnover.

The largest supplier and the five largest suppliers of the Group for the year ended 31st March 2001 accounted
for approximately 26% and 62% of the Group's total purchases, respectively.

None of the Directors of the Company, any of their associates or shareholders (which is to the knowledge of
the Directors own more than 5% of the Company’s issued share capital), had any beneficial interest in the

Group’s major customers or suppliers noted above.
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Report of the Directors

RETIREMENT SCHEME ARRANGEMENTS

Details of the retirement benefits scheme of the Group are set out in note 10 to the proforma accounts.

SUBSEQUENT EVENTS

Details of the significant events occurred subsequent to the balance sheet date as of 31st March 2001 are set
out in note 29 to the proforma accounts.

AUDIT COMMITTEE

The Company established an audit committee on 14th May 2001 comprising Mr. Leung Pak To, Francis and
Prof. Wu Jinglian, the Independent Non-Executive Directors of the Company, with the terms of reference in
compliance with Appendix 14 to the Rules Governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited (the “Listing Rules”) adopted by the Board of Directors of the Company.

Apart from the fact that the Independent Non-Executive Directors who are not appointed for a specific term
as they are subject to retirement by rotation and re-election in accordance with the Company’s Bye-Laws, the
Company has complied with the Code of Best Practice as set out in Appendix 14 to the Listing Rules.

AUDITORS

The proforma accounts have been audited by PricewaterhouseCoopers who retire and, being eligible, offer
themselves for re-appointment.

ON BEHALF OF THE BOARD

Li Qin
Chairman

Hong Kong, 27th June 2001
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