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BUSINESS REVIEW
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The financial year 2000/01 is a very difficult year to the
Group.

Turnover of the year increased by 14.7% to approximately
HK$1.6 billion. Loss before taxation was approximately
HK$272.7 million, where loss arising from direct business
operations was approximately HK$226.1 million and loss from
indirect business operations approximately HK$46.6 million,
including loss on disposal of a property amounted to
approximately HK$17.8 million. There are three principal
reasons for the substantial loss arising from direct business
operations: (a) a special provision of approximately HK$95.1
million made for pagers inventory and accounts receivable in
view of the management’s decision to phase out the pagers
business; (b) trading loss arising from sales of excessive and
slow-moving inventory; and (c] gross margin throughout the
year was under severe pressure of the surge of electronic
component prices. The component shortage also undermined
the Group's profitability and operational efficiency because of
insufficient order allocation and delivery delays.

The management has taken a series of timely and effective
measures to consolidate the business scope, review the business
strategies and rationalize the organization with a view to
improve financial performance.

BmBHEBESRZERBIN
Analysis of Turnover by Geographical Market

% # Hong Kong 7.6%
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Restructuring to reduce operating overhead
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Over the past nine months, the management had implemented a
series of restructuring measures fo respond to the market situation
and to save operating expense. The principal measures include:

e Formation of strategic business units (SBUs) to improve
operational efficiency and management accountability

e Closure of the USA office and several non-profitable branch
offices in Mainland China

* A company-wide rationalisation programme and cessation
of certain loss-making non-core business to save 25% of
staff overhead

e Directors and senior management voluntarily reduced their
remuneration packages by 10% - 20%

e Disposal of certain non-critical assets, such as a surplus
office property

o Deferment of certain capital expenditure

These and other measures have successfully streamlined the
operation of the Group and led to a saving of monthly overhead
up to 35%. The management believes the slimmer organization
now is optimal for the Group's current business volume.

Inventory reduction and stringent credit control
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As part of the business consolidation exercise, the management
has been striving to reduce inventory level and to impose
stringent credit control in the past nine months. So far the
result is noticeable, inventory level and accounts receivable
level dropped from approximately HK$399.4 million and
approximately HK$327.1 million respectively at the time of
interim result announcement to approximately HK$289.7 million
and approximately HK$185.6 million respectively at end of
financial year.

The management considers this business consolidation measure
is necessary and has been effectively carried out, albeit the
Group's short term financial performance could be adversely
affected by drop in sales turnover and trading loss arising
from sales below cost.
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's Statement (continued)

The Group's financial position has improved significantly since
its interim position as at 30th September 2000. Besides
inventory and accounts receivable were reduced to healthier
levels, total bank borrowings also went down as a result of
cost saving and improved working capital. Cash on hand as
at end of the financial year amounted to approximately

HK$125.3 million.

The management maintains a very close working relationship
with the Group's bankers to ensure their continuing support.

K EHEWHRER Pagers business to phase out
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that the market is no longer viable for companies whose
expertise is product innovation and design. Smaller players
that have higher degree of flexibility in pricing and quicker
response time to market changes are obviously in an
advantageous position. Customers put price concern before
anything else.

The management has revised its pagers business strategy nine
months ago to stop all R&D work for low-end pager products
but to concentrate management resources to clear inventory.
The Group is now actively seeking potential strategic business
partners or buyers to take up the business of the high-end
financial broadcasting pagers.

In response to the corporate decision to phase out the business,
the management had made a special provision at the end of the
financial year under review to write down the value of inventory
and accounts receivable to their net realizable value. This special
provision amounted to approximately HK$95.1 million, together
with the loss arising from trading operation amounted to
approximately HK$91.3 million, gave rise to a total loss for the
pager business in the amount of approximately HK$186.4 million.

Electronic Dictionaries
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This SBU is still the largest turnover contributor to the Group.
In geographical terms, Mainland China is the largest single
market (30%) while the aggregate for the Greater China region
(including Hong Kong and Taiwan) is around 70%. It is believed
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that the market growth potential of Mainland China is also the
largest among all. The Group will continue to expand its market
share by leveraging its strong marketing and sales network
and branding. Profit margin is expected to improve as
component cost resumes to a more reasonable level and new
products’ launch to the market.

Original Design Manufacturing (“ODM”)
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ODM division has been a victim of the component shortage
problems. The chaotic price and delivery situation directly led
to gross margin erosion and drop in operational efficiency.
Unlike own-branded products, margins of ODM contracts are
particularly vulnerable to factors like those. Delivery delays of
components inevitably resulted in shipment delays to customers
where profit margins again were damaged because of increased
freight cost or contractual penalty.

The management has reviewed the ODM business strategies
carefully and has taken appropriate measures to ensure that
all new orders are to be critically evaluated and profit margins
are to be sufficiently protected. Besides, we are taking steps to
further improve production efficiency in order to improve profit
margin.

The Group’s ability to maintain product quality and order
fulfillment despite the difficulties created by component shortage
has helped to enhance customer confidence. This is certainly
building up a goodwill among the ODM customers which is a
valuable asset to the ODM SBU.

The management is confident that the financial performance of

the ODM division will be improved in the current financial

year.

PDAs
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The Group has chosen PDA as its strategic focus in the coming
years. It is becoming an undisputable fact that PDA will be
emerging from a pocket-sized machine mainly for personal
information management to a mobile data communication device
that is good for keeping people connected and information
retrieval. The Group's state-of-the-art GSM PDA has successfully
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passed the test for international type approval and is scheduled
for launch in July. The seamlessly built-in GSM module allows
the PDA to retain its compact and handy size but offers to
customers the various wireless functions like e-mail, fax, voice
phone and short messages (SMS) communications. The initial
pre-launch feedback is very positive and encouraging. It is
envisaged that communication-enabled PDA products will grow
as the flagship product series of the Group and hence a major
income contributor. With the imminent taking-off of m-
Commerce, these mobile-data-centric digital devices will be
playing a critical role in enabling professional applications
like stock trading, banking, logistics management and enterprise
solutions.

In May 2001, the Group completed a deal with three strategic
investors namely Intel Capital Corporation, SB China Holdings
Pte Limited (a Softbank subsidiary) and UTStarcom, Inc. for a
Series A Preferred Shares placement in the Group's subsidiary
company Group Sense PDA Holdings Limited. The investors
took a stake of 16% at a consideration of US$10.5 million. At
the same time of the investment, the PDA subsidiary also entered
into a collaboration agreement with Intel Semiconductor Limited
for technology and product development co-operation. The
management believes that these strategic investors bring to the
Group not only new capital but also the much needed
technology and business networking.

REIBXBIBZEREDIM
Analysis of Turnover by Principal Activity
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The Directors believe the business consolidation exercise would
be finished in the first half-year of the current financial year
(2001/02). Sales turnover in second half will see significant
growth following the launch of new products. The component
shortage problems that had badly stricken the Group during
the financial year 2000/01 has almost fully recovered. Most
of the inventory that had come in at high cost will be consumed
in the first six months. After that, the cheaper component cost
will start to benefit the profit margin in the second half.

The slow-down of the U.S. economy might to some extent also
affect the Mainland China market but the impact will be
compensated by China’s WTO entry and the exuberant growth
in consumer spending. Hong Kong and Taiwan markets are
expected to remain soft until at least mid-2002 whilst Japan
and Southeast Asia markets will have stable growth. On the
other hand, interest rate cuts would definitely help improving
profitability.

With the support from shareholders, employees, business
associates and bankers, the Directors are maintaining a
cautiously optimistic view that the financial results of the Group
could be turn-around towards the end of the financial year.

B E DIVIDEND

EEegE T RBEEBE-_ZZ—F The Directors do not recommend the payment of a final dividend
ZTAZtT-HLEFEZRHRE (= in respect of the year ended 31st March, 2001 (2000: HKO0.5
ZEZTF 058 - cent).
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On behalf of the Board of Directors, | wish to thank our
shareholders for their continuing support to the Group and to
extend my appreciation to all members of staff for their
dedication and contribution throughout the year. Employee
commitment has been a critical element in making the
restructuring plans possible.

By order of the Board
Tam Wai Ho, Samson

Chairman

Hong Kong, 4th July, 2001
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