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wE OVERVIEW
ETERNERBRBEE_Z2%/ The business environment for electronic products had seen many
E-BHREEHRT AL A unfavourable factors during the financial year under review.
ZE - ARZEERETITZHNDS Because of the extraordinarily high demand for several critical
ERABEAA HEZEEER electronic components, the supply became very tight and precious.
LHEEHRMEER  mMERHE The immediate result of a supply shortage was insufficient
mEMR - HEHEERSES O allocation and price increases. At the peak of this shortage
BREEFEHMIHNEBRLAREE situation, the prices of certain critical components have increased
150% - HAEEEBCRE N BEE L by as much as 150%. Despite the effort of the management to
EHEENTE  BEREIANBIRE minimize the adverse impact on the operation, profit margin and
ERREATREZZIHSE - production efficiency had been inevitably affected.
ERRTSEBE-—FEET — @ The pagers market has gone through a vigorous consolidation
TOHZANEEBRE - BEDSH & process during the past year. The low-end market segment
KR-—EELNEEAEEREZNE M became a commodity market where price is the primary deciding
mE N BELEEBERTEBYKRIE factor of customers. Retail prices of pagers were severely undercut
18 HE SEEEFPREHELEED by small manufacturers and traders. The Group decided to exit
5 AU EAE  ERERAKKRE the low-end market during the middle of the year and tried very
HEFE  URBERBEEBNEFER - hard to clear the slow-moving inventory by selling at cost or
HRAEBERESEDTEN DS A even below cost. Although the high-end market is still viable in
EXZRBAMETA  BEEESC terms of market share and profitability, the management has
REXKBETHREE - 222 )/ decided to phase out the entire pagers business. A special
E-FENXED BRAEFEERE provision was made in the accounts to write down the value of

WERFEHBSHRER -

BREAMEBNS  EBTEEBE—FN
RBEUBEEAE BEHEMNEEEH
- hh A,/ ZZEEZEEEENY
268,604,000 T T R ZEF MW Y
123,333,00058 7T * B 18 X 54% B £ —
FCoEBENEF-RFITEZEEHER
FIREmAE S &E ] ET /%5.%’3_)52
— % % 12,064,000/8 TH Z B o

EE-ZTT /T-FENEEEARD
1,612,622,0008 T ' Lk H AT FE M D
1,405,942,0008 T » B R14.7% ; BRRE
R B8 4270,1390008 5 » TEEFEAM
BEBBFANEEFBRBEFHEKIBM
FRER S B Hal B e

EEREEBECEKERBM R EKEMA
B O UERBEEEXE®E HIRER
A

| R B o

inventory and accounts receivable at the year end.

Besides the above two reasons, the Hong Kong market
significantly under-performed during the year. Sales in
Hong Kong dropped by approximately 54% from
HK$268.6 million to HK$123.3 million as compared to
the prior year. During the year, one of the Group’s major
retail chain customers, namely Tokyo Toys Trading Group,
went into liquidation and caused a bad debt of
approximately HK$12.1 million to the Group.

The Group recorded turnover growth of 14.7% from
HK$1,405.9 million to HK$1,612.6 million for the
financial year 2000/01. Loss attributable to shareholders
is HK$270.1 million, which is a result of operating losses
from two business divisions and specific provision made
for the pagers division.

The management has carried out a series of restructuring
exercises to consolidate the business and to strive for a turn-
around.
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EE2FHEX%41,612,622,000%8 T 2
o BEETEE (33.3%) 0 EHERE
4 7= (26.6%) & 18 A S5 By 22 ([ PDA] —
16.3%) » —HEHFELE XK HHT76.2%
(B0 %91,228,193,0005% 7t) - H e B 3k
BERKSYE ¥ £ 54 384,429,000% T
(23.8%) * BIEE W (22.2%) Rx &
MEBER(1.6%) - k- hh /=

ZEEHFE RETFHREBEXEETR the above business divisions recorded growth in turnover e
171% 29 LEREXRBNE XEY during the year, except the pager division which recorded |
BEBR - a drop of 17.1%. %Lw:
"
SEERTHEREETFHERLIS - B Besides pagers business that is to be phased out, another o
AEEHRHTELELEREK - business division that is also in the course of discontinuation is :
FENEBNERISFARRE » UK rechargeable battery products. This small business division was 19’
HARRENKBLARABHES F set up about five years ago and is operated under a 60% .
ER2BI (TBHEEF)EE  HXE subsidiary company namely Max Power Electronics Limited
EXBREENBEESTERTENE (“Max Power”). The principal business of Max Power is g
WER mHEAEBS HPHEHAER manufacture and sales of different types of rechargeable battery <.
Mo BHRIREEER [BHES products in Hong Kong, Mainland China and overseas. lts g
FINEXBRUEITFRMARELEAZE business turnover was previously grouped under electronic Eg :
EHLERNEFHALMNZT - B dictionary division, which was a user of the battery products, £ :

EEEZRLESEHREIDEE 7 |
MARBRETFEORBRENSER
B oo

SE-BHEARW  REIFELEEX
ENEXRBEY SEHAEA-A-
FREEERBABE —XEXER
Z  LEBREESEENATARE
mmiE e BEEENTSENER
EREAERABERERTEHR
X BEERBERAEE-ZZTZ /%
—FERZFERRIUDFLEHEE
B AUEMEBENEREERRR
XFEHMETSEEREEED -

=

UE=BEFELEERYBEBRES
B EHHREBNLEEEBRAY
186,413,000/ T » B # & & # 91,268,000
BTHEESFE RAGEREWERAH

Among the total turnover of HK$1,612.6 million,
HK$1,228.2 million, i.e. around 76.2% was contributed
by three continuing business operations, namely electronic
dictionaries (33.3%), ODM products (26.6%) and personal
digital assistants (“PDAs” - 16.3%). The remaining
HK$384.4 million, i.e. around 23.8%, was derived from

two discontinuing business operations, namely pagers

(22.2%) and rechargeable battery products (1.6%). All of

due to its immaterial amount. The management is considering
to sell the Group’s 60% interest in Max Power to the joint
venture partner who holds the minority 40% shareholding.

Another discontinuing operation that generated no business
turnover is the football team. The Group has been managing a
professional football team in Hong Kong since 1991 for the
purpose of promoting the Group's corporate logo and product
trademarks. With the shift of the Group’s market focus to
Mainland China and the continual loss of local football
audiences, the management has decided to terminate the
sponsorship immediately after the end of the 2000/01 football
season. The advertising budget that becomes available will be
applied to other means of marketing and promotion activities.

All the three discontinuing operations generated operating
loss. Pager division generated an operating loss of
HK$186.4 million, which includes trading loss of HK$91.3

million and special write-down of inventory and accounts
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Management Discussion & Analysis (continued)

receivable of HK$95.1 million. The operating loss for
Max Power and football team is HK$8.0 million and
HK$9.4 million respectively.

Among the three continuing operations, electronic dictionaries
and PDAs made operating profit of HK$5.3 million and HK$
7.4 million respectively. ODM business, on the other hand,
made a loss of HK$35.0 million. The combined losses or profit
arising from continuing and discontinuing business operations
gave rise to a net total loss of HK$226.1 million, of which
82.4% came from pagers business division.

The Group also suffered a total loss of HK$46.6 million arising
from indirect business operations. Two major items in this
category are loss on disposal of leasehold properties amounted
to HK$17.8 million and interest expenses amounted to HK$12.9
million. Other items, including certain losses related to
subsidiaries and associated companies and provision for
impairment in value of investment securities, accounted for the
remainder loss of HK$15.9 million. The loss arising from the
liquidation of Chinese Books Cyberstore Limited, an internet
bookstore in which the Group has held approximately 7.4%
interest, amounted to HK$2.7 million is part of the investment-
related losses.

Loss before taxation, which is an aggregate of losses
from direct operations of HK$226.1 million and indirect
operations of HK$46.6 million, amounted to HK$272.7
million. The directors do not recommend the payment of

a final dividend.

ELECTRONIC COMPONENTS SHORTAGE

M-—ZTZTT /ZT-FERHEEmMM
EFEHERREERT S LRBRHEMNE
BEER FBEFRBEASKEITELE
FANEHEEESERIHNERER
Zek MEBRTHNESFERNEE
AHREMPIMBISLERBSE  R¥
ERTX¥EEFfR2HSERE{ BH=
ZEEFYHE BEINEEGTR
(Mask ROM) > R B (F R 2R AHEE
Bflashmemory) R A R BE TR 2B

As highlighted in the 2000/01 interim financial report, the
shortage was a direct result of too many buyers chasing after
too few supplies. The sales forecasts of major mobile phone
and personal computer manufacturers have driven the demand
of critical components to a new height. The increasingly popular
electronic devices such as digital cameras, MP3 players, etc.
and the general under-capacity of the semiconductor industry
aggravated the situation. Starting from early 2000, the supply
of Mask ROM, memory chips (especially flash memory) and
LCD drivers became very scarce and prices surged significantly.
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Management Discussion & Ana|y5|s (continued)

The prices of Mask ROM and flash memory, the two categories
of components of which the Group has very large consumption,
went up by as much as 112% and 84% respectively at around
middle of year 2000, i.e. the Group's second financial quarter,
and stayed on high levels until the first few months in year
2001, i.e. the Group's last financial quarter.

The high prices directly hurt the Group’s gross margin in all
business divisions, as these components are critical to almost
all of the products. The shortage also brought several indirect
impacts to the Group’s business operation such as order
cancellations, shipment delays and unsatisfactory production
efficiency.

The price trends have been going down since the beginning of
the current financial year (2001/02) and are expected to
resume to more reasonable and sustainable levels throughout
the year. With average purchase and production lead times of
around eight to ten weeks, it is envisaged that the drop in
component cost will start to benefit the Group in the second to

third financial quarter of 2001/02.

Over the past year, the management has taken different
measures, such as additional purchasing personnel, expansion
of vendor list, more intensive supplier relationship management,
etc., to enhance the Group's procurement capability in
bargaining and market projection. Given the component market
is now turning to be more favourable to buyers, it is envisaged
that the shortage problems that had badly stricken the Group
would be substantially recovered.

ESTABLISHMENT OF STRATEGIC BUSINESS
UNITS (“SBU")

FEEEMPANEBLEREERERES
ETE EEERBUNEZIEZEXZHES®
B BEEEIANERBEXRBEN
(SBU) » 2Rl REFHHE KEMHER
(RHRAEE/ RUERBEE) - PDA
&EW%°%SWE-%%&%EAE
RE - HTHEWMARME KB

SHEBERBENTBRAE -BRBYE %
BERFEN ESBUREEEZEBH

In view of the distinctive business nature and operating
environment of the business divisions, the management has
divided the Group into four SBUs according to the four major
business lines, namely Electronic Dictionary, Strategic Product
(ODM/OEM), PDA and Pager. Each SBU is headed by a
member of the senior management team and comprises of
R&D, purchasing, marketing and sales and administrative staff.
The SBUs are given the responsibility to achieve sales targets
and forecast, manage their own income statements and balance
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sheets and attend to SBU’s customer relationship management.
The corporate headquarters retains only the general supporting
functions, i.e. general management, manufacturing and logistics,
such as human resources, accounting and information
technology services.

The SBU setup process started last November and was
completed at the end of the financial year when the headcount
and computer database were properly split among the units
and the office premises re-arranged to this effect. The SBUs
are charged with high degree of autonomy and hence quicker
decision making and better staff commitment. Notwithstanding
that, there are regular meetings among the SBUs to ensure the
alignment of corporate objectives and a centralized coordinated
effort to safeguard the commercial benefits arising from
concerted actions, e.g. large volume purchase discount.

The management is confident that operational efficiency and
management accountability of the Group could be much
enhanced as a result.

Z ¥ & & SBU ELECTRONIC DICTIONARY SBU

g F B Hﬂ E S O % | AN The turnover of electronic dictionaries business grew by 11.2%
536,626,0008 T - & 1§ 1 % X E to HK$536.6 million. The major thrust of the growth came
#E B N §|E BEHREAED B from the Mainland China market that contributed approximately

30% of total electronic dictionaries business. Chinese language-
based products are still the largest single income contributor,
over 70%, among all. During the year, there were several new
products launched in the marketplace, such as Longman 7000
Talking Dictionary, LD7700 Real Voice Talking Dictionary,
MD3200 Slim Talking Dictionary, EC2100 Pocket-sized
Dictionary, etc. All these models are of mid-range to low-end
the retail prices of which are in the range of RMB 300 to RMB
1,200. These new products perfectly fit into the Group's
strategic plan to offer more products in the middle to lower
range to enlarge the Group’s market share in that sector. The
high-end market segment, on the other hand, has not been

ST 0 5 A MDISOE B & neglected. A new model, MD9250, featuring double IC card
B E BB (IC Card)Z & 51 % b expansion capability was introduced close to the end of the
B TERVMHREEREHTS o financial year.

MABRE PEAENE FERMBE Market potential in Mainland China for electronic dictionary

mMEENEE  BER®E BE

products is undoubtedly huge and yet to exploit. The demand
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ARHHNENEFRE  REB  PEARREBIMNIRZEM

The Group’s electronic dictionaries are very popular in Hong Kong, Mainland China and Overseas.
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for this kind of devices is expected to go up further because of
increase in consumer spending and the genuine need for good
language learning aids in light of the fast growing economic
development. The Group will continve to leverage its strong
marketing channels and branding in the Greater China region
to expand the market share.

The SBU re-entered the marketplaces in South Korea and
Malaysia during the year. These two markets, and also a few
others, had been severely stricken by the Asian financial crisis
two to three years ago and the Group's customers (importers
of the products) in these countries had gone into financial
difficulties. The SBU had spent considerable effort over the
past two years in identifying new customers and developing
new products for these markets. European and Middle East
markets were relatively stable but profit margin had been
inevitably squeezed because of rise in component cost.

The SBU made a small operating profit of HK$5.3 million
during the year. A bad debt in the amount of HK$12.1 million
written off against Tokyo Toys Trading Group is one of the
contributing factors for such an unsatisfactory performance. It
is envisaged that ease of component cost pressure and launch

of new products will improve the result in financial year 2001/
02.
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STRATEGIC PRODUCT (ODM/OEM] SBU

Turnover of ODM/OEM division increased by almost 90% to
HK$428.5 million during the financial year. Many new projects

from various Japanese customers including products like
handheld e-mail devices, electronic dictionaries, digital voice
recorders and portable electronic health care products
contributed to increase in turnover. In addition to business
with Japanese customers, towards the end of the financial year,
the SBU was awarded a contract for development of multimedia
mobile products by one of the leading companies in that field.
It is becoming apparent that many world-class corporations
are anxious to appoint capable ODM contractors overseas to
take up, not only the manufacturing, but also new product
development from them in the interest of cost and speed. The
Group is in an advantageous position to gain a stronghold in
this sector because of its abundant experience and good
references provided by existing esteemed customers.

The SBU suffered an operating loss during the year mainly due
to the component shortage that led to cost and delivery
problems. The SBU has implemented a series of measures, e.g.
consignment of material by customers, profit margin protection
provisions in agreements, material cost locked-in at time of
order, efc., to ensure that the business would not be subject to
similar adverse impact again in future. Besides, the SBU has
strengthened its procurement and production capabilities over
the last nine months in order to have the most competitive cost
of production. One of the prominent achievements is the sefting
up of ACF assembly facility for LCD modules. By doing this
process in-house, the SBU could improve substantially in terms
of cost and quality. This advanced production facility also
allows the SBU to stand out from the other ODM contractors in
this region.

With the formation of SBU, the different functions, i.e.
R&D, purchasing, manufacturing and marketing are
working closely ever than before. Task forces comprise of
different talents based on customers’ requirement are set
up to work with customers throughout the development
processes. While trade secrets of customers are being
discreetly preserved, knowledge and experience are
shared among the teams to enhance staff learning and
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SEZERAREERGRIEERE A EMSEEZEE -

High quality products have earned the Group good

reputation among ODM customers.

I

B SBURSHEAREMNBXERBNHEHE operational efficiency. Whenever there is a need, the '
UBEENBERR  HEEREFHNH SBU will also work with external partners to fulfill customer :
£ o expectations and to attain best results. 25:
EBSBUEEEHRBHAREF L It is the SBU's plan to expand its customer base beyond existing S
N BEEEEFER - AZHE& Japanese customers. However, the SBU management will take a Q-
MEERER - SBUKEE® B KK very cautious approach in the process such that the Group would 5.
EREENER  BREBEXRE not take up a too wide exposure. Moreover, the management will -
MHNEXEERR BMEKEEMNER also try to manage the growth of business turnover by concentrating 2
BAKMB @A BESBU RF on high quality business. With the Group's expertise in wireless <
MEBLEUELAERBAIA communications is proven, it is expected that the SBU will be more
BRE - involved in wireless handheld products in the years ahead.

A &8 B (PDA) SBU

PDA SBU

EEE-_ZETEFPEARPEDSFED
HE=ZRKPDAER KABKRIXTAER
&T o # XploreZ& %I PDAS £ F & 1% 1t 59
WX R %E R K (Open OS: Elopen
operating system) * AILL B HBEAE R T &
ERAEY RITmHEERML HEERF
RAXEEEREBREIR (ATEREE
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BotRERBHAIHERETSH - &
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ERZRE DA ETFER (NHH
EE CBHAIAR) BRE(WER)RE
A(MREMMERBIEER) o

The Group launched its third generation PDA product
featuring open platform architecture in the Greater China
market around mid-2000. The Xplore series PDA quickly hit
the market by offering the users an open OS (operating
system) that permits development and downloads of
application software. The stylish design and large size LCD
(the largest in the market) together with the unrivalled Chinese
characters handwriting recognition made the Xplore products
stand out distinctively from the rest. As of today, there are a
total of 120 application software made available to users
for downloading and many more are expected to come up
soon. These applications are mainly divided into three
categories, namely productivity (e.g. financial management,
communication utilities, efc.), entertainment (e.g. games) and
information (e.g. flight and hotel information).

[
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SEH— 2z PDAERBH RS T PDA REFBARE -
WEHH GSM PDA REIZ IS @& PDA -

The Group’s next-generation PDAs seamlessly combine
PDA functions and wireless communications — GSM
PDA (right) and Two-way pager PDA (left).
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Discussion & Analysis (continued)

After the first model Xplore 5000, several other new models,
including a pager PDA, have been launched during the past
year. Product features and price points of these products are
not the same but all of them are running on the same open
OS. Hence user data and applications are conveniently
compatible and transferable. The management believes that
the beauty of open OS is not only in data format and software
download but is also in making the development of vertical
applications (e.g. enterprise solutions) much easier and quicker.
According to predictions by industrial analysts, the market
potential of the vertical segment is much bigger than that of
the horizontal segment. The SBU is in the course of building up
a dedicated team of professionals to tap into this lucrative
market segment.

The Group’s GSM PDA is scheduled to be launched in
July 2001 in the Mainland China market. This all-new
PDA with embedded GSM module will be the first one of
this type running on an open OS and be offered at a
very affordable price. The SBU is now working intensively
with several vertical market partners on making use the
GSM PDA as a platform for m-Commerce applications,
such as securities trading, banking, entertainment, booking
and reservation, on-line information enquiries, etc. Other
applications include e-mail, fax, voice phone and short
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Management Discussion & Analysis (continued)

messages (SMS) communications. According to research
institutions, global SMS communication volume has been
growing at a shocking rate, from 15 billion in December
2000 to probably over 40 billion in December 2001. The
Greater China region is expected to be among the fastest
growing areas in the world. In the initial stage, the SBU
will be partnering with Ningbo Bird Company Limited, a
Ningbo-based company listed on the Shanghai Stock
Exchange and the top selling mobile phone distributor for
local brands in Mainland China, to sell the products.

After GSM will be PHS (personal handyphone system)
and two-way pagers PDA. For these two communication
protocols the Group will take more of a supporting role
by letting the business partners, i.e. the network
operators, to take the lead. Further down the road
towards the end of 2001 will be GPRS (generalized
packet radio service), the nicknamed “2.5G" protocol
that features high bandwidth, packet-switch data transfer
and “always on”. The modular design of the Group's
PDAs would allow easy adaptation to new wireless chips
and thus shorten development lead-time. The SBU expects
by financial year 2002/03 the sales volume of
communication-enabled PDA will overtake that of their

non-communicating counterparts.

In May 2001, Intel Capital Corporation, SB China Holdings
Pte Limited (a Softbank subsidiary) and UTStarcom, Inc.
altogether invested a sum of US$10.5 million in the Group’s
PDA operating arm (i.e. the legal entity of the PDA SBU) -
Group Sense PDA Holdings Limited. They subscribed for a
total of 171,818 Series A Preferred Shares which represent
approximately 16% voting rights and are given two board
seats to participate in the management of the PDA company.
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.
This is the first PDA company in the region that has successfully
attracted equity investment by reputable international strategic
investors like Intel and Softbank.
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Mcmc:gement Dlscu53|on & Analysis (continued)

The SBU recorded operating profit of HK$7.4 million in last
financial year. With a bigger sales volume and improved
component cost, the performance of the SBU will be substantially
improved in the current financial year of 2001/02, especially
after the new communication-enabled PDA products are
launched to the market.

PAGER SBU
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As explained in the 2000/01 interim financial report, the entry
barriers of the pagers market quickly disappeared after several
low-cost standard chipset solutions were made available to
smaller manufacturers. The market was suddenly flooded with
homogenous low-end products and cutthroat price wars were
inevitable. The management decided in middle of the financial
year to exit the low-end market, i.e. basic numeric and
alphanumeric messaging pagers, and to concentrate on the
high-end financial information broadcasting pagers. The
financial pagers involve sophisticated software development
work and substantial joint effort with the network operators
and thus require stronger software and RF (radio frequency)
capability.

Over the past nine months, the SBU has been working hard on
clearing inventory and collecting accounts receivable. Many of
the slow-moving inventory items were sold at cost or even
below cost in order to generate cash inflow. At the end of the
financial year 2000/01, the management decided to phase
out the pagers business. The SBU is now actively seeking
potential strategic business partners or buyers to take over
part or all of the business from the Group. In response to this
corporate decision, the management has made a special
provision on inventory and accounts receivable amounted to
HK$95.1 million to write down the book value to net realizable
value. Together with operating loss of HK$91.3 million arising
from sales of inventory below cost, the total loss attributable to

the Pager SBU is HK$186.4 million.

RESTRUCTURING EFFORT
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The Group has carried out a series of restructuring measures
to consolidate the business and to streamline the operation
since the third financial quarter of 2000/01. Principal measures
could be summarized as follows:
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Management Discussion & Ana|y5|s (continued)

Inventory reduction and tighter control on accounts receivable
As at 30th September 2000, inventory and accounts receivable
was at historical high level of HK$399.4 million and
HK$327.1 million respectively. The management has
immediately taken steps to reduce them in an aggressive
manner. A special task force was set up fo review the disposition
of inventory regularly and sales personnel were instructed to
sell those slow-moving and excessive items with their best effort.
On the other hand, a very stringent credit policy was
implemented to control the growth of accounts receivable. At
the same time, the sefting up of SBU and the management's
directive to consolidate sales volume by concentrating on quality
instead of quantity also helped improving the situation. At as
31st March 2001, inventory and accounts receivable have
been both reduced to more reasonable level of HK$289.7
million and HK$185.6 million respectively.

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

In order to streamline the sales function, the USA office and
several Mainland China branch offices were closed down during
the second half of the financial year. The usual responsibilities
have been arranged to be either taken over by third party
organizations or transferred back to the headquarters. All
closure cost, which is immaterial in the context of the financial
statements, has been fully provided for in the accounts.

A company-wide rationalization program

All new headcount requests were frozen and prevailing
payroll was carefully reviewed to ensure maximum staff
efficiency could be achieved. Some vacancies have not been
replaced and the jobs were re-arranged among existing staff.
At the end of the financial year, the total number of staff on
the Group’s payroll, excluding associated companies, was
5,447, a 23% cut as compared to the peak level in the
financial year. Coupled with directors and senior
management voluntarily cut their salary packages by 10%
to 20% and waived their annual management bonus, total
staff cost has been successfully saved by 25%.

Disposal of certain non-critical assets
Following the decrease in staff headcount and consolidation of

business, certain office premises became surplus to operational
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Mcmc:gement Dlscu55|on & Analysis (continued)

requirement and were disposed of in March 2001. The
transaction was completed in May 2001 but the loss on
disposal of HK$17.8 million was fully accounted for in
financial year 2000/01 and the proceed to be collected
amounted to HK$35.5 million was shown as Other
Receivables in the Balance Sheet. Besides leasehold
properties, the Group had also disposed of the pleasure
vessel during the year.

Deferment of certain capital expenditure

In order to preserve the Group's cash position, the management
has pushed back the capital expenditure related to a new
manufacturing plant that was scheduled to be operational by
the end of the financial year. The existing plant was re-arranged
instead to fulfill production requirement as a temporary measures
until the business volume increases again in future. On the
other hand, the directors will take a very cautious approach in
new investment initiatives.

Monthly overhead reduced significantly

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

INVESTMENT ACTIVITIES
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During the year, the Company had made several investments
in companies that were expected to supplement the Group’s
eBusiness initiatives. Below are brief description of three
principal investments:

From medical portal to health care magazine

In April 2000, the Company issued 20 million new shares to
Ideamall.com Limited at HK$1.30 per share to pay for the
20% interest in Net Plus Company Limited (“Net Plus”), a
company that owns and runs a Chinese medical and health
care portal called Cyber-Medic. In May 2000, the Group paid
HK$5.5 million cash to Net Plus to subscribe for 916 new
shares by exercising certain share options. Subsequent to the
Group's investment, Net Plus had invited another Hong Kong
listed company as shareholder to strengthen its shareholder

base. As at 31st March 2001, the Group is holding
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Management Discussion & Ano|y5|s (continued)

approximately 19.7% of the voting rights and two directors
are representing the Group in the board of Net Plus with one
of them being elected as the chairman of the board.

During the year, Net Plus has successfully expanded its operating
activities to include publishing of a health care magazine and
organizing health care seminars. The magazine, titled Health Plus,
is published monthly since December 2000 and is now one of the
major Chinese health care magazines in Hong Kong.

Language learning handheld devices

The Group invested in June 2000 HK$3.9 million in Lango IT
(Holdings) Limited (“LangolT”), a company formed with several
joint venture partners to deliver on-line interactive language
learning material to groups or individuals in Mainland China.
The role of the Group in the joint venture is to develop and
produce electronic handheld devices that are mainly for
language learning through downloading of material from the
internet. Together with an investment made by the Group in
one of LangolT’s subsidiaries amounted to HK$2.3 million in
1999, the total investment exposure of the Group is HK$6.2
million (equivalent to US$0.8 million). The first model of learning
device was successfully finished in May 2001 and is now
being tested by several potential customers for user acceptance.
The management considers this product a sensible extension of
the Group's electronic dictionary products and will watch its
development with great interest.

Virtual marketplace for electronic products

The Group entered into agreements in May 2000 with
SUNeVision Holdings Limited and several other companies,
including Gold Peak Industries (Holding) Limited, to form
AsianE2E.com - the Asia’s first electronics exchange on the
internet. The Group subscribed for HK$5.0 million, which
represents approximately 5% of shareholding, and has
nominated a director to represent the Group in the board.
The HK$5.0 million capital injection is to be done in two
stages - the first HK$2.5 million has been called and paid
and the remainder HK$2.5 million is not yet called. It is the
management’s intention to make use of this virtual
marketplace to enhance the Group’s procurement capability
by accessing to bigger supplier database and quicker
information flow.
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As at 31st March 2001, the Group has on its payroll
265 (2000: 318) employees in Hong Kong, 5,101
(2000: 6,244) in Mainland China and 81 (2000: 48) in
Singapore representing decreases of about 16.7% and
18.3% and an increase of 68.8% respectively when
compared with prior year. In addition to salary payment
and normal fringe benefits such as annual leave, medical
insurance and provident fund, the Group also has a
Share Option Scheme for executive directors and senior
staff.

In order to upgrade the quality of our work force, the Group
continued to invest in staff training and development. During
the financial year, the Training Development had organized
training programs for over 100 supervisory staff in Hong Kong
and Mainland China, so as to enhance their people
management skill. For engineering staff, a comprehensive
“Engineer Orientation Program” that is designed to help
engineers to familiarize with the product development and
manufacturing process is offered to all new recruits. All workers
are systematically trained and assessed to improve job
knowledge and productivity.

PROPERTIES
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On 28th March 2001, the Group disposed of one of its
leasehold properties to an independent third party at a
consolidation of HK$35.5 million. The loss of HK$17.8 million
arising from the disposal was charged to the profit and loss
account for the year ended 31st March 2001. The property
was acquired by the Group in May 1993 as office premises
which the management considered surplus to the current
operation.

Apart from the disposal above, there was no significant
acquisition and disposal of leasehold properties during the
financial year. No revaluation was carrying out for the Group's
leasehold properties in Hong Kong at 31st March 2001.

LIQUIDITY AND FINANCIAL RESOURCES
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Bank balances and cash amounted to HK$125.3 million at
end of the financial year, which is HK$76.7 million less
than that of prior year. Subsequent to year end, the Group's
bank balances were significantly increased in May 2001 by
HK$35.5 million from the proceed of the disposal of
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leasehold properties and HK$81.9 million (equivalent to
US$10.5 million) from the investment monies paid by the
strategic investors to the PDA subsidiary.

Total bank borrowings (i.e. long-term plus shortterm bank
borrowings) increased from HK$207.6 million as at 31st
March 2000 to HK$267.4 million as at 30th September
2000, the date of interim financial report. As a result of
business consolidation and continuous improvement in
inventory and accounts receivable in the second half of the
financial year, cash flow became healthier and bank
borrowings decreased to HK$221.0 million as at 31st March
2001.

The maturity profile of bank borrowings is contained in note
25 to the financial statements. All of the bank borrowings are
on floating rate basis.

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

CHARGES ON ASSETS
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Certain leasehold properties are pledged as security for general
banking facilities granted to the Group. As at 31st March
2001, the carrying value of the assets pledged is HK$117.2
million, which is HK$51.6 million less than that of prior year
because of the disposal of certain leasehold properties in March
2001.

CONTINGENT LIABILITIES
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As at 31st March 2001, trade bills discounted to banks with
recourse amounted to HK$22.2 million, which is HK$7.4 million

higher than that of prior year due to increase of export business
in March 2001.

FOREIGN CURRENCIES AND TREASURY POLICY
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Most of the Group's business transactions, assets and liabilities
are denominated in either Hong Kong Dollars, United States
Dollars or China Renmenbi. A small portion of the Group's
purchases of raw material is denominated in Japanese Yens. It
is the Group's treasury policy to manage its foreign currency
exposure whenever its financial impact is material to the Group.
The Group does not engage in inferest rate or foreign currency
speculative activities.
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