Report of the Directors = EEEHEE

The directors submit their report together with the audited
accounts of the Company for the year ended 31st March 2002.

Change of English company name

The Company has changed its English name to Legend Group
Limited (formerly, Legend Holdings Limited) pursuant to a special
resolution of Extraordinary General Meeting held on 25th March
2002, with effect from 28th March 2002. The Chinese name of
the Company remains unchanged.

Principal business 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 handheld device, the provision
of IT services and Internet services, and contract manufacturing
business.

An analysis of the Group’s turnover, revenue and segment
information for the year by principal business and geographical
location is set out in Note 3 to the accounts.

Results and appropriations
The results for the year are set out in the consolidated profit and
loss account on page 64.

The state of affairs of the Group and the Company as at 31st
March 2002 are set out in the balance sheets on pages 65 and
66.

The consolidated cash flows of the Group for the year are set
out in the statement on pages 67 and 68.
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Results and appropriations continued
The directors have declared and recommended the following
dividends in respect of the year ended 31st March 2002:

HEERDIK =
EFERERERERATBE ST _F=A="1—
HIFFEZRE

2002 2001
HK$'000

HK$’000

Interim paid of 1.5 HK cents

ST B 58

BETT BT T

(2001: 1.1 HK cents) per share (ZZFZ—F 11581 112,846 82,942
Special interim dividend R HARE B - 808,538
Proposed final of 3.6 HK cents EERH - AR3.6510

(2001: 2.4 HK cents) per share (ZZZ—F : 2.48) 271,051 181,732

383,897 1,073,212
Reserves e

Movements in the reserves of the Group and the Company during
the year are set out in Note 27 to the accounts.

Donations
Charitable and other donations made by the Group during the
year amounted to HK$298,019 (2001: HK$1,392,000).

Tangible fixed assets

Details of the movements in tangible fixed assets of the Group
and the Company during the year are set out in Note 13 to the
accounts.

Share capital
Details of the movements in share capital of the Company during
the year are set out in Note 26 to the accounts.

Distributable reserves

At 31st March 2002, the distributable reserve of the Company
available for distribution of proposed final dividend amounted
to HK$863,305,000 (2001: HK$1,368,118,000, as restated).
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Five-year financial summary
A summary of the results and of the assets and liabilities of the
Group for the last five financial years is set out on page 128.

Purchase, sale or redemption of the Company’s listed
securities

During the year, the Company purchased 72,226,000 shares of
HK$0.025 each in the capital of the Company at prices ranging
from HK$2.575 to HK$4.225 per share on The Stock Exchange
of Hong Kong Limited (the “Stock Exchange of Hong Kong”).
Such purchases involved a total cash outlay of approximately
HK$263,761,000 and were for the purpose of enhancing the
Company’s return on equity.

Number of
shares
repurchased

Month/Year A e

%/ A4

August 2001 —EE—FN\A 30,882,000
September 2001 —ZEZT—FNA 19,422,000
December 2001 —ZETE—F+—-H 20,220,000
January 2002 T -F—A 1,702,000

72,226,000

Highest price
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FEiREARAR ZBARBR

Aggregate
consideration
Lowest price paid (including

per share per share expenses)
Xtz Xtz AR EEEE
BRESE BREEE (BIEER)
HK$'000

BT T

4.225 3.400 122,686
3.375 2.575 57,123
3.975 3.525 77,083
4.050 3.975 6,869
263,761

The repurchased shares were subsequently cancelled and
accordingly, the issued share capital of the Company was reduced
by the nominal value thereof. The premium payable on repurchase
was charged against the retained earnings of the Company.

Save as disclosed above, neither the Company nor any of its
subsidiaries purchased, sold or redeemed any of the Company’s
listed securities during the year.
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Share options

The existing share options were granted to employees, including
directors, of the Group under the Employee Share Option Scheme
adopted and approved by shareholders on 18th January 1994.
This scheme has been terminated on 26th April 2002. Despite
the fact that no further options may be granted thereunder, all
other provisions of this scheme will remain in force to govern
the exercise of all the options previously granted.

On 25th March 2002, an ordinary resolution approving the
adoption of new Share Option Scheme (“2002 Scheme”) was
passed by shareholders at an extraordinary general meeting.
Details of 2002 Scheme are as follows:

(1) Purpose
The 2002 Scheme serves as a way of providing incentives to
and attracting qualified participants for better performance
of the Group by allowing them to share increases in the
value of the Company.

(2) Qualified participants
(i) (a) anyemployee or officer, executive or non-executive
director (or persons proposed to be appointed as
such) of the Group;

(b) any consultant, professional or other adviser to the
Group;

(c) any director, executive and senior officer of any
associated company of the Company; and

(d) the trustee of any trust pre-approved by the
directors the beneficiary (or in case of discretionary
trust, the discretionary objects) of which include
any of the above-mentioned persons; and

(i) (a) any customer, supplier, agent, partner, distributor,
professional or other advisers of, or consultants or
contractors to, the Group; and

(b) the trustee of any trust pre-approved by the
directors the beneficiary (or in case of discretionary
trust, the discretionary objects) of which include
any of the above-mentioned persons.
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Share options continued

(3

(4)

(5

(6)

7)

(8

Maximum number of shares

The maximum number of shares available for issue under
options which may be granted thereunder is 750,803,810,
representing 10% of the issued share capital of the Company
as at the date of adoption of the 2002 Scheme.

Maximum entitlement of each qualified participant
The maximum number of shares issued and to be issued
upon exercise of options granted to each qualified participant
(including both exercised and outstanding options) in any
12-month period up to the date of grant shall not exceed
1% of the shares then in issue.

Timing for exercise of options

In respect of any particular option, the board of directors
may in its absolute discretion determine the period within
which an option may be exercised provided that such period
must expire no later than 10 years from the date upon which
the option is deemed to be accepted by the grantee. Option
will then lapse to the extent not exercised during the option
period.

Acceptance of offers

An option shall be deemed to have been granted and
accepted when the duplicate offer letter comprising
acceptance of the option duly signed by the grantee shall
have been received by the Company on or before the last
day for acceptance as set out in the offer letter.

Basis for determination of exercise price

The exercise price must be no less than the highest of: (i)
the closing price of the shares on the date of grant; (ii) the
average of the closing prices of the shares for the 5 trading
days immediately preceding the date of grant; or (iii) the
nominal value of the shares.

Life of the scheme

The scheme shall be valid and effective for a period of 10
years from 26th April 2002, the date on which it is deemed
to take effect in accordance with its terms.
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Share options continued BRE =

(9) Outstanding options (9) KRITEBBIE
Details of outstanding options over new shares of the RIRE B BT ST - BRERERB R
Company at the beginning and at the end of the year which REF R ER AR R 2 BIREFE D
have been granted under the Employee Share Option T~

Scheme are as follows:

Options Options Options

granted exercised lapsed Optons  Exercise
Options held during during during held at price Date of Exercise
at 1.4.2001 the year the year the year 31.3.2002 HKS grant period
R-22-F R-2E2F
BA-B  REARY  RERTE  RERER ZA=t-H 18

Grantee ARA KENRRE ERE IERE ZERE  KENBRE it RHAA iR
Directors g2

Mr Liu Chuanzhi Mekrs - 3,000,000 750,000 - 2,250,000 2876 3182001 31.8.2001-

3082011

MrYang Yuanging  #TEXE - 6,000,000 - - 6,000,000 4012 1642001 16.4.2001-

1542011

- 3,000,000 750,000 - 2,250,000 2876 3182001 31.8.2001-

30.8.2011

MsMaXuezheng — HEExL - 2,920,000 - - 2,920,000 4012 1642001 16.4.2001-

15.4.2011

- 1,600,000 - - 1,600,000 2876 31.8.2001 31.8.2001-

30.8.2011

Continuous BERHES 32,000,000 - 32,000,000 - - 0459 30101997 30.10.1997-

contract 29.10.2007

employees 34,352,000 - 25,712,000 928,000 7,712,000 4038 2812000 28.1.2000-

21.1.2010

130,084,000 - 506,000 2,416,000 127,162,000 4312 15.12001  15.1.2001-

14.1.201

- 26,630,000 - - 26,630,000 4072 16.4.2001 164.2001-

1542011

- 1,006,000 174,000 - 832,000 2.904 2982001 29.8.2001-

2882011

- 123,644,000 6,410,000 1,598,000 115,636,000 2876 3182001 31.8.2001-

30.8.2011
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Share options continued
(9) Outstanding options continued
No share options have been granted under the 2002 Scheme
since its adoption.
Notes:
1. In respect of share options granted during the year, the closing prices of the

shares immediately before the dates on which the options were granted are
as follows:

Date of grant R A

BRRE 2

(9) RITEBBIRE =
BT - FRrEIERNE - BERLR T
&t
Fifst -

1. BERFRREZERE  ROEEERRS A2 FIA
TELAT -

Closing price of share immediately
before the date of grant
SRR AT ZROWTE

16.4.2001 —TZE—FMA+RAH
29.8.2001 —ZTZ—FN\A=Z+A1B
31.8.2001 —ET-FNA=+—H

5.45
3.60
3.70

2. Weighted average closing price of shares immediately before the date on
which the options were exercised by Mr Liu Chuanzhi is HK$3.22.

3. Weighted average closing price of shares immediately before the date on
which the options were exercised by Mr Yang Yuanqing is HK$3.75.

4. Weighted average closing price of shares immediately before the dates on
which the options were exercised by continuous contract employees is
HK$5.14.

5. No share options were cancelled during the year.

(10) Valuation of share options

The options granted are not recognised in the accounts until
they are exercised. The directors consider that it is not
appropriate to value the share options on the ground that
certain crucial factors for such valuation are variables which
cannot be reasonably determined at this stage. Any valuation
of the share options based on speculative assumptions in
respect of such variables would not be meaningful and the
results thereof may be misleading to the shareholders. Thus,
it is more appropriate to disclose only the market price and
exercise price.

Subsidiaries, jointly controlled entities and associated
companies

Particulars of the Company’s principal subsidiaries, jointly
controlled entities and associated companies as at 31st March
2002 are set out in Notes 15, 16 and 17 to the accounts
respectively.

Bank loans
Particulars of bank loans of the Group as at 31st March 2002
are set out in Note 24 to the accounts.
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Directors
The existing directors of the Company are:

Executive directors
Mr Liu Chuanzhi

Mr Yang Yuanging
Ms Ma Xuezheng

Non-executive director
Mr Zeng Maochao

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

Mr Li Qin and Mr Guo Wei resigned from office of executive
directors of the Company on 30th May 2001.

Mr Zeng Maochao was redesignated as a non-executive director
on 30th May 2001.

In accordance with Articles 92 and 101 of the Company’s Articles
of Association, Mr Liu Chuanzhi and Ms Ma Xuezheng retire
and, being eligible, offer themselves for re-election at the
forthcoming annual general meeting.

Biographical details of directors and senior management
Executive directors

Mr Liu Chuanzhi, aged 58, is the Chairman of the Group. He
has been responsible for the strategic planning and management
of the Group since its establishment and has over 32 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
BusinessWeek magazine as one of the Stars of Asia for 2000. In
2001, he was selected by Time magazine as one of the Twenty-
five Most Influential Global Executives.
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Biographical details of directors and senior management
continued

Executive directors continued

Mr Yang Yuanqing, aged 37, 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 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. He
was selected by BusinessWeek magazine as one of the Stars of
Asia in the years of 1999 and 2001. Mr Yang is a non-executive
director of Beijing Ufsoft Co., Ltd, which is engaged in software
development and manufacturing.

Ms Ma Xuezheng, aged 49, is the Senior Vice President and
Chief Financial Officer of the Group. She is responsible for
strategic investment, finance and overseas business 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 25 years of experience in
financial and executive management.

Non-executive director

Mr Zeng Maochao, aged 69, is a non-executive director 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 45 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 spun-off from the Group for separate
listing on 1st June 2001.

Independent non-executive directors

Mr Wong Wai Ming, aged 44, is the Chief Executive Officer of
Global China Technology Group Limited and also the Deputy
Chairman of Sing Tao Holdings Limited. He is a chartered
accountant and has extensive knowledge and experience in
investment banking.
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Biographical details of directors and senior management
continued

Independent non-executive directors continued

Prof Woo Chia-Wei, aged 64, is the Senior Advisor to The Shui
On Group. He is 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 33, is the Senior Vice President of the Group.
He is responsible for the consumer IT business and computer
sales. Mr Liu graduated in 1993 from the Department of
Automation, Tsinghua University with a Bachelor of Engineering
degree, and thereafter joined the Group. Mr Liu has attained
outstanding achievement in computer sales and has extensive
experience in computer business.

Mr Yu Bing, aged 36, is the Senior Vice President of the Group.
He is responsible for the 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 engaged in marketing and
sales for 5 years from 1996. He has extensive experience in sales
and marketing.

Mr Qiao Song, aged 34, is the Senior Vice President of the
Group. He is responsible for the corporate IT business as well as
major account and strategic alliance. Mr Qiao graduated in 1991
with a Bachelor of Engineering degree from the Department of
Computer Science and Technology, Tsinghua University. He joined
the Group in 1991 and has extensive experience in sales and
marketing, supply chain and procurement logistic management.

Ms Wang Xiaoyan, aged 40, is the Senior Vice President of the
Group. She is responsible for information technology
development as well as finance, commerce, administration and
logistics functions. Ms Wang graduated in 1988 with a Master
degree in Engineering from Beijing Institute of Technology. She
joined the Group in 1994 and has extensive experience in finance
and administration.
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Biographical details of directors and senior management
continued

Senior management continued

Mr He Zhiqgiang, aged 39, researcher, is the Senior Vice President
of the Group and the Managing Director of Legend Corporate
Research and Development. He is responsible for corporate
research and development, software design centre, industrial
design centre, PCBA design centre and product-chain
management. He graduated with a Master degree in Computer
Science from the Institute of Computing Technology of the
Chinese Academy of Sciences and has 16 years of experience in
the research and development of computer products. He joined
the Group in 1986.

Mr Liu Xiaolin, aged 39, is the Vice President of the Group. He
is responsible for the Internet service business. Mr Liu obtained
a Master degree from the Department of Computer Science and
Technology, Tsinghua University in 1992. He joined the Group in
1992 and has extensive experience in business development and
management.

Mr Liu Zhijun, aged 37, is the Vice President of the Group. He
is responsible for the handheld device and mobile handset
businesses. He graduated in 1989 with a Master degree in
Engineering Mechanics from Dalian University of Technology. He
engaged in computer marketing when joined the Group in 1989.
Since Mr Liu took charge of handheld device business in 2000,
he obtained extensive experience in researching, producing and
marketing concerned this field.

Mr Du Jianhua, aged 38, is the Vice President of the Group. He
is responsible for the overall management of China regional
headquarters and overseas branches. Mr Du obtained a Master
degree from Beijing Institute of Technology in 1988. He joined
the Group in 1989 and has extensive experience in regional
planning and management.

Ms Wang Xiaochun, aged 49, is the Vice President of the Group.
She is responsible for customer service and information. She
obtained her Master degree in Science at the Graduate School
of Chinese Academy of Sciences in 1981. She has over 16 years
of experience in management and administration. She joined
the Group in 1990.
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Biographical details of directors and senior management
continued

Senior management continued

Mr Lu Yan, aged 37, is the Vice President of the Group and is
responsible for handheld device business. Mr Lu graduated in
1989 with a Master degree in Engineering from Beijing Institute
of Technology and has ten years of experience in project R&D
and management. He joined the Group in 1992.

Mr Chen Shaopeng, aged 33, is the Vice President of the Group
and is responsible for the commercial desktop PC business. He
graduated from Beijing Institute of Light Industry with a Bachelor
degree in Computer Science and has ten years of experience in
PC business and management. He joined the Group in 1993.

Mr Cheung Wing Chung, Anders, aged 38, is the Vice
President of the Group and is responsible for strategic investment
projects management. He joined the Group in 1988 and holds a
MBA degree from Kellogg (Northwestern University) — Hong Kong
University of Science and Technology. He has over 13 years of
experience in computer marketing.

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.

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.
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Directors’ interests in securities EECESER

As at 31st March 2002, according to the register maintained REZZZZF=A=1+—8 ' REEHFEERD) K
under section 29 of the Securities (Disclosure of Interests) Bl (BTSRRI B2 RFE 2 BifMcss &
Ordinance (the “SDI Ordinance”), the interests of each director ERARRNE RERBEE 2 RS

in shares of the Company or any associated corporations were

as follows:

Number of shares in the Company

RAEATRZRHBEAE

Personal Family Total

interest interest interest

Name of director B A Rk BkEs
Mr Liu Chuanzhi WEERLE 10,010,000 256,000 10,266,000
Mr Zeng Maochao WAL 4,080,000 - 4,080,000
Mr Yang Yuanging BITERE 6,200,000 - 6,200,000
Ms Ma Xuezheng B[EEZ LT 16,714,000 2,360,000 19,074,000

Number of shares in Digital China Holdings Limited
(an associated corporation of the Company)

REMNBRZRERA T ZRHEE

(€: NN o 257N 1))

Personal Family Total

interest interest interest

Name of director BARER Rk R
Mr Liu Chuanzhi WERLEE 896,000 25,600 921,600
Mr Zeng Maochao DI 408,000 - 408,000
Mr Yang Yuanging BB A 520,000 - 520,000
Ms Ma Xuezheng BEELTt 1,646,400 - 1,646,400

Directors’ rights to acquire shares EEBERG ZEF

Certain directors have been granted options to subscribe for RIBERNRRIZ EEBEREAD - ETESFOEETE
shares in the Company pursuant to the Company's Employee [RFELARIE AR A R Z iR (D GHERIIR A REE 28l
Share Option Scheme, details of which are set out in the previous EB15) °

part of this report.
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Directors’ rights to acquire shares continved

Apart from the share options as referred to above, call options
have been granted on 5th June 2000 by B 81 AR A A
("LHL™), the controlling shareholder of the Company, to certain
persons including the following directors pursuant to which they
are respectively entitled (subject to certain conditions) to acquire,
and to require LHL to sell, shares of the Company, at a price of
HK$0.5325 per share during a period ending 1st August 2007.

Name of director

Mr Liu Chuanzhi MERLE
Mr Zeng Maochao "KL
Mr Yang Yuanging BB E
Ms Ma Xuezheng BEEZ+

EEREROERN &

b bl 2 EEEREN R_ZTTF AR
B AARZ R EIER AR AR AET AL
(BETIES KEREDE  BERESa6#E
(R FETIERME) B & E KRR AR A RN
HE T4 N\ A —H I BRIEERE0.5325
T2 BEEERQRIRNG -

Number of shares in the Company

AARZBRGHE

Personal Family Total
interest interest interest
B A RikfEs mEER
6,000,000 720,000 6,720,000
4,000,000 600,000 4,600,000
4,000,000 - 4,000,000
4,000,000 - 4,000,000

Save as disclosed above and other than certain nominee shares
in the subsidiaries held in trust for the Group by certain directors,
as at 31st March 2002, none of the directors or their associates
had any interests in any shares of the Company or any of its
associated corporations as recorded by the register of the
Company pursuant to the SDI Ordinance.

Substantial interests in the share capital of the Company
According to the register maintained by the Company pursuant
to section 16(1) of the SDI Ordinance as at 31st March 2002,
the following corporations had an interest of 10% or more of
the issued share capital of the Company:

B EX PR E ME T ER AT ARKRAEE R
BETHBARZRIEARMSIN - BEERIEE 2B
BATRZTT_F=A=1+—BHEREARFH
HAEAIREE B (FCEM AR BIRIB R R & 5D R
5z &) Z E R -

RAERTRAE 2 E AR
RIEARFRR - ET —F= A=+ AREEERGE
PIFE16(MMIERTF 2 BREMLE - TIEEREARR
AR BITIRAF10% 3 A F o s

Percentage of
issued share capital

Number of shares HEBTRA
g 4= BREEBGL
LHL AR B R A A 4,293,475,144 57% 1
Employees’ Shareholding SRR B R A A
Society of LHL BIFRE 4,293,475,144 57%
Right Lane Limited FMRER AR 1,419,518,420 19%
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Substantial interests in the share capital of

the Company continued
Notes:

1. Direct transliteration of its Chinese company name in English is Legend Holdings
Limited.

2. Employees’ Shareholding Society of LHL is an equity holder of LHL which in turn
wholly owns Right Lane Limited and is therefore taken to be interested in the
shares held by those two companies respectively.

3. Right Lane Limited is a wholly owned subsidiary of LHL. Therefore, number of
shares in which Right Lane Limited is shown as being interested is part of the
shares in which LHL is shown to be interested.

Management contracts

No contracts concerning the management and administration
of the whole or any substantial part of the business of the
Company were entered into or existed during 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 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 is 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 1st
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.

RAERBRAZEKER &

ikt -

1. DA XS B R X B #2Legend Holdings Limited ©

2. BEPERERA AR TR ST B BSIER AR 2 FIE ) e -
BRERERERR A2 EHBREBER AR - EMBEERER AR
B TRREWEBDFIFEZMER R AFFAZ R s o

3. BHBERARRBEERERAAZEHEZWEAE] - Fit -
BHERAFFFFZIRG » BRUA L RBEERBR R FARFEZR
B2EP—E -

BEEEK
FRWET T RFEEEARRBBEBIEB 2T
AIERED 2 EBRITHAL] °

BIRGTEIRHE
R—hNN\ENA—BE-_Z2TTF+—A=+HH
M AEBRESER 2 EBEBRME—IERER
FRRETENENIRTE 2 EREEFCRIRET 8 - RIBRZET
EIZ38F - B2 HE B2 R EHAS NG AKSE
FEIRESFE 25%IERMK - MiEE 2 AEFRAZESR]
DEGTEE B B ERBFHRRZEZREZN
5% * 7.5% & 10% 15 &t &l BERB Y X
AFERZ AESFE Wi BBSIITHRES
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FREBTAER o
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Retirement scheme arrangements continved

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 10% respectively after
completion of five and ten years of service.

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

The following transactions constitute connected transactions of
the Company and require disclosure in the annual report pursuant
to Chapter 14 of the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong (the “Listing Rules”).

1. Pursuant to a tenancy agreement dated 12th May 1999, a
subsidiary of the Company leased from Right Lane Limited,
a substantial shareholder of the Company, five premises at
Taikoo Shing, Hong Kong as staff quarters for a term of 2
years commencing from 1st June 1999 at a monthly rental
of HK$110,000.

2. Pursuant to a tenancy agreement dated 31st May 2001,
the Company has leased from Right Lane Limited, a
substantial shareholder of the Company, three premises at
Taikoo Shing, Hong Kong as staff quarters for a term of 2
years from 1st June 2001 at a monthly rental of HK$80,000.
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Connected transactions continued

3.

Pursuant to a tenancy agreement dated 16th January 2002,
a subsidiary of the Company has leased from Shenzhen
Legend Science Park Company Limited, a subsidiary of the
controlling shareholder, certain office premises and car
parking spaces situated at Legend Research and
Development Building, Hi-Tech Industrial Park, Shennan
District, Shenzhen, China. The tenancy is for a term of 46
months expiring on 15th November 2005 at a monthly rental
of RMB1,309,300, exclusive of management fees and other
outgoings.

Upon the setting up of a joint venture FM365.com Limited
with AOL China Holdings LLC, Beijing Legend FM Science
and Technology Company Limited (“Legend FM"), a
subsidiary of the Company’s controlling shareholder (578
AR B BR A F]), has agreed to provide certain interactive
services to the Group:

a) Pursuant to a marketing agreement dated 20th
November 2001, Legend FM has agreed to provide
certain users of Legend PCs with access to its online
account for distribution of interactive services provided
by Legend FM in return of account access fees
determined under the account access contract (see
below). It is expected that this agreement will continue
for a period of five years commencing from 20th
November 2001.

b) Pursuant to an account access contract dated 20th
November 2001, Legend FM has agreed to provide
account access to users of Legend PCs which have been
bundled with software licensed for use of the interactive
services provided by Legend FM. The account access
fee paid by Legend (Beijing) Limited to Legend FM for
the year ended 31st March 2002 was HK$50,330,000.

Besides, FM365.com Limited's subsidiary sold to Legend FM
certain assets such as servers, computer equipment and
software (which was acquired from the Group) at a transfer
price of RMB7.4 million pursuant to a transfer of business
contract dated 20th November 2001.

3.
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Connected transactions continued

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 the transactions 4a and 4b above. These transactions
have been reviewed by independent non-executive directors
of the Company who have confirmed that these transactions
were:

i) conducted in the ordinary and usual course of the
Group's business;

ii) on normal commercial terms and on terms that are fair
and reasonable so far as the shareholders of the
Company are concerned;

iii) entered into in accordance with the terms of the
agreement governing these transactions; and

iv) not exceed 3% of the audited consolidated net tangible
assets of the Group in the financial year.

Subsequent to the spin off of Digital China Holdings Limited
and its subsidiaries (“DCHL Group”) from the Group for
separate listing in June 2001, DCHL became an associate
(as defined in the Listing Rules) of the Company’s controlling
shareholder. DCHL is deemed as a connected person in
relation to the Company for the purpose of the Listing Rules.

a) Pursuant to a management agreement dated 8th May
2001 between the Company’s subsidiary and DCHL,
the Group has agreed to share with DCHL Group certain
office space situated at 20/F., Devon House, Taikoo Place,
979 King’s Road, Quarry Bay, Hong Kong for the period
from 16th May 2001 to 30th November 2002 in return
of a monthly management fee of HK$186,270 exclusive
of rates, management fees and other related expenses.
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Connected transactions continued

b)

Pursuant to a tenancy agreement dated 27th March
2000 between a subsidiary of the Company and a
subsidiary of DCHL, the Group has sub-leased to DCHL
Group certain office space situated at Lian Xiang
Building, Southeastern Corner of 1 Tai Yi Road, Belin
District, Xian, China at a monthly rental of RMB72,400.
The tenancy is for a term of 5 years commencing from
1st October 1999.

The Group purchased information technology products
from DCHL Group. For the year ended 31st March 2002,
such purchases amounted to HK$13,519,000.

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 the transaction 5c above. These transactions have been
reviewed by independent non-executive directors of the
Company who have confirmed that these transactions were:

i)

iii)

conducted in the ordinary and usual course of the
Group's business;

on normal commercial terms or on terms that are fair
and reasonable so far as the shareholders of the
Company are concerned;

entered into in accordance with the terms of the
agreements governing such transactions, or (where
there are no such agreements) on terms no less
favourable than those available to or from independent
third parties; and

not exceed the higher of: (1) 1% of the audited
consolidated turnover of the Group; and (2) HK$46.3
million, in the financial year.

6. Prior to the spin-off of DCHL Group, purchases from D-Link
Corporation and its subsidiaries (“D-Link Group”) were
deemed as connected transactions for the purpose of the
Listing Rules. The Group purchased computer networking
products amounted to HK$61,859,000 from D-Link Group
for the year ended 31st March 2002.
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Connected transactions continued
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 the aforesaid transactions. These transactions have been
reviewed by independent non-executive directors of the
Company who have confirmed that these transactions were:

i) conducted in the ordinary and usual course of the
Group's business;

ii) on normal commercial terms and on terms that are fair
and reasonable so far as the shareholders of the
Company are concerned;

iii) entered into in accordance with the terms of the
agreement governing such transactions, or (where there
are no such agreements) on terms no less favourable
than those available to or from independent third
parties; and

iv) not exceed 2% of the audited consolidated turnover
of the Group in the financial year.

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.

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 regards to the “Guide for Formation of an Audit
Committee” issued by the Hong Kong Society of Accountants
in December 1997.

Apart from the fact that 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.
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Auditors
The accounts have been audited by PricewaterhouseCoopers who
retire and, being eligible, offer themselves for re-appointment.

On behalf of the Board

Z,ia Cﬁ«m Z//u

Liu Chuanzhi

Chairman

Hong Kong, 23rd May 2002
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