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Performance Review

The SBU recorded sales turnover for the financial year
HK$146.6 million, which is approximately 55.7% of that in
previous year. The drastic drop in turnover inevitably led to a
loss from operation because of high fixed cost of research &
development. The resultant operating loss is HK$25.5 million.

Mainland China was the major market for the SBU’s Chinese-
based PDA products during the year. Hong Kong and Taiwan
were relatively small because of the domination of foreign
brands in the market. The mainland market entered into a
vigorous consolidation phase after it had achieved tremendous
growth in year 1999 and early 2000. Because of novelty
effect and relatively low entry barrier, starting from the middle
of year 2000 the market was swamped with more than two
dozens of small players that suddenly came out to offer “me
too” low-end products that could be more precisely described
as organizers instead of PDAs. The market became over-
crowded and customers were confused.

The consolidation process began in the last quarter of year
2000 and lasted for almost one year. Triggered by a 40%
price cut by the company that had more than 50% market
share, the average retail price in the market slumped by 30%
to 40%. The direct consequence was over half of the smaller
players were killed and new entrants were deterred. The bigger
players, including the Group, were also hurt by severe erosion
in gross margins. Entering year 2001, the novelty effect faded
away gradually and this directly led to a substantial setback in
the premium (gift) market that used to be the biggest driver
in previous years. The serious user market, on the other hand,
has not picked up as quickly as expected to fill the vacuum.
The result was obviously painful. The players in the market,
no matter big or small, were suffering at two ends - sluggish
sales and slim profit margins. The lack of marketing fund in
turn initiated a vicious cycle of market contraction.

Despite the overall market shrunk considerably the Group's
share had increased during the year because of outstanding
product design and open OS (operating system) architecture.
The Group's products, the V-series for example, are generally
regarded as commanding higher value-for-money than

MR kD Ma



L LR
ANNUAL REPORT 2002

g I

mEE 5

M e

Management Discussion & ANAlYSIS (continved

MEEm RETREFAURESHER
5 ﬁ@vw*”%ﬁﬁﬁ@iliky\gﬁ
a - /\Aiﬂz%&IéﬁE‘M\\*” fic & 8MB&

B ETERNEVRELEABRATE
THEHRABAROLEFRZE

B PDATM B ERHNARS  FERN =
=TT — i?ﬁl{qﬂlmmiﬂ&méﬁw
N NGSMPDA EAGE L T~EE o 7
LETHRE HAETEBARERE
ZEETE mBENEF—BHHEALSE
B o B R (SMS)AK 2 — 18 #f 5 14
MEKETLTAETEHE  BEUXT
BARAMARREEREE R - IR
TAOEFAPDANFTERE  RAOEH
F—BEMRKN PDAERBEHEEMN L
WEDHARESLEE -

gAMYL - RSBUEHBEEMS © A
ﬁEﬁ~?§' TREXERBRHEPRRBER

CRRTEEBANELERES G R
/ﬁﬂﬂﬁﬁ/\%%ﬂ It oh - A SBU
NETKARABREFAaNRAE <8
RENEBRTRAMN R BEMETEM
B -

nZZEZET —F A HF  Intel Capital
Corporation, SB China Holdings Pte Limited
(BMESBEMWE 2 F) &k UTStarcom, Inc.

ﬁ;‘iiémmoooo%ﬁEA%ImPDAM

BB A (EHPDASBUE’]"_1 ) —
%*“PDA? BERA %'E%’Dxﬁl,fk
@%)\171818HXAE1E§EH;4% (S W/NE]
WICNMIERE  YEEEZRIWHERE
I+ HEL2EPDARAIMERE - @t [
W - #% PDAMI B 2 & 7% £ Intel
Semiconductor Limited 2 fX % fiT & & & 51
fEEHE - ERE N E X PDAR A -
PR RS Z BB AR MREE N
RERBEAEEERKEE - #£SB China
RZZEZE—FNAEEELHRHE -
SB Asia Infrastructure Fund, L.P. » T 35 1E

competitors’. The V-series comprises of four members
covering the entire span from entry model to high-end model.
The V88 PDA is a particularly popular model in Greater China.
Its slim and sleek outlook with built-in 8 MB memory
combined with an eBook reader and open OS platform made
it the perfect choice even to the demanding users.

The wireless PDA market is yet to take off. The Group
launched the first ever Chinese-based GSM PDA in the
mainland market in late 2001 but the result was not
satisfactory. It is certain that the market still needs some
time and some education before voice-centric applications
could be migrated to data-centric applications. SMS (Short
Message Service) is a good start with very encouraging result
but this text-based data communication is still very much
simple and low-level and could not take the full advantage
of the form factor of a PDA. In this sense, PDA is still
competing with cellular phones for SMS communication.

Nevertheless the SBU has entered the vertical market by
offering enterprise solutions to banks, security brokerage
houses and professional bodies. Discussions are in progress
with law enforcement units and logistics companies. Besides,
the SBU has almost completed the development of an open
wireless platform that would allow users to do data
communication across the different mobile carriers.

In May 2001, Intel Capital Corporation, SB China Holdings
Pte Limited (“SB China”, 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 approx. 16.0% 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. SB Asia Infrastructure Fund L.P., nicknamed “the
Cisco Fund”, became a shareholder in August 2001 after
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part of SB China’s stake in the PDA company was transferred
to it.

Outlook

The conventional PDA market is expected to see a modest
growth that is to be driven by natural growth of the serious
user population. Price is still a dominating factor but product
design and features would begin to take more weight because
the latter always precedes the former from a professional
user’s perspective. Product quality is another critical success
factor to make the winner to stand out from its competitors.
The SBU is confident that it excels in these attributes and
therefore is in a good position to gain more market share.

Of course, killer application is the ultimate weapon to win
the game. Over the next few months, the SBU will be
launching new models featuring colour screen, built-in
camera, embedded Bluetooth chip and many other new
features. These features would create new user applications
(for example, PDA could be a digital photo album) that in
turn would create new demand for these products.
Technological competence, on the other hand, is a very tall
barrier that could not be easily overcome by competitors.

The SBU plans to increase both business volume and market
share for conventional PDA in the current financial year 2002/
03 but also notes that profit margins are still under immense
pressure.

Despite the first generation wireless PDA was not that much
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€968, the Group’s second GSM PDA, is
GPRS-ready.

of a success, the Group will not change its strategy for going
wireless data because it is the management’s vision that
sooner or later data traffic will overtake voice traffic. Besides,
PDA possesses the ultimate form factor for doing data
communication. When GPRS (General Packet Radio Service)
or the so-called 2.5G becomes more popular and accepted
by mobile users and applications are more available (for
example, MMS - Multimedia Message Service), wireless PDA
or other forms of converged product would take off to
become an important communication device to professional
and general users alike. In the meantime, the management is
focusing on improving the products’ voice function in order
to help those voice-centric users to switch to converged
products. The SBU will also try to collaborate with cellular
phone manufacturers in mainland China to enable them to
use its products on either ODM or private label basis.

Although the demand of PDA products in consumer market
is not too exciting, there is an increasing demand for
corporate applications. The SBU has put together a dedicated
marketing team to pursue this vertical market.

To avoid over-reliance on single market and to maximize the
output values of product development, the SBU will expand into
Asia, Middle East and Europe in current year. In February 2002
some of the products were displayed in the CeBIT Show in
Hanover, Germany and received very favourable feedback. The
SBU is now finalizing the business terms with the partner based
in France for selling the products in the European market. The
management expects that overseas sales will begin to contribute
to the income statement towards the end of year 2002.
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Performance Review

Turnover of the SBU for the financial year is HK$228.1 million
that represents a drop of 46.8% when compared to previous
year. The setback is the result of two major factors: slow
down of the North American market and business
consolidation. Through the SBU's relentless effort in cost
control, improving manufacturing efficiency and procurement
of critical components, the SBU returned to profitable track
having an operating profit of HK$3.3 million, whereas loss
from operation in 2000/01 was HK$35.0 million.

Shipment to North America market was seriously cutback
during the year because of the weak consumer demand
caused by economic recession. Department stores and dealers
were extremely cautious in placing new orders and several
new projects had to be shelved. The situation was aggravated
by the “9.11" event in September 2001. Japan, the other
major market of the SBU, had not shown significant
improvement in economic performance and thus consumer
spending was still not performing.

The SBU had opened up new markets in Europe but the new
business could not compensate for the loss in North America.

The management had implemented a series of consolidation
exercise to restructure its business such that cost and risks
are evaluated against profitability carefully to make sure
bottom-line result could be improved. During the year, greater
emphasis was placed on strategic partnership with major
customers and high quality business with a very cautious
approach in new business development. The business
philosophy is that building up the base for a profitable
operation precedes the pursuit for sales volume.

The SBU had been approached for new opportunities of
cutting-edge technology and products such as wireless PDA,
the world’s first colour electronic dictionary, high density
ACF (Anisotropic Conductive Film) assembly for LCD modules
and SMT with CSP/BGA* chips. During the year the SBU had
successfully performed joint product development in
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collaboration with a major customer such that tasks and cost
could be shared while development lead-time could be
shortened.

* Chip Size Package / Ball Grid Array

Outlook

Over the past few months the SBU is in discussion with new
customers from South Korea and Europe for new projects. If
successful, the customer base of the SBU could be very much
expanded to avoid over-reliance on certain product categories
or markets.

With the accumulation of product knowledge, understanding
of market and working experience with strategic business
partners over the past five years, the SBU is now practicing a
more value-added approach in ODM business. With in-house
market research and product development capability, new
product design concepts are to be generated and proposed
to customers for final customization. This approach could
minimize customers’ development cost and time to market.

The SBU management expect business volume of the SBU
will increase in the current financial year.
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Corporate Governance

Audit Committee

The Audit Committee has been established since 1999 with
independent non-executive directors as members. The Audit
Committee meets at least twice a year to review with senior
management and external auditors the accounting principles
and practices adopted and to discuss and evaluate internal
control procedures, risk management and financial reporting
matters. It also ensures that the Group complies with all
applicable laws and regulations. The Company Secretary serves
as the secretary to the Audit Committee.

To assist the Audit Committee to carry out its duties, the
Process Improvement and Internal Audit (PIIA) Sub-committee
was formed in February 2002 to provide support to line
functions to improve business operations and to perform
internal audit function. Members of the PIIA are drawn from
different functions with diversified background and are given
training on internal consultancy skill and auditing techniques
before carrying out assignments.

Corporate Risk Management Committee (“CRMC”)

The CRMC was established in February 2001 to assist the
Directors to identify and assess business risks and to formulate
strategies and to implement system to prevent and manage
such risks. Members include executive directors and senior
management. During the year, a working team was gathered
to form the Information Security Sub-committee (“I1SS"”) with
members from information technology, quality system,
company secretarial and one representative from each SBU.
The ISS had carried out the following tasks: review and study
of the BS7799 security standard, execution of non-disclosure
agreements with all suppliers and sub-contractors, physical
access control on company premises and designing a
document management system for the Group.

Code of Best Practice

In the opinion of the Directors, the Company has complied
with the Code of Best Practice as set out in Appendix 14 of
the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited throughout the year ended
31st March, 2002.
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Investment Activities

Save for the two items listed below, the Group has not made
any new investment during the year. In January 2002, the
Group entered into an agreement with several independent
third parties to take a minority stake in a new venture for
smart-card products and related accessories. Besides, as
aforesaid, the Group went partnership with a reputable
university in mainland China to set up a joint venture company
to engage in software and digital content business. The
amount involved in these two investments is very insignificant.

There has been no divesting activities during the year but
the management decided to provide for full the residual book
value of its investment in Lango IT (Holdings) Limited and its
subsidiary. The company was formed in June 2000 with two
co-investors for the purpose of delivering online interactive
language learning material to groups and individuals in
mainland China. Capital was used up before the business
model could be realized. The investors decided to wind down
the company in which the Group has a residual exposure of
HK$2.0 million.

Liquidity and Financial Resources

Bank balances and cash amounted to HK$185.2 million as at
31st March, 2002, which is HK$59.9 million or 47.8% higher
than that as 31st March, 2001. Total bank borrowings
decreased from HK$221.0 million to HK$133.3 million, a drop
of 39.7%, during the twelve months period.

The improvement in liquidity and bank borrowings is a result
of the following factors: positive cash inflow from operating
activities, continuous effort in reduction of inventories and
trade receivables, proceeds from disposal of properties and
issue of new shares.

Majority of the bank borrowings, around 81.1% or HK$108.1
million, are short term borrowings that are to be due within
one year. The remaining HK$25.1 million are long term
borrowings that are to be due after one year.

Gearing ratio of the Group reduced from 44.6% a year ago
t0 33.6% as at 31st March, 2002.
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Disposal of a Subsidiary

In July, 2002, the Group and a Beijing-based company entered
into a non-legally binding letter of intent for disposal of the
entire pager business at a consideration of HK$30 million.
Both parties shall execute definitive agreements within thirty
days from the date of the letter of intent.

Properties and Charge on Assets
There was no addition or disposal of properties during the
year.

Certain assets are pledged as security for general banking
facilities granted to the Group. As at 31st March, 2002, the
carrying value of the assets pledged is HK$124.3 million which
is HK$7.1 million higher than that of previous year.

Investor Relations

The Group is committed to enhance investor relations by
increasing its transparency to the investor community.
Measures taken to keep investors informed include meetings,
presentations, posting of press release and announcements
on the Group's website, visits to the manufacturing plant
and e-mail news updates.

Employee Relations

As at 31st March, 2002, the Group has on its payroll 256
(2001: 265) employees in Hong Kong, 3,260 (2001: 5,101)
in mainland China and 90 (2001: 81) in Singapore
representing decreases of about 3.4% and 36.1% and an
increase of 11.1% 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 Share Option Schemes for executive
directors and senior staff.

Staff communication sessions are held to keep employees
informed of the Group’s developments and to facilitate two-
way dialogue between management and staff. Intranet is
another effective mean to get information across to all levels
of staff and to promote sharing of information and
experience. Staff are encouraged to express their views and
feelings and to make suggestions on different topics.
Employee satisfaction surveys are conducted regularly to assist
the senior management to understand staff issues and to
take appropriate actions.
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This year a new approach of staff training was introduced. In
view of the diversified needs of employees and their multiple
working locations, the Group launched the "e-Learning”
program in December 2001 adopting the just-in-need and
just-in-time learning methodology. Course content covers a
wide variety of practical management skills and self-
development programs. Learning is now truly anytime and
anywhere. Up to July 2002, the “e-Learning” program has
an enrollment of 130 senior staff. Besides in-house training,
the Group also provides education subsidies to staff for
company-required trainings conducted by external parties.

During the year, the Group has participated in some community
functions such as the Community Chest Green Day and blood
donation to Red Cross to promote corporate citizenship.

ISO 9001 and ISO 14000

The two systems were combined in 2000 in the interest of
administrative efficiency. Independent assessors conduct on-
site surveillance assessment every six months to ensure
compliance and continuous improvement. Internal audit teams
are organized to perform compliance audit on an on-going
basis. The Group is now in preparation of upgrading the
system to attain the new ISO 9001:2000 standard.

Contingent Liabilities

As at 31st March, 2002, trade bills discounted to banks with
recourse and factoring facilities with recourse amounted to
HK$9.3 million and HK$7.1 million respectively, which are
HK$12.9 million lower than and HK$4.6 million higher than
those of the previous year respectively.

Foreign Currencies and Treasury Policy

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 interest rate of foreign currency
speculative activities.
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