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REVIEW OF PERFORMANCE

In 2002, the Group’s turnover decreased 40% year on year to
HK$343,868,000 (2001: HK$576,387,000), largely because of a
drop in sales of hardware both in the mainframe and computer
peripheral units, reflecting the Group’s strategic measures to shift
its income base from hardware sales to service provision. The
new direction, which came into effect last year, was in line with
market demand trends and intended to generate steady and

recurrent cash-based revenues.

During the year, the Group re-aligned its focus on higher-margin
servicing business and continued to pursue a series of
consolidation and rationalization measures, resulting in the
achievement of improved gross margins and operating results.
Excluding the non-recurring loss on disposal of DMX Technologies
and provisions of HK$122,325,000, the loss attributable to
shareholders of the Group for 2002 decreased by approximately
53% to HK$25,544,000, compared with HK$54,928,000 in 2001,

excluding the provision of HK$33,880,000.

DIVIDEND

The Directors do not recommend the payment of any dividend in
respect of the year ended 31 December 2002 (2001: Nil).

REVIEW OF OPERATIONS
Core Business

TopAsia continues its transformation into a services provider with
its operating mechanism restructured to complement this goal.
Significant efforts have been invested into strengthening
relationships with financial institutions and exploring cooperation
potential with them. In addition to its traditional business as one
of the leading ATM systems integrators in China, TopAsia is geared
to becoming a comprehensive solutions provider for the financial

services sector.

In large storage market, TopAsia has advanced its partnership

with EMC, the world’s largest independent provider of enterprise
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intelligence storage systems and software, and was named by
EMC as the “Best Logistics Operator 2002".

In addition to traditional network integration projects, TopAsia
has made a successful entry into the customer relationship
management (CRM) market through a cooperation arrangement
with NCR. It has developed a highly effective CRM system for

China Postal Bureau, using NCR's data warehouse system.

TopAsia believes that active business pursuits must be supported
by refined internal structure and cost-efficient operating
mechanism. In 2002, it was awarded the internationally
recognized 1S09001:2000 quality assurance certificate, reflecting
the division’s dedication in optimising management structure,

financial system and business flows.

Looking ahead, TopAsia will continue to build growth and create
value on services, or more specifically the provision of
comprehensive services for a digitalized financial industry. It will
also step up co-operation with ATM manufacturers for automated
product offerings, and with NCR and EMC for new business

opportunities relating to data storage and databank systems.

TopAsia experienced a year of consolidation in 2002 that led to a
sharpened focus and a well-defined business direction for 2003.
Further efforts will be made to lower operating costs, improve
efficiency and enhance the division’s competitiveness in taking

up challenges ahead.

Sequent China, the Group’s mainframe systems-integration arm
for China’s banking and finance sector, sustains its privileged
market position for Symmetry and Numa-Q mainframe systems
and services, and has secured all of the related technical support
and maintenance services contracts. Hardware upgrade and
expansion services were also provided for several existing banking

customers.

Product diversification has always been a major initiative for
Sequent China. It has set up a special task force to explore and

develop niche products to increase the computing power of
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existing and potential customers. Products developed included
PloyServe and Solid State Discs (SSD), a new-generation file-
caching product designed to enhance applications contributing

to enterprise-grade data-center solutions.

In 2003, Sequent China will capitalise on its mainframe expertise
to gear towards the development of data centers for financial
and educational establishments as a new income stream of
significant potential. It is envisaged that the business of Sequent
China will be assimilated into TopAsia as a consolidated platform
for IT service offerings. The two teams are now working closely

together to provide comprehensive solutions for customers.

In view of the bleak outlook for Hong Kong's e-commerce and
public-sector demands for software services, TopSoft has shifted
its focus to China and other viable businesses. The team has

therefore been redeployed to the Group’s other divisions.

ADT is a 55%-owned subsidiary of the TVH Group. It develops
and provides advanced systems-integration and software solutions

for the banking and finance sector in China.

Jointly with Microsoft China, it has secured a landmark business
network catalogue management consultancy contract for the head
office of the Industrial and Commercial Bank of China (ICBC),
making it the first and only provider of this specific service. ADT
plans to market this management consultancy services to other
branches of ICBC in 2003.

ADT also opened up a new revenue stream in network
maintenance services. In this area, ADT has concluded agreements
with seven branches of ICBC and two branches of the China
Construction Bank (CCB). The goal for 2003 is to expand the
business scope to 15 branches. ADT aims at becoming a
comprehensive network security service provider to ICBC. To
facilitate this, ADT has formed co-operation pacts with
international leading network management providers Netscout
and Packeteer to launch enhanced solutions and professional

consultancy services.

In 2002, ADT successfully developed and registered 12 new

software products targeted at banks in China, including software
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for information management and foreign exchange trading.
Registration application is also in process for two additional
software products. The division believes that it has grown its
software portfolio to a desirable scale for more pro-active and
export-driven sales and marketing campaigns, and will continue
efforts to develop state-of-the-art software with broader

prospects.

The division’s international software department will also explore
outsourcing projects of larger scale for more stable income and

as an additional income source other than NEC of Japan.

To ensure all software products are of international standards,
ADT has set up a process-monitoring unit at its software
development center to strengthen management control. Intensive
grooming is in place for two to three team members to secure
official accreditation as project managers, and there are also
pursuits to elevate the software development center to attain
the CMM3 performance standards. The division believes that,
through more effective quality control, profit margin will be
improved. In fact, ADT has been admitted as a member of the
esteemed Society of Software Enterprises, reflecting the division’s
recognized reputation in the field. The division’s paramount
development capability is further ascertained as its ESTAT statistics
system has become a sponsored project by the innovation fund

of the Haidian District in Beijing for the year.

ADT is geared to expand its customer base with the addition of
at least one large-scale bank and increase its product offerings in
2003.

New Growth Area: Education and Training

TVH's new business initiative to tap the vast and rapidly growing
education and training market of China was a result of its
association with ChinaCast, in which the Group holds as a long-
term strategic investment. ChinaCast continues to be the leading

provider of satellite-based distance learning services in China.

In December 2002, ChinaCast and TVH joined hands with China
Northeast Normal University and Beijing Dong Shi Da Co to

finance and launch China’s first integrated education resources
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portal teacher.com.cn for teachers and principals of primary and
secondary schools in China, under a profit sharing arrangement.
ChinaCast operates the satellite link while TVH is the supplier of

mainframes, middleware, databases and application software.

More than 10 million teachers at some 570,000 primary and
secondary schools in China are required by law to renew their
teaching certificates every five years. Satellite-based distance
learning through teacher.com.cn is recognized by the Ministry of
Education as counting towards the certificates. It is estimated
that the portal earnings would exceed HK$90 million in two

years.

In 2000, ChinaCast launched a broadband interactive education
platform for general education purposes, benefiting hundreds of
primary and secondary schools. The platform has integrated
excellent education resources from Central Education Science
Institute, Beijing Normal University's Experimental Secondary
School and Jingshan School and is recognized by authorities and

schools in Jilin, Shanxi and Hebei provinces.

ChinaCast achieved significant progress in the provision of tertiary
education and professional training services to practitioners in
need of recognized qualification. In addition to the MBA distance-
learning program with Peking University, it has also completed
collaborative programs with 14 higher education establishments,
including Sha‘anxi Normal University, Southwest Normal University
and Beijing University of Aeronautics. In professional training,
co-operation arrangements have been entered into with the
training centers of the Judiciary, People’s Daily and the China
Coal Industry Safety Bureau, following its collaboration with the

Ministry of Labour and Social Security.

As the Group will be actively developing the education and
training services market in China in 2003, its collaboration with
ChinaCast and its education and government partners will play a

pivotal role in this major drive.
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DMX Technologies

In October 2002, the Group announced the disposal of its entire
61% interests in DMX for HK$50 million, incurring a non-recurring
loss of approximately HK$119,309,000. The disposal decision was
made to facilitate the listing of DMX on Singapore Exchange, as
the Group was unable to secure a waiver from the Stock Exchange
for the remaining units of the Group from the minimum profit
requirement as set out in Rule 8.05 of the Listing Rules pursuant

to paragraph 3(c) of Practice Note 15 of the Listing Rules.

Prior to its listing, DMX leveraged on the Group's resources to
finance its operations and development. The Directors considered
that if DMX could not obtain the necessary funding from a listing,
a significant management and financial burden would arise on
the part of the Group to support the operation of DMX which
nevertheless would in turn affect other businesses of the Group.
The Directors therefore considered that there would be serious
damaging effects to the operation of DMX which in turn would
affect the operations and operating results of the Group if DMX
failed to obtain a separate listing status. This would also cause a
significant diminution in the value of the Group’s investment in
DMX.

The disposal of DMX has called for a critical review of the overall
investment and business development strategy of TVH, the
direction of which was detailed in the Chairman’s Statement

section of this report.
LIQUIDITY AND FINANCIAL RESOURCES
Net assets

As at 31 December 2002, the Group recorded total assets of
approximately HK$323,036,000 which were financed by liabilities
of approximately HK$144,585,000 and equity of approximately
HK$172,542,000. The Group’s net asset value as at 31 December
2002 decreased by 30% to approximately HK$172,542,000 as
compared to approximately HK$245,747,000 as at 31 December
2001.
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Liquidity

The Group had total cash and bank balances of approximately
HK$90,655,000 as at 31 December 2002 (2001: approximately
HK$129,045,000). After deducting bank loans and overdrafts of
approximately HK$12,993,000 (2001: approximately
HK$36,917,000), the Group recorded a net cash balance of
approximately HK$77,662,000 as compared to that of
approximately HK$92,128,000 as at 31 December 2001. As at
31 December 2002, the current ratio has been changed to 1.84
(2001:
(2001:

secured bank loans and finance lease payables over its total equity.

1.67) and the gearing ratio has been changed to 0.08
0.15) which defined as the Group’s interest-bearing and

Charges on assets

At 31 December 2002, fixed deposits of approximately
HK$30,425,000 (2001: HK$31,936,000) were pledged to banks

to secure banking facilities granted.

Treasury policies

The Group generally finances its operations with internally
generated resources and credit facilities provided by banks in
Hong Kong. Subsidiaries in PRC use short-term borrowing in PRC
to finance working capital, which amount to HK$12 million.
Borrowing methods used by the Group mainly include trust receipt
loans, overdrafts and term loans. The interest rates of most of
these are fixed by reference to the Hong Kong Dollar Prime Rate.
Both bank deposits and borrowings are mainly in Hong Kong
dollars and United States dollars (“US dollars”).

Contingent liabilities

At 31 December 2002, the Company had contingent liabilities in
relation to guarantees given to banks in connection with facilities
granted to certain subsidiaries amounting to approximately HK$86
million, of which HK$60 million was provided by the Group to a
bank for banking facilities granted to DMX, a subsidiary disposed
of during the year. The guarantee in respect of the banking

facilities granted to DMX was terminated on 24 February 2003.
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As at 31 December 2002, the banking facilities granted to the
subsidiaries and DMX were utilized to the extent of approximately
HK$1,106,000 and HK$4,825,000 respectively.

The Group has contingent liability in respect of possible future
long service payments to employees under the Hong Kong
Employment Ordinance as some of current employees have
achieved the required number of years of service to the Group in
order to be eligible for long service payments under the
Employment Ordinance if their employment is terminated under
certain circumstances. A provision has not been recognised in
respect of such possible payments, as it is not considered probable
that the situation will result in a material future outflow of

resources from the Group.
Foreign exchange exposure

The Group mainly earns revenue and incurs costs in US dollars
and Hong Kong dollars. Foreign exchange exposure of the Group
is minimal as long as the policy of the Government of HKSAR to

link the Hong Kong dollars to the US dollars remains in effect.
Employee and remuneration policies

As at 31 December 2002, the Group employed approximately
370 full time staff in the Mainland China and Hong Kong. The
Group remunerates its employees based on their performance,
work experience and the prevailing market price. Performance
related bonuses are granted on a discretionary basis. Other
employee benefits include mandatory provident fund, insurance
and medical coverage, training programs and share option

scheme.
APPLICATION OF PROCEEDS

In May 2002, the Company received net proceeds of
approximately HK$30 million through a placement to institutional
and professional investors (the “fourth placement”). The Group

has utilized it as general working capital.
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