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Taking into account the significantly reduced demand in the PRC’s

IT market and the changed landscape in competition, the management
believes that the results have outperformed those recorded by
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During the past year, with the global economy stuck in doldrums and the
high technology sector in a mire, the IT industry in the PRC could not fare
well on its own. According to IDC, the PRC’s IT market grew by less than 5%
in 2002. The slowdown in growth was mainly due to significant reduction in
IT spending seen in the telecommunications sector, the largest consumer of
IT products in the PRC.

Facing the ever-changing market environment, the Group adhered to its
strategy of “Reinforcing the Foundations and Proactively Meeting the
Changes”, which means strengthening the Group's corporate culture and
management foundations to nurture a practical and yet creative
management team capable of keeping abreast of market changes while
seeing beyond the horizons, so that the Group can march forward at a
flexible pace. As part of the measures to strengthen management
foundations, the Group continued with strong efforts to extend the coverage
of its performance evaluation system to all staff, which uses Key
Performance Indicators (KPI) as the criteria of assessment. Moreover, the
Group further enhanced its internal digital network and e-Bridge, its e-
commerce platform, to improve operational efficiency and reduce costs. As
a result, transactions conducted through e-Bridge accounted for 36% of the
total sales of the Group’s distribution business in the financial year
2002/03. On average, e-Bridge recorded over 20,000 on line visits per day,
and received a new order every two minutes.

To enhance the transformation of the Group'’s systems integration business
into a software and related services provider, the Group acquired Sinoray
Science and Technology Industrial Limited (“Sinoray”) during the first half of
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Digital China and China Software Industry Association
co-organized a China’s software development forum
on 22 October 2002
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the financial year. Sinoray has strong experience in providing banks with
systems integration services tailor made for automatic teller machines.

Its strong clientele, successful operating model and good reputation are
favourable complements to the Group in serving the financial sector.

In October 2002, the Group orchestrated other strategic moves. The first
was the establishment of Digital China Software Limited, a subsidiary
formed by the Group's application software division. All its personnel were
transferred from the original division, whose responsibilities range from
product development to sales and marketing. The second move took place
in the third financial quarter, when the Group acquired a majority stake in
SicTech NorthNet Co., Ltd. (“SicTech NorthNet”) which represented a good
complement to the Group'’s e-government business newly launched in the
financial year. The joining of new management teams from Sinoray and
SicTech NorthNet and the businesses they brought, together with the
formation of Digital China Management Systems Limited (“DCMS”), which
focuses on the PRC’s newly-fledged Enterprise Resources Planning (“ERP”)
market, have basically completed the Group’s strategic master plan for the
development of its software business, and laid a solid foundation for the
Group to fulfill its long-term strategy of transforming into a software and IT
services provider.

Business Review

Despite the drastic slowdown in market growth and the setbacks that

took hold some sectors, the Group’s turnover for the year amounted to
HKS12.51 billion, representing an increase of 18.9% from last year's
HKS$10.52 billion. Net profit attributable to shareholders rose 5.7% to
HKS181 million, compared to HKS171 million a year ago. For the fourth
financial quarter ended 31 March 2003, the Group’s turnover rose 34.85%
to HKS3.2 billion whereas, mainly due to provisions made for certain slow
moving inventories, profit attributable to shareholders retreated by 10.83%
compared to the corresponding period last year.

2002 MERRPERERARAAFRER
B Y02 Gisco Ohina Bost S1 Partasr Award.

Digital China was
granted Cisco China
Best S| Partner Award
2002

HNRB(PE)ARLT
DAL CHNA (Y D

FNERF=1E [2002 B
BHPERERSERS
1R g

RERBFLENE LR - RIWEEZEXH
RHE® RYESEETSRESERN—ER
HH@EZ - E-FTZ2-F+ A EEEHH
BRSALET - RIEEEE - B Bf
ERZMMNEIFHRGERAG  EEBRRES
SEREBPHERBEINMN  EXEE
BEEHENEHABFD EREARE AT
REE - AREE=F XWETESFEH
FEHEAELEELRNEZEFPFERNILREE
kL REEMEEERAR (BEF]) - #EE
EAMEHFELSHNETF BBEB R — BRIN
Wx - FEHEBEHNEEERAMERENY

HNER - hNZ EERAE T AR HEnterprise
Resources Planning ([ERP ) muiga93h M 2015
EERGARDT  EEAYEE L B2 E B
BERTHTHERMGRE  AEEQEREY
MTRBEDE-RAGBNER  TT7T
RIFHER -

EF )

EMEERSERE  FLEgEZHERE
WEBWET  £EE02/03 B FHEWA
E2125. 188 (UTEBENRE)  thEF
EEI105.21E12E 18.9% - REFELRRIA
1.8148 Lk EEREHIHL. 71 EEIREDS. 7% -
EEZE—EE=F=A=1+-—HMWENGZE
E > SEHEERAL EFREERE34.85%
ER32E - RREGGEANAEHBHEETER
FIRI B BT ~RE10.83% o

Digital China 3§ JNE(HE

Annual Report #&E#§ 2002/03 11



Chinese President Hu Jintao visited Digital China
in January 2003
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Distribution Business

Against the sluggish market environment, the distribution business being the
Group’s largest source of revenue continued to achieve favourable results.
Its turnover amounted to HK$10.77 billion representing a strong growth of
32.13% compared to last year's HKS8.15 billion. During the financial year,
due to the lack of ground-breaking products and growing similarities in the
quality of low-end IT products in the industry, competition became more
intense among manufacturers. As a result, the Group’s distribution business
experienced strong pressure on its gross profit margin. However, such
pressure to some extent was mitigated as the distribution business
recorded a stronger growth in the sales of high-end IT products over its
overall turnover growth. As such, the distribution business was able to
maintain a gross profit margin of 6.95%, which was similar to the 6.96%
recorded last year. Several noteworthy developments took place in the
Group’s distribution business during the financial year. First, its sales of
enterprise solution products continued to grow strongly. These products
included servers and storage products from IBM, Hewlett Packard, Sun
Microsystems etc, and notebook computers. Among the latter, the Toshiba
notebook series significantly expanded its market share owing to scrupulous
positioning and marketing efforts and prolific sales channels, and was
named by the IDC as the only bright spot in the PRC’s notebook computer
market. Solid growth was also seen in the sales of enterprise solutions such
as Oracle, Microsoft, BEA and Symantec software. Second, significant
progress was achieved in the introduction of new products. They comprised
new series of enterprise networking and application products and servers -
including Brocade network management systems, NetScreen and
Checkpoint network security products, Netscout network management
products, and Polycom products. As for personal computers and
peripherals, new products including IBM and Hewlett Packard notebook
computers and mobile storage products of other brandnames were
introduced. Chen Xing (£/2), the Group’s brandname data projectors,
gained its way into the PRC'’s top three projector series with a market share
of 9.5%. It has become a famous brand in the PRC'’s projector market
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Chinese companies
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