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following four years of development and enrichment. Besides, the Group

vigorously expanded the range of consumer products, with newly added

products including Kodak, Canon, Sony and Olympus digital cameras, and

JVC digital video camcorders. Applicable sales models for the consumer

products were explored. This has led to the Group’s commencement of co-

operation with retailers in Beijing to establish “DigiExpress”, a franchise

chain store network with a unified image and shop design, whose operations

are linked on line to the Group.

Systems Integration

Affected by the significant reduction in capital expenditure in major sectors

including telecommunications and finance, performance of the Group’s

systems integration business was not as good as expected early the

financial year. The telecommunications sector has been a major source of

revenue for the Group’s systems integration business in the past two years,

accounting for around 50% of the business. With the drastic cut in capital

expenditure among major telecommunications operators, the Group’s

systems integration business was inevitably affected. Large projects with a

billing of more than RMB100 million became rare in the telecommunications

sector, a sharp contrast compared with the market conditions several years

ago. For the financial year 2002/03, the Group’s systems integration

business recorded a turnover of HK$1,550 million, which represented a

decline of 12.8% compared with HK$1,780 million last year. The gross

profit margin also dropped from 15.7% to 13.84%, a result of intensified

competition in a shrunk market.

There was a silver lining, however. While slashing their hardware expenditure

and adopting a more rational investment approach, major customers in

some sectors have gradually become more sophisticated about the essence

of industry-specific software and the importance of IT services. For instance,

those in the telecommunications and finance sectors, who for years have

been investing heavily on infrastructure development, now recognise that the

successful employment of appropriate software is the key for securing
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competitive advantages in the future. Moreover, some major customers are

exploring the feasibility of outsourcing the operation and maintenance of

their IT systems to professional companies. These changes lend

justifications to the Group’s long-term strategy of developing enterprise

application software and related services.

The Group’s CTAIS taxation solutions gained wider usage and application in

state tax bureaux in over 100 PRC cities nationwide for tax collection and

management. The acquisition and integration of Sinoray further

strengthened the Group’s leading position in the finance sector.

Furthermore, with the joining of the management team from SicTech

NorthNet who brought an extensive customer base in the government

sector, the Group is well positioned to develop the growing e-government

market. Another highly pleasing development related to DCMS, which

commenced operation in March 2002. Following one year of hard work,

DCMS has secured more than 200 customers for its proprietary ERP

products, with total signed contracts exceeding RMB100 million. According

to a 2002 survey by China Center for Information Industry Development

(“CCID”), DCMS was rated one of the top three enterprises providing ERP

products in the PRC, and was named “The Fastest Growing Enterprise in the

PRC’s ERP Software Market in 2002”. These achievements made by DCMS

have well exceeded the Group’s initial expectations.

Networking Products

The Group is engaged in the sale of networking products of its own brand.

Affected by the proceedings for acquiring the shareholding interest held by

Taiwanese D-Link Corporation in a former joint venture, and by intensified

competition in the enterprise networking product market, turnover of the

networking products business dropped significantly to HK$192 million in 

the financial year 2002/03, compared to HK$593 million a year ago. 

Gross profit margin retreated to 19.79% compared to 20.53% last year. 

The market in the PRC for low-to-medium-end networking products has been

dominated by local manufacturers and subjugated by intense competition.
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Digital China won the honour
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Software Market in 2002” by
China Center for Information
Industry Development (CCID)
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While the Group maintained considerable competitive advantages in this

market, it also started to enter the high-end switches and routers market,

and has secured a breakthrough in sales to the education, finance and

government sectors. The management believes that the business has

already hit the bottom and expects it to turn around in the new financial year.

Regarding the risk control and management, inventory turnover fell from 

34.9 days a year ago to 29.8 days for the financial year 2002/03, while

accounts receivable turnover continued to drop, at 45.9 days, 42.4 days

and 40.2 days, respectively, for the first, second and last financial quarter.

The Group recorded an operating cash inflow of HK$258 million. 

The management believes that the Group has a strong and healthy balance

sheet, which provides the Group a solid base for further development.

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 market

counterparts. The shifting of investment focus from hardware and

infrastructure towards application software and related services that took

place among customers in various industries has reinforced the Group’s

commitment to its adopted strategy of transforming into a software and

services provider. At the same time, the Group will actively seek

development in software outsourcing and strive to achieve a major

breakthrough in that area in the current financial year.

Fundamental Perspectives for the Future

Looking ahead, the management believes that the macro market

environment will remain tough in the current financial year. The sudden

outbreak of severe acute respiratory syndrome (“SARS”) is presenting a

great challenge to the PRC people and government, and will inevitably

aggravate the already weak demand in the PRC’s IT market. Facing this

daunting challenge, the Group is actively collaborating with and contributing

to all government efforts to fight against SARS.
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SARS has affected the Group’s business in various aspects. The progress of

a number of projects undertaken by the Group’s systems integration

business was severely affected. Moreover, some customers have

suspended their operations to keep off the virus, while some delayed

payments to the Group due to setbacks afflicted by SARS on their

businesses. These negative factors adversely affected the Group’s

collection of accounts receivable, and provisions of doubtful debts.

Furthermore, the Group’s distribution business for consumer IT products

was particularly affected. The management considers that active and

prompt measures must be taken to cope with such market difficulties. 

The management believes that the Group will have to continue to deal with

such challenges during the first half of the current financial year. Although it

is not possible to precisely predict when the market would fully recover from

the adverse effects afflicted by SARS and whilst the management believes

that such drawback should be temporary in nature, the management

thought it would be prudent to presume that the profitability of the Group for

the first half of the current financial year would be significantly affected.

The management believes this challenge will only have temporary effects 

on the Group’s long-term strategy of expanding its application software 

and related IT services. The Group is strengthening internal management,

enhancing efficiency and reducing costs to safeguard its profitability. 

The management is confident that the Group will be able to swiftly return to

the track of healthy growth as a result of relevant counter-measures put into

place by the Group once the impacts of SARS subsides.

In the new financial year 2003/04, demand for IT products in the PRC’s

telecommunications and finance sectors is not expected to significantly

improve, however their investment in application software is likely to grow.

Overall, the demand could be stronger in the corporate front, and the

commencement of electronic administration among PRC government bodies

may provide a highly positive driving force for the market. The management
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