Chen Xing data projectors, Digital China’s brand name
product, ranked third in the domestic projector market
in 2002 (CCID)
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expects stronger competition in the PRC’s mobile telephone market in the
current financial year, which may further aggravate the business
environment for the distribution of the products. The Group will closely
monitor the circumstances and adopt appropriate measures to safeguard its
mobile telephone distribution business.

Liquidity and Financial Resources

The Group continued to follow the practice of prudent financial management
during the year. As at 31 March 2003, the Group had total assets of
HKS3,911 million which were financed by total liabilities of HK$2,520
million, minority interests of HKS7 million and shareholders’ funds of
HKS1,384 million.

The Group had a current ratio of approximately 1.6 compared to that of
1.76 as at 31 March 2002.

As at 31 March 2003, the Group had cash and bank balances and
unsecured short-term bank borrowings of HK$667 million and HK$449
million respectively.

The aggregate interest-bearing debts as a ratio of shareholders’ funds
increased from 0.3 as at 31 March 2002 to 0.55 as at 31 March 2003. The
computation of this ratio is based on the total interest-bearing borrowings of
HKS761 million (31 March 2002: HKS378 miillion) and shareholders’ funds
of HKS1,384 million (31 March 2002: HKS1,261 million). The increase in
the above debt ratio was mainly due to the drawdown of syndicated loans of
USS30 million in April 2002 and USS10 million in August 2002 in order to
satisfy the change in the financial needs of the Group. In order to obtain low
borrowing cost finance, the Company signed a four year maturity facility
agreement of USS70 million in March 2003. On 8 April 2003, the Company
had made a first drawdown of USS40 million to repay outstanding amounts
under the facility agreement signed in March 2002.
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Digital China obtained
the top prize in JAVA
training awarded by
Sun Microsystems
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As at 31 March 2003, all the interest-bearing borrowings of the Group were
denominated in United States Dollar.

Part of the United States Dollar borrowings amounting to HKS449 million
were short-term bank borrowings repayable within one year and guaranteed
by Digital China Holdings Limited. The rest of United States Dollar
borrowings amounting to HK$312 million represents the syndicated loans
repayable within three years counting from the date of the first drawdown
and guaranteed by Digital China Limited, a subsidiary of the Group.

As at 31 March 2003, the Group's total available credit facilities amounted
to HK$4,005 million of which HK$2,699 million was in trade lines,

HKS$838 million was in shortterm and revolving money market facilities

and HKS468 million was in transferable loan facility. As at 31 March 2003,
the facility drawn down was HK$1,844 million in trade lines, HKS113 million
in short-term and revolving money market facilities and HK$312 million in
transferable loan facility.

Under the normal course of business, the Group had issued performance
bonds to some customers for potential claims of non-performance in order
to satisfy the specific requirements of these customers. As no material
claims had been made by the customers under such performance bonds
in the past, the management considered that the possibility of realisation
of any actual material liabilities arising from such performance bonds

is remote.

During the year ended 31 March 2003, capital expenditure of HKS167
million was incurred in the construction of integrated and centralised
research and development and management center in Beijing and an
automated warehouse in Shanghai to accommodate the Group’s future
growth. The additions to fixed assets of HKS6 million were resulted from the
acquisition of subsidiaries. Apart from the above, capital expenditure spent
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Digital China becomes
Rockwell FirstPoint’s main
distributor in China in
October 2002

Digital China Fu Shun Hope School, which was the first
Hope School sponsored by Digital China, was completed
on 1 June 2002
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on the regular acquisition of fixed assets was HKS$44 million. In addition,
borrowing cost of approximately HK$490,000 incurred in financing the
construction project was being capitalised during the year.

The management considered that the Group's satisfactory financial position
and operating results, together with its availability of sufficient unutilised
credit facilities, can provide sufficient financial resources for further
expansion of the Group’s business operation, as and when required.

Global Offering and Use of Proceeds

The Company’s shares were listed on The Stock Exchange of Hong Kong
Limited on 1 June 2001 with a global offering of 101,498,722 new shares
at an issue price of HKS$3.68 each to the public and institutional investors.
Net proceeds from the global offering after deducting listing expenses,
amounted to approximately HK$S300 million. During the year ended 31
March 2003, approximately HK$145 million of the net proceeds was applied
by the Group as general working capital and the remaining net proceeds of
HKS155 million was applied for the enhancement of the Group’s ERP and
logistic system and product development in connection with the
development of software and application solutions.

Human Resources

As at 31 March 2003, the Group had approximately 3,800 full-time
employees. The majority of these employees work in the PRC. The Group
offers remuneration packages in line with industry practice. Remuneration of
the Group’s employees includes basic salaries and bonuses. The Group
incurred staff cost of approximately HK$310 million for the year ended

31 March 2003 (2002: HKS274 million). In order to attract and retain a high
caliber of capable and motivated workforce, the Company offers share
options to staff based on the individual performance and the achievements
of Company’s targets. The Group is committed to providing its staff with
various in-house and external training and development programs.
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