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The outbreak of SARS during the period from April to June, 2003
coincided with the first quarter of the Group's financial year. The
epidemic caused disruption to the normal operations of the Group,
largely in terms of risk control, by driving a substantial increase in trade
receivable and the inventory level during the period, resulting in cash
flow pressure for the Group. The mobile telephone business was dealt a
heavy blow, for which sales practicably came to a halt during the
epidemic outbreak. The Group was obliged to make significant provisions
for trade receivable and its mobile telephone inventory, resulting in a net
loss of HK$149 million for the first quarter.

Confronted with such challenges, our management was swift to react
with the following measures, following thorough reviews:

+ Stocked mobile telephones were disposed of as quickly as possible and
the business was re-aligned

* Enhanced collection of receivables and stock clearance

+ Controls over key risk exposures in all business units were re-assured

+ Reinforcing management control and accountability by taking actions
against staff, including members of the management, who had been at
fault with their duties

* Maintaining lucid communications with shareholders and the public on
the one hand and staff on the other
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Rigid implementation of remedial measures at all levels resulted in a
turnaround to profit in the second financial quarter. Trade receivable and
inventory, being two important indicators for operating risks, dropped
significantly. Clearance of mobile telephone stock was largely completed
and the mobile telephone team was substantially downscaled to around
50 staff from over 200 previously. In the third and fourth financial
quarters that followed, the Group managed to maintain healthy
bottomlines with all risk indicators returning to normal levels and the
Group's business largely back on track.

Meanwhile, restored confidence in Digital China was seen on the part of
shareholders and investors.

| would like to highlight three fundamental reasons underlying the results
that emerged beyond expectations at the end of the financial year: first
of all credit must go to the management team headed by Mr. Guo Wei,
who tackled the crisis head-to-head at crucial times, identifying core
problems through in-depth reviews and ensuring solid implementation of
forceful measures. Next came our staff who went through the difficult
times in solidarity with the Company, always availing their best efforts in
unity and dedication. Last but not least, the understanding, trust and
support shown by our business partners has been a tremendous source
of encouragement.

On behalf of the board of directors, | would like to take this opportunity
to extend sincere gratitude to our business partners, including our
clients, suppliers, bankers and other concerned parties who have shown
unfailing trust and support for us. Thanks are also due to all men and
women at Digital China, whose selfless dedication has been translated
into strong, united efforts to help lifting the Company from doldrums.
| also wish to thank the management team under the leadership of Mr.
Guo Wei, who have boldly dealt with the crisis and geared up business
development in a manner worthy of investors' trust, and who have always
put the Company'’s interests before everything else at critical moments.

On behalf of the stakeholders, in particular, the shareholders, the Board
will further enhance management with a view to fortifying and solidifying
the mastery concept of the management and to undertake that their
talents are capitalised to the fullest extent. The Board will also be more
focused on the Group's strategy and business planning and its
implementation in order to achieve transparency in management,
reduction of investment risks as well as safeqguarding of shareholders'
interests simultaneously.
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FUTURE PROSPECTS

China's IT market is becoming more competitive than ever, while market
trends are expected to evolve in tandem with State policies. Nonetheless,
we hold the view that the IT market in China is still in a nascent stage
with abounding business opportunities. We at Digital China have had
first-hand experience of what the market has been through: ongoing
social progress, continued economic growth in China and the increasing
importance that companies are attaching to economic benefits generated
by the application of information technology, which has resulted in
surging demands for IT services. In fact, the Group continued to record
substantial growth in application software developments and services
during the year under review. In this connection, one of the objectives for
the Group's future tasks would be to capitalise on such opportunities
effectively. The Group's views on the market of IT-related services will be
discussed in greater detail in the Management Discussion and Analysis
section in this report.

LI Qin Chairman
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Confidence is definite even under infinite obstacles
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