REPORT OF THE DIRECTORS
EEERE

The directors of the Company have pleasure in submitting their report
together with the audited financial statements of the Company and its
subsidiaries (the “Group") for the year ended 31 March 2004.

PRINCIPAL ACTIVITIES AND SEGMENT INFORMATION
The Company is an investment holding company. Its principal
subsidiaries are engaged principally in the distribution of information
technology products, provision of systems integration services, and
development and distribution of networking products.

Details of the principal subsidiaries of the Company at 31 March 2004
are set out in note 18 to the financial statements. There were no
significant changes in the nature of the Group's principal activities
during the year.

An analysis of the Group's revenue and results for the year by business
and geographical segments is set out in note 4 to the financial
statements.

RESULTS AND DIVIDENDS

The results for the year ended 31 March 2004 and the state of affairs
at that date of the Company and the Group are set out in the financial
statements on pages 54 to 122 of this annual report.

No quarterly or interim dividend was declared in the year (2003: Nil).
The directors of the Company do not recommend the payment of a
final dividend for the year ended 31 March 2004 (2003: 7.38 HK cents).

FIVE YEAR FINANCIAL SUMMARY

A summary of the results and of the assets, liabilities and minority
interests of the Group for the last five financial years is set out on
page 123 of this annual report. The five year financial summary does
not form part of the audited financial statements.
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FIXED ASSETS

Details of movements in the fixed assets of the Group and the
Company during the year are set out in note 14 to the financial
statements.

SHARE CAPITAL

Details of movements, together with the reasons therefor, in the share
capital of the Company during the year are set out in note 27 to the
financial statements.

RESERVES

Details of movements in the reserves of the Company and the Group
during the year are set out in note 29 to the financial statements and
in the consolidated statement of changes in equity set out on pages 56
and 57 of this annual report.

DISTRIBUTABLE RESERVES

At 31 March 2004, the Company's reserves available for distribution,
calculated in accordance with the Companies Act of Bermuda,
amounted to HK$689,794,000. In addition, the Company's share
premium account, in the amount of HK$291,850,000, may be
distributed in the form of fully paid bonus shares.

PRE-EMPTIVE RIGHTS
There are no provisions for pre-emptive rights under the Company’s

Bye-Laws or the laws in Bermuda although there are no restrictions
against such rights under the laws of Bermuda.

40 DIGITAL CHINA 1 Ji 21§

BE&E

AEBRARBRNRAFEAZBEEEELHF

BEN B RKRHTE14 -

R 7

RAEEAARTRAZ S
e 850 B 75 4R B 27 o

HIEERARRE

GRS

RAFENERRRANEBHEE 2 ZFEFIFH
R RERM F29ORAFRESENESTEZ
ARRESHEA -

A 7 K {5k

RZZEZWHF=A=1+—H  REBREQF
FEEE ARBZADRFEESEABE
689,794,0007T ° 4N AR F 2 kB E Bk
A 75 % 291,850,0007T + A 4 DA 22 AT F AR 19
ZHRDIK °

BRBRE
R NSPNSEEEIEAZE = kgl Yl

Bz G - EARELVABHZEENE
P RR 1)

ANNUAL REPORT #3#} 2003/04



REPORT OF THE DIRECTORS
EEERE

DIRECTORS

The directors of the Company during the year and up to the date of
this report were:

Executive Directors

Mr. LI Qin (Chairman)

Mr. GUO Wei (Vice Chairman, President and Chief Executive Officer)
Mr. ZENG Maochao
Mr. LIN Yang

Mr. YU Lishan

Mr. HUA Zhinian

(retired on 8 August 2003)

Non-executive Director

Mr. William O. GRABE

Independent Non-executive Directors

Mr. LEUNG Pak To, Francis
Prof. WU Jinglian

At the forthcoming annual general meeting of the Company, Mr. LIN
Yang and Mr. LEUNG Pak To, Francis will retire from office by rotation
in accordance with Bye-Law 99 of the Company's Bye-Laws. Being
eligible, both of them will offer themselves for re-election.

The terms of office of the non-executive director and the independent
non-executive directors of the Company are subject to retirement by
rotation in accordance with the Company's Bye-Laws.

DIRECTORS' SERVICE AGREEMENTS

Each of the executive directors of the Company has entered into a
service agreement with the Company for an initial term of two years
commencing on 21 February 2001 and shall thereafter continue in force
unless and until terminated by either party serving to the other not
less than three months' prior written notice of termination or three
months' salary in lieu of such notice provided that the right of
termination can only be exercised by either party after the expiry of
the first year of service.
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DIRECTORS' SERVICE AGREEMENTS (cont'd)

Save as disclosed above, none of the directors of the Company
proposed for re-election at the forthcoming annual general meeting of
the Company has a service agreement with the Company which is not
determinable by the Company within one year without payment of
compensation (other than statutory compensation).

DIRECTORS’ INTERESTS IN CONTRACTS

No contracts of significance to which the Company or any of its
subsidiaries was a party and in which a director of the Company had a
material interest, whether directly or indirectly, subsisted at the end of
the year or at any time during the year.

SHARE OPTIONS

The Company has two share option schemes. The old share option
scheme was adopted on 14 May 2001 (the “2001 Share Option
Scheme") and terminated on 18 July 2002. Despite termination and no
further options can be granted under the 2001 Share Option Scheme,
the provisions of the 2001 Share Option Scheme remain in full force
and effect in all other respects to govern all outstanding options
granted prior to termination. The new share option scheme was
adopted on 18 July 2002 (the “2002 Share Option Scheme"). Details of
movements in the share options during the year and the options
outstanding at the beginning and end of the year of both the 2001
Share Options Scheme and the 2002 Share Option Scheme are set out
in note 28 to the financial statements.

No charge was recognised in the consolidated income statement of the
Group in respect of share options granted. Share options granted are
not recognised in the financial statements until such options are
exercised. Upon exercise of the share options, the shares issued by the
Company are recorded as additional share capital at nominal value of
such shares and the excess of the subscription price over the nominal
value of the shares issued is recorded in the Company's share premium
account.
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SHARE OPTIONS (cont'd)

The directors of the Company do not consider it appropriate to
disclose a theoretical value of the share options granted during the
year because the value of share options calculated using theoretical
models is subject to certain fundamental limitations, due to the
subjective nature of and uncertainty relating to a number of
assumptions of expected future performance input to the models and
certain inherent limitations of the models.

DIRECTORS' INTERESTS AND SHORT POSITIONS IN
SHARES, UNDERLYING SHARES AND DEBENTURES

At 31 March 2004, the interests and short positions of the directors of
the Company and their associates in the shares and underlying shares
of the Company which were required to be notified to the Company
and The Stock Exchange of Hong Kong Limited (the “Stock Exchange")
pursuant to Divisions 7 and 8 of Part XV of the Securities and Futures
Ordinance (the “SFO") (including interests and short positions which
they were taken or deemed to have under such provisions of the SFO),
or which were required to be recorded in the register kept by the
Company pursuant to Section 352 of the SFO, or which were required
to be notified to the Company and the Stock Exchange pursuant to the
Model Code for Securities Transactions by Directors of Listed
Companies (the “Model Code") contained in the Rules Governing the
Listing of Securities on The Stock Exchange of Hong Kong Limited (the
“Listing Rules"), were as follows:

Shares of HK$0.10 each of the Company
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Percentages of

Interests Interests in aggregate
Name of director Capacity in shares underlying shares holding (%)
BEEHR g )i yigv) REE R G EREREZ
BEER EEZRER B2t (%)
(Note 1) (Note 1) (Note 3)
(PR 3D (PR 3£ (PH5E3)
LI Qin Beneficial owner 1,016,000 - 0.12
g EmEB A
GUO Wei Beneficial owner 904,000 10,600,000 1.34
] EnEAA
ZENG Maochao Beneficial owner 808,000 - 0.09
8% A EmEE A
Interest of spouse 60,000 - 0.01
AL 48 2 7 & (Note 2)
(P 7E2)
LIN Yang Beneficial owner 220,000 5,500,000 0.67
W15 EmEE A
HUA Zhinian Beneficial owner 80,000 4,200,000 0.50
N F EnEEA
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DIRECTORS' INTERESTS AND SHORT POSITIONS IN
SHARES, UNDERLYING SHARES AND DEBENTURES
(cont'd)

Notes:

1. All the above interests in the shares and underlying shares of the Company were
long positions. None of the directors of the Company or their associates held any
short positions in the shares or underlying shares of the Company at 31 March 2004.
Interests in underlying shares of the Company represented share options granted to
such directors, further details of which are set out in the note 28 to the financial

statements.
2. The 60,000 shares were owned by the wife of Mr. ZENG Maochao.
3. The percentages of aggregate holding were calculated on the basis of 859,746,331

shares of the Company in issue at 31 March 2004.

Save as disclosed above, at 31 March 2004, none of the directors and
chief executives of the Company or their associates had any interests
or short positions in the shares, underlying shares or debentures of
the Company or any of its associated corporations (within the meaning
of the SFO) which were required to be recorded in the register kept by
the Company pursuant to Section 352 of the SFO or which were
required to be notified to the Company and the Stock Exchange
pursuant to the Model Code.

DIRECTORS’' RIGHTS TO ACQUIRE SHARES OR
DEBENTURES

Save as disclosed under the sub-paragraph headed "“Directors’
interests and short positions in shares, underlying shares and
debentures” above and details of share options set out in note 28 to
the financial statements, at no time during the year was the Company
or any of its subsidiaries a party to any arrangement to enable the
directors of the Company to acquire benefits by means of the
acquisition of shares in, or debentures of, the Company or any other
body corporate.
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SUBSTANTIAL SHAREHOLDERS

At 31 March 2004, the following persons, not being a director or chief
executive of the Company, had the following interests and short
positions in the shares and underlying shares of the Company as
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recorded in the register required to be kept by the Company under 8)RARRQ T ZIRH RBERM TR T 52k

Section 336 of the SFO:

N

m KRR

Long position

Short position

Percentages of

aggregate
holding of long/
short positions

Name Notes Capacity held in shares held in shares in shares (%)
8 Fff 3 514 RROEEZHR RROBEEZRRE HE/ KREH
BREZEMDL (%)
(Note 6)
(Fft 3£ 6)
Legend Holdings Limited 1,2 Beneficial owner/ 283,201,872/ 8,568,800 49.25/0.997
Interest of a controlled 140,232,042
corporation
B AR IR A BR 1 A EnlAaA
REEE R
Employees’ Shareholding Society 1,3 Interest of controlled 423,433914 8,568,800 49.25/0.997
of Legend Holdings Limited corporations
BRERBERARBIFERS REEE R
General Atlantic Partners 4 Beneficial owner/ 92,037,409/ - 13.00/-
(Bermuda), L.P. Interests of persons 19,736,591
acting in concert
EnlEaEaA
—HITBAT R
GAP Coinvestment Partners Il, L.P. 4 Beneficial owner/ 12,748,289/ - 13.00/-
Interests of persons 99,025,711
acting in concert
EnlaA
—HITBALTZER
GapStar, LLC 4 Beneficial owner/ 6,988,302/ - 13.00/-
Interests of persons 104,785,698
acting in concert
EnEaAN
—HITBATZER
GAP (Bermuda) Limited 4 Interest of a controlled 92,037,409/ - 13.00/-
corporation/Interests of 19,736,591
persons acting in concert
SREEz RS
—HITBATZER
General Atlantic Partners, LLC 4 Interest of a controlled 6,988,302/ - 13.00/-
corporation/Interests of 104,785,698
persons acting in concert
SrEEER
—HITBALTZER
J.P. Morgan Chase & Co. 5 Beneficial owner/Investment 15,600/ - n.ie/-
manager/Approved leading 83,574,200/
agent 12,397,900
EnlAAN REKE

ZOEREHREA
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SUBSTANTIAL SHAREHOLDERS (cont'd)

Notes:

The English names “Legend Holdings Limited” and “Employees’ Shareholding
Society of Legend Holdings Limited” are direct transliterations of their Chinese
registered names “HFBIEREHMRAE" and "EEIEEBRAER NGB TERE"
respectively.

140,232,042 shares were held by Right Lane Limited, a wholly owned subsidiary and
a controlled corporation of Legend Holdings Limited, and therefore Legend Holdings
Limited was deemed to be interested in such shares by virtue of the SFO.

Employees’ Shareholding Society of Legend Holdings Limited was the controlling
shareholder of Legend Holdings Limited and was therefore deemed to be interested
in the 423,433,914 shares in which Legend Holdings Limited was interested.

GAP (Bermuda) Limited is the general partner of General Atlantic Partners
(Bermuda), L.P., and General Atlantic Partners, LLC (“GAP LLC") is the sole member
of GapStar, LLC. The individuals who are the managing members of GAP LLC are
also the executive officers and directors of GAP (Bermuda) Limited. In addition, the
general partners of GAP Coinvestment Partners Il, L.P. are also the managing
members of GAP LLC.

J.P. Morgan Chase & Co. was deemed to be interested in an aggregate of 95,987,700
shares by virtue of the SFO. Those interests comprised direct interests in 81,870,200
shares and 1,704,000 shares held by JF Asset Management Limited and JF
International Management Inc. respectively, both of which were subsidiaries and
controlled corporations of J.P. Morgan Fleming Asset Management (Asia) Inc. which
itself was a subsidiary and a controlled corporation of J.P. Morgan Fleming Asset
Management Holdings Inc.. J.P. Morgan Fleming Asset Management Holdings Inc.
was then a subsidiary and a controlled corporation of J.P. Morgan Chase & Co.. Also,
direct interest in 15,600 shares was held by J.P. Morgan Whitefriars Inc., which was a
subsidiary controlled in turn by J.P. Morgan Overseas Capital Corporation, J.P.
Morgan International Finance Limited, J.P. Morgan International Inc. and JPMorgan
Chase Bank, all of which were subsidiaries and controlled corporations of J.P.
Morgan Chase & Co. In addition, JPMorgan Chase Bank also had a direct interest in
12,397,900 shares of the Company.

The percentages of aggregate holding of long/short positions in shares were calculated
on the basis of 859,746,331 shares of the Company in issue at 31 March 2004.

Save as disclosed above, at 31 March 2004, no other interests or short

positions in the shares or underlying shares of the Company were

recorded in the register required to be kept under Section 336 of the

SFO.
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CONNECTED TRANSACTIONS

m

During the year, the Group had entered into the following
connected transactions with Lenovo Group Limited (formerly
known as Legend Group Limited) (“Lenovo”) and/or its
subsidiaries (the “Lenovo Group") of which the Stock Exchange
had granted, subject to certain conditions, a waiver (“Waiver") to
the Company from strict compliance with the disclosure and/or
shareholders' approval requirements under the old Chapter 14 of
the Listing Rules (before the amendments made on 31 March
2004):

(@) a subsidiary of the Company sub-leased certain premises in
The People's Republic of China from a subsidiary of Lenovo
as office for a term of five years commencing from 1
October 1999 to 1 October 2004 pursuant to a tenancy
agreement dated 27 March 2000. An aggregate rental of
HKS$740,000 was paid under the tenancy agreement for the
year; and

(b) the Group had from time to time sold (the “Group Sales")
to the Lenovo Group the Group's information technology
products and purchased (the “Group Purchases"”) from the
Lenovo Group computers and related products. The
aggregate amounts of the Group Sales for the year were
HK$28,253,000 and no Group Purchases were carried out
in the year.

Further details of the above transactions were disclosed in the
prospectus of the Company dated 23 May 2001. The independent
non-executive directors of the Company have reviewed the
connected transactions in (a) and (b) above and are in the
opinion that:

(i) these connected transactions were entered into in the
ordinary and usual course of business of the Group,
conducted on normal commercial terms and entered into in
accordance with the terms of the agreements governing
such transactions or on terms no less favourable than
those available to or from independent third parties; and
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CONNECTED TRANSACTIONS (cont'd)

(2)

(i) the aggregate amounts of the Group Sales and the Group
Purchases for the year did not exceed the respective
monetary caps of HK$46,300,000 and HKS$14,200,000
under the Waiver.

The auditors of the Company have also issued a letter to the
board of directors of the Company in relation to the compliance
of the conditions prescribed by the Stock Exchange in granting
the Waiver in respect of the connected transactions in (a) and (b)
above.

Pursuant to the sale and purchase agreement dated 17 February
2004 (the “Agreement”) entered into between #& M| 15 (R ) &
R 22 &) (Digital China (China) Limited) (“DC China"), an indirect
wholly-owned subsidiary of the Company, and &} S5 i@ A & (4
(F/8) BB A R(DGT Information Systems (Shanghai) Limited)
("DGT Shanghai"), a 55% indirectly owned subsidiary of the
Company, DC China transferred to DGT Shanghai the offshore
software development business (the “Business”) operated by DC
China which comprised assets (comprising mainly office
equipment and work-in-progress) at 31 December 2003 as well as
certain employees and outstanding contracts of the Business at a
cash consideration of RMB7,833,134 (equivalent to approximately
HKS$7,370,280). The transfer of the Business was completed on 1
June 2004. Pursuant to the Agreement, DGT Shanghai further
undertook to pay to DC China a sum of RMB291,855 (equivalent to
approximately HKS$274,610), being a sum equivalent to the
liabilities incurred by DC China in respect of the Business at 31
December 2003, upon receipt of a demand notice for payment
from DC China. Further details of the transfer of the Business were
disclosed in the announcement dated 17 February 2004 of the
Company.

DONATIONS

During the year, the Group made charitable and other donations of
HK$22,691 (2003: HK$89,007).
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MAJOR CUSTOMERS AND SUPPLIERS

The aggregate percentage of turnover attributable to the Group's five
largest customers was less than 30% (2003: less than 30%) of the
Group's total turnover for the year.

The aggregate percentage of purchases attributable to the Group's five
largest suppliers was approximately 61% (2003: approximately 47%)
of the Group's total purchases and the percentage of purchases
attributable to the Group's largest supplier was approximately 17%
(2003: approximately 12%) for the year.

None of the directors, any of their associates or shareholders (which,
to the best knowledge of the directors, own more than 5% of the
Company's issued share capital) had any beneficial interest in the
Group's major customers or suppliers noted above.

COMPLIANCE WITH THE CONTINUING DISCLOSURE
REQUIREMENT UNDER CHAPTER 13 OF THE LISTING
RULES

In compliance with the continuing disclosure requirements under Rule
13.21 of Chapter 13 of the Listing Rules (as amended on 31 March
2004), the directors of the Company reported below details of the
facility agreements which included conditions relating to the specific
performance of the controlling shareholder of the Company.

On 25 March 2002, the Company entered into a facility agreement (the
"2002 Facility Agreement”) for a 3-year transferable loan facility of up
to US$S60 million and it was a condition under the 2002 Facility
Agreement that Legend Holdings Limited (“LHL"), the controlling
shareholder of the Company, should remain as the single largest
shareholder of the Company throughout the term of the 2002 Facility
Agreement, failing which it would constitute an event of default.

On 24 March 2003, the Company entered into another facility
agreement (the “2003 Facility Agreement”) with a syndicate of banks
(the “Banks") for a 4-year transferable loan facility of up to US$70
million. The said loan facility has been used by the Company to repay
in full the outstanding amounts under the 2002 Facility Agreement
and thereafter, finance its general working capital.
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COMPLIANCE WITH THE CONTINUING DISCLOSURE
REQUIREMENT UNDER CHAPTER 13 OF THE LISTING
RULES (cont'd)

The 2003 Facility Agreement includes a condition to the effect that
LHL is to beneficially hold not less than 40% of the issued share
capital of the Company throughout the term of the 2003 Facility
Agreement. A breach of such condition, if not remedied within 30 days
after the agent of the Banks has given written notice to the Company,
shall constitute an event of default under the 2003 Facility Agreement
and, upon such occurrence, no further advances are allowed and all
amounts outstanding under the 2003 Facility Agreement shall
immediately become due and payable.

At 31 March 2004, the loan facility under the 2003 Facility Agreement
was fully drawn and all remained outstanding.

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY'S LISTED SECURITIES

During the year ended 31 March 2004, neither the Company nor any of
its subsidiaries purchased, sold or redeemed any of the Company's
listed securities.

AUDIT COMMITTEE

The Company has established an audit committee comprising members
of the two independent non-executive directors of the Company,
namely Mr. LEUNG Pak To, Francis (chairman of the audit committee)
and Professor WU Jinglian. The audit committee has reviewed with the
management the accounting principles and practices adopted by the
Group and discussed auditing, internal control and financial reporting
matters including the review of the audited consolidated financial
statements of the Group for the year ended 31 March 2004.

MODEL CODE FOR SECURITIES TRANSACTIONS BY
DIRECTORS OF THE COMPANY

The Company has adopted a code of conduct regarding securities
transactions by directors of the Company on terms no less exacting
than the required standard set out in the Model Code of the Listing
Rules.
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CODE OF BEST PRACTICE

So far as the directors of the Company are aware, the Company has
complied with the Code of Best Practice as set out in Appendix 14 of the
Listing Rules throughout the year ended 31 March 2004, except that the
non-executive director and independent non-executive directors of the
Company are not appointed for a specific term but are subject to
retirement by rotation and re-election at the annual general meeting of
the Company in accordance with the Bye-Laws of the Company.

AUDITORS

Messrs. Ernst & Young was appointed as the auditors of the Company
in place of the then retiring auditors, Messrs. PricewaterhouseCoopers,
at the annual general meeting of the Company held on 18 July 2002,
and was thereafter re-appointed as the auditors at the annual general
meeting of the Company held on 8 August 2003.

The consolidated financial statements for the year ended 31 March
2004 of the Group were audited by Messrs. Ernst and Young.

At the forthcoming annual general meeting of the Company, Messrs.
Ernst & Young will retire but, being eligible, will offer themselves for
re-appointment, and accordingly a resolution will be proposed to re-
appoint Messrs. Ernst & Young as the auditors of the Company.

ON BEHALF OF THE BOARD
RREFE

£

LI Qin chairman

E) =z

Hong Kong, 16 June 2004
BB —REMFEAATAR
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