Since 1 April 2004, the Group has re-segregated its business
into three principal operating business, i.e. the Distribution
business, the Systems business and the Services business.
Further details of such three new business segments have
been disclosed in note 4 to the financial statements

of the Group for the financial year ended 31 March 2005.
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MANAGEMENT DISCUSSION AND ANALYSIS =12 B8 o4

NEW BUSINESS SEGMENTS

The new segmentation will provide a better perception of the characteristics,
market size and profitability of each business segment, as well as the current
performance and development trends of the Group’s business. Accordingly,
the review of results and business of the Group below is in conformity with
the new business segments.

BUSINESS PERFORMANCE

During the financial year, the Group continued to focus on its three principal
business by way of providing to its customers a broad variety of IT products
and service solutions, and by fostering closer strategic partnerships with
suppliers to explore and capitalize on market opportunities and mutually
enhance operational efficiency, so as to maintain the Group’s success in its
leadership in terms of turnover among distributors of IT products and service
providers in Mainland China. According to the analysis report of
Sme@rtPartner, turnover of the Group’s Distribution business and Systems
business in 2004 accounted for 23% in the IT distribution market in China,
representing 35% turnover among the top ten distributors and 47% turnover
among the top four distributors.
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For the year ended 31 March 2005, the Group’s turnover was HK$15,457
million, representing a growth of 8.26% compared to HK$14,277 million of
last financial year (where the discontinued mobile phone business is
excluded, the turnover of last financial year was HK$14,040 million,
representing a growth of 10.08% in turnover). During the financial year, the
Group’s net profit attributable to shareholders was HK$210 million while
basic earnings per share was 24.44 HK cents. The profits attributable to
shareholders last year was only HK$34 million due to losses incurred by the
mobile phone business while basic earnings per share was 3.95 HK cents.
Return on shareholders’ equity achieved 13.32%, a significant increase
compared to 2.49% of last financial year.

Turnover and Gross Profit

The Group recorded a turnover of HK$15,457 million for the financial year,
as compared to HK$14,277 million for the last financial year. The Distribution
business contributed close to half of the turnover growth, while the
IT Services business was the fastest-growing business. Group’s gross
profit margin rose from 6.58% for the last financial year to 7.66% for the
financial year, attributable mainly to recouped gross profit margin of the
Distribution business.

In order to present more clearly the mix of turnover and other revenue,
income from activities other than principal operations, which had previously
been reflected under expense items and interest income was consolidated
and separately identified under “Other revenue and gains” in the income
statement in the financial year, which comprised mainly exchange gains and
losses, government grants and interest income. The Group’s total income
from turnover and other revenue and gains during the financial year
amounted to HK$15,505 million, compared to HK$14,305 million for the last
financial year.
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FY 2004/05 FY 2003/04
=T ERME =T EEAE
Turnover  Turnover Growth Gross Profit Margin Turnover  Gross Profit Margin
EER EREER FH= =E X FH=
HK$m HK$m
EEEBT EEEET
Distribution baE ! 8,713 6.78% 5.57% 8,160 3.34%
Included: Distribution Hr : 2344 8,713 9.97% 5.57% 7,923 4.67%
(excluding the (PEFHER)
mobile phone
business)
Systems ES 4,660 9.99% 9.54% 4,237 9.72%
Services fR# 2,084 10.80% 12.19% 1,880 13.59%
Total At 15,457 8.26% 7.66% 14,277 6.58%

Growth in the turnover of the Distribution business was driven mainly by the
four major product categories, namely consumer IT products, data
projectors, PC servers and accessories. The introduction of new brands and
products remained the propulsion for growth in turnover for these four
product categories, especially in the case of consumer T products, where
the number of brand names under our distributorship increased from 8 in the
last financial year to 15 in the financial year. Gross profit margin of the
Distribution business in the last financial year was only 3.34%, which was
mainly due to losses arising from the mobile phone business, excluding
which the gross profit margin would have been 4.67%. Gross profit margin
of the Distribution business rose to 5.57% in rebound thanks to
management efforts in optimizing processes for pricing, procurement and
stock management supported by an integrated performance appraisal
system in the financial year.
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FY 2004/05 FY 2003/04 FY 2002/03
ZEZTMERAEF ZET= EWEE ZEEZ EZUEF
Gross Profit Margin -~ 8l 27 EF=R 5.57% 3.34% 5.86%

of the Distribution
Business
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After two years of continuous efforts in portfolio development, our Systems
business featured an extensive range of enterprise-level products and
turnover generated from this business was three times as much as that
achieved by our closest competitor. Turnover growth was slower compared
to the previous two years as business expansion had reached a certain
scale, whereby growth was increasingly driven by the introduction of new
channel customers and coverage of new regions. During the financial year,
the number of channels increased 5% to over 3,700. The results of storage
products and packaged software were quite outstanding, with turnover
growth of 35.50% and 21.53%, respectively, benefiting primarily from overall
growth in market demand. On the other hand, turnover of Unix servers and
networking products recorded only slight growth of 5.28% and 1.02%,
respectively, for the financial year, as major suppliers that the Group
represented were confined to modest growth in the China market.

Gross profit margin of the Systems business for the financial year was
slightly lower at 9.54%, as compared to 9.72% for the last financial year due
to intensified market competition. The gross profit margin was maintained by
enhancing its competitive edge through ongoing upgrades in technical
support and servicing capabilities.
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FY 2004/05 FY 2003/04 FY 2002/03
ZETP SR ZET= ENEE ZET ESHF
Gross Profit Margin -~ R#EFHEFE 9.54 % 9.72% 9.87%

of the Systems
Business

The turnover mix of application software development and hardware
integration under the Services business for the financial year was basically
similar to that recorded in the last financial year. However, it is noteworthy
that turnover and gross profit generated from application software
development and related services grew by 17.81% and 103.38%,
respectively, contributing 31.74% of the segment’s gross profit despite
accounting for only 11.80% of the segment’s revenue. The Group has
assumed distinctive leadership among domestic service providers in the
finance and government sectors.
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In the finance sector, the Group has fostered its core capabilities in IT
consulting, system architectural design and project management by securing
top-notch experts and managers with proven experience in the international
banking business. Thus the Group was able to compete with multinational
corporations at a higher level on the back of a local edge enriched by a
global vision. In the taxation sector, the integrated tax collection and
management system designed and implemented by the Group on behalf of
the State Administration of Taxation was successfully rolled out on a
nationwide basis. This product was rewarded the Grade | Award for PRC
Integrated Tax Collection and Management Software Frameworks at the First
Outstanding Software Component Award Ceremony of Beijing in January
2005. Meanwhile, the ARP project of the China Academy of Science was
launched on a trial basis in February 2005. It is unprecedented for a
government/public institution to employ Enterprise Resource Planning
software to institutionalize its management processes on such a large scale.
It has a lighthouse effect to the PRC government, and public institutions.

SR ER T - A ERB I — i e 2
BERFITELRNERNEEAT - ERT =
IKFRREIER - RAURBRET TR B S%
DEEST - ERAYIFER ERIBERSFNA LB
B SIAE B ok E SEBRR R T -
MR - AAREAE RN EHABIZR
MR BRI IR TS 2 RUE Rt B E AR
HE e £ TR - AR BB EAHLHE
fhiREAE L - 2 A "R Re BE T
HER" —58B - 540 —FETRE /- JE
B ERIRE] (ARP) JE B IHAR MR - &
EH—EBATER K S REA LIS R ERP
HZREBERZFAED - R BIRER AR
SEBMEBEERE -

FY 2004/05 FY 2003/04
—FEMFLEF —FE=/FOAF

Application Hardware Application Hardware
HK$m Software Development Integration Software Development Integration
EEARET TERMFIE BRI ER AL TEREMRE TR SRR
Finance S 81 246 85 289
Telecom £ 32 1,087 60 793
Taxation R 51 - 39 -
Government AT 45 279 15 302
Others HAh, 37 226 10 288
Total = 246 1,838 209 1,672

Gross profit margin of the Services business for the financial year was
lower at 12.19% for the financial year compared to 13.59% for the last
financial year mainly as a result of increasing competition in the hardware
integration market and the recent tendency for large-scale projects to
secure suppliers by way of international tenders on procurement. The
Management believes that systems integration market is in the process of
industry consolidation, where certain traditional system integrators are
struggling to survive while others directed by customer-oriented
management philosophy and equipped with proven solutions and industry
know-how will embrace opportunities for growth. The Group will capitalize
on such industry consolidation to enhance its business value by reinforcing
its account management system, optimizing its solutions and improving its
service capabilities.
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Operating Expense

Change in presentation of analysis of expense

In the past, the Group’s operating expenses were classified by the adoption
of the nature of expenses method under four categories, namely selling
expenses, promotional and advertising expenses, staff costs and other
operating expenses, net.

With the Group’s ongoing expansion in the Services sector, the significance
of turnover contributed from the Services business to the Group’s total
turnover could hardly be ignored. However, the components of cost of sales
of the Services business in the income statement are different from other
business segments of the Group. In the case of the latter, cost of inventories
sold fairly represents the cost of sales, while in the former, cost of sales not
only includes cost of inventories sold, but also comprises expenses such as
staff costs incurred in the services provided. Therefore, the Management is
of the opinion that the function of expenses method for the financial year will
provide a more relevant and appropriate analysis of expenses in the
consolidated income statement. At the same time, operating expenses
based on the nature of expenses method will continue to be disclosed for
comparative purposes and to facilitate easy comparison.

Under the new classification, operating expenses have been categorized into
selling and distribution costs, administrative expenses and other operating
expenses, net. Selling and distribution costs comprise expenses incurred
directly for the generation of sales (such as freight, warehousing expenses
and handling charges for import and export), marketing expenses (such as
advertising and marketing activities), staff costs for sales-related personnel,
fixed assets related expenses, traveling expenses and entertainment
expenses incurred by sales team. Administrative expenses include staff
costs, fixed assets related expenses, traveling expenses and entertainment
expenses incurred by the Group’s functional departments. Other operating
expenses, net include provision and write-off of doubtful trade receivables,
provision and write-off of obsolete inventories, goodwill amortization and
impairment, staff costs for R&D personnel. Depreciation separately classified
in prior year’s consolidated income statement has been categorized into
relevant expense categories.
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FY 2004/05 FY 2003/04
ZETNERUEF ZET= TN

HK$m Full Year Q4 Q3 Q2 Qi Full Year Q4 Q3 Q2 Qi

EEEET 2F FEWEE F-F FIF FF 2F FWEE F=-F FIF FF

Other Revenue and ~ H Uiz A 48 20 4 7 17 28 7 12 7 2
Gains P g

Seling and Sl 5 665) (172) (185) (162)  (146) 600) (165) (150) (154) (131)
Distribution A
Expenses

Administrative e @200 (64 (7)) B (48 (190) 43 (53) (56)  (38)
Expenses

Other Operating HieiEs R (101) 2 (16) (29) (58) (104) 27 @3) 70  (198)
Expenses, net HRE

Total Operating e BEA 986) (234) (258) (242)  (252) (894) (181) (208) (140)  (367)
Expenses

Expense Analysis HHZ

For the financial year, selling and distribution costs increased 10.95% to
HK$665 million and administrative expenses increased 15.81% to HK$220
million, respectively, while other operating expenses, net decreased 3.25%
to HK$101 million. The increase in selling and distribution costs was mainly
due to increases in salaries, traveling and entertainment expenses in tandem
with the organic growth in business. The increase in administrative expenses
was mainly due to salary increment for non-sales personnel with a view to
enhance the Group’s competitiveness in the labor market.

Monitoring the trend and pace of growth in expenses remained a prime
concern for the Management, who conducted thorough analysis of the costs
structures for different businesses, in an effort to capitalize on economy of
scale and scope by duly controlling the growth of expenses.

Financial Management

The Group’s cash and bank balances at 31 March 2005 and 31 March 2004
amounted to HK$453 million and HK$521 million, respectively. The decrease
in cash and bank balances represented net cash outflow from investing
activities in excess of the sum of net cash inflows from operating activities
and from financing activities. Cash outflow from investing activities mainly
represented the costs of the Group’s acquisition of fixed assets.
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The Group has a net cash inflow from operating activities of HK$127 million
for the year ended 31 March 2005, resulting from the generation of operating
profit before working capital changes of HK$314 million and increase in
trade and bills payables of HK$461 million, which were partially offset by
increase in inventories and trade and bills receivables of HK$182 million and
HK$490 million respectively. As shown in the following table for the financial
year, the turnover days for inventory, trade receivables and for trade
payables increased by 1.44 days, 3.89 days and 0.42 day, respectively, as
compared to corresponding figures at 31 March 2004.

RIEERF-A=+—H §&LIHMEH
SFEAEEA27T BT o AP RITEEESEE
Bl 7R M AR 314 B 8T BTSSR
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1.44 % « 3.89 X [ 0.42 % °

Days FY 2004/05 FY 2003/04 FY 2002/03

RE —ETWEREF —ET= TWEE —ET_ T

Inventory Turnover — 1ZEiEE A8 30.08 28.64 29.75

Trade Receivable TEWE SRR e A8 43.30 39.41 40.20
Turnover

Trade Payable TERTE S REFUAE RS 35.62 35.20 36.77
Turnover

Cash Cycle B BN 37.76 32.85 33.18

MANAGEMENT REVIEW =gEdE]=

The Group achieved good progress in its key initiatives on core capabilities
launched during the financial year, laying solid foundations for sustained
development in the 2 to 3 years to come.

Plan R: a risk management system based on credit management and
facilitated by process management

The Group made thorough efforts in the financial year to enhance risk
management at all levels from customer credit control to accreditation of
sales staff and from the monitoring of total receivables to the control for
each single transaction process, as well as to design a risk performance
indicator system.
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Plan D: a performance-based reward system underpinned by
innovative changes

During the financial year, the Management introduced performance-based
annual salaries in a major revamp of the reward system for the sales team
intended to encourage a change in mentality. Such revamp proved effective
in motivating our staff and making each business unit an individual growth
engine, as about 80% of some 40 business departments succeeded in
meeting their pre-set targets.

Plan C: a customer-oriented sales management system that facilitates
growth by enhancing capabilities in customer and channel marketing

During the financial year, the Group put in place a sales management
platform on which to streamline its relationships with over 10,000 industry
and channel customers. A sales management system catering to the needs
of different customers was formed as a result, promising more innovations
and stronger supervision of business results. More importantly, on this basis,
a customer-oriented, systematic, strategic thinking mind-set was developed.
Through a seven-step analysis, systematic studies on the needs and
purchasing patterns of core customers were conducted to identify growth
opportunities on a continued basis. These studies were followed by specific
tactical moves in the form of product development plans and customer
development plans. Based on our analysis, around 50% of individual
consumers’ purchases was believed to be made at conventional computer
shopping centers. In order to compete for a larger market share, a
differentiation strategy must be adopted. With the application of this
approach, the Group is strategically prepared for business growth in the
financial year 2005/06.

The financial year saw an emphasis more than ever on the Group’s
execution ability, which was also the major factor contributing to the
Company’s stable growth. More particularly, the constant progress and
reinforcement of the Company’s management team provided a key
assurance for our overall execution ability.

FUTURE PROSPECTS

Looking to the year ahead, the Management believes that there will be
opportunities as well as challenges in the market. On that basis, a customer-
oriented strategy has been developed where all strategic moves of the
Group are founded on the needs of end-users.
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Under the directive of this strategy and on the basis of the Company’s
analysis of customer requirements, the focus of the financial year 2005/06
will be on notebook PC, data projectors, network security products, storage
products and core application systems and services for banks, tax bureaux
and government institutions, which represent the fastest-growing as well as
most attractive market sectors at the moment.

Meanwhile, the Company will seek to enlarge its market share by developing
appropriate business models to cater for different markets through market
research on consumer habits and purchasing patterns. Similarly, the Group’s
internal management will also be re-designed on a customer-oriented basis,
while process management will also focus on customer needs.

By formulating pragmatic annual plans and budgets and supporting them
with a proven and effective implementation measures, the Management
has every confidence to achieve stable and satisfactory growth, while further
strengthening its core competency and optimizing its management
infrastructure.

The Group mainly finances its operations with internally generated cash
flows, bank loans and banking facilities.

The Group had total assets of HK$4,887 million at 31 March 2005 which
were financed by total liabilities of HK$3,298 million, minority interests
of HK$10 million and shareholders’ funds of HK$1,579 million. The
Group’s current ratio at 31 March 2005 was 1.40 as compared to 1.68 at
31 March 2004.

During the year, capital expenditure of HK$161 million were incurred for the
acquisition of fixed assets and construction of office building in Beijing.

The aggregate interest-bearing borrowings as a ratio of shareholders’ funds
was 0.68 at 31 March 2005 as compared to 0.74 at 31 March 2004. The
computation of the said ratio was based on the total interest-bearing
borrowings of HK$1,076 million (2004: HK$1,009 million) and shareholders’
funds of HK$1,579 million (2004: HK$1,365 million).

At 31 March 2005, all the interest-bearing borrowings of the Group were
denominated in United States dollar.
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Part of the United States dollar borrowings amounting to approximately
HK$530 million was short-term bank borrowings repayable within one year
and guaranteed by the Company. The rest of the United States dollar
borrowings amounting to approximately HK$546 million represented the
syndicated loan (the “Syndicated Loan”) repayable within four years counting
from the date of the first drawdown and guaranteed by Digital China Limited,
a wholly owned subsidiary of the Company. Part of the Syndicated Loan
amounting to approximately HK$273 million was repayable within one year
and, therefore, was classified as current liabilities.

The Group’s total available credit facilities at 31 March 2005 amounted to
HK$4,804 million, of which HK$3,186 million were in trade lines, HK$1,072
million were in short-term and revolving money market facilities and HK$546
million were in transferable loan facility. At 31 March 2005, the facility drawn
down was HK$1,598 million in trade lines, HK$351 million in short-term
and revolving money market facilities and HK$546 million in transferable
loan facility.

Under the normal course of business, the Group has 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 were made by the customers under such performance bonds in the
past, the management considers that the possibility of realization of any
actual material liabilities arising from such performance bonds is remote.

At 31 March 2005, the Group had approximately 4,300 (2004: approximately
4,200) full-time employees. The majority of these employees work in the
PRC. The Group offers remuneration packages in line with industry practice.
Employees’ remuneration includes basic salaries and bonu’s’:efs'.”TotaI ..staff

costs of approximately HK$472 million were incurred for the year endredf”3~k1;
March 2005 (2004: approximately HK$369 million). In order’,to attract.-and’
retain a high calibre of capable and motivated erkfoFCe,'the' Company

offers share options to staff based on the individual performance and the
achievement of the Company’s targets. The Grth is also /'committed to
providing its staff with various in-house and external trainings -and
development programs. : :
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