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Looking forward to the opportunities and challenges
in the next five-year development, the complete value
innovation will be the core of the Group’s strategies.
The Group will strictly adhere to the principle of
“Customer-oriented and Services on Demand”.
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Overall Business Performance

The Group achieved good results in various aspects such as turnover, profit
attributable to equity holders of the parent (profit attributable to shareholders),
operating cash flow and liquidity for the year ended 31 March 2006. The principal
businesses of the Group grew steadily during this financial year, achieving a
balanced development between business growth and risk control. Basic earnings
per share and diluted earnings per share were 29.19 HK cents and 29.07 HK cents
respectively, representing a 34.89% and 34.71% growth comparing to the same
period of last financial year.

The turnover of the Group of this financial year continued its robust growth of
28.52% comparing to last financial year, surpassing the growth rate of the overall
PRC IT market. According to a report provided by IDC in April 2006, the PRC IT
market experienced a stable growth in 2005 with an annual growth rate of 11.4%.
For the year ended 31 March 2006, the Group recorded a turnover of HK$19,865
million, representing a growth of 28.52% comparing to the amount of HK$15,457
million of last financial year. The Group had recorded remarkable performance
during the fourth quarter of this financial year with a turnover of HK$5,153 million,
representing a 43.45% growth comparing to the same period of last year, which
was attributable to the Group’s successful implementation of expansion strategies
toincrease its market share and to enlarge the gap between the Group and its rivals
during this financial year. The gross profit margin of the Group during this financial
year was 7.07%, slightly lower than the 7.66% of last financial year. The decline
was mainly attributable to the Group’s implementation of the expansion strategies
during this financial year. Besides, the rapid development of the FULFILLMENT of
the Distribution business and Systems business and the exploration of large scale
Consumer Electronic Store (“CES”) and other new marketing models also exerted
certain impacts on the gross profit margin of the Group.
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As a leading IT products distributor and service provider in the Mainland, the
principal businesses of the Group continued to maintain a superior position during
this financial year. According to an analysis report of Sm@rtPartner in June 2006,
the Distribution business and Systems business of the Group occupied up to 50%
of the market share of the top four distributors of the Mainland market during 2005,
consolidating its role as a market leader. The Services business of the Group also
had excellent performance. According to a report of IDC in April 2006, the Group’s
Services business ranked the first among the Mainland operators in the same
industry.

The Group’s profit attributable to equity holders of the parent increased significantly
during this financial year. The return on shareholders’ equity was 14.1%, representing
an increase of 2.3% points comparing to 11.8% of last financial year. During this
financial year, the profit attributable to equity holders of the parent of the Group
was approximately HK$252 million, representing a 35.27% growth comparing to
last financial year. Total amount of other income and gains of the Group during
this financial year was approximately HK$123 million, mainly generated from
exchange gains and the amount was approximately HK$48 million for last financial
year. During the fourth quarter of this financial year, the profit attributable to equity
holders of the parent of the Group also achieved good performance with an amount
of approximately HK$46 million, representing a growth of 26.04% comparing to
approximately HK$36 million in the same period of last year.

The Group further strengthened and optimized its risk control system through its
persistent operation strategy of healthy business. Both the operating cash flow
and the liquidity improved during this financial year. The net cash inflow from
operating activities for the year ended 31 March 2006 was approximately HK$130
million, representing an increase of HK$2.3 million comparing to last financial year.
For the year ended 31 March 2006, the cash cycle of the Group was 34.6 days,
representing a decrease of 3.16 days comparing to last financial year, while the
turnover rates for the inventories and the trade receivables decreased by 2.28 days
and 0.81 day respectively.

The Group gained certain achievement in continuing to initiate management
measures to control the overall operation expenses reasonably. The operating
expenses rate experienced a noticeable drop during this financial year. The
operating expenses rate of the Group during this financial year was 5.8%, lower
than the 6.53% of last financial year. The selling and distribution costs and the
administrative expenses rates decreased by 0.25% points and 0.20% points
respectively comparing to last financial year.
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Business Review

Under the strategic direction of “Customer-oriented and Services on Demand”,
the Group implemented differentiated product development strategies and
customer development strategies to address the demand of the target customers
and the business features of Distribution, Systems and Services businesses
respectively. The effective implementation of these strategies further consolidated
the competitive edges of the Group through its marked improvement in the three
principal businesses.

Distribution Business

The Distribution business of the Group experienced rapid growth during this
financial year. For the year ended 31 March 2006, the turnover of the Distribution
business of the Group reached HK$11,616 million, representing a 33.32% growth
comparing to last financial year. During the fourth quarter of this financial year, the
turnover of Distribution business of the Group grew remarkably to HK$3,040 million,
representing a 51.67% growth comparing to the same period of last year. The
desktop computer and notebook computer sectors gave out strong performance
with their turnovers increased by 316.92% and 64.39% respectively comparing to
the same period of last year.

During this financial year, the gross profit margin of the Group’s Distribution business
decreased to 4.69%, comparing to 5.57% of last financial year, which was mainly
attributable to the strategy of concentrating on enlarging the market share of
the Distribution business during this financial year. Besides, the FULFILLMENT
business, the exploration of the large scale CES and also the sales of consumer
IT products from Business To Customer and other new marketing models being
under experimental stages and the newly introduced products being undergoing
the launching process were all factors to induce the overall gross profit margin of
the Distribution business to experience drop within the normal fluctuation range.

Exploring New Business Models and Products

The Group introduced the ACER notebook computers and desktop computers
business and the FULFILLMENT business of the HP desktop computers during
this financial year. The turnover of the aforementioned two businesses exceeded
HK$1,380 million for the year ended 31 March 2006. The Group took an active
role in exploring new business models and attained achievement. In the rapid
developing credit card installment business, the Group has already become a major
partner with the three main card issuing banks, namely China Merchants Bank,
Guangdong Development Bank and China Construction Bank.

The exploration of new business models and products directly increased the
Group’s market shares in various sectors. The turnovers of notebook computers,
desktop computers, accessories, peripherals, PC servers and data projectors
grew by 44.48%, 86.48%, 66.05%, 15.89%, 26.33% and 26.06% respectively
comparing to last financial year.
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Further Developed and Expanded the Business Channels’ Coverage

The Distribution business cooperative channels kept growing both in terms of their
number and maturity which gave an effective support to the performance growth.
The Group further strengthened its coverage in tier 2 and 3 cities by adding 29
cities to its Distribution business network during this financial year. On the other
hand, the Group further expanded its cooperative channels and reinforced its
business directions by such measures. Comparing to 31 March 2005, the number
of Distribution channels increased to 8,225 companies in total as at 31 March
20086, representing a 35% growth.

Systems Business

For the year ended 31 March 2006, the turnover of the Group’s Systems business
reached HK$5,680 million, representing a 21.88% growth comparing to last
financial year. The annual gross profit margin declined to 8.92% comparing to
9.54% of last financial year, which was mainly attributable to the decrease in the
gross profit margin of the SUN servers in the first six months. However, the Systems
business performed excellently during the fourth quarter of this financial year with
a turnover of HK$1,412 million, representing a 36.06% growth and a gross profit
margin of 9.23%, representing an increase of 0.76% points comparing to the same
period of last year. After adjustment, the sales and gross profit of the SUN servers
became stable during the third and fourth quarters of this financial year.

Cordial Relationship with Suppliers Led to Remarkable Business Growth

During this financial year, various major business sectors of the Group’s Systems
business recorded remarkable growth as compared to last financial year. For the
year ended 31 March 2006, the turnovers of the packaged software, storage
products, networking products and UNIX servers increased by 45.03%, 58.90%,
19.67% and 3.43% respectively comparing to last financial year. Under the
strategies of strengthening cooperation with suppliers and constant expansions
of sales channels, the Group experienced remarkable growth in its four key
products during the fourth quarter of this financial year. The turnover of servers
business experienced modest growth during this financial year due to the impact
of the downturn of the SUN products, nevertheless, the business recovered after
adjustment and the turnover increased by 17.57% during the fourth quarter of this
financial year comparing to the same period of last year. Besides, during the fourth
quarter of this financial year, packaged software, storage products, and networking
products also experienced significant growth of 40.26%, 123.71% and 38.05%
respectively comparing to the same period of last year. The Group was honored
with various awards by HP, IBM and Microsoft during this financial year for its
outstanding performance in the marketing of these suppliers’ products.
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Close Alliance with Channels and In-depth Development in Different Regions

The Systems business of the Group increased its investment and focus on
channels. As at 31 March 2006, the total number of channels increased to 4,524
companies, representing a 21% growth comparing to 31 March 2005. A closer
cooperative relationship with core channels was established through continuous
implementation of core account management system and regional integrated sales
capability to pool together the regional business resources and support the rapid
growing business.

Gradual Improvement of the Products Supporting Services and the Value-added
Services

The Group continued to strengthen the technical engineers team and reinforced its
service team management to upgrade the integrated service capabilities in respect
of the services of before sales, after sales, project management and accreditation.
As at 31 March 2006, the number of technical staff grew from 133 persons as
at 31 March 2005 to 178 persons. The technical services covered 13 cities and
contained more than 40 technical accreditations from 17 suppliers. During this
financial year, the service turnover of the Systems business of the Group increased
by 81% comparing to last financial year, while the service turnover of the fourth
quarter of this financial year increased by 164% comparing to the same period of
last year.

Services Business

The Services business of the Group maintained rapid growth throughout this financial
year. The business kept expanding with enhancing profitability. For the year ended 31
March 2006, the turnover of the Services business of the Group recorded HK$2,569
million, representing a 23.29% growth comparing to last financial year. The gross
profit margin grew remarkably to 13.77%, comparing to 12.19% of last financial
year. The hardware integration business and the software business grew significantly
comparing to the same period of last year. In particular, the Services business
achieved an outstanding performance in the fourth quarter of this financial year with
anincreased gross profit margin of 18.47% from 11.54%, representing an increase of
6.93% points comparing to the same period of last year. There were significant
orders credited to tax, finance, telecommunications and other businesses.

Fruitful Results Attained by New and Existing Customers while Clientele Expanded
with a Breakthrough

The Services business of the Group attained a great achievement in exploring new
customers during this financial year. In respect of software business, the Group
extended its financial sector business into the foreign-funded banks and entered
into contracts with Bank of East Asia successfully. Regarding the tax sector, the
Group entered into contracts with Liaoning Local Tax Bureau. Beijing Subway No.
5 Line and the China National Cotton Reserves Corporation became two new key
contracting clients of the software business in the government sector. In respect of
hardware business, Henan Credit Union, Hubei Credit Union and other customers
of the same level became new clients of the Group.
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Existing customers kept signing new contracts. The hardware and software
integration income of existing customers in the finance sector such as China
Construction Bank, Bank of Communications and China Development Bank
grew continuously. In respect of software business, the Group entered into many
millions-worth contracts with China Construction Bank, China Development Bank,
Henan Mobile, Anhui Mobile, State Administration of Taxation, Chinese Academy
of Sciences, China Grain Reserves Corporation and other companies. In respect
of hardware business, the sales of integrated hardware for the headquarters of five
main operators, namely China Mobile, China Telecom, CNC, China Unicom and
China Tietong continued to grow, resulting in many millions-worth contracts.

Significant Increase of Products Support and the Outsourcing Operation and
Maintenance Services

The Group’s products support and outsourcing operation and maintenance services
recorded a turnover of HK$200 million this financial year, representing an increase of
over 100% comparing to last financial year. The rapid increase of service capability
was endorsed by the Group’s conclusion of various millions-worth contracts with
Hebei Mobile, CNC, Guangdong Telecom and other customers at times.

Breakthrough of Solution Capabilities in Various Industries

The integrated tax collection and management software V2.0 for the tax sector
passed the verification and testing conducted by the State Administration of
Taxation and the Chinese Academy of Sciences. The Model Bank, a complete
set of IT solution for the banking business, was launched in the finance industry
and successfully sold to the China Construction Bank and the Huaxia Bank.
The NGBOSS, a new generation operation support system solution launched in
the telecommunications sector, was successfully applied in the core operation
support system project version 1.5 of the Henan Mobile and the Anhui Mobile.
The application of SmartFrame, a solution platform, was further expanded and it is
widely used in the government, tax and telecommunications sectors.

Acquisition during the Year

In the third quarter of this financial year, the Group acquired 71.04% of equity
interests in Beijing Si-Tech Information Technology Co., Ltd. (“STQ”"), a company
which engages in telecommunications business specializing in the research and
development of new software products and the provision of services in connection
with the application and maintenance services of such software products to
customers. The acquisition price was approximately HK$54 million, and the goodwill
arose after the acquisition was approximately HK$28 million. For the year ended
31 March 2006, the Group paid approximately HK$49 million for this acquisition.
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Thereafter, the Group increased its shareholding to 81.18% through capital injection
into STQ. Through the acquisition of STQ, the Group would further enhance its
competitive power in the IT services of the Mainland’s telecommunications sector,
and would definitely promote the Group’s rapid, healthy and stable development of
the telecommunications software services.

Management Review

The Group continued to improve its management by the focusing work of
the RDC during this financial year. “Plan R”, based on credit management and
process establishment, focused on the different management methods for
different customers and established an overall risk control system for different
business characteristics; meanwhile, it optimized the principal business process
with a distribution business base and preliminarily established the IT process
management system. “Plan D” further improved the technician management,
encouragement and development means, and streamlined and restructured Digital
China’s corporate culture system. “Plan C” was a business growth plan focused
on customer development and business innovation. Observing the actual results
of this financial year, it is obvious that the work of those three key scopes of the
RDC had achieved their targets and made proactive effects on the overall healthy
improvement of the Group.

Five-Year Review and Future Prospectus

Since the commencement of spin-off in 2000, the Group has passed its first five-
year development cycle. Both of the Group’s result and management achieved its
five-year development objectives. According to the report provided by the IDC in
April 2006, the IT market in the PRC increased by 63.3% in 2005 when comparing
to 2000. Taking this as a comparison base, the Group’s turnover in this financial
year increased by 131.8% when comparing to the financial year of 2000/01, which
was much higher than the growth in the IT market in the PRC. The profit attributable
to equity holders of the parent of the Group in this financial year increased by 73.9%
when comparing to the financial year of 2000/01, and the return on shareholders’
equity also continued to grow. Meanwhile, through the continuous risk management,
talent management and customer managing capability establishment, the Group’s
core management capabilities increased significantly which set a better business
and management foundation for the Group’s next five-year development.

Looking forward to the opportunities and challenges in the next five-year
development, the complete value innovation will be the core of the Group’s
strategies. The Group will strictly adhere to the principle of “Customer-oriented
and Services on Demand”, and will insist to achieve the continuous growth of
the corporate value by innovating business modes and technologies under the
restructuring of the IT services. Under this principle, through formulating the
practicable yearly plan and budget and accompanying the effective execution
security system, the management is confident that the result of the Group will
record a continuous stable growth in the financial year of 2006/07, and the core
business and management capabilities will also be further enhanced.
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Capital Expenditure, Liquidity and Financial Resources

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

The Group had total assets of HK$5,827 million at 31 March 2006 which were
financed by total liabilities of HK$4,021 million, minority interests of HK$19 million
and equity attributable to equity holders of the parent of HK$1,787 million. The
Group’s current ratio at 31 March 2006 was 1.25 as compared to 1.40 at 31 March
2005.

During the year ended 31 March 2006, capital expenditure of HK$227 million were
incurred for the acquisition of property, plant and equipment and construction of
buildings in Beijing.

The aggregate interest-bearing borrowings as a ratio of equity attributable to equity
holders of the parent was 0.68 at 31 March 2006 which is the same as the ratio at
31 March 2005. The computation of the said ratio was based on the total interest-
bearing borrowings of HK$1,206 million (31 March 2005: HK$1,076 million) and
equity attributable to equity holders of the parent of HK$1,787 million (31 March
2005: HK$1,579 million).
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At 31 March 2006, the denomination of the interest-bearing borrowings of the Group was shown as follows:

REZZZERFZA=+—H  REENHSERNERELNT -

Denominated in Denominated in

United States Dollar Renminbi Total
LAZETT BB BRENAL LAAREE BIETRERL A&t
HK$’000 HK$’'000 HK$’000
BETIT BETIT BETIT

Current TE
Interest-bearing bank borrowings, unsecured M ESRITE R - EIKIA 981,578 200,611 1,182,189
Interest-bearing bank borrowing, secured MBIRITER - AHEA - 4,799 4,799
Interest-bearing other loan, secured MEHMER - A - 19,197 19,197
Total CEil 981,578 224,607 1,206,185
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The Group’s current borrowings of approximately HK$24 million extended by
financial institutions to a subsidiary of the Group, STQ, were secured by a property
situated in the Mainland China with a net carrying amount of approximately HK$17
million at 31 March 2006 and 14,061,976 issued shares of STQ in favour of Beijing
Zhongguancun Sci-Tech Guaranty Co. Ltd. (the “Pledgee”), an independent third
party, for securing a guarantee issued by such Pledgee on behalf of STQ. After
the repayment of the outstanding syndicated loan balance of HK$410 million in
November 2005, the whole outstanding syndicated loan balance was fully repaid
during the year ended 31 March 2006.

The Group’s total available credit facilities at 31 March 2006 amounted to
HK$4,778 million, of which HK$3,186 million were in trade lines and HK$1,592
million were in short-term and revolving money market facilities. At 31 March 2006,
the facility drawn down was HK$2,280 million in trade lines and HK$388 million in
short-term and revolving money market facilities.

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 had been made
by the customers under such performance bonds in the past, the management
considers that the possibility of realisation of any actual material liabilities arising
from such performance bonds is remote.

Human Resources

At 31 March 2006, the Group had approximately 5,400 (31 March 2005:
approximately 4,300) 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 bonuses. With the increase
in the total number of staff to cope with its business requirements, the Group has
recorded a 29.07% increase in staff costs to approximately HK$640 million for the
year ended 31 March 2006 as compared with an approximate sum of approximately
HK$496 million (as restated) for the last financial year. 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 the
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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