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The directors of the Company have pleasure in submitting their report together

with the audited consolidated financial statements of the Company and its

subsidiaries (the “Group”) for the year ended 31 March 2006.

Principal Activities and Segment Information

The Company is an investment holding company. Its principal subsidiaries are

principally engaged in the distribution of general information technology and

systems products and provision of systems integration services.

Details of the principal subsidiaries of the Company at 31 March 2006 are set out

in note 20 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 is set out

in note 4 to the financial statements.

Results and Dividends

The results of the Group for the year ended 31 March 2006 and the state of affairs

at that date of the Company and the Group are set out in the financial statements

on pages 56 to 157 of this annual report.

The directors of the Company recommend the payment of a final dividend of 10

HK cents per share (2005: 8.53 HK cents) in respect of the year ended 31 March

2006 to shareholders whose names appear on the register of members of the

Company on 23 August 2006. This recommendation has been incorporated in

the financial statements as an allocation of retained profits within the equity section

of the consolidated balance sheet and the balance sheet of the Group and the

Company respectively.

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 158 of this annual report.

The five year financial summary does not form part of the audited financial

statements.

Property, Plant and Equipment

Details of movements in the property, plant and equipment of the Group and the

Company during the year are set out in note 15 to the financial statements.
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Investment Properties

Details of movements in the investment properties of the Group during the year

are set out in note 16 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 32 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 34(b) to the financial statements and in the consolidated

statement of changes in equity set out on page 59 of this annual report, respectively.

Distributable Reserves

At 31 March 2006, the Company’s reserves available for distribution, calculated in

accordance with the Companies Act of Bermuda, amounted to HK$867,923,000

of which HK$86,693,000 has been proposed as a final dividend for the

year. In addition, the Company’s share premium account, in the amount of

HK$305,334,000, 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 of Bermuda although there are no restrictions against such rights under

the laws of Bermuda.

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. HUA Zhinian

Non-executive Director

Mr. William O. GRABE
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Directors (cont’d)

Independent Non-executive Directors

Mr. LEUNG Pak To, Francis

Professor WU Jinglian

Mr. HU Zhao Guang

At the forthcoming annual general meeting of the Company, Mr. LIN Yang, Mr. HUA

Zhinian and Professor WU Jinglian will retire from office by rotation in accordance

with Bye-Law 99 of the Company’s Bye-Laws. Being eligible, all of them will offer

themselves for re-election.

Directors’ Service Agreements

Each of the executive directors of the Company entered into a service agreement

with the Company which shall continue in force unless and until terminated by

(i) either the Company or the director serving on the other not less than three

months’ notice, or (ii) his retirement as a director without being re-elected as a

director by the shareholders in an annual general meeting in accordance with the

Bye-Laws, or (iii) in the event of the director’s default under the terms of the service

agreement.

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 the 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 existing 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 Option Scheme and the 2002 Share

Option Scheme are set out in note 33 to the financial statements.

99
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Directors’ and Chief Executive’s Interests and Short Positions in Shares,

Underlying Shares and Debentures

At 31 March 2006, the interests and short positions, if any, of each director and

chief executive of the Company and their associates in the shares, underlying

shares and debentures of the Company and any of its associated corporations

(within the meaning of Part XV of the Securities and Futures Ordinance (the “SFO”)

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 SFO (including interests and short positions which the directors and

chief executives were taken or deemed to have taken under such provisions of

the SFO), or which were required to be and are recorded in the register required to

be kept by the Company pursuant to Section 352 of Part XV 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

adopted by the Company (the “Model Code”) were as follows:

(1) Interests and Short Position of Directors and Chief Executive

Shares of HK$0.10 each of the Company

Interests in Percentages of
Name of directors Capacity Interests in shares underlying shares aggregate holding (%)

(%)
(Note 1) 1 (Note 1) 1 (Note 3) 3

LI Qin Beneficial owner 1,016,000 2,500,000 0.41

GUO Wei Beneficial owner 904,000 10,600,000 1.33

ZENG Maochao Beneficial owner 808,000 – 0.09

Interest of spouse 60,000 – 0.01

 (Note 2) 2

LIN Yang Beneficial owner 220,000 5,500,000 0.66

HUA Zhinian Beneficial owner – 4,200,000 0.48

XV

XV

7 8

XV 352

(1)

0.10
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Directors’ and Chief Executive’s Interests and Short Positions in Shares, Underlying

Shares and Debentures (cont’d)

(1) Interests and Short Position of Directors and Chief Executive (cont’d)
Notes:

1. All the above interests in the shares and underlying shares of the Company were long positions.
None of the directors and chief executive of the Company or their associates held any short
positions in the shares or underlying shares of the Company at 31 March 2006. Interests in
underlying shares of the Company represented share options granted to such directors and
chief executive, further details of which are set out in the sub-section (2) headed “Directors’
Rights to Acquire Shares” below.

2. The 60,000 Shares were owned by the spouse of Mr. ZENG Maochao.

3. The percentages of aggregate holding were calculated on the basis of 866,934,081 shares
of the Company in issue at 31 March 2006.

(2) Directors’ Rights to Acquire Shares

Subscription Outstanding as
Name of directors Date of grant Exercisable period price per Share at 31 March 2006

HK$ 

LI Qin 24/06/2004 24/06/2005-23/06/2012 2.068 2,500,000

GUO Wei 13/10/2003 13/10/2004-12/10/2011 2.750 5,000,000

31/08/2001 31/08/2002-30/08/2009 1.976 2,800,000

12/07/2001 12/07/2002-11/07/2009 3.180 2,800,000

LIN Yang 13/10/2003 13/10/2004-12/10/2011 2.750 2,500,000

31/08/2001 31/08/2002-30/08/2009 1.976 1,500,000

12/07/2001 12/07/2002-11/07/2009 3.180 1,500,000

HUA Zhinian 13/10/2003 13/10/2004-12/10/2011 2.750 2,000,000

31/08/2001 31/08/2002-30/08/2009 1.976 1,100,000

12/07/2001 12/07/2002-11/07/2009 3.180 1,100,000

(1)

1.

(2)

2. 60,000

3.
866,934,081

(2)
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Directors’ and Chief Executive’s Interests and Short Positions in Shares, Underlying

Shares and Debentures (cont’d)

(2) Directors’ Rights to Acquire Shares (cont’d)

Save as disclosed above, at 31 March 2006, none of the directors and chief

executive 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 Part XV of the SFO) which were

required to be notified to the Company and the Stock Exchange pursuant to

Divisions 7 and 8 of Part XV of the SFO (including interests and short positions

which the directors and chief executives were taken or deemed to have taken

under such provisions of the SFO), or which were required to be recorded in the

register required to be kept by the Company pursuant to Section 352 of Part XV

of the SFO or which were required to be notified to the Company and the Stock

Exchange pursuant to the Model Code.

Substantial Shareholders’ Interests and Short Positions in the Shares and

Underlying Shares

At 31 March 2006, 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 recorded in the register required to be kept

by the Company under Section 336 of Part XV of the SFO:

Percentages
of aggregate

holding of
Long position Short position long/short positions

Name Notes Capacity held in shares held in shares in shares (%)

(%)
(Note 5) ( 5)

Legend Holdings Limited 1, 2 Beneficial owner/ 275,769,672/ – 47.99/–

Interest of a 140,232,042

controlled corporation

Employees’ Shareholding 1, 3 Interest of controlled 416,001,714 – 47.99/–

Society of Legend Holdings corporations

Limited

(2)

XV

XV 7 8

XV 352

XV 336
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General Atlantic Partners 4 Beneficial owner/ 96,357,938/ – 13.50/–

(Bermuda), L.P. Interests of persons 20,647,062

acting in concert

GAP Coinvestment Partners II, L.P. 4 Beneficial owner/ 13,330,702/ – 13.50/–

Interests of persons 103,674,298

acting in concert

GapStar, LLC 4 Beneficial owner/ 7,316,360/ – 13.50/–

Interests of persons 109,688,640

acting in concert

GAP (Bermuda) Limited 4 Interest of a 96,357,938/ – 13.50/–

controlled corporation/ 20,647,062

Interests of persons

acting in concert

General Atlantic LLC 4 Interest of a 7,316,360/ – 13.50/–

controlled corporation/ 109,688,640

Interests of persons

acting in concert

Substantial Shareholders’ Interests and Short Positions in the Shares and

Underlying Shares (cont’d)

Percentages
of aggregate

holding of
Long position Short position long/short positions

Name Notes Capacity held in shares held in shares in shares (%)

(%)
(Note 5) ( 5)



48 Digital China Annual Report 05/06

Report of the Directors

Substantial Shareholders’ Interests and Short Positions in the Shares and

Underlying Shares (cont’d)
Notes:

(i) The English names “Legend Holdings Limited” and “Employees’ Shareholding Society of
Legend Holdings Limited” are direct transliterations of their Chinese registered names “

” and “ ”respectively.

(ii) 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.

(iii) Employees’ Shareholding Society of Legend Holdings Limited was the controlling shareholder
of Legend Holdings Limited and was therefore deemed to be interested in the 416,001,714
shares in which Legend Holdings Limited was interested.

(iv) GAP (Bermuda) Limited is the general partner of General Atlantic Partners (Bermuda), L.P.,
and General Atlantic LLC (“GA LLC’) is the sole member of GapStar, LLC. The individuals
who are the Managing Directors of GA LLC are also the executive officers and directors of
GAP (Bermuda) Limited. In addition, the general partners of GAP Coinvestment Partners II,
L.P. are also Managing Directors of GA LLC.

(v) The percentages of aggregate holding of long/short positions in shares were calculated on
the basis of 866,934,081 shares of the Company in issue at 31 March 2006.

Save as disclosed above, at 31 March 2006, 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 Part XV of the SFO.

Connected Transactions

During the year under review, the Group entered into the following connected

transactions which are of a regular and continuing nature and in the ordinary and

usual course of business of the Group under the Listing Rules of the Stock

Exchange:

(1) On 2 June 2004, the Company announced that two agreements both dated

17 May 2004 and both with a term of three years commencing on 1 April

2004 were entered into between the Company and Lenovo Group Limited

(“Lenovo”), the details of which are described below:

(a) a master purchase agreement for the purpose of regulating the Purchases

Arrangements, being the purchases by the Group from Lenovo and/or

its subsidiaries (“Lenovo Group”) computers and related IT products of

certain Lenovo brands; and

(i) Legend Holdings Limited Employees’
Shareholding Society of Legend Holdings Limited

(ii) 140,232,042

(iii)
416,001,714

(iv) GAP (Bermuda) Limited General Atlantic Partners
(Bermuda), L.P. General Atlantic LLC

GA LLC  GapStar, LLC GA LLC
GAP (Bermuda) Limited

GAP Coinvestment Partners II, L.P.
GA LLC

(v)
866,934,081

XV 336

(1)

(a)

IT
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Connected Transactions (cont’d)

(b) a master sales agreement for the purpose of regulating the Sales

Arrangements, being the sales by the Group to the Lenovo Group IT

products and the provision of services ancillary to the sales of such IT

products.

Legend Holdings Limited (“Legend”) is a connected person of the Company

by virtue of being a controlling shareholder of the Company. Lenovo is an

associate of Legend by virtue of Legend being its controlling shareholder,

and therefore Lenovo and any of its associates are regarded as connected

persons of the Company under the Listing Rules of the Stock Exchange. A

director of the Company is also a director of Lenovo.

For the year ended 31 March 2006, the aggregate amount of the Purchases

Arrangements was HK$8,357,000 and the aggregate amount of the Sales

Arrangements was HK$14,065,000.

(2) On 10 January 2005, the Company announced that DGT Information Systems

Limited (“DGT”), a company owned as to 55% by the Company, 25% by GE

Capital Mauritius Equity Investment (“GE”) and 20% by TIS Inc. (“TIS”), entered

into a master agreement with GE dated 31 December 2004 for the purpose

of regulating the transactions relating to the provision of software development,

applications outsourcing, IT support and other related professional services

by DGT and its subsidiaries to GE and/or its associates (“GE Transactions”).

DGT also entered into a master agreement with TIS dated 31 December 2004

for the purpose of regulating the transactions relating to the provision of

software development, applications outsourcing, IT support and other related

professional services by DGT and its subsidiaries to TIS and/or its associates

(“TIS Transactions”).

As GE and TIS are each a substantial shareholder of DGT, GE, TIS and their

respective associates are regarded as connected persons of the Company

under the Listing Rules of the Stock Exchange.

For the year ended 31 March 2006, the aggregate amount of the GE

Transactions was HK$10,559,000 and the aggregate amount of the TIS

Transactions was HK$31,221,000.

(b)

IT IT

8,357,000 

14,065,000

(2)

55% GE Capital Mauritius

Equity Investment GE 25% TIS Inc.

TIS 20% GE

GE /

IT

GE

TIS

TIS

IT

TIS

GE TIS

GE TIS

 GE

10,559,000 TIS

31,221,000



50 Digital China Annual Report 05/06

Report of the Directors

Connected Transactions (cont’d)

The above continuing connected transactions have been reviewed by the directors

of the Company (including the independent non-executive directors). The

independent non-executive directors have confirmed that these continuing

connected transactions have been entered into:

(a) in the ordinary and usual course of business of the Group;

(b) either on normal commercial terms or on terms no less favourable to the

Group than terms available to or from independent third parties; and

(c) in accordance with the relevant agreements governing them on terms that

are fair and reasonable and in the interests of the shareholders of the Company

as a whole.

The auditors of the Company have also confirmed that these continuing connected

transactions:

(a) have received the approval of the board of directors of the Company;

(b) are in accordance with the pricing policies of the Group;

(c) have been entered into in accordance with the relevant agreements governing

the transactions; and

(d) have not exceeded their respective caps disclosed in the announcements

dated 2 June 2004 and 10 January 2005.

Significant related party transactions entered into by the Group during the year

ended 31 March 2006 are disclosed in note 39 to the financial statements.

:

(a)

(b)

(c)

(a)

(b)

(c)

(d)

39



51 05/06

Connected Transactions (cont’d)

The following connected transaction is of a regular and continuing nature and in

the ordinary and usual course of business of the Group under the Listing Rules of

the Stock Exchange subsequent to the balance sheet date:

1. On 27 March 2006, the Company announced (inter alia) that two agreements

both dated 27 March 2006 and both with a term of three years commencing

on 9 June 2006 were entered into between the Company and Lenovo, the

details of which are described below:

(a) a supplemental master sales agreement for the purpose of regulating

the Sales Arrangements, being the sales of IT products and the provision

of services by the Group to the Lenovo Group; and

(b) a supplemental master purchases agreement for the purpose of regulating

(i) the Purchases Arrangements, being the purchases by the Group from

the Lenovo Group of computers and other related IT products of certain

Lenovo brands and the provision of services by the Lenovo Group to the

Group and (ii) the IBM Purchases Transactions, being the purchases by

the Group from International Information Products (Shenzhen) Co., Ltd.

(“IIPC”) of desktop and laptop

personal computers (such computer business was acquired by Lenovo

from IBM on 30 April 2005) and post-warranty and upgrade services

pursuant to a business partnership agreement entered into in February

2003.

IIPC was a subsidiary of IBM prior to the closing of Lenovo’s acquisition of the

IBM computer business which took place on 30 April 2005. IIPC has since 30

April 2005 become a wholly-owned subsidiary of Lenovo.

Legend is a connected person of the Company by virtue of being a controlling

shareholder of the Company. Lenovo is an associate of Legend by virtue of

Legend being its controlling shareholder, and therefore Lenovo and IIPC are

both regarded as connected persons of the Company under the Listing Rules

of the Stock Exchange. A director of the Company is also a director of Lenovo.

Donations

During the year, no charitable and other donations were made by the Group (2005:

Nil).

1.

(a)

IT

(b) (i)

IT (ii)

IBM

IBM

IBM

IBM
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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% (2005: 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 43% (2005: approximately 45%) of the Group’s total

purchases and the percentage of purchases attributable to the Group’s largest

supplier was approximately 12% (2005: 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 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, 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 24 March 2003, the Company entered into a 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 a previous facility

agreement entered into by the Company on 25 March 2002, and thereafter to

finance its general working capital.

The 2003 Facility Agreement includes a condition to the effect that Legend Holdings

Limited, the controlling shareholder of the Company, 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.

The loan facility under the 2003 Facility Agreement had been fully drawn and the

outstanding loan balance was repaid in full on 14 November 2005.

Purchase, Sale or Redemption of the Company’s Listed Securities

During the year ended 31 March 2006, neither the Company nor any of its

subsidiaries purchased, sold or redeemed any of the Company’s listed securities.

30%

30%

43%

45%

12% 12%

5%

13

13 13.21

70,000,000

40%
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Auditors

The consolidated financial statements for the year ended 31 March 2006 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.

Sufficiency of Public Float

Based on information that is publicly available to the Company and within the

knowledge of the directors, the directors confirm that the Company has maintained

the amount of public float as required under the Listing Rules during the year

ended 31 March 2006.

ON BEHALF OF THE BOARD

LI Qin 

Chairman 

Hong Kong, 12 July 2006




