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1.

Notes to the Proforma Accounts

GROUP REORGANISATION AND BASIS OF PREPARATION

(a)

The Company was incorporated in Bermuda on 25th January 2001 under the Companies Act
1981 of Bermuda (as amended) as an exempted company with limited liability. The Company
had not carried on any business since the date of incorporation to 31st March 2001 and had
only minimal general and administrative expenses incurred during that period and insignificant
assets and liabilities as at 31st March 2001. Accordingly, no profit and loss account nor balance
sheet for the Company has been presented, as their inclusion, for the purpose of these proforma

accounts, is not considered meaningful.

Pursuant to a corporate reorganisation (the “Reorganisation”) in preparation for the listing of
the Company’s shares on the Main Board of The Stock Exchange of Hong Kong Limited (the
"Stock Exchange”), the Company became the holding company of the companies now comprising
the Group on 15th May 2001. The Company acquired the entire share capital of Digital China
(BVI) Limited (“Digital China (BVI)"), the then holding company of the other subsidiaries as set
out in note 28 to the proforma accounts, through a share swap arrangement in accordance with
the terms of the Share Swap Agreement dated 15th May 2001 and became the holding company
of Digital China (BVI) and its subsidiaries. Details of the Reorganisation are set out in notes 19
and 29 to the proforma accounts and in the prospectus of the Company dated 23rd May 2001
(the "Prospectus”). The Company’s shares were listed on the Stock Exchange on 1st June 2001.

Although the Reorganisation was not completed and, accordingly, the Group did not legally
exist until 15th May 2001, in the opinion of the directors of the Company (the “Directors”), it is
appropriate and meaningful to treat the Group as a continuing entity and the Company as the
holding company of the Group as if the current group structure and business activities had been
in existence for the two years ended 31st March 2000 and 2001. Accordingly, the proforma
accounts have been prepared on such basis which is consistent with the one adopted in the
preparation of the financial information and track record results included in the accountants’
report in the Prospectus. All significant intra-group transactions and balances have been

eliminated on combination.

As the spin-off of the Group from Legend Holdings Limited, the then immediate holding company,
was completed on 1st June 2001, the proforma combined balance sheet of the Group as at 31st
March 2001 and the proforma combined results, proforma combined cash flows and proforma
statement of combined recognised gains and losses of the Group for the year then ended were

included in the accounts of Legend Holdings Limited for the year ended 31st March 2001.
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Notes to the Proforma Accounts

PRINCIPAL ACCOUNTING POLICIES

The proforma accounts have been prepared by the Directors under the historical cost convention as

modified by the revaluation of certain properties.

The principal accounting policies adopted in the preparation of these proforma accounts, which conform

with accounting principles generally accepted in Hong Kong, are set out below.

(a) Fixed assets

Land use rights, leasehold land and buildings/improvements are stated at cost less accumulated
amortisation or depreciation. Amortisation of land use rights and leasehold land is calculated to
write off their cost on a straight-line basis over the unexpired period of the land use right/lease
or their expected useful lives to the Group of 20 to 50 years whichever is shorter. The principal

annual rates used for this purpose are 2% to 5%.

Depreciation on buildings is calculated to write off their cost on a straight-line basis over the
unexpired period of the leases or their expected useful lives to the Group of 50 years whichever
is shorter. The principal annual rates used for this purpose are 2% to 5%. Depreciation of
leasehold improvements is calculated to write off their cost on a straight-line basis over their
expected useful lives to the Group of 5 years or unexpired periods of the leases whichever is

shorter. The principal annual rate used for this purpose is 20%.

Other fixed assets are stated at cost less accumulated depreciation. Depreciation on other fixed
assets is calculated to write off their cost on a straight-line basis over their expected useful lives
to the Group on a straight-line basis. The principal annual rates used for this purpose are 10%
to 20%.

Major costs incurred in restoring fixed assets to their normal working condition are charged to
the profit and loss account. Improvements are capitalised and depreciated over their expected

useful lives to the Group.

The carrying amounts of fixed assets are reviewed regularly to assess whether their recoverable
amounts have declined below their carrying amounts. When such a decline has occurred, their
carrying amount is reduced to their recoverable amount. Recoverable amount is the amount
which the Group expects to recover from the future use of the asset, including its residual value
on disposal. The amount of reduction to recoverable amounts is charged to the profit and loss
account. Expected future cash flows have not been discounted in determining the recoverable

amount.

The gain or loss on disposal of a fixed asset is the difference between the net sales proceeds

and the carrying amount of the relevant asset, and is recognised in the profit and loss account.
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Notes to the Proforma Accounts

PRINCIPAL ACCOUNTING POLICIES (continued)

(b)

Operating leases

Leases where substantially all the risks and rewards of ownership of assets remain with the
leasing company are accounted for as operating leases. Payments made under operating leases
net of any incentives received from the leasing company are charged to the profit and loss

account on a straight-line basis over the lease periods.

Inventories

Inventories are valued at the lower of cost and net realisable value. Cost represents invoiced
value on purchases, less purchase returns and discounts. Net realisable value is determined on

the basis of anticipated sales proceeds less estimated selling expenses.

Accounts receivable

Provision is made against accounts receivable to the extent that they are considered to be

doubtful. Accounts receivable in the balance sheet are stated net of such provision.

Deferred taxation

Deferred taxation is accounted for at the current taxation rate in respect of timing differences
between profit as computed for taxation purposes and profit as stated in the accounts to the
extent that a liability or an asset is expected to be payable or recoverable in the foreseeable

future.

Translation of foreign currencies

Foreign currency transactions during the year are translated into Hong Kong dollars at the rates
of exchange ruling at the dates of the transactions. Monetary assets and liabilities denominated
in foreign currencies are incorporated into the accounts by translating foreign currencies into
Hong Kong dollars at the rates of exchange ruling at the balance sheet date. Exchange differences

arising therefrom are included in operating results.

The accounts of overseas subsidiaries are translated at the rates of exchange ruling at the

balance sheet date. Exchange differences are dealt with as a movement in reserve.

Revenue

Revenue from the sale of goods is recognised on the transfer of ownership, which generally

coincides with the time of shipment.
Revenue from provision of systems integration service is recognised when services are rendered.

Interest income is accrued on a time proportion basis on the principal outstanding and at the

rates applicable.
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Notes to the Proforma Accounts 53

2. PRINCIPAL ACCOUNTING POLICIES (continued)

(h) Retirement benefit costs

The Group’s contributions to the defined contribution retirement scheme for qualified Hong
Kong employees are expensed as incurred and are reduced by contributions forfeited by those
employees who leave the scheme prior to vesting fully in the contributions. The assets of the
scheme are held separately from those of the Group in an independently administered fund. In
addition, the Group’s contributions to a local municipal government retirement scheme in the
People's Republic of China (“PRC"”) are expensed as incurred while the local municipal
government in the PRC undertakes to assume the retirement benefit obligations of all existing

and future retirees of the qualified staff in the PRC.
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Notes to the Proforma Accounts

TURNOVER, REVENUE AND SEGMENT INFORMATION

Turnover represents sales at invoiced value to customers outside the Group less sales tax, returns and
discounts. The Group is principally engaged in the distribution of foreign brand information technology
("IT") products, provision of systems integration services and development and distribution of

networking products.

2000/2001 1999/2000
HK$'000 HK$'000
Turnover
Distribution of IT products 6,765,850 5,673,813
Provision of systems integration services
(including hardware and software sales
and services revenues) 1,278,557 837,628
Distribution of networking products 525,037 -
8,569,444 6,511,441
Other revenue
Interest income 6,510 1,396
Total revenues 8,575,954 6,512,837
Gross profit by business activities:
Distribution of IT products 534,228 491,319
Provision of systems integration services
(including hardware and software sales
and services revenues) 171,496 139,113
Distribution of networking products 111,743 -
Total gross profit 817,467 630,432
Less: unallocated items:
Selling expenses 108,809 69,549
Promotional and advertising expenses 84,258 42,536
Staff costs 218,714 187,313
Other operating expenses 174,806 158,024
Depreciation expenses 18,395 17,015
Interest income (6,510) (1,396)
Finance costs 58,332 41,726
Profit before taxation 160,663 115,665
Taxation - -
Profit after taxation 160,663 115,665
Minority interests (18,942) =
Profit attributable to shareholders 141,721 115,665

No geographical analysis is provided as over 90% of the combined turnover and trading results of the

Group are attributable to market in the PRC.
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Notes to the Proforma Accounts 57

PROFIT FROM OPERATIONS

2000/2001 1999/2000
HK$'000 HK$'000

Profit from operations is stated after

charging/(crediting) the following:—
Auditors’ remuneration 900 884
Rental expenses under operating leases 37,267 29,342
Rental expenses recharged by

Legend Holdings Limited 655 1,946
Exchange (gains)/losses (5,587) 222
Loss on disposal of fixed assets 12,365 —
Provision for permanent diminution in value of fixed assets 8,190 -
Write off of fixed assets 5,836 2,842
Retirement benefit costs (note 10) 7,269 5,223
Provision for slow-moving inventories 6,836 5,209
Provision for bad and doubtful debts 15,941 9,473
FINANCE COSTS

2000/2001 1999/2000
HK$'000 HK$'000

Interest on bank loans 15,043 4,465
Net interest expenses on current account with

Legend Holdings Limited 43,063 34,094
Other interest 226 3,167
Total finance costs 58,332 41,726
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6.

Notes to the Proforma Accounts

TAXATION

(a) No provision for Hong Kong profits tax has been made for the years ended 31st March 2000 and
2001 as the Group has no income assessable to Hong Kong profits tax after setting off available

tax losses brought forward from previous years.

(b) Legend Digital China Limited (subsequently changed to Digital China (China) Limited), a PRC
subsidiary of the Company which took up the distribution and systems integration businesses of
Legend (Beijing) Limited pursuant to the Reorganisation and started operation in May 2000, has
obtained an approval document from the relevant authorities and was qualified as a new
technology enterprise on 8th April 2000. The relevant PRC income tax rate for new technology
enterprises is 15%. According to the approval document from the State Tax Bureau of the PRC
on 13th July 2000, Legend Digital China Limited is entitled to full exemption from the PRC
income tax until 31st December 2002 and a 50% PRC income tax reduction for the following
three years provided that it can maintain the status as a new technology enterprise. Accordingly,
no PRC income tax was provided for Legend Digital China Limited. The status of Legend Digital
China Limited as a new technology enterprise and hence the preferential PRC tax treatment

thereon are subject to annual review by the relevant PRC authorities in the future.

(c) Pursuant to certain approval documents issued by the State Tax Bureau of the PRC, Wuhan
Legend Digital China Limited, a PRC subsidiary of the Company, is qualified as a high-technology
enterprise and subject to a PRC income tax rate of 15%. It is entitled to full exemption from PRC
income tax for two years starting from the first profit-making year and a 50% PRC income tax
reduction for the following three years. In addition, if Wuhan Legend Digital China Limited fails
to be regarded as a manufacturing-oriented high-technology enterprise from the third year, it

will be subject to PRC income tax at a rate of 15%.

(d) Guangzhou Legend Digital China Limited, a PRC subsidiary of the Company, is classified as a
high-technology enterprise and is subject to the PRC income tax rate of 15%. No provision for
PRC income tax has been made as this company did not have any assessable profit during the
years ended 31st March 2000 and 2001.

(e) Other PRC group companies are subject to the PRC income tax rate of 33%. No provision for
PRC income tax has been made as these companies did not have any assessable profit during
the years ended 31st March 2000 and 2001.

DIVIDENDS

Dividends paid during the years ended 31st March 2000 and 2001 represented dividends paid by the
relevant subsidiaries of the Group to their then shareholder prior to the Reorganisation. The dividend
rate is not presented here as the Directors are of the opinion that such information is not meaningful

for the purpose of these proforma accounts.
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8.

Notes to the Proforma Accounts

EMOLUMENTS OF DIRECTORS AND FIVE HIGHEST PAID INDIVIDUALS

(a)

Details of the emoluments paid and payable to the Directors of the Company by the Group in

respect of their services rendered for managing the subsidiaries during the year ended 31st

March 2001 are as follows:

2000/2001 1999/2000
HK$'000 HK$'000
Fees - -
Other emoluments:
— basic salaries, allowances and benefits-in-kind 1,441 866
— bonuses 4,577 3,639
6,018 4,505

The emoluments of the Directors fall within the following bands:

Number of directors

2000/2001 1999/2000

From HK$nil to HK$1,000,000 4 5
From HK$1,000,001 to HK$1,500,000 1 =
From HK$2,000,001 to HK$2,500,000 - 1
From HK$3,000,001 to HK$3,500,000 1 =
6 6

No Directors waived any emoluments during the years ended 31st March 2000 and 2001.
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Notes to the Proforma Accounts 63

8. EMOLUMENTS OF DIRECTORS AND FIVE HIGHEST PAID INDIVIDUALS (continued)

(c) Among the five highest paid individuals, four (2000: three) are Directors whose remunerations
are included in the Directors’ emoluments above. The remuneration of the remaining one (2000:

two) individual is as follows:

2000/2001 1999/2000
HK$'000 HK$'000
Basic salaries, housing allowances, other allowances
and benefits-in-kind 1,035 713
Bonuses - 232
1,035 945

The emoluments fall within the following bands:

Number of individuals

2000/2001 1999/2000

From HK$nil to HK$1,000,000 - 2
From HK$1,000,001 to HK$1,500,000 1 =
1 2

9. EARNINGS PER SHARE - BASIC

The calculation of proforma basic earnings per share is based on the proforma combined profit
attributable to shareholders of approximately HK$141,721,000 (2000: HK$115,665,000) and on the
assumption that the 757,181,609 shares issued pursuant to the Reorganisation mentioned in notes 1,
19 and 29 had been issued throughout the years ended 31st March 2000 and 2001.

There were no potential dilutive ordinary shares in existence for the years ended 31st March 2000 and

2001 and accordingly, no proforma diluted earnings per share have been presented.
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10.

Notes to the Proforma Accounts

RETIREMENT BENEFIT COSTS

The Group contributed to both defined contribution retirement scheme and a local municipal
government retirement scheme which are available to all qualified employees in Hong Kong and the
PRC respectively. Contributions to these schemes are calculated as a percentage of the employees’
salaries, bonuses and allowances. The assets of the defined contribution schemes are held separately

from those of the Group in an independently administered fund.

The retirement benefit cost charged to the proforma profit and loss account represents contributions

payable by the Group to the schemes.

Contribution forfeited by the qualified employees in Hong Kong who left the scheme prior to vesting
fully in such contributions can be used to reduce the Group'’s contribution. During the years ended

31st March 2000 and 2001, there were no material contributions forfeited.

Commencing 1st December 2000, the scheme available to the qualified employees in Hong Kong has
been frozen with the implementation of the Mandatory Provident Fund (the “MPF") by the Government
of Hong Kong Special Administrative Region.

According to the MPF scheme established by the Group, all qualified employees in Hong Kong are
required to contribute at least 5% of their basic salary plus cashable allowances (subject to the ceiling
under the requirement set out in the MPF legislation) whereas the employer’s contribution is at 5%,

7.5% and 10% respectively after completion of sixty days, five years and ten years of services.
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11. FIXED ASSETS

Land use rights,

leasehold land Leasehold Office Motor
and buildings improvements equipment vehicles Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

Cost or valuation

At 1st April 2000 42,325 4,509 84,328 13,357 144,519

Additions 3,635 6,361 21,506 6,489 37,991

Reclassification = = (1,193) 1,193 =

Revaluation 1,244 = = = 1,244

Disposals (28,003) (4,509) (20,209) (1,455) (54,176)
At 31st March 2001 19,201 6,361 84,432 19,584 129,578
Accumulated depreciation

At 1st April 2000 7,593 2,659 27,905 9,552 47,709

Charge for the year 852 843 13,370 3,330 18,395

Reclassification = = (1,191) 1,191 =

Disposals (5,669) (3,211) (15,907) (1,219) (26,006)
At 31st March 2001 2,776 291 24,177 12,854 40,098
Provision for permanent

diminution in value (8,190) = = = (8,190)
Net book value

At 31st March 2001 8,235 6,070 60,255 6,730 81,290

At 31st March 2000 34,732 1,850 56,423 3,805 96,810
The analysis of the cost or valuation at 31st March 2001 of the above assets is as follows:
At cost - 6,070 60,255 6,730 73,055
At 2001 revaluation 8,235 = = = 8,235

8,235 6,070 60,255 6,730 81,290
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11.

12.

13.

Notes to the Proforma Accounts

FIXED ASSETS (continued)

The net book value of the Group's interest in land use rights, leasehold land and buildings are analysed

as follows:
2001 2000
Hong Kong PRC Total ~ Hong Kong PRC Total
(not including (not including
Hong Kong) Hong Kong)
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Long leases (not less than 50 years) 5,200 - 5,200 32,439 = 32,439
Medium leases (less than 50 years
but not less than 10 years) - 3,035 3,035 = 2,293 2,293
5,200 3,035 8,235 32,439 2,293 34,732

Land use right, leasehold land and buildings were revalued by Vigers Hong Kong Limited, registered

professional valuers and surveyors, as at 31st March 2001 on an open market value basis.

INVENTORIES
2001 2000
HK$'000 HK$'000
Finished goods 972,110 638,498

At 31st March 2001, the carrying amount of inventories that are carried at net realisable value amounted
to HK$68,990,000 (2000: HK$54,433,000).

ACCOUNTS RECEIVABLE

At 31st March 2001, the ageing analysis of the accounts receivable were as follows:

2001 2000

HK$'000 HK$'000
Current to 30 days 579,360 431,139
31 days to 60 days 201,296 126,796
61 days to 90 days 20,809 32,731
91 days to 180 days 81,429 43,222
Over 180 days 88,574 37,712

971,468 671,600

Customers of IT and networking products businesses are generally granted credit terms of 30 to 60
days. Credit terms for customers of systems integration businesses normally range from 30 to 180
days.
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14.

15.

16.

17.

18.

Notes to the Proforma Accounts

CASH AND BANK BALANCES

Included in the balance is an amount of approximately HK$168,114,000 (2000: nil) which is denominated

in Renminbi. Renminbi is not a freely convertible currency.

AMOUNTS DUE TO LEGEND HOLDINGS LIMITED

The amounts due to Legend Holdings Limited are unsecured and repayable on demand. Included in
the balance as at 31st March 2001 was approximately HK$5.2 million (2000: HK$26.4 million) which was
trading in nature and non-interest bearing. The remaining non-trading balance was bearing interest at

rates ranging from 5.2% to 5.5% per annum.

Subsequent to 31st March 2001, approximately HK$344 million has been capitalised (details of the

form of capitalisation are disclosed in note 29(b)) and the remaining balance has been fully settled.

ACCOUNTS PAYABLE

At 31st March 2001, the ageing analysis of accounts payable were as follows:

2001 2000
HK$'000 HK$'000
Current to 30 days 572,693 551,797
31 days to 60 days 46,096 53,760
61 days to 90 days 19,721 11,167
Over 90 days 36,918 12,296
675,428 629,020

SHORT-TERM BANK LOANS — UNSECURED

The loans were bearing interest at rates ranging from 5.58% to 5.85% per annum, repayable on demand
and were guaranteed by Legend Holdings Limited and B 48 &= B #% i% 2 &) (“Legend Group Holdings
Co."), the ultimate holding company. Subsequent to 31st March 2001, the guarantees provided by
Legend Holdings Limited and Legend Group Holdings Co. were released and replaced by the corporate

guarantees from the Company.

DEFERRED TAXATION

(a) As at 31st March 2000 and 2001, the Group did not have any significant unprovided deferred tax
liabilities.

(b) As at 31st March 2001, the Group did not have any significant unprovided deferred tax assets.
As at 31st March 2000, the potential deferred tax asset which represents mainly timing differences

rising from Hong Kong tax losses carried forward not provided for amounted to approximately
HK$1,674,000.
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19.

Notes to the Proforma Accounts 73

SHARE CAPITAL

Company
HK$'000
Authorised:
1,000,000 ordinary shares of HK$0.10 each 100
Issued and nil-paid:
1,000,000 ordinary shares of HK$0.10 each (note (a)) 100

The following changes took place during the period from 25th January 2001 (date of incorporation)
and up to the date of this report:

(a) The Company was incorporated in Bermuda on 25th January 2001 with an authorised share
capital of HK$100,000 divided into 1,000,000 shares of HK$0.10 each, all of which were alloted
and issued to Legend Holdings Limited nil-paid on 1st February 2001 (the “Initial Shares”).

As at 31st March 2000, the Company was not yet incorporated and there was no issued share

capital.

(b) In preparation for the listing of the Company’s shares on the Main Board of the Stock Exchange,
subsequent to 31st March 2001 and up to the date of this report, the following changes in the

Company’s authorised and issued share capital took place:

(i) Pursuant to written resolutions of Legend Holdings Limited dated 14th May 2001, the
authorised share capital of the Company was increased from HK$100,000 to HK$200,000,000
on 14th May 2001 by the creation of an additional 1,999,000,000 ordinary shares of HK$0.10

each. Such shares rank pari passu in all respects with other shares of the Company.

(i1) On 15th May 2001, the Company further allotted and issued a total of 756,181,609 new
ordinary shares of HK$0.10 each, credited as fully paid to Legend Holdings Limited and
credited as fully paid the Initial Shares as consideration for the acquisition of the entire

issued share capital of Digital China (BVI), which is now a subsidiary of the Company.

(iii) Pursuant to the global offering of the Company’s shares in June 2001, 101,498,722 ordinary
shares of HK$0.10 each were issued to the public and institutional investors at HK$3.68
per share for cash. The excess of the issue proceeds over the par value of the shares

issued was credited to the share premium account.
() Had the Reorganisation and the global offering completed as at 31st March 2001, the number

of shares in issue and share capital of the Company would have been 858,680,331 and
approximately HK$85,868,000 respectively.
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19.

20.

SHARE CAPITAL (continued)

Notes to the Proforma Accounts

(d) Under the Company’s share option scheme adopted by a written resolution on 14th May 2001,

the Company may grant options to any full-time employee (including Executive Directors) of the

Company or its subsidiaries to subscribe for shares in the Company, subject to a maximum of

10% of the issued share capital of the Company from time to time. Options granted are

exercisable at any time during a period of ten years from the date upon which the option is

accepted. The subscription price of the option shares is the higher of the nominal value of the

shares and an amount not less than 80% of the average of the closing prices of the shares on

the five trading dates immediately preceding the date on which the offer is made.

RESERVES
Capital Retained Exchange PRC
reserve earnings reserve statutory
(note (b)) (note (b)) reserve Total
HK$'000 HK$'000 HK$/000 HK$/000 HK$'000
At 1st April 1999 151,599 (23,276) (132) = 128,191
Profit for the year - 115,665 - - 115,665
Dividends (note 7) = (145,000) = = (145,000)
Exchange differences - - 132 - 132
Transfer from current account = 29,839 = = 29,839
At 31st March 2000 151,599 (22,772) = = 128,827
At 1st April 2000 151,599 (22,772) = = 128,827
Capitalisation by Digital China
(BVI) in respect of amounts
due to Legend Holdings Limited 46,475 = = = 46,475
Profit for the year - 141,721 - = 141,721
Dividends (note 7) = (27,641) = = (27,641)
Appropriation to PRC statutory reserve
(note (a)) = (5,682) = 5,682 =
Exchange differences - - (345) - (345)
At 31st March 2001 198,074 85,626 (345) 5,682 289,037
(a) Pursuant to certain PRC regulations, this reserve can be used for making up losses, if any.
(b) Upon the completion of the Reorganisation, the capital reserve and retained earnings become

contributed surplus which is distributable under the Bermuda laws.
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22.

Notes to the Proforma Accounts

RELATED PARTY TRANSACTIONS

Save as disclosed elsewhere in this report, the Group had the following material related party

transactions during the year.

2000/2001 1999/2000
HK$'000 HK$'000
Immediate holding company (note(b))
Management fee and recharge of overhead expenses
to the Group - 10,242
Recharge of rental expenses to the Group 655 1,946
Net interest expenses payable by the Group 43,063 34,094
Fellow subsidiaries
Sales of goods by the Group 15,198 53,158
Purchase of goods by the Group 173 1,207
Recharge of overhead expenses to the Group - 34,579
Sales of properties 1,855 -
A minority shareholder and its group companies
Purchases of goods by the Group 221,602 -
(a) The Directors are of the opinion that the above transactions were conducted on normal

commercial terms in the ordinary course of business.

(b) Legend Holdings Limited, the immediate holding company of the Company as at 31st March
2001, became a fellow subsidiary of the Company upon the spin-off of the Company from
Legend Holdings Limited on 1st June 2001.

BANKING FACILITIES

At 31st March 2001, the Group had available aggregate banking facilities of approximately HK$2,110
million (2000: HK$1,610 million) which were guaranteed by corporate guarantees from Legend Holdings
Limited and Legend Group Holdings Co., the ultimate holding company. Subsequent to 31st March
2001, the guarantees provided by Legend Holdings Limited and Legend Group Holdings Co. were

released and replaced by the corporate guarantees from the Company.
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23.

24.

Notes to the Proforma Accounts

COMMITMENTS

Commitments under operating leases

At 31st March 2001, the Group had commitments to make payment in the next twelve months under

operating leases in respect of land and buildings which expire as follows:—

2001 2000
HK$'000 HK$'000
Within one year 5,208 2,971
Between two to five years 18,505 19,492
Over five years - 438
23,713 22,901

CONTINGENT LIABILITIES

A subsidiary of the Group has been involved in legal proceedings in the PRC arising out of a contract
dated 20th March 1998 entered into with a third party in relation to the establishment of a computer
information management system. By a notice dated 5th January 2001 issued by the Beijing People’s
Court and served on the subsidiary, the third party (as plaintiff) initiated court proceedings against the
subsidiary for breach of contract, claiming that the subsidiary had failed to set up and deliver the
requisite system on time. Damages claimed amounted to RMB4.65 million plus costs. The Directors are

of the opinion that no provision is required as the result of the case is not certain at this stage and the

amount of the claim involved is not significant to the Group.
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25.

26.

Notes to the Proforma Accounts

RECONCILIATION OF PROFIT BEFORE TAXATION TO NET CASH (OUTFLOW)/

INFLOW FROM OPERATING ACTIVITIES

2000/2001 1999/2000
HK$'000 HK$'000

Profit before taxation 160,663 115,665
Interest income (6,510) (1,396)
Interest expenses 58,332 41,726
Depreciation of fixed assets 18,395 17,015
Loss on disposal of fixed assets 12,365 —
Write off of fixed assets 5,836 2,842
Provision for permanent diminution in value of fixed assets 8,190 —
Revaluation surplus of fixed assets (1,244) =
Increase in inventories (333,612) (181,638)
Increase in accounts receivable, deposits, prepayments

and other receivables (178,108) (353,686)
Increase in accounts payable, accrued liabilities and

other payable 38,368 68,136
(Decrease)/increase in amounts due to Legend Holdings

Limited (297,022) 604,264
Net cash (outflow)/inflow from operating activities (514,347) 312,928
ANALYSIS OF CHANGES IN FINANCING

Loans Minority interests
2000/2001 1999/2000 2000/2001 1999/2000
HK$'000 HK$'000 HK$'000 HK$'000

Balance at the beginning of the year - 9,379 - -
(Repayment of bank loans)/

new bank loans obtained 813,084 (9,379) - =
Capital injected by minority

shareholders - - 34,242 =
Minority interests in share of profit - - 18,942 -
Balance at the end of the year 813,084 = 53,184 =
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27.

28.

ULTIMATE HOLDING COMPANY

Notes to the Proforma Accounts

The directors regard Legend Group Holdings Co., a company established in the PRC, as being the

ultimate holding company.

PARTICULARS OF SUBSIDIARIES

Particulars of the subsidiaries as at 31st March 2001 are as follows:

Name of subsidiary

Country/place of
incorporation/
establishment

Issued and fully
paid up share
capital/
registered capital

Percentage of
attributable
equity interest

Principal activities

Directly held:
Digital China (BVI) Limited

Indirectly held:

Digital China Holdings
Limited
(subsequently changed
to Digital China (HK)
Limited)

Digital China Limited

Legend Digital China
Limited (i) & (i)
(subsequently changed
to Digital China (China)
Limited)

Chengdu Legend Digital
China Limited (i) & (ii)

Shenyang Legend
Digital China Limited
(i) & (i)

Shanghai Legend
Digital China Limited
(i) & (i)

British Virgin Islands

Hong Kong

Hong Kong

PRC

PRC

PRC

PRC

Ordinary shares
US$1,350

Ordinary shares
HK$10,000

Ordinary shares
HK$2

Registered capital
HK$7,500,000

Registered capital

HK$5,000,000

Registered capital
HK$5,000,000

Registered capital
HK$10,000,000

100%

100%

100%

100%

100%

100%

100%

Investment holding

Investment holding

Investment holding

Systems integration
and distribution of
IT products

Systems integration
and distribution of
IT products

Systems integration
and distribution of
IT products

Systems integration
and distribution of
IT products
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28. MIBATFHE (@)

B avy BETR
I 2 FTE HRBA,/ JE& {5 AR A<

L IPENGIE BR,/ th2h AfER W e bl TEEK
BBt N &S ORI es A& A 100% EHERK

AR QA& (i) & ¥ 3,500,000 7T o8B AR E R
79 &2 Bt 18 1 N B 1 A E A 100% EBER R

AR QA& (i) 78 ¥ 5,000,000 7T o8B AR E R
I\ B A8 2 1 2R i A E A 100% EBERR

AR QAR (i) & ¥ 750,000 7T o8B B E R
e A B A8 A N B 7 A E A 100% EBERR

AR 2 aE )& Gi) 7 ¥ 3,000,000 7T o8B AR E R
& M Bt 28 4 0 B 7 A E A 100% EBERR

AR 2 aE )& Gi) 7% ¥ 1,500,000 7T o8B AR E MR
5 ) B A8 1 N B A A& A 100% EBERR

AR 2 aE )& 7 # 300,000 JT o8B AR E R
BAeEaE (HF) s A E A 56.1% DIEBIKE M

B R QAR (i) 7 ¥ 1,500,000 JT
Digital China Marketing EB# @ X R 100% REER

& Services Ltd. HE 1%E7T
MBS RS %R BB T @A 100% RERER

BR DA

7 # 1,000,000 7T

NHEMBRE®
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28.

PARTICULARS OF SUBSIDIARIES (continued)

Notes to the Proforma Accounts

Name of subsidiary

Country/place of
incorporation/
establishment

Issued and fully
paid up share
capital/
registered capital

Percentage of
attributable
equity interest

Principal activities

Legend Digital China
(Shenzhen) Limited
(i) & (i)

Xian Legend Digital
China Limited (i) & (ii)

Wuhan Legend Digital
China Limited (i) & (ii)

Nanjing Legend Digital
China Limited (i) & (ii)

Guangzhou Legend
Digital China Limited
(i) & (i)

Jinan Legend Digital
China Limited (i) & (ii)

Legend Networks
(Shanghai) Limited
(i) & (i)

Digital China Marketing
& Services Ltd.

Digital China
Technology Limited

PRC

PRC

PRC

PRC

PRC

PRC

PRC

British Virgin Islands

Hong Kong

Registered capital
HK$3,500,000

Registered capital
HK$5,000,000

Registered capital
HK$750,000

Registered capital
HK$3,000,000

Registered capital
HK$1,500,000

Registered capital
HK$300,000

Registered capital
HK$1,500,000

Ordinary shares

US$1

Ordinary shares
HK$1,000,000

100%

100%

100%

100%

100%

100%

56.1%

100%

100%

Systems integration
and distribution of

IT products

Systems integration
and distribution of

IT products

Systems integration
and distribution of

IT products

Systems integration
and distribution of

IT products

Systems integration
and distribution of

IT products

Systems integration
and distribution of

IT products

Distribution of

networking products

Investment holding

Procurement agent
and distribution of
IT products
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B avy BEIR
B2 BT iE BRBA/ JE 15 AR 2R
HEATATE BR /2 AMER T 25 £6 151 FTEEK
NI ER R R B8 T @ 100% EARERR
BRAF 75 # 1,000,000 7T DEENBEE R
Bt 78 B i B BB BB TR 100% KEEZER
BRAA 7 ¥ 10,000 T
BRBEEERA A BB TR 100% FmaH
75 % 10,000 7T
B AR B R BB T @ 100% RERER
BRAA B 2T DEBEAREE MR
i E R
EER D
& % 100,000,002 J©
BB E R R R BB TR 100% EBEERK
BRAA 7% % 10,000,000 7T DHEEMBRER
Legend Marketing & REERR R 100% REER
Services China/ HE =
HK Limited
E-Olympic REERR R 100% HERR
International HE =
Limited
Legend Networks, Ltd. RE# B R R 56.1% REERK
BHE 10,000,000 == JT
R (B8) BH Tak 56.1% REBAER
BRAA B 2T DB E R
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28.

PARTICULARS OF SUBSIDIARIES (continued)

Notes to the Proforma Accounts

Name of subsidiary

Country/place of
incorporation/
establishment

Issued and fully
paid up share
capital/
registered capital

Percentage of
attributable
equity interest

Principal activities

Digital China Advanced
Systems Limited

Legend Computer

International Limited

Linkfar International

Limited

Legend Technology Limited

Legend Advanced
Systems Limited

Legend Marketing &

Services China/HK Limited

E-Olympic International

Limited

Legend Networks, Ltd.

Legend Networks (HK)
Limited

Hong Kong

Hong Kong

Hong Kong

Hong Kong

Hong Kong

British Virgin Islands

British Virgin Islands

British Virgin Islands

Hong Kong

Ordinary shares
HK$1,000,000

Ordinary shares
HK$10,000

Ordinary shares
HK$10,000

Ordinary shares
HK$2
Non-voting
deferred shares
HK$100,000,002

Ordinary shares
HK$10,000,000
Ordinary shares

US$1

Ordinary shares
US$1

Ordinary shares
US$10,000,000

Ordinary shares
HK$2

100%

100%

100%

100%

100%

100%

100%

56.1%

56.1%

Systems integration
and distribution of
IT products

Investment holding

Dormant

Procurement agent
and distribution of
IT products

Systems integration
and distribution of
IT products

Investment holding

Holding of trademarks

Investment holding

Procurement agent
and distribution of
networking

products
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28.

29.

MEARFE (8

Bl AV BETR
P2 FTTE BRBRA, JE 1 AR 7%
i B8 22 B & A BR,/ 2 ERIlIE=P R %t 1) FTEEH
Neg Newest Partners ~ RE# B R R 100% EmE%
Ltd. BS 1%
Alternate Agents HEBHERR R 100% Ema%
Limited S 1X7T
it -
0) BRAPAOZRAAAKESAEHEERAMKA T _A=ZT B REMBEEFLBI  FIELEE
ERBTSARYKRA=ZA=Z+—AAHMBFEEFLEA -
(i) ZRELAEXEBHREPXAMEBOEEDZ -
FEREEHE

RIETZ-—F=ZRA=1+—"HEZERFENMAT :

(a)

(b)

ARAZETRERTRALLRLE  HERREZIREME 19

RZTT—FHEA+TIEB - BMNEH BY) REMBRARXRMEBEEER AR REME A A
Z IR A A M 344,000,000 7T ¢ EB# N S (BVI) @ Legend Holdings (BVI) Limited (H 78
ERERARN —HMEAR) BB REBETHRARSR 2,591 REBKREE 1 £ T2 5 RG mMHE
FEE AR o ILHh © Legend Holdings (BVI) Limited JA £ X {8 £ # 157,000,000 LA IR & © R
MBS BY) RAFEREME 13Xtz 1,184 RITRAD

RZZEZE—FAATHRB  AARRBREROGERGERABEEEER QAL E REITAAQF
756,181,609 R B R EE B 0.10 T 2 ¥ k5 + LAYEAM Legend Holdings (BVI) Limited 1
EHMNEBEVI2BEBRTRA (N51255BREREEI1ET2BRG) 2RE -
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28. PARTICULARS OF SUBSIDIARIES (continued)

Issued and fully
Country/place of paid up share Percentage of
incorporation/ capital/ attributable
Name of subsidiary establishment registered capital equity interest Principal activities
Neg Newest Partners Ltd.  British Virgin Islands Ordinary shares 100% Dormant
US$1
Alternate Agents Limited British Virgin Islands Ordinary shares 100% Dormant
US$1

Notes:

(i) All companies now comprising the Group adopt 31st March as their financial year end date with the
exception of the companies marked with (i) which adopt 31st December as their financial year end
date in compliance with the respective local regulations.

(i) The English names of these companies are direct translation of their registered names in Chinese.

29. SUBSEQUENT EVENTS

The following significant events subsequent to 31st March 2001:

(a) There were changes in authorised and issued share capital of the Company, details of which are

set out in note 19 to the proforma accounts;

(b) On 14th May 2001, the amount owed by Digital China (BVI) and its subsidiaries to Legend
Holdings Limited and its subsidiaries of approximately HK$344 million were capitalised by the
allotment and issue of 2,591 new shares of US$1 each in the capital of Digital China (BVI) to
Legend Holdings (BVI) Limited, a subsidiary of Legend Holdings Limited. Further, Legend
Holdings (BVI) Limited subscribed 1,184 new shares of US$1 each in the capital of Digital China
(BVI) in cash at the aggregate consideration of approximately HK$157 million;

(c) On 15th May 2001, pursuant to a Share Swap Agreement, the Company acquired the entire
issued share capital of Digital China (BVI), being 5,125 shares of US$1 each, from Legend
Holdings (BVI) Limited which was satisfied by the allotment and issue of 756,181,609 new shares
of the Company of HK$0.10 each to Legend Holdings Limited (on behalf of Legend Holdings
(BVI) Limited).

Digital China Annual Report 2000/2001



90 BZ kB M

29. #£EHERBE @)
d) R-BZE—EXA—B FEEAHMEEEARLTIF  MAQFRMG AR LH o

ARREZHBENEE (BRETARRZBEEZRBNABIE) AERBEFEORAER
300,000,000 7T ©

30. kB ZE&E

AEEER-ZZEE—FNA-_++tEHEREETSKE -
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29.

30.

Notes to the Proforma Accounts

SUBSEQUENT EVENTS (continued)
(d) On 1st June 2001, the Group was spun off from Legend Holdings Limited and the Company’s
shares were listed on the Stock Exchange. Net proceeds raised from the global offering, including

the proceeds from the issue of over-allotment portion of the Company’s shares amounted to

approximately HK$300,000,000.

APPROVAL OF ACCOUNTS

The accounts were approved by the board of directors on 27th June 2001.
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