








DIRECTORS’ PROFILE

Mr Lee Kit Wah

Mr Lee Kit Wah (O 0O O), aged 55, graduated from University of Toronto in 1979 with a bachelor’s
degree in Commerce. He is a fellow of the Association of Chartered Certified Accountants, the Hong
Kong Institute of Certified Public Accountants, the Taxation Institute of Hong Kong and a member of the
Institute of Chartered Accountants in England and Wales. Mr Lee was trained at Price Waterhouse (presently
PricewaterhouseCoopers) in Hong Kong from 1979 to 1984, and worked at F S. Li & Co., Certified Public
Accountants between 1985 to 1988 first as an audit supervisor and then as an audit manager. He has
been practising as a certified public accountant in Hong Kong since 1988 and is the managing director of
an accounting firm, Katon CPA Limited. He was appointed as a Director in March 2004. Mr Lee is also an
independent non-executive director of ITC Corporation Limited (“ITC”) and was also an independent non-
executive director of Overseas Chinese Town (Asia) Holdings Limited (formerly known as Huali Holdings

(Group) Limited) during the period from September 2005 to April 2007, both listed on the Stock Exchange.

Professor Liang Neng

Professor Liang Neng ([0 ), aged 58, was appointed as the independent non-executive Director in
2008. He is the Professor of Management and Associate Dean at the China Europe International Business
School (“CEIBS”). Currently, he is a Senior Fellow at the Wharton School, University of Pennsylvania. He is
also a standing committee member of Shanghai Pudong Chinese People’s Political Consultative Conference.
Previously he was a tenured Professor of Management at Loyola University of Maryland, USA, and a professor
of management at the China Centre for Economic Research of Beijing University. Professor Liang received his
Ph.D. from Indiana University (Bloomington), an MBA from The Wharton School, and was a Fulbright Scholar
at Stanford University in 1984. He received CEIBS Teaching Excellence Award in 2007.

Professor Liang served as a consultant to multinational firms such as General Electric Company, Johnson
& Johnson and PepsiCo Inc., as a vice president of the Chinese Economists Society (“CES”), and as the
Chairman of the Baltimore-Xiamen Sister City Committee of the Municipal Government of Baltimore, USA.
From 1998 to 2001, he served as the first Chinese director of the Beijing International MBA program at
Beijing University. Since July 2007, Professor Liang has been appointed as an independent director of Foshan

Saturday Shoes Co., Ltd., a company which was listed on the Shenzhen Stock Exchange in September, 2009.

ANNUAL REPORT 2009 SINOCOM SOFTWARE GROUP LIMITED




REPORT OF THE DIRECTORS

The directors have pleasure in presenting their annual report and the audited consolidated financial

statements for the year ended 3| December 2009.

PRINCIPAL ACTIVITIES

The Company acts as an investment holding company. The activities of its principal subsidiaries and

associate are set out in note 33 to the consolidated financial statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 31 December 2009 are set out in the consolidated statement

of comprehensive income on page 29.

The directors now recommend the payment of a final dividend of HK5.0 cents per share to the
shareholders on the register of members on |8 May 2010, amounting approximately to HK$55,855,000 on the

basis that no further shares are issued or repurchased prior to that date.

SUMMARY OF FINANCIAL INFORMATION

A summary of the Group’s financial information is set out on page 4.

PLANT AND EQUIPMENT

Details of the movements during the year in the plant and equipment of the Group are set out in note 4

to the consolidated statement of financial position.

SHARE CAPITAL AND SHARE BASED PAYMENTS

Details of movements during the year in the share capital and share based payments of the Company are

set out in note 23 & 25 respectively to the consolidated statement of financial position.

None of the Company’s subsidiaries purchased, sold or redeemed any of the Company’s listed securities

during the year.

DISTRIBUTABLE RESERVES OF THE COMPANY

At 31 December 2009, the Company’s reserves available for distribution to shareholders was
approximately HK$71,927,000, comprising of the contributed surplus of approximately HK$29,412,000 and
the retained profit of approximately HK$42,515,000.
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MAJOR CUSTOMERS AND SUPPLIERS

During the year, sales to the Group’s five largest customers accounted for 76.1% of the total sales for
the year and sales to the largest customer included therein amounted to 37.0%. Purchases from the Group’s
five largest suppliers accounted for 65.7% of the total purchases for the year and purchases from the largest

supplier included therein amounted to 33.1%.

None of the directors of the Company or any of their associates or any shareholders (which, to the best
knowledge of the directors, own more than 5% of the Company’s issued share capital) had any benéeficial

interest in the Group’s five largest customers and suppliers.

DIRECTORS

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

Executive directors:
Mr Wang Xubing
Mr Wang Zhiqgiang
Dr Shi Chongming
Mr Siu Kwok Leung

Non-executive director:

Mr Wang Nengguang

Independent non-executive directors:
Mr Pang Chor Fu
Prof Liang Neng
Mr Lee Kit Wah

In accordance with the provisions of the Company’s Articles of Association, one third of the directors for

the time being will retire by rotation and being eligible, offer themselves for re-election.

DIRECTORS’ SERVICE CONTRACTS

No director proposed for re-election at the forthcoming annual general meeting has a service contract
which is not determinable by the Group within one year without payment of compensation other than

statutory compensation.
All non-executive directors have been appointed for a term of one year and either the non-executive

director or the Company may terminate the appointment at any time by giving the other party at least one

month’s notice in writing.
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DIRECTORS’ INTERESTS IN CONTRACTS OF SIGNIFICANCE

No contract of significance to which the Company, its holding Company, fellow subsidiaries or subsidiaries
was a party and in which a director of the Company had a material interest, whether directly or indirectly,

subsisted at 3|1 December 2009 or at any time during the year.

DIRECTORS’ AND CHIEF EXECUTIVE’S INTERESTS IN SHARES AND SHARE
OPTIONS

As at 31 December 2009, the interests and short positions of the directors and the chief executives and
their associates in the shares, underlying shares and convertible bonds of the Company and its associated
corporations (within the meaning of Part XV of the Securities and Futures Ordinance (Cap. 571 of the Laws
of Hong Kong) (the “SFO”) as recorded in the register maintained by the Company pursuant to Section 352 of
the SFO or as otherwise notified to the Company and the Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) pursuant to the Model Code for Securities Transactions by Directors of Listed Companies were as

follows:

(a) Interests in the Company

Approximate

Capacity/Nature No. of shares of percentage

Name of directors of interest the Company Notes of shareholding

Mr Wang Xubing Interest of a 563,000,000 (L) | 50.50%
controlled corporation

Mr Wang Zhigiang Interest of a 563,000,000 (L) 2 50.50%
controlled corporation

Dr Shi Chongming Beneficial owner 4,043,200 (L) 0.36%

Mr Siu Kwok Leung Beneficial owner 4,280,000 (L) 0.38%

Notes:

I. These shares are beneficially owned by China Way International Limited (“China Way”). By virtue of his 51%
shareholding interest in China Way, Mr Wang Xubing is deemed or taken to be interested in the 563,000,000 shares
of the Company owned by China Way for the purpose of the SFO.

2. These shares are beneficially owned by China Way. By virtue of his 49% shareholding interest in China Way, Mr
Wang Zhigiang is deemed or taken to be interested in the 563,000,000 shares of the Company owned by China
Way for the purpose of the SFO.

3. The letter “L” denotes a long position in shares.
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(b) Interests in shares of associated corporations of the Company

Number of

Name of ordinary

associated Capacity/Nature shares of Percentage

corporation Name of director of interest US$1.00 each  of shareholding

China Way Mr Wang Xubing Interest of a controlled 51(L) 51%
corporation

China Way Mr Wang Zhiqiang Interest of a controlled 49(L) 49%

corporation

Note:The letter “L” denotes a long position in shares.

Save as disclosed above, as at 31 December 2009, there was no other Director or chief executive of
the Company who had any interest or short position in any shares, underlying shares or debentures of the
Company or any of its associated corporations (within the meaning of the SFO) which were recorded in the
register maintained by the Company under section 352 of the SFO or otherwise notified to the Company and

the Stock Exchange pursuant to the Model Code for Securities Transactions by Directors of Listed Companies.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES

As at 3|1 December 2009, no option was granted to Directors to acquire shares in the Company. At no

time during the year were rights to acquire benefits by means of the acquisition of shares in the Company
granted to any Director or their respective spouse or children under 18 years of age, or were any such rights
exercised by them; or was the Company or any of its subsidiaries a party to any arrangement that enabled any JS

Directors to acquire such rights in any other body corporate.
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS

As at 31 December 2009, the register of substantial shareholders maintained by the Company pursuant
to Section 336 of the Securities and Futures Ordinance shows that (other than the interests disclosed above
in respect of certain directors and chief executives), the following shareholders had notified the Company of

relevant interests and short positions in the issued share capital of the Company.

Approximate

Capacity/Nature No. of shares of percentage

Name of shareholder of interest the Company Notes of shareholding

China Way Beneficial owner 563,000,000(L) 50.50%

Wang Xubing Interest of a controlled 563,000,000(L) 50.50%
corporation

Wang Zhigiang Interest of a controlled 563,000,000(L) 50.50%
corporation

Madam Zhang Yue Interest of spouse 563,000,000(L) | 50.50%

Madam Yuan Yue Ling Interest of spouse 563,000,000(L) 2 50.50%

FMR LLC Beneficial owner 78,706,000(L) 7.06%

Commonwealth Beneficial owner 67,272,000(L) 6.03%

Bank of Australia
Karr Robert A. Beneficial owner 66,269,159(L) 5.94%

Notes:

I. Madam Zhang Yue is the wife of Mr Wang Xubing and is deemed to be interested in the 563,000,000 shares in
which Mr Wang Xubing is deemed or taken to be interested for the purposes of the SFO.

2. Madam Yuan Yue Ling is the wife of Mr Wang Zhiqiang and is deemed to be interested in the 563,000,000 shares in
which Mr Wang Zhiqiang is deemed or taken to be interested for the purposes of the SFO.

3. The letter “L” denotes a long position in shares.

Other than as disclosed above, the Company has not been notified of any other relevant interests or short

positions in the issued share capital of the Company as at 31 December 2009.

PURCHASE, SALE OR REDEMPTION OF THE COMPANY’S SECURITIES

None of the Company’s subsidiaries purchased, sold or redeemed any of the Company’s listed securities

during the year.

SHARE OPTION SCHEME

Particulars of the Company’s share option scheme and details of movements in the Company’s share
options during the year to subscribe for shares of HK$0.025 each in the Company granted under the share

option scheme are, set out in note 25 to the consolidated financial statements.
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ARRANGEMENTS TO PURCHASE SHARES OR DEBENTURES

Other than as disclosed in the section “share option scheme”, at no time during the year was the
Company, its holding company or any of its subsidiaries or fellow subsidiaries, a party to any arrangement
to enable the directors of the Company to acquire benefits by means of the acquisition of shares in, or

debentures of, the Company or any other body corporate.

EMOLUMENT POLICY

The emolument policy of the employees of the Group is set up by salary review committee on the basis of

their merit, qualifications and competence.

The emolument of directors of the Company are decided by salary review committee, having regard to the

Company’s operating results, individual performance and comparable market statistics.

The Company has adopted a share option scheme as an incentive to directors and eligible employees,

details of the scheme is set out in note 25 to the consolidated financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s articles of association or the laws
of the Cayman Islands, which would oblige the Company to offer new shares on a pro-rata basis to existing

shareholders.

SUFFICIENCY OF PUBLIC FLOAT

The Company has maintained a sufficient public float throughout the year ended 3| December 2009.

CORPORATE GOVERNANCE

During the year ended 31 December 2009, the Company complied with the code provisions set out in
the Code on Corporate Governance Practices contained in Appendix 14 of the Rules Governing the Listing
of Securities on The Stock Exchange of Hong Kong Limited (“the Listing Rules”) except (i) A.2.l that Mr
Wang Zhigiang had been both the Chairman and Chief Executive Officer of the Company and the Board
considers that vesting the roles of Chairman and Chief Executive Officer in the same person facilitates
the execution of the Group’s business strategies and maximizes effectiveness of its operations. The Board
will nevertheless review the structure from time to time and consider the appropriate adjustment should
suitable circumstances arise; and (ii) D.l, in relation to three connected transactions entered into with a
connected person on |5 June 2009,1 July 2009 and | September 2009, respectively with respect to which
due to the misunderstanding on the part of Mr Wang Zhigiang of the reporting requirements applicable to
those connected transactions under Chapter [4A of the Listing Rules, the entering into of those connected
transactions was not reported to the Board and hence, the Company did not make an announcement in
accordance with requirements of Chapter 14 of the Listing Rules at the time. An announcement regarding
those connected transactions was issued on 25 March 2010 as soon as the omission was discovered and the

facts were ascertained by the Board.
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The Company has adopted a code of conduct regarding securities transactions by directors on terms no
less exacting than the required standard set out in Appendix 10 to Listing Rule. Having made specific enquiry
of all directors, all directors confirmed they have complied with the Model Code and the code of conduct

regarding securities transactions by directors adopted by the Company.
The Company has received a written confirmation in respect of independence from each of the

Independent Non-executive director of the Company in compliance with rule 3.13 of the Listing Rules and the

Company still considers that each of them to be independent.

AUDITORS

Deloitte Touche Tohmatsu have acted as auditors of the Company for the past seven years.

A resolution will be submitted to the annual general meeting of the Company to re-appoint Messrs.

Deloitte Touche Tohmatsu as auditors of the Company.

On behalf of the Board

Wang Zhiqiang

Chairman

Hong Kong, 30 March 2010
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COMMITMENT TO CORPORATE GOVERNANCE

The Company emphasizes on corporate governance and committed to maintaining high standard of
corporate governance which is reviewed and strengthened from time to time. The Company has applied and
complied with all the provisions under the Code as set out in Appendix |4 of the Listing Rules, except the

deviation disclosed herein.

BOARD OF DIRECTORS

The board comprises eight directors, including four executive directors, namely Mr Wang Zhigiang, Mr
Wang Xubing, Dr Shi Chongming and Mr Siu Kwok Leung, one non-executive director Mr Wang Nengguang,
and three independent non-executive directors (“INED”), namely Mr Lee Kit Wah, Professor Liang Neng and
Mr Pang Chor Fu. All INEDs have complied with the requirements of the Listing Rules and have presented
annual confirmations of independence issued pursuant to Rule 3.13 of the Listing Rules to the Company.
The Directors consider that all the three INEDs are independent under these independence criteria and are

capable to effectively exercise independent judgment.

The Company considers that the Board has the necessary skills and experience appropriate for discharging
their duties as Directors in the best interest of the Company and that the current board size as adequate
for its present operations. Detailed biographies outlining each Director’s range of specialist experience and
suitability for the successful long-term management of the Group can be found in the section of “Directors’

Profile”.

The principal functions of the Board are to make decision on the objectives, strategic plans, budgets and
management structure of the Company; to oversee the management of the business and affairs of the Group;
to supervise the management of the business and affairs with the objective of enhancing the Company and
shareholders’ value with the proper delegation of the power to the management for its day-to-day operation
of the Company, implementation of the budgets and strategic plans and development of the organization of the
Company for implementing the Board’s decision. During the year under review, the Board has reviewed, inter
alia, the performance and formulated business strategy of the Group; reviewed and approved the annual and
interim results of the Group for the year ended 3|1 December, 2008 and 30 June, 2009 respectively; approved
acquisitions and disposals of equity interest in subsidiaries of the Group; reviewed and approved the grant
of share option; approved connected transaction, reviewed internal controls taken by the Group; and other

significant operational and financial matters.

The Board conducts meeting on a regular basis and on an ad hoc basis, as required by business needs.
During the year under review, the Board held totally more than four board meetings including meetings for
the purpose of granting stock options or allotment of shares to exercised options in accordance to the terms
set out in the Company’s approved option scheme delegated to meetings among Executive directors. Board
meetings among Executive directors only have not been counted to the director’s attendance statistics. In
the said board meetings, sufficient notices for regular board meetings and reasonable days for non-regular
board meetings were given to all directors so as to ensure that each of them had an opportunity to attend

the meetings, and agendas and accompanying board papers were given to all Directors in a timely manner.
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If necessary, Directors also have recourse to external professional advice at the Group’s expense. During
the intervals between Board meetings, Directors are kept apprised of all major changes that may affect
the Group’s business. The draft minutes of Board meetings are prepared by the secretary of the meetings
and circulated to all Directors for comments within a reasonable time. The approved minutes of the Board

meetings are maintained by the Company Secretary and available for inspection by all Directors at request.

The number of board meetings attended by each director during the year under review is set out in the

following table.

Directors’ Attendance*

Executive directors

Mr Wang Zhigiang (Chairman & CEO) 3/3
Mr Wang Xubing (President) 3/3
Dr Shi Chongming 3/3
Mr Siu Kwok Leung 3/3

Non-executive director

Mr Wang Nengguang 3/3

Independent non-executive directors

Mr Lee Kit Wah 3/3
Professor Liang Neng 3/3
Mr Pang Chor Fu 3/3

* Board meetings for the purpose of granting stock options or allotment of shares to exercised options in
accordance to the terms set out in the Company’s approved option scheme are delegated to meetings among
Executive directors. Board Meetings served for this purpose have not been counted to the director’s attendance
statistics. There were three such meetings in which all Executive directors attended.

NON-EXECUTIVE DIRECTORS

The Non-executive Directors, together with the other directors of the Company are subject to retirement
by rotation and re-election in accordance with the Company’s Memorandum and Articles (“M&A”) at each
annual general meeting. They are expected to scrutinize the Company’s performance in achieving agreed
corporate goals and objectives; and ensuring that the exercise of the board authority is within the powers
conferred to the board under is M&A, by-laws and applicable laws, rules and regulations. All fees paid to non-
executive Directors for their services to the Group are subject to annual review and approval by the Salary

Review Committee.
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NOMINATION OF DIRECTORS

For nomination, the Board will take into consideration of the nominee’s qualifications, capabilities and
potential to make contribution to the Company. The Board considers that the existing human resource policy
in recruitment of new senior staff is also applicable to nomination of a new director. Furthermore, as the
Board is responsible for selection and approval of candidates for appointment as directors to the Board, the

Company has not established a nomination Committee for the time being.

In order to bring the Articles of Association in line with the Listing Rules, a special resolution was passed
in 2006 annual general meeting which enabled the removal of directors by an ordinary resolution passed in a

general meeting.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

The Code provision A.2.1 stipulated the roles of chairman and chief executive officer should be separate
and should not be performed by the same individual. The division of responsibilities between the Chairman

and chief executive officer (“CEQO”) should be clearly established and set out in writing.

The Company considers that the chairman is responsible for the operation of the board and the CEO is
responsible for managing the operations of the Group, and the responsibilities are clearly set out in writing
and approved by the Board. Mr Wang Zhiqgiang has been both the Chairman and CEO of the Company, which
deviated from the provisions set out in the Code. Given the Group’s current stage of development, the Board
considers that vesting the roles of Chairman and CEO in the same person facilitates the execution of the
Group’s business strategies and maximizes effectiveness of its operations. The Board shall nevertheless review
the structure from time to time and shall consider the appropriate adjustment should suitable circumstance

arise.

DIRECTORS” SECURITIES TRANSACTIONS

The Company has adopted a code of conduct for securities transactions and dealing (“the Code of
Conduct”) by directors on terms no less exacting than the required standard set out in Appendix 10 to Listing
Rule. Specific enquiry has been made to all directors of the Company who have confirmed their compliance

with the Code of Conduct regarding securities transactions during the year under review.

ACCOUNTABILITY AND AUDIT

The directors acknowledge their responsibility for preparing the representations contained in the financial
statements of the Group for the year under review. The directors consider that the financial statements
have been prepared in conformity with the generally accepted accounting standards in Hong Kong. Having
made appropriate enquiries, the directors are not aware of any material uncertainties relating to events or

conditions which may cast significant doubt upon the Company’s ability to continue as a going concern.
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The financial statements of the Company for the year ended 3| December 2009 have been reviewed by
the Audit Committee and audited by the external auditors, Messrs. Deloitte Touche Tohmatsu. For the year
ended 3| December 2009, the related audit fee was approximately HK$2,299,000 and the non-audit service
fee was HK$195,000 (for tax consulting and filing services). The responsibilities of the external auditors with

respect to financial reporting are set out in the section of “Independent Auditor’s Report”.

SALARY REVIEW COMMITTEE

The Salary Review Committee comprising five members with a majority of INEDs, namely Mr Pang Chor
Fu, Professor Liang Neng, and Mr Lee Kit Wah, Mr Wang Zhigiang and Mr Wang Nengguang and is chaired by

Mr Pang Chor Fu, which meets at least once a year.

The primary objectives of Salary Review Committee, inter alia, is to formulate the remuneration policy
based on the responsibilities, qualifications and working performance of senior management and directors;
review and recommend the Board the annual remuneration policy. The major objective of the remuneration
policy is to ensure that the Company is able to attract, retain, and motivate a high-calibre team which is

essential to the success of the Company.

No Directors and executives can determine his own remuneration. During the year under review, the
Salary Review Committee has held one meeting for review and approval of the remuneration policy of the
Group. Minutes of Salary Review Committee Meeting are kept by a duly appointed secretary of the meeting.
Draft and final versions of minutes of the meeting are sent to all members of the Committee for their

comment and records respectively, in both cases within a reasonable time after the meeting.

During the year, one meeting regarding the remuneration policy review was held, and details of the

attendance of the meeting are as follows:

Directors’ Attendance

Mr Wang Zhigiang (Chairman & CEO) 1/1
Mr Wang Nengguang 171
Mr Lee Kit Wah 171
Professor Liang Neng 1/1
Mr Pang Chor Fu 1/1
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AUDIT COMMITTEE

The audit committee has three members comprising, namely Mr Lee Kit Wah, Mr Pang Chor Fu, and
Professor Liang Neng. All of them are INEDs and none of them are members of the former or existing
auditors of the Company. The audit committee held two meetings during the year which were chaired by Mr
Lee Kit Wah who is a qualified accountant. The Board considers the audit committee has extensive commercial
experience in business, financial and legal matters. The primary duties of the audit committee include, inter
alia, to review and monitor financial reporting and the judgements contained therein; and to review financial

and internal controls, accounting policies and practices with management and external auditors.

The audit committee has reviewed and discussed with the management the accounting principles and
practice adopted by the Group and auditing, internal controls and financial reporting matters. The audited
financial statements of the Group for the financial year ended 31 December 2009 have been reviewed by the

Audit Committee.

The audit committee held two meetings during the year, which were attended by the external auditors,

Messrs Deloitte Touche Tohmatsu. Details of the attendance of the audit committee meetings are as follows:

Directors’ Attendance

Mr Lee Kit Wah 2/2
Professor Liang Neng 2/2
Mr Pang Chor Fu 2/2

INTERNAL CONTROL

The Board has overall responsibilities for maintaining sound and effective internal control system of
the Group. The Board has delegated to the management the implementation of such systems of internal
controls as well as the review of relevant financial, operational and compliance controls and risk management
procedures. The management of the Group has reviewed the Group’s internal control and risk management
system for the year ended 3| December 2009 and had submitted the results of the review and its

recommendations and opinions for consideration by the audit committee and the board.

The Board would like to report the occurrence of the following incident during the year ended 3|
December 2009:

PEFTEM RS (db3) BPRATF (Zhongxun Computer System (Beijing) Co., Ltd.) (“SinoCom Beijing”),
an indirect wholly-owned subsidiary of the Company, entered into three technology development agreements
with It ZPFASHERIFBRAT (SinoCom Rier Technology (Beijing) Co., Ltd.,) (“Beijing Rier”) on 15 June
2009, | July 2009 and | September 2009, respectively, pursuant to which Beijing Rier engaged SinoCom Beijing

to provide software development services (the “Technology Development Agreements”).
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Beijing Rier is held as to 59% by Mr Wang Zhigiang and as to 41% by three individuals who are
independent third parties not connected with the Company. As Mr Wang Zhigiang is a Director of the
Company and has a 49% shareholding in China Way which, in turn, has a 50.5% shareholding in the Company.
Mr Wang Zhiqgiang and Beijing Rier (being his associate) are both connected persons of the Company
under the Listing Rules and the Technology Development Agreements entered into between SinoCom
Beijing and Beijing Rier constitute connected transactions of the Company under the Listing Rules. Due to
misunderstanding on the part of Mr Wang Zhiqiang of the reporting requirements applicable to the Technology
Development Agreements under Chapter [4A of the Listing Rules, the entering into of the Technology
Development Agreements was not reported to the Board at the time. An announcement regarding those
connected transactions was issued on 25 March 2010 as soon as the omission was discovered and the facts

were ascertained by the Board.

INVESTOR RELATIONS

During the year under review, the Group has proactively enhanced its corporate transparency and
communications with its shareholders and the investment community through its mandatory interim and final
reports, and timely distribution of press releases. The corporate website of the Company has provided an
effective communication platform to keep the public abreast of its latest developments. Regular meetings and
visits have been organised to enhance understanding of the institutional investors and analysts on Group’s

business and operations.

COMMUNICATION WITH SHAREHOLDRES
The annual general meeting provides a useful forum for shareholders to exchange views with the Board.

The members of the Board are pleased to answer shareholders’ questions.
Separate resolutions are proposed at general meetings on each substantially separate issue. Details of poll

voting procedures are included in the circular to shareholders dispatched together with the annual report. The

circular also includes relevant details of proposed resolutions.
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Deloitte.
=20

TO THE SHAREHOLDERS OF SINOCOM SOFTWARE GROUP LIMITED
(incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of SinoCom Software Group Limited (the
“Company”) and its subsidiaries (collectively referred to as the “Group”) set out on pages 29 to 86, which
comprise the consolidated statement of financial position as at 31 December 2009, and the consolidated
statement of comprehensive income, the consolidated statement of changes in equity and the consolidated
statement of cash flows for the year then ended, and a summary of significant accounting policies and other

explanatory notes.

Directors’ responsibility for the consolidated financial statements

The directors of the Company are responsible for the preparation and the true and fair presentation of
these consolidated financial statements in accordance with Hong Kong Financial Reporting Standards issued
by the Hong Kong Institute of Certified Public Accountants (the “HKICPA”) and the disclosure requirements
of the Hong Kong Companies Ordinance. This responsibility includes designing, implementing and maintaining
internal control relevant to the preparation and the true and fair presentation of the consolidated financial
statements that are free from material misstatement, whether due to fraud or error; selecting and applying

appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit
and to report our opinion solely to you, as a body, in accordance with our agreed terms of engagement, and
for no other purpose.We do not assume responsibility towards or accept liability to any other person for the
contents of this report. We conducted our audit in accordance with Hong Kong Standards on Auditing issued
by the HKICPA. Those standards require that we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance as to whether the consolidated financial statements are free from

material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditor’s judgment, including
the assessment of the risks of material misstatement of the consolidated financial statements, whether due
to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and true and fair presentation of the consolidated financial statements in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by the directors, as well as

evaluating the overall presentation of the consolidated financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for

our audit opinion.

Opinion

In our opinion, the consolidated financial statements give a true and fair view of the state of affairs of
the Group as at 3|1 December 2009 and of the Group’s profit and cash flows for the year then ended in
accordance with Hong Kong Financial Reporting Standards and have been properly prepared in accordance

with the disclosure requirements of the Hong Kong Companies Ordinance.

Deloitte Touche Tohmatsu

Certified Public Accountants

Hong Kong
30 March 2010
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

For the year ended 3| December 2009

2009 2008
Notes HK$’000 HK$’000
Revenue 4 &5 634,470 657,831
Cost of services (443,164) (456,001)
Gross profit 191,306 201,830
Administrative expenses (87,399) (86,444)
Share of (loss) profit of an associate (48) |
Other income and gains 6 29,588 51,125
Discount on acquisition of additional equity
interest in subsidiaries - 379
Profit before taxation 133,447 166,891
Taxation 8 (30,109) (35,671)
Profit for the year 9 103,338 131,220
Other comprehensive income
Exchange differences arising on translation from
functional currency to presentation currency 1,740 30,366
Reclassification adjustment on translation difference
upon liquidation of subsidiaries - (343)
Other comprehensive income for the year 1,740 30,023
Total comprehensive income for the year 105,078 161,243 I
Profit attributable to:
Owners of the Company 103,354 130,585
Minority interests (16) 635
103,338 131,220
Total comprehensive income attributable to:
Owners of the Company 105,228 160,069
Minority interests (150) 1,174
105,078 161,243
Earnings per share 13
— Basic 9.28 cents I'1.73 cents
— Diluted 9.26 cents 11.66 cents
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

At 3| December 2009

2009 2008
Notes HK$’000 HK$’000
Non-current assets
Plant and equipment 14 13,376 17,919
Goodwill 15 9,078 9,064
Interest in an associate 16 - 1,894
Other deposits 17 2,056 5,724
Deferred tax assets 24 2,921 -
27,431 34,601
Current assets
Trade and other receivables 18 121,161 147,753
Amounts due from related parties 19 3,975 141
Held for trading investments 20 74 =
Bank balances and cash 21 593,751 538,545
718,961 686,439
Current liabilities
Trade and other payables 22 85,283 80,346
Amount due to a shareholder 19 37,000 12
Tax liabilities 9,357 29,198
131,640 109,556
Net current assets 587,321 576,883
614,752 611,484
Capital and reserves
Share capital 23 27,868 27,826
Reserves 569,345 572,149
Equity attributable to owners of the Company 597,213 599,975
Minority interests 3,852 3,252
Total equity 601,065 603,227
Non-current liabilities
Deferred tax liabilities 24 13,687 8,257
614,752 611,484

The consolidated financial statements on pages 29 to 34 were approved and authorised for issue by the Board
of Directors on 30 March 2010 and are signed on its behalf by:

Wang Zhiqiang Wang Xubing
DIRECTOR DIRECTOR
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the year ended 3| December 2009

Attributable to owners of the Company

Share General Share
Share Share redemption Capital Other  reserve Shareholder's Translation option  Retained Minority Total
capital  premium  reserve  reserve  reserve fund contribution  reserve reserve earnings Total interests equity

HK$'000  HK$'000  HK$000  HK§000  HKS000  HK$'000  HK§'000  HKS000  HK$000  HK$000  HKS000  HK$'000  HK$'000
(Notee) ~ (Notea) ~ (Noteb) ~ (Notec)  (Noted)

Balance at | January 2008 7718 152,464 - 10657 5078 24,906 116 35216 16,140 225,605 500,510 506 505736
Exchange differences arising on

translation from functional currency

to presentation currency - - - - - - - 29807 - - 29807 539 30,366
Liquidation of subsidiaries - - - - - - - (34) - - (343) - (343)
Profit for the year - - - - - - - - - 130,585 130,585 635 131,220
Total comprehensive income for the year - - - - - - - 29484 - 130,585 160,069 174 161,243

Acquisition of additional equity

interest in subsidiaries (note 27) - - - - - - - - - - - (2.778) (2.778)
Exercise of share options M 10,637 - - - - - - (2.307) - 8671 - 8671
Recognition of equity-settled share

based payments expenses - - - - - - - - 4,445 - 4,645 - 4,445
Repurchase and cancellation of shares (239) (1,384) 1,623 - - - - - - (11,088) (11,088) - (11,088)
Transfer - - - - - m - - - (93) - - -
Dividends paid to minority interests - - - - - - - - - - - (3n) (3n)
Dividends recognised as distribution (note 12) - - - - - - - - - (62.838)  (62838) - (62.838)
Balance at 31 December 2008 17826 161,717 1,633 10657 5078 25,829 116 64700 18478 281,341 599,975 3B 603
Exchange differences arising on

translation from functional currency

to presentation currency - - - - - - - 1,874 - - 1,874 (134) 1,740
Profit for the year - - - - - - - - - 103,354 103,354 () 103338
Total comprehensive income for the year - - - - - - - 1,874 - 103,354 105,228 (150) 105,078
Disposal of partial interest

in a subsidiary (note 28) - - - - - - - - - - - 2747 27471
Exercise of share options q 127 - - - - - - (276) - 1,038 - 1,038
Recognition of equity-settled share

based payments expenses - - - - - - - - 2407 - 2407 - 2407
Transfer - - - - - 677 - - - (677) - - -
Dividends paid to minority interests - - - - - - - - - - - (1.997) (1,997)
Dividends recognised as distribution (note 12) - - - - - - - - - (s (Hh43) - (43
Balance at 31 December 2009 17,868 162,989 1623 10657 5078 26,506 116 66,574 0609 258 597213 3852 601,065
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

32

For the year ended 31 December 2009

Note a: The capital reserve of the Group represents the difference between the paid-in capital of the subsidiaries acquired
pursuant to a group reorganisation and the nominal value of the Company’s shares issued in exchange therefor.

Note b: The other reserve of the Group represents the capitalisation of general reserve fund and enterprise expansion
fund in Zhongxun Computer System (Beijing) Co., Ltd. (“SinoCom Beijing”) as share capital of SinoCom Beijing in
year 2003.

Note c: In accordance with the law and regulations in the People’s Republic of China (the “PRC”) on foreign enterprises,
PRC subsidiaries of the Company are required to set aside 10% of its net profit to the general reserve fund
until the fund aggregates to 50% of its registered capital. In accordance with their articles of association, PRC
subsidiaries of the Company may transfer such amount of profits (after taxation) as determined by their board of
directors to the general reserve fund before distribution to their shareholders. The general reserve fund is non-
distributable and can be used to increase the capital of the PRC subsidiaries. The general reserve fund can also be
used to make good future losses.

Note d: The shareholder’s contribution of the Group represents waiver of an amount due to a shareholder of the
Company in 2001.

Note e: The Company repurchased 9,552,000 ordinary shares in year 2008 as detailed in note 23. The consideration was

paid from the distributable profits of the Company pursuant to the approval of the Board of Directors. A credit of
HK$1,623,000 arising from the repurchase of shares was transferred to the share redemption reserve.
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CONSOLIDATED STATEMENT OF CASH FLOWS

OPERATING ACTIVITIES
Profit before taxation
Adjustments for:
Depreciation of plant and equipment
Discount on acquisition of additional equity
interest in subsidiaries
Interest income
Loss on disposal of plant and equipment
Loss on disposal of partial interest in a subsidiary
Release of translation reserve on liquidation
of subsidiaries
Share-based payment expenses

Share of loss (profit) of an associate

Operating cash flows before movements
in working capital changes
Decrease (increase) in trade and other receivables
Increase (decrease) in trade and other payables
(Increase) decrease in amount due from related parties
Decrease in other deposits

Increase in held for trading investments
Cash generated from operations
Tax paid

Interest received

NET CASH FROM OPERATING ACTIVITIES

ANNUAL REPORT 2009

For the year ended 3| December 2009

2009 2008
HK$’000 HK$°000
133,447 166,891
6,551 7213
- (379)
(7,713) (6,085)
233 272
284 L
- (343)
2,407 4,645
48 0
135,257 172,213
34,253 (28,815)
4,084 (1,206)
(3,834) 20
3,668 275
(74) ’
173,354 142,487
(47,146) (12,955)
7,713 6,085
133,921 135,617
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CONSOLIDATED STATEMENT OF CASH FLOWS

For the year ended 31 December 2009

Notes

INVESTING ACTIVITIES
Acquisition of a subsidiary 26
Purchases of plant and equipment
Proceeds from disposal of partial interest in a subsidiary 28
Settlement of consideration in respect of
acquisition of additional equity interest in
a subsidiary in prior year
Proceeds from disposal of plant and equipment
Acquisition of additional equity interest in subsidiaries 27

Deposit for establishment of a subsidiary

NET CASH USED IN INVESTING ACTIVITIES

FINANCING ACTIVITIES
Dividend paid
Advance from a shareholder
Proceeds from issue of shares upon exercise
of share options
Dividend paid to minority shareholders

Repurchase and cancellation of shares

NET CASH USED IN FINANCING ACTIVITIES

NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT | JANUARY
EFFECT OF FOREIGN EXCHANGE RATE CHANGES

CASH AND CASH EQUIVALENTS AT 31 DECEMBER,
REPRESENTED BY BANK BALANCES AND CASH

SINOCOM SOFTWARE GROUP LIMITED

2009 2008
HK$’000 HK$’000
G,111) (709)
(2,326) (4,992)
2,463 -
(884) -

104 185

- (3.477)

- (3,431)
(5,754) (12,424)
(111,435) (62,838)
36,988 -
1,038 8,677

- (372)

- (11,088)
(73,409) (65,621)
54,758 57,572
538,545 444,607
448 36,366
593,751 538,545
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 3| December 2009

1. GENERAL
The Company is a public limited liability company incorporated in the Cayman Islands and its shares are
listed on the Main Board of The Stock Exchange of Hong Kong Limited. Its holding company is China Way
International Limited (“China Way”) (incorporated in the British Virgin Islands), which is also its ultimate
holding company. The address of the registered office of the Company is Century Yard, Cricket Square,
Hutchins Drive, PO. Box 2681, Grand Cayman, KYI-I1111 Cayman Islands. The Group is principally

engaged in the provision of outsourcing software development services and technical support services.

The functional currency of the Company is Renminbi (“RMB”). The consolidated financial statements are

presented in Hong Kong dollars (“HK$”), which is different from the functional currency of the Company

because the directors of the Company consider it more appropriate in view of its place of listing.

2. APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL REPORTING ]
STANDARDS

In the current year, the Group has applied the following new and revised Standards, Amendments and
Interpretations (“new and revised HKFRSs”) issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA”).

HKAS | (Revised 2007) Presentation of Financial Statements

HKAS 23 (Revised 2007) Borrowing Costs

HKAS 32 & | (Amendments) Puttable Financial Instruments and Obligations Arising

on Liquidation

HKFRS | & HKAS 27 Cost of an Investment in a Subsidiary,
(Amendments) Jointly Controlled Entity or Associate

HKFRS 2 (Amendment) Vesting Conditions and Cancellations

HKFRS 7 (Amendment) Improving Disclosures about Financial Instruments

HKFRS 8 Operating Segments

HK (IFRIC) — Int 9 &
HKAS 39 (Amendments) Embedded Derivatives

HK (IFRIC) — Int 13 Customer Loyalty Programmes

HK (IFRIC) — Int |5 Agreements for the Construction of Real Estate

HK (IFRIC) — Int 16 Hedges of a Net Investment in a Foreign Operation

HK (IFRIC) — Int 18 Transfers of Assets from Customers

HKFRSs (Amendments) Improvements to HKFRSs issued in 2008, except for

the amendment to HKFRS 5 that is effective for annual
periods beginning or after | July 2009

HKFRSs (Amendments) Improvements to HKFRSs issued in 2009 in relation to the
amendment to paragraph 80 of HKAS 39
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 3| December 2009

APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL REPORTING
STANDARDS (Continued)

Except as described below, the adoption of the new and revised HKFRSs has had no material effect on

the consolidated financial statements of the Group for the current or prior accounting periods.

HKAS | (Revised 2007) has introduced terminology changes, including revised titles for the consolidated
financial statements, and has resulted in a number of changes in presentation and disclosure. HKFRS 8
is a disclosure standard that requires the identification of operating segments to be performed on the
same basis as financial information that is reported internally for the purpose of allocating resources
between segments and assessing their performance. The predecessor Standard, HKAS [4 Segment
Reporting, required the identification of two sets of segments (business and geographical) using a risks
and returns approach. In the past, segment information reported externally was analysed on the basis of
the location of customers. The application of HKFRS 8 has not resulted in a redesignation of the Group’s
reportable segments as compared with the primary reportable segments determined in accordance with
HKAS [4 (see note 5) nor has the adoption of HKFRS 8 changed the basis of measurement of segment

profit or loss.

The Group has not early applied the following new and revised Standards, Amendments or

Interpretations that have been issued but are not yet effective.

HKFRSs (Amendments) Amendment to HKFRS 5 as part of Improvements
to HKFRSs 2008’

Improvements to HKFRSs 20092

Related Party Disclosures®

HKFRSs (Amendments)
HKAS 24 (Revised)
HKAS 27 (Revised)
HKAS 32 (Amendment)
HKAS 39 (Amendment)
HKFRS | (Revised)
HKFRS | (Amendment)

Consolidated and Separate Financial Statements'

Classificiation of Rights Issues*

Eligible Hedged Items'

Additional Exemptions for First-time Adopters?

Limited Exemption from Comparative HKFRS 7
Disclosures for First-time Adopters®

HKFRS 2 (Amendment)

HKFRS 3 (Revised)

HKFRS 9 Financial Instruments’

HK (IFRIC) — Int 14 (Amendment)

HK (IFRIC) — Int 17

HK (IFRIC) — Int 19

Group Cash-settled Share-based payment Transactions®

Business Combinations'

Prepayments of a Minimum Funding Requirement®
Distributions of Non-cash Assets to Owners'

Extinguishing Financial Liabilities with Equity Instruments®
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 3| December 2009

APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL REPORTING
STANDARDS (Continued)

Effective for annual periods beginning on or after | July 2009.
2 Amendments that are effective for annual periods beginning on or after | July 2009 and | January
2010, as appropriate.
Effective for annual periods beginning on or after | January 2010.
Effective for annual periods beginning on or after | February 2010.
Effective for annual periods beginning on or after | January 201 I.
Effective for annual periods beginning on or after | July 2010.

Effective for annual periods beginning on or after | January 2013.

The application of HKFRS 3 (Revised) may affect the accounting for business combination for which the
acquisition date is on or after the beginning of the first annual reporting period beginning on or after |
July 2009. HKAS 27 (Revised) will affect the accounting treatment for changes in a parent’s ownership

interest in a subsidiary.

HKFRS 9 Financial Instruments introduces new requirements for the classification and measurement of
financial assets and will be effective from | January 2013, with earlier application permitted. The Standard
requires all recognised financial assets that are within the scope of HKAS 39 Financial Instruments:
Recognition and Measurement to be measured at either amortised cost or fair value. Specifically, debt
investments that (i) are held within a business model whose objective is to collect the contractual
cash flows and (ii) have contractual cash flows that are solely payments of principal and interest on
the principal outstanding are generally measured at amortised cost. All other debt investments and
equity investments are measured at fair value. In addition, under HKFRS 9, changes in fair value of
equity investments are generally recognised in other comprehensive income, with only dividend income
recognised in profit or loss. The application of HKFRS 9 might affect the classification and measurement

of the Group’s financial assets.

The directors of the Company anticipate that the application of the other new and revised Standards,

Amendments or Interpretations will have no material impact on the consolidated financial statements.

SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared on the historical cost basis and in accordance
with Hong Kong Financial Reporting Standards issued by the HKICPA. In addition, the consolidated
financial statements include applicable disclosures required by the Rules Governing the Listing of

Securities on The Stock Exchange of Hong Kong Limited and by the Hong Kong Companies Ordinance.

Basis of consolidation
The consolidated financial statements incorporate the financial statements of the Company and entities
controlled by the Company (its subsidiaries). Control is achieved where the Company has the power to

govern the financial and operating policies of an entity so as to obtain benefits from its activities.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

—

For the year ended 3| December 2009

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Basis of consolidation (Continued)

The results of subsidiaries acquired or disposed of during the year are included in the consolidated
statement of comprehensive income from the effective date of acquisition or up to the effective date of

disposal, as appropriate.

Where necessary, adjustments are made to the financial statements of subsidiaries to bring their

accounting policies into line with those used by other members of the Group.
All intra-group transactions, balances, income and expenses are eliminated on consolidation.

Minority interests in the net assets of consolidated subsidiaries are presented separately from the
Group’s equity therein. Minority interests in the net assets consist of the amount of those interests
at the date of the original business combination and the minority’s share of changes in equity since
the date of the combination. Losses applicable to the minority in excess of the minority’s interest in
the subsidiary’s equity are allocated against the interests of the Group except to the extent that the

minority has a binding obligation and is able to make an additional investment to cover the losses.

Business combination

The acquisition of businesses is accounted for using the purchase method. The cost of the acquisition is
measured as the aggregate of the fair values, at the date of exchange, of assets given, liabilities incurred
or assumed, and equity instruments issued by the Group in exchange for control of the acquiree,
plus any costs directly attributable to the business combination. The acquiree’s identifiable assets,
liabilities and contingent liabilities that meet the conditions for recognition under HKFRS 3 Business

Combinations are recognised at their fair values at the acquisition date.

Goodwill arising on acquisition is recognised as an asset and initially measured at cost, being the excess
of the cost of the business combination over the Group’s interest in the net fair value of the identifiable
assets, liabilities and contingent liabilities recognised. If, after reassessment, the Group’s interest in the
net fair value of the acquiree’s identifiable assets, liabilities and contingent liabilities exceeds the cost of

the business combination, the excess is recognised immediately in profit or loss.

For acquisition of businesses achieved in stages, the acquiree’s identifiable assets and liabilities are
recognised at their fair value at the acquisition date when control is achieved. Goodwill is recongised
separately for each exchange transactions, based on the cost of each exchange transaction, and the
appropriate share of the acquiree’s net assets based on net fair values at the time of each exchange

transaction.

The interest of minority shareholders in the acquiree is initially measured at the minority’s proportion of

the net fair value of the assets, liabilities and contingent liabilities recognised.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 3| December 2009

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Business combination (Continued)

For decreases in interests in subsidiaries regardless of whether the disposals would result in the Group
losing control over the subsidiaries, the difference between the consideration received and the carrying

amount of the share of net assets disposed of was recognized in profit or loss.

Goodwill

Goodwill arising on an acquisition of a business represents the excess of the cost of acquisition over
the Group’s interest in the fair value of the identifiable assets, liabilities and contingent liabilities of
the relevant business at the date of acquisition. Such goodwill is carried at cost less any accumulated

impairment losses.

Capitalised goodwill arising on an acquisition of a business is presented separately in the consolidated

statement of financial position.

For the purposes of impairment testing, goodwill arising from an acquisition is allocated to each of the
relevant cash-generating units, or groups of cash-generating units, that are expected to benefit from the
synergies of the acquisition. A cash-generating unit to which goodwill has been allocated is tested for
impairment annually, and whenever there is an indication that the unit may be impaired. For goodwill
arising on an acquisition in a financial year, the cash-generating unit to which goodwill has been allocated
is tested for impairment before the end of that financial year. When the recoverable amount of the cash-
generating unit is less than the carrying amount of the unit, the impairment loss is allocated to reduce
the carrying amount of any goodwill allocated to the unit first, and then to the other assets of the unit
pro rata on the basis of the carrying amount of each asset in the unit. Any impairment loss for goodwill
is recognised directly in the consolidated statement of comprehensive income. An impairment loss for

goodwill is not reversed in subsequent periods.

On subsequent disposal of the relevant cash-generating unit, the attributable amount of goodwill

capitalised is included in the determination of the amount of profit or loss on disposal.

For acquisition of additional equity interest in a subsidiary, goodwill is determined as the difference
between the fair value of the consideration and the Group’s additional interest in the book value of
net assets acquired at the date of acquisition. If the Group’s additional interest in the book value of
net assets acquired exceeds the fair value of the consideration at the date of acquisition, the excess is

credited to the consolidated statement of comprehensive income.

ANNUAL REPORT 2009 SINOCOM SOFTWARE GROUP LIMITED

39



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

i
B

For the year ended 3| December 2009

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Investments in associates
An associate is an entity over which the investor has significant influence and that is neither a subsidiary
nor an interest in a joint venture. Significant influence is the power to participate in the financial and

operating policy decisions of the investee but is not control or joint control over those policies.

The results and assets and liabilities of associates are incorporated in these consolidated financial
statements using the equity method of accounting. Under equity method, investments in associates
are carried in the consolidated statement of financial position at cost as adjusted for post-acquisition
changes in the Group’s share of the net assets of the associates, less any identified impairment loss.
When the Group’s share of losses of an associate equals or exceeds its interest in that associate (which
includes any long-term interests that, in substance, form part of the Group’s net investment in the
associate), the Group discontinues recognising its share of further losses. An additional share of losses
is provided for and a liability is recognised only to the extent that the Group has incurred legal or

constructive obligations or made payments on behalf of that associate.

Where a group entity transacts with an associate of the Group, profits and losses are eliminated to the

extent of the Group’s interest in the relevant associate.

Revenue recognition
Revenue from provision of outsourcing software development services and technical support services is

recognised when the services are provided.

Interest income from a financial asset is accrued on a time basis, by reference to the principal
outstanding and at the effective interest rate applicable, which is the rate that exactly discounts the
estimated future cash receipts through the expected life of the financial asset to that asset’s net carrying

amount on initial recognition.

Government grants

Government grants are recognised in profit or loss on a systematic basis over the periods in which the
Group recognises as expenses the related costs for which the grants are intended to compensate. Other
government grants are recognised as revenue over the periods necessary to match them with the costs
for which they are intended to compensate, on a systematic basis. Government grants that are receivable
as compensation for expenses or losses already incurred or for the purpose of giving immediate financial
support to the Group with no future related costs are recognised in profit or loss in the period in which

they become receivable.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 3| December 2009

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Foreign currencies

In preparing the financial statements of each individual group entity, transactions in currencies other
than the functional currency of that entity (foreign currencies) are recorded in the respective functional
currency (i.e. the currency of the primary economic environment in which the entity operates) at
the rates of exchanges prevailing on the dates of the transactions. At the end of the reporting period,
monetary items denominated in foreign currencies are retranslated at the rates prevailing at that
date. Non-monetary items that are measured in terms of historical cost in a foreign currency are not

retranslated.

Exchange differences arising on the settlement of monetary items, and on the translation of monetary

items, are recognised in profit or loss in the period in which they arise.

For the purposes of presenting the consolidated financial statements, the assets and liabilities of the
Group’s foreign operations are translated into the presentation currency of the Group (i.e. HK$) at
the rate of exchange prevailing at the end of the reporting period, and their income and expenses are
translated at the average exchange rates for the year, unless exchange rates fluctuate significantly during
the period, in which case, the exchange rates prevailing at the dates of transactions are used. Exchange
differences arising, if any, are recognised in other comprehensive income and accumulated in equity (the
translation reserve). Such exchange differences are recognised in profit or loss in the period in which the

foreign operation is disposed of.

Goodwill arising on an acquisition of a foreign operation is treated as assets and liabilities of that foreign
operation and translated at the rate of exchange prevailing at the end of the reporting period. Exchange

differences arising are recognised in the translation reserve.

Taxation

Income tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as
reported in the consolidated statement of comprehensive income because it excludes items of income
or expense that are taxable or deductible in other years and it further excludes items that are never
taxable or deductible. The Group’s liability for current tax is calculated using tax rates that have been

enacted or substantively enacted by the end of the reporting period.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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For the year ended 3| December 2009

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Taxation (Continued)

Deferred tax is recognised on differences between the carrying amounts of assets and liabilities in the
consolidated financial statements and the corresponding tax bases used in the computation of taxable
profit. Deferred tax liabilities are generally recognised for all taxable temporary differences and deferred
tax assets are recognised to the extent that it is probable that taxable profits will be available against
which deductible temporary differences can be utilised. Such assets and liabilities are not recognised if
the temporary difference arises from goodwill or from the initial recognition (other than in a business
combination) of other assets and liabilities in a transaction that affects neither the taxable profit nor the

accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in
subsidiaries and associate, except where the Group is able to control the reversal of the temporary
difference and it is probable that the temporary difference will not reverse in the foreseeable future.
Deferred tax assets arising from deductible temporary differences associated with such investments and
interests are only recognised to the extent that it is probable that there will be sufficient taxable profits
against which to utilise the benefits of the temporary differences and they are expected to reverse in the

foreseeable future.

The carrying amount of deferred tax assets is reviewed at the end of the reporting period and reduced
to the extent that it is no longer probable that sufficient taxable profits will be available to allow all or

part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is
settled or the asset is realised, based on tax rates (and tax laws) that have been enacted or substantively
enacted by the end of the reporting period. The measurement of deferred tax liabilities and assets
reflects the tax consequences that would follow from the manner in which the Group expects, at
the end of the reporting period, to recover or settle the carrying amount of its assets and liabilities.
Deferred tax is recognised to profit or loss, except when it relates to items that are recognised in other
comprehensive income or directly in equity, in which case the deferred tax is also recognised in other

comprehensive income or directly in equity respectively.
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For the year ended 3| December 2009

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Plant and equipment
Plant and equipment are stated at cost less subsequent accumulated depreciation and accumulated

impairment losses.

Depreciation is provided to write off the cost of items of plant and equipment over their estimated

useful lives and after taking into account their estimated residual value, using the straight-line method.

An item of plant and equipment is derecognised upon disposal or when no future economic benefits are
expected to arise from the continued use of the assets. Any gain or loss arising on derecognition of the
asset (calculated as the difference between the net disposal proceeds and the carrying amount of the

item) is included in profit or loss in the period in which the item is derecognised.

Impairment losses (other than goodwill)

At the end of the reporting period, the Group reviews the carrying amounts of its assets to determine
whether there is any indication that those assets have suffered an impairment loss. If the recoverable
amount of an asset is estimated to be less than its carrying amount, the carrying amount of the asset is

reduced to its recoverable amount. An impairment loss is recognised as an expense immediately.

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the
revised estimate of its recoverable amount, but so that the increased carrying amount does not exceed
the carrying amount that would have been determined had no impairment loss been recognised for the

asset in prior years. A reversal of an impairment loss is recognised as income immediately.

Retirement benefits costs
Payments to defined contribution retirement benefits plans are charged as an expense when employees

have rendered service entitling them to the contributions.

Leasing
Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks

and rewards of ownership to the lessee. All other leases are classified as operating leases.
Rentals payable under operating leases are charged to profit or loss on a straight-line basis over the

term of the relevant lease. Benefits received and receivable as an incentive to enter into an operating

lease are recognised as a reduction of rental expense over the lease term on a straight-line basis.
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For the year ended 3| December 2009

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments

Financial assets and financial liabilities are recognised in the consolidated statement of financial position
when a group entity becomes a party to the contractual provisions of the instrument. Financial assets
and financial liabilities are initially measured at fair value. Transaction costs that are directly attributable
to the acquisition or issue of financial assets and financial liabilities (other than financial assets and
financial liabilities at fair value through profit or loss) are added to or deducted from the fair value of the

financial assets or financial liabilities, as appropriate, on initial recognition.

Financial assets

The Group’s financial assets are classified into one of the three categories, including financial assets at
fair value through profit or loss (“FVTPL”), loans and receivable and available-for-sale financial assets. All
regular way purchases or sales of financial assets are recognised and derecognised on a trade date basis.
Regular way purchases or sales are purchases or sales of financial assets that require delivery of assets

within the time frame established by regulation or convention in the marketplace.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial asset and of
allocating interest income over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash receipts (including all fees paid or received that form an integral part
of the effective interest rate, transaction costs and other premiums or discounts) through the expected
life of the financial asset, or, where appropriate, a shorter period to the net carrying amount on initial

recognition.
Interest income is recognised on an effective interest basis.

Financial assets at FVTPL

Financial assets at FVTPL is classified as held for trading if:
. it has been acquired principally for the purpose of selling in the near future; or

. it is a part of an identified portfolio of financial instruments that the Group manages together and

has a recent actual pattern of short-term profit-taking; or
. it is a derivative that is not designated and effective as a hedging instrument.
Financial assets at FVTPL are measured at fair value, with changes in fair value arising from

remeasurement recognised directly in profit or loss in the period in which they arise. The net gain or

loss recognised in profit or loss excludes any dividend or interest earned on the financial assets.
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For the year ended 3| December 2009

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)

Financial assets (Continued)

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market. Subsequent to initial recognition, loans and receivable (including trade
and other receivables, amounts due from related parties and bank balances and cash) are carried at
amortised cost using the effective interest method, less any identified impairment losses (see accounting

policy on impairment loss on financial assets below).

Available-for-sale financial assets
Available-for-sale financial assets are non-derivatives that are either designated or not classified as

financial assets at FVTPL, loans and receivables or held-to-maturity investments.

Available-for-sale financial assets are measured at fair value at the end of the reporting period. Changes
in fair value are recognised in other comprehensive income, until the financial asset is disposed of or is K]

determined to impaired, at which time, the cumulative gain or loss previously accumulated in equity is

reclassified to profit or loss (see accounting policy on impairment loss on financial assets below).

For available-for-sale equity investments that do not have a quoted market price in an active market and

whose fair value cannot be reliably measured and derivatives that are linked to and must be settled by
delivery of such unquoted equity instruments, they are measured at cost less any identified impairment
losses at the end of the reporting period (see accounting policy on impairment loss on financial assets -

below). '

Impairment of financial assets

Financial assets, other than those at FVTPL, are assessed for indicators of impairment at the end of the
reporting period. Financial assets are impaired where there is objective evidence that, as a result of one
or more events that occurred after initial recognition of the financial assets, the estimated future cash

flows of the financial assets have been affected.

For an available-for-sale equity investment, a significant or prolonged decline in the fair value of that

investment below its cost is considered to be objective evidence of impairment.
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For the year ended 3| December 2009

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)

Financial assets (Continued)

Impairment of financial assets (Continued)

For all other financial assets, objective evidence of impairment could include:

. significant financial difficulty of the issuer counterparty; or

. default or delinquency in interest or principal payment; or

. it becoming probable that the borrower will enter bankruptcy or financial re-organisation.

For certain categories of financial asset, such as trade receivables, assets that are assessed not to be
impaired individually are subsequently assessed for impairment on a collective basis. Objective evidence
of impairment for a portfolio of receivables could include the Group’s past experience of collecting

payment.

For financial assets carried at amortised cost, an impairment loss is recognised in profit or loss when
there is objective evidence that the asset is impaired, and is measured as the difference between the
asset’s carrying amount and the present value of the estimated future cash flows discounted at the

original effective interest rate.

For financial assets carried at cost, the amount of the impairment loss is measured as the difference
between the asset’s carrying amount and the present value of the estimated future cash flows discounted
at the current market rate of return for a similar financial asset. Such impairment loss will not be

reversed in subsequent periods.

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial
assets with the exception of trade receivables, where the carrying amount is reduced through the use
of an allowance account. Changes in the carrying amount of the allowance account are recognised in
profit or loss.When a trade receivable is considered uncollectible, it is written off against the allowance

account. Subsequent recoveries of amounts previously written off are credited to profit or loss.

For financial assets measured at amortised cost, if, in a subsequent period, the amount of impairment
loss decreases and the decrease can be related objectively to an event occurring after the impairment
losses was recognised, the previously recognised impairment loss is reversed through profit or loss to
the extent that the carrying amount of the asset at the date the impairment is reversed does not exceed

what the amortised cost would have been had the impairment not been recognised.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)
Financial assets (Continued)
Impairment of financial assets (Continued)
Impairment losses on available-for-sale equity investments will not be reversed in profit or loss in
subsequent periods. Any increase in fair value subsequent to impairment loss is recognised directly in
equity.
Financial liabilities and equity
Financial liabilities and equity instruments issued by a group entity are classified according to the
substance of the contractual arrangements entered into and the definitions of a financial liability and an
equity instrument.
An equity instrument is any contract that evidences a residual interest in the assets of the group after
deducting all of its liabilities. The accounting policies adopted in respect of financial liabilities and equity
instruments are set out below:
Effective interest method
The effective interest method is a method of calculating the amortised cost of a financial liability and of
allocating interest expense over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash payments (including all fees paid or received that form an integral part
of the effective interest rate, transaction costs, and other premiums or discounts) through the expected
life of the financial liability, or, where appropriate, a shorter period to the net carrying amount on initial
recognition.
Interest expense is recognised on an effective interest basis.
Financial liabilities
The Group’s financial liabilities including trade and other payables and amount due to a shareholder are
subsequently measured at amortised cost, using the effective interest method.
Equity instruments
Equity instruments issued by the Company are recorded at the proceeds received, net of direct issue
costs. Repurchase of the Company’s own equity instruments is recognised and deducted directly in
equity. The amounts equal to the share capital and share premium are transferred to share redemption
reserve. No gain or loss is recognised in consolidated statement of comprehensive income on the
purchase, sale, issue or cancellation of the Company’s own equity instruments.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)
Derecognition
Financial assets
Financial assets are derecognised when the rights to receive cash flows from the assets expire or, the
financial assets are transferred and the Group has transferred substantially all the risks and rewards of
ownership of the financial assets. On derecognition of a financial asset, the difference between the asset’s
carrying amount and the sum of the consideration received and receivable and the cumulative gain or
loss that had been recognised directly in other comprehensive income is recognised in profit or loss.
Financial liabilities
Financial liabilities are derecognised when the obligation specified in the relevant contract is discharged,
cancelled or expires. The difference between the carrying amount of the financial liability derecognised
and the consideration paid and payable is recognised in profit or loss.
Share-based payment transactions — Equity-settled share-based payment transactions
Share options granted to employees
The fair value of services received determined by reference to the fair value of share options granted at
the grant date is expensed on a straight-line basis over the vesting period, with a corresponding increase
in equity (share option reserve).
At the end of the reporting period, the Group revises its estimates of the number of options that are
expected to ultimately vest. The impact of the revision of the estimates during the vesting period, if any,
is recognised in profit or loss, with a corresponding adjustment to share option reserve.
At the time when the share options are exercised, the amount previously recognised in share option
reserve will be transferred to share premium.When the share options are forfeited after the vesting date
or are still not exercised at the expiry date, the amount previously recognised in share option reserve
will be transferred to retained earnings.
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For the year ended 3| December 2009

4. REVENUE
2009 2008
HK$’°000 HK$’000
Outsourcing software development services 608,618 628,736
Technical support services 25,852 29,095
634,470 657,831

Revenue from outsourcing software development services and technical support services are net of
business tax and local government levies of HK$31,718,000 (2008: HK$32,245,000).

5. SEGMENT INFORMATION

In prior years, segment information reported externally was analysed on the basis of the location in
which the customers’ headquarters are located. The same basis was also applied to information to
the chief operating decision maker, which is the Group’s Chief Executive Officer for the purposes of
resources allocation and assessment of performance. The Group’s reportable segments under HKFRS 8

are therefore the same as prior years.

Segment revenues and results

The following is an analysis of the Group’s revenue and results by operating segment:

Year ended 31 December 2009

PRC Japan Total

HK$’000 HK$’000 HK$’000

Revenue 55,788 578,682 634,470
Cost of services (45,103) (395,849) (440,952)
Gross profit 10,685 182,833 193,518
Administrative expenses (2,276) (68,868) (71,144)
Segment profits 8,409 113,965 122,374
Share of loss of an associate (48)
Other gains 29,588
Unallocated corporate expenses (18,467)
Profit before taxation 133,447
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5. SEGMENT INFORMATION (Continued)

Segment revenues and results (Continued)
Year ended 31 December 2008

PRC Japan Total

HK$’000 HK$’000 HK$’000

Revenue 70,344 587,487 657,831
Cost of services (49,590) (402,140) (451,730)

Gross profit 20,754 185,347 206,101
Administrative expenses (2,982) (65,928) (68,910)

Segment profits 17,772 119,419 137,191

\ Share of loss of an associate |

2 Discount on acquisition of additional

equity interest in subsidiaries 379

Other gains 51,125
Unallocated corporate expenses (21,805)

Profit before taxation 166,891

Revenue reported above represents revenue generated from external customers. There were no inter-

segment sales in both years.

described in note 3.

assessment.

50 SINOCOM SOFTWARE GROUP LIMITED
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The accounting policies of the reportable segments are the same as the Group’s accounting policies

Segment profit represents the profit earned by each segment without allocation of share of (loss)
profit of an associate, other gains, share-based payment expenses, central administration cost, directors’
emoluments and discounts on acquisition of additional equity in subsidiaries. This is the measure

reported to the chief operating decision maker for the purpose of resource allocation and performance
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For the year ended 3| December 2009

5. SEGMENT INFORMATION (Continued)

Segment assets and liabilities

The following is an analysis of the Group’s assets and liabilities by reportable segment:

At 31 December 2009

PRC Japan Total
HK$’000 HK$’000 HK$’000
Segment assets 452,552 203,118 655,670
Unallocated assets 90,722
Consolidated total 746,392
Segment liabilities 15,174 66,801 81,975
Unallocated liabilities 63,352
Consolidated total 145,327
At 31 December 2008
PRC Japan Total
HK$°000 HK$’000 HK$’000
Segment assets 458,135 201,531 659,666
Interest in an associate 1,894
Unallocated assets 59,480
Consolidated total 721,040
Segment liabilities 32,600 68,241 100,841
Unallocated liabilities 16,972
Consolidated total 117,813
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For the year ended 31 December 2009

5. SEGMENT INFORMATION (Continued)
Segment assets and liabilities (Continued)

For the purposes of monitoring segment performances and allocating resources between segments:

J all assets are allocated to reportable segments other than unallocated bank balances and cash,
goodwill, deferred tax assets, held-for-trading investments and assets used jointly by reportable

segments.

0 all liabilities are allocated to reportable segments other than deferred tax liabilities and liabilities

for which reportable segments are jointly liable.

Other segment information
Year ended 31 December 2009

Amounts included in the measure of segment profit or segment assets:

: g PRC Japan  Corporate Consolidated
HK$’000 HK$°000 HK$’000 HK$’000

Additions to non-current assets (Note) 279 2,248 171 2,698
Depreciation 936 5,185 430 6,551
Loss on disposal of plant and equipment 25 208 - 233

Year ended 3| December 2008

L] 8

| Amounts included in the measure of segment profit or segment assets:

o -
= I PRC Japan Corporate Consolidated
HK$’000 HK$’000 HK$°000 HK$’000
Additions to non-current assets (Note) 1,219 6,119 275 7,613
Depreciation 1,132 5,684 397 7,213
Loss on disposal of plant and equipment Il 261 - 272
Note: Non-current assets excluded goodwill, interest in an associate and deferred tax assets.
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5. SEGMENT INFORMATION (Continued)

Geographical information

For the year ended 3|1 December 2009

The Group’s operations are located on PRC (country of domicile) and Japan.

The Group’s information about its non-current assets by geographical location of the assets is detailed

below:

PRC (country of domicile)

Japan

Non-current assets

2009 2008
HK$’000 HK$’000
23,486 29,896
1,024 2,811
24,510 32,707

Note: Non-current assets excluded deferred tax assets and interest in an associate.

Information about major customers

Revenues from customers of the corresponding years contributing over 0% of the total revenue of the

Group are as follows:

Customer A

Customer B'

Revenue from Japan.

ANNUAL REPORT 2009

Year ended 31 December

2009
HK$’000

234,918
173,670

2008
HK$°000

221,657
196,245
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For the year ended 31 December 2009

6. OTHER INCOME AND GAINS

Government subsidies

Gain on sale of held for trading investments
Interest income

Net foreign exchange gain

Others

2009 2008
HK$’000 HK$’000
20,119 12,025
315 1,413
7,713 6,085
858 29,869

583 1,733
29,588 51,125

Government subsidies include government concession on levies of HK$10,039,000 (2008:

HK$8,804,000), subsidies from local government for the employment of new university graduates of
HK$5,491,000 (2008: HK$3,109,000) and for its status as key software enterprise of HK$2,610,000

(2008: nil). There were specific conditions attached to the government subsidies, the Group recognised

the government subsidies in the consolidated statement of comprehensive income when it fulfills all the

conditions specified in the subsidy notice or relevant law and regulations.

7. AVAILABLE-FOR-SALE INVESTMENTS

Available-for-sale investments comprise:

Unlisted-equity securities

Provision for impairment

54 SINOCOM SOFTWARE GROUP LIMITED

2009
HK$’000

7,048
(7,048)

2008
HK$’000

7,048
(7,048)

principally engaged in the provision of outsourcing software development services in Japan.

ANNUAL

The above unlisted investment represents investment in 22% equity interest in Beijing Jbridge

Information Technology Co., Ltd (“Beijing Jbridge”) which is established in the PRC. Beijing Jbridge is
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For the year ended 3| December 2009

7. AVAILABLE-FOR-SALE INVESTMENTS (Continued)

Beijing Jbridge is not regarded as an associate of the Group because the directors of the Company
determined that the Group cannot exercise significant influence over Beijing Jbridge in view of the
condition that the remaining equity interest of Beijing Jbridge is concentrated among a small group of
shareholders who operate Beijing Jbridge without regard to the views of the Company. The investment is
measured at cost less impairment at the end of each reporting period because the range of reasonable
fair value estimates is so significant that the directors of the Company are of the opinion that their fair

values cannot be measured reliably.

The investment in Beijing Jbridge was fully impaired as the directors of the Company expected no future

!

gy

cash inflows of the investment.

k|
8. TAXATION »
2009 2008
HK$’°000 HK$’000
Current tax:
PRC Enterprise Income Tax 18,185 16,331
Japan income tax 9,388 11,083
27,573 27,414
Deferred tax (note 24):
Current year 2,536 8,257
30,109 35,671

On 16 March 2007, the PRC promulgated the Law of the PRC on Enterprise Income Tax (the “New
Law”) by Order No. 63 of the President of the PRC. On 6 December 2007, the State Council of the
PRC issued Implementation Regulation of the New Law. Under the New Law, the Group adopted a
unified income tax rate of 25% for its subsidiaries in the PRC from | January 2008 except for certain
subsidiaries entitled to preferential tax holiday and concession granted under the New Law as detailed

below.

SinoCom Beijing was recognised as a key software enterprise under the State plan for 2008 and 2009 by
relevant PRC government authorities in January 2009 and January 2010 respectively under the New Law.
Accordingly, SinoCom Beijing was entitled to the reduced income tax rate of 10% as compared to the
unified tax rate of 25% for the year ended 31 December 2008 and 2009.
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For the year ended 3| December 2009

TAXATION (Continued)
SinoCom Shensoft Computer Technology (Shanghai) Company Limited (“Shensoft Shanghai”) and

Dalian SinoCom High Technology Software Limited (“Dalian SinoCom”) are eligible for tax holidays and

concession as follows:

(a) Exemption for PRC Enterprise Income Tax for two years starting from the respective first profit-

making year, and
(b) Followed by a 50% reduction in the next three years.
Both Shensoft Shanghai and Dalian SinoCom are entitled to the tax holidays and concessions from 2006.

No provision for Hong Kong Profits Tax has been made in the consolidated financial statements as the

Group had no assessable profits in Hong Kong for either year.

Taxation arising in Japan comprises corporate tax, corporate enterprise tax, special local corporate
tax and corporate inhabitant tax. Corporate tax is calculated at a progressive statutory rate of 18%
(2008: 22%) on the portion of taxable income not exceeding Japanese Yen (“JPY”) 8,000,000 (equivalent
to approximately HK$670,000, 2008: HK$686,000) and 30% (2008: 30%) on the portion of taxable
income in excess of JPY8,000,000. Corporate enterprise tax is calculated at a progressive statutory
rate of 2.95% (2008: 5.25%) on the portion of taxable income not exceeding JPY4,000,000 (equivalent
to approximately HK$335,000, 2008: HK$343,000), 4.365% (2008:7.665%) on the portion of taxable
income in excess of JPY4,000,000 but not exceeding JPY8,000,000 and 5.78% (2008:10.08%) on the
portion of taxable income in excess of JPY8,000,000. Special local corporate tax is imposed for fiscal
years beginning on or after | October 2008. Special local corporate tax is calculated at a fixed tax rate
of 81% or 148% of corporate enterprise tax, depending on the amount of paid-in capital. Corporate
inhabitant tax is calculated at a fixed tax rate of 17.3% or 20.7% of the corporate tax, depending on the
amount of the corporate tax per annum, also with a fixed yearly amount from JPY70,000 (equivalent
to approximately HK$6,000, 2008: HK$6,000) to JPY200,000 (equivalent to approximately HK$17,000,
2008: HK$17,000), depending on the headcount and capital of the entities.
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8. TAXATION (Continued)

The income tax expenses for the year can be reconciled to the profit before taxation per the

consolidated statement of comprehensive income as follows:

2009
HK$’000

Profit before taxation 133,447

2008
HK$°000

166,891

Taxation at the applicable PRC
Enterprise Income Tax rate of 25% (2008: 25%) 33,362

Tax effect of expenses not deductible

41,723

3,045
(22,423)
7,159

6,167

in determining taxable profit 6,149
Effect of tax concessions granted to PRC subsidiaries (19,726)
Withholding tax on the profits of PRC subsidiaries 5,440
Effect of different tax rates of subsidiaries operating

in other jurisdiction 4,884
Income tax expenses 30,109

35,671

9. PROFIT FOR THE YEAR

Profit for the year has been arrived at after charging (crediting):

2008
HK$°000

3,029
7218
272

(29,869)

12,719

363,405
4,645
32,208

2009
HK$’000
Auditors’ remuneration 2,611
Depreciation of plant and equipment 6,551
Loss on disposal of plant and equipment 233
Net foreign exchange gain (858)
Loss on disposal of partial interest in a subsidiary 284
Staff costs:
Directors’ emoluments (note 10) 11,643
Other staff costs
— Salaries and other benefits 354,264
— Share-based payment expenses 2,407
— Retirement benefits schemes contributions 33,316
401,630

412,977
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For the year ended 31 December 2009

10. DIRECTORS’ EMOLUMENTS

The emoluments paid or payable to each of the four (2008: four) directors were as follows:

2009

Salaries and other benefits

Retirement benefits
scheme contribution

Bonus (Note)

Total emoluments

2008

Salaries and other benefits

Retirement benefits
scheme contribution

Bonus (Note)

Total emoluments

Wang Zhiqiang Wang Xubing Siu Kwok Leung  Shi Chongming Total
HK$°000 HK$’000 HK$’000 HK$’000 HK$’000

2,043 2,043 1,229 1,901 1,216

26 26 - 95 147

1,498 1,498 428 856 4,280

3,567 3,567 1,657 2,852 11,643

2,069 2,069 1,275 1,684 7,097

49 49 = 84 182

1,904 1,904 544 1,088 5,440

4,022 4,022 1,819 2,856 12,719

Note: Bonus is determined by the Compensation Committee with reference to the performance of the Group.

There was no arrangement under which a director waived or agreed to waive any remuneration during

both years.

11. EMPLOYEES’ EMOLUMENTS

Of the five individuals with the highest emoluments in the Group, four (2008: four) were directors of the

Company whose emoluments are included in the disclosure in note 10 above. The emoluments of the

remaining one (2008: one) individual were as follows:

Salaries and other benefits

Share-based payment expenses

Retirement benefits schemes contributions

SINOCOM SOFTWARE GROUP LIMITED

2009 2008
HK$’000 HK$’000
1,156 1,135

148 232

150 91

1,454 1,458
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12.

13.

DIVIDENDS

For the year ended 3|1 December 2009

On 23 May 2008, a final dividend of HK5.6 cents per share (total dividend of HK$62,838,000) in respect

of the financial year ended 31 December 2007 was paid to the shareholders. In respect of the financial

year ended 31 December 2008, a final dividend of HK6.0 cents per share and a special dividend of HK4.0
cents per share (total dividend of HK$111,435,000) were declared on | April 2009. All such dividends

were paid to the shareholders during the year ended 31 December 2009.

In respect of the financial year ended 31 December 2009, the directors propose a final dividend of

HKS5.0 cents per share. The dividend is subject to approval by shareholders at the forthcoming Annual

General Meeting.

EARNINGS PER SHARE

The calculation of the basic and diluted earnings per share attributable to the owners of the Company is

based on the following data:

Earnings
Profit for the year attributable to owners

of the Company for the purpose of basic

and diluted earnings per share

Number of shares

Weighted average number of ordinary shares

for the purpose of basic earnings per share

Effect of dilutive potential ordinary shares:

Share options issued by the Company

Weighted average number of ordinary shares

for the purpose of diluted earnings per share
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2009 2008
HK$’000 HK$'000
103,354 130,585
2009 2008
'000 ’000
1,113,968 1,113,436
1,952 6,288
1,115,920 1,119,724
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For the year ended 31 December 2009

14. PLANT AND EQUIPMENT

Office Motor Leasehold
equipment vehicles improvements Total
HK$°000 HK$°000 HK$°000 HK$°000
COST
At | January 2008 24,647 6,221 5,225 36,093
Exchange adjustments 1,874 470 380 2,724
Additions 3,731 137 1,124 4,992
Disposals (2,436) (440) (1,625) (4,501)
At 3| December 2008 27,816 6,388 5,104 39,308
Exchange adjustments (2) (4) 4) (10)
Acquisition of a subsidiary 9 - - 9
Additions 2,028 211 87 2,326
' Disposals (2,697) - (2,352) (5,049)
At 3| December 2009 27,154 6,595 2,835 36,584
ACCUMULATED
DEPRECIATION
At | January 2008 11,405 2,984 2,372 16,761
Exchange adjustments 1,020 272 167 1,459
Provided for the year 4,588 840 1,785 7,213
Disposals (2,096) (395) (1,553) (4,044)
At 3| December 2008 14,917 3,701 2,771 21,389
Exchange adjustments (1) (7) (2) (20)
Provided for the year 4,064 824 1,663 6,551
Disposals (2,382) - (2,330) (4,712)
At 3| December 2009 16,588 4518 2,102 23,208
CARRYING VALUES
At 3| December 2009 10,566 2,077 733 13,376
At 3| December 2008 12,899 2,687 2,333 17,919
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For the year ended 3|1 December 2009

14. PLANT AND EQUIPMENT (Continued)

15.

The above items of plant and equipment are depreciated on a straight-line basis at the following rates

per annum:
Office equipment 20%
Motor vehicles 20%
Leasehold improvements Over the shorter of the term of the lease, or 33'/.% — 50%
GOODWILL

HK$°000
Cost
At | January 2008 8,537
Exchange adjustments 527
At 31 December 2008 9,064
Exchange adjustments 14
At 3|1 December 2009 9,078

Goodwill acquired in a business combination is allocated, at acquisition, to the cash generating units
(“CGUs”) that are expected to benefit from that business combination. The carrying amount of goodwill

had been allocated as follows:

2009 2008
HK$’000 HK$’000
Outsourcing software service
SinoCom-ArtM Technology Limited

(“SinoCom-ArtM Technology”) 2,531 2,527

SinoCom Shensoft Holdings (BVI) limited
(“SinoCom Shensoft”) 6,547 6,537
9,078 9,064

The Group tests goodwill annually for impairment, or more frequently if there are indications that
goodwill might be impaired. During the year ended 3|1 December 2009 and 3| December 2008, the
directors of the Company determine that there are no impairments of any of its CGUs containing

goodwill.
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For the year ended 3| December 2009

5.

16.

GOODWILL (Continued)

The recoverable amounts of these CGUs have been determined based on value in use calculations. These
calculations use cash flow projections based on financial budgets approved by management covering
a one-year period, and a discount rate of 18% (2008: 18%). Cash flows beyond one-year period are
extrapolated using a growth rate of 6% (2008: 12%) for SinoCom-ArtM Technology and 6% (2008: 15%)
for SinoCom Shensoft, respectively, over the projected period of five years for impairment assessment
purpose.These growth rates are based on the relevant industry growth forecasts and do not exceed the
average long-term growth rates for the relevant industries. Other key assumptions for the value in use
calculation and the budgeted gross margins, which are determined based on the CGUs’ past performance
and management’s expectations for the market development. Management believes that any reasonably
possible change in any of these assumptions would not cause the aggregate carrying amounts of these

CGUs to exceed the aggregate recoverable amount of these CGUs.

INTEREST IN AN ASSOCIATE
2008

HK$’000

Cost of investment in an unlisted associate 2,072

Share of post-acquisition loss (178)

1,894

As at 31 December 2008, the Group had an equity interest in the following associate:

Country of Proportion of
Form of incorporation nominal value of  Proportion
business and principal Class of  registered capital of voting  Principal
Name of entity structure  place of operation  capital held held by the Group  power held activity
% %

DIR System Technology Incorporated PRC Registered 30 30 Software
(Beijing) Co., Ltd. (“DIR”) capital outsourcing

In July 2009, SinoCom Beijing acquired a further 70% equity interest in DIR. Following the completion of
the acquisition, DIR became a wholly owned subsidiary of SinoCom Beijing. Further details are set out in

note 26.
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16. INTEREST IN AN ASSOCIATE (Continued)

For the year ended 3|1 December 2009

The summarised financial information in respect of the Group’s associate is set out below:

Total assets

Total liabilities

Net assets

Group’s share of net assets of the associate

Revenue

Profit for the year

Group’s share of profit of the associate for the year

17. OTHER DEPOSITS

Other deposits represent rental deposits paid under operating leases receivable after one year.

18. TRADE AND OTHER RECEIVABLES

Trade receivables
Other receivables
Other deposits

Prepayments

Total trade and other receivables

ANNUAL REPORT 2009

2008

HK$’000

6,537
(224)

6,313

1,894

3,008

2

I

2009 2008
HK$’000 HK$’000
95,843 103,963
13,715 30,989
7,530 5,056
4,073 7,745
121,161 147,753
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2009

18. TRADE AND OTHER RECEIVABLES (Continued)

The Group allows an average credit period of 30 to 45 days, extending up to three months for its trade
customers. The following is an aged analysis of trade receivables based on invoice dates at the end of the

reporting period:

2009 2008
HK$’000 HK$’000
0-30 days 83,244 97,689
31-60 days 11,369 4,823
61-90 days 567 739
91-180 days 663 120
Over 180 days - 592
95,843 103,963
L |

The Group seeks to maintain strict control over its outstanding receivables and has a credit control
policy to minimize credit risk. Overdue balances are reviewed regularly by senior management. The
management considered the recoverability of trade receivables that are neither past due nor impaired is

beyond doubt.

Included in the Group’s trade receivable balance are debtors with an aggregate carrying amount of
HK$1,229,000 (2008: HK$1,259,000) which are past due at the end of the reporting period for which
the Group has not provided for an impairment loss. The Group does not hold any collateral over these

balances. The average age of these receivables is 107 days (2008: 130 days).

Ageing of trade receivables which are past due but not impaired:

2009 2008

HK$’000 HK$’000

61-90 days 566 547
91-180 days 663 120
Over 180 days - 592
1,229 1,259
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 3|1 December 2009

18. TRADE AND OTHER RECEIVABLES (Continued)

The Group’s trade and other receivables denominated in foreign currencies at the end of the reporting

period are as follows:

2009 2008

HK$’000 HK$’000

JPY 54910 53,981
HK$ 122 3

19. AMOUNTS WITH RELATED PARTIES

2009 2008

HK$’000 HK$’000

Amount due from an associate - 141
Amount due from a related party 3,975 -
3,975 141

Amount due to a shareholder 37,000 12

The amounts due from an associate and a related party were unsecured, interest-free and recoverable
on demand. The related party is a company that is controlled by a director of the Company. The amount g,
due from a related party was expected to realise in the next twelve months from the end of the
reporting period and was aged within 30 days at the end of the reporting period based on invoice date.

The maximum amount due from a related party outstanding during the year was HK$3,975,000.

The amount due to a shareholder was unsecured, interest-free and repayable on demand. In January

2010, the amount due to a shareholder was fully settled.

20. HELD FOR TRADING INVESTMENTS

2009 2008

HK$’000 HK$’000

Equity securities listed in the PRC 74 -
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For the year ended 31 December 2009

21. BANK BALANCES AND CASH

Bank balances and cash comprise cash held by the Group and short-term bank deposits and carry

interest at effective interest rates ranging from 0.0001% to 4.14% (2008: 0.001% to 4.70%) per annum.

The Group’s bank balances and cash denominated in foreign currencies at the end of the reporting

period are as follows:

United States Dollar (“USD”)
JPY
HK$

22. TRADE AND OTHER PAYABLES

Trade payables

Woages and salaries payable

Accruals

Other tax payables

Payable for outstanding consideration for acquisition
of additional equity interest in a subsidiary

Other payables

Dividend payable to minority shareholder of a subsidiary

2009 2008
HK$’000 HK$'000
16,148 16,312
122,633 94,355
65,573 23,587
2009 2008
HK$°000 HK$’000
3,890 3,283
68,110 62,812
697 1,770
7,140 6,948
196 1,080
3,239 4,453
2,011 -
85,283 80,346

The following is an aged analysis of trade payables based on invoice dates at the end of the reporting

period:

0-30 days
31-60 days

SINOCOM SOFTWARE GROUP LIMITED

2009 2008
HK$’000 HK$’000
2,405 2,382
1,485 901
3,890 3,283
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 3|1 December 2009

22. TRADE AND OTHER PAYABLES (Continued)

The Group’s trade and other payables denominated in foreign currency at the end of the reporting

period are as follows:

2009 2008
HK$’000 HK$’000
JPY 16,150 15,064
HK$ 12,652 2,750
23. SHARE CAPITAL
Number
of shares
’000 HK$’000
Authorised:
Ordinary shares of HK$0.025 each, at | January 2008,
3| December 2008 and 3| December 2009 4,000,000 100,000
Issued and fully paid:
At | January 2008 1,108,719 27,718
Exercise of share options (Note i) 13,884 347
Repurchase and cancellation of shares (Note ii) (9,552) (239) i""+'
At 31 December 2008 1,113,051 27,826
Exercise of share options (Note iii) 1,660 42
At 31 December 2009 1,114,711 27,868
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24.

For the year ended 31 December 2009

23. SHARE CAPITAL (Continued)

Notes:

@)

During the year ended 31 December 2008, share options to subscribe for 13,884,000 ordinary shares of
HK$0.025 each were exercised at HK$0.625 per share (see note 25).

(ii)  During the year ended 31 December 2008, the Company repurchased 9,552,000 ordinary shares through The
Stock Exchange of Hong Kong Limited as follows:
Aggregate
Month of Price per share consideration
repurchase Number of shares Highest Lowest paid
’000 HK$ HK$ HK$°000
June 2,012 1.32 1.26 2,620
July 3,934 1.21 I.15 4,666
August 3,606 1.08 1.00 3,802
The above shares were cancelled upon repurchase.
None of the Company’s subsidiaries purchased, sold or redeemed any of the Company’s listed securities during
the year.
(iii) During the year ended 3| December 2009, share options to subscribe for 1,660,000 ordinary shares of
HK$0.025 each were exercised at HK$0.625 per share (see note 25).
DEFERRED TAXATION

The following are the major deferred tax liabilities and assets recognised and movements thereon during

the current and prior year:

Deferred tax liabilities

Distributable

profits of
Prepaid the PRC Deferred
expenses subsidiaries Total tax assets
HK$’000 HK$°000 HK$000 HK$’000
| January 2008 - - - -
Charge to profit and loss for the year 1,098 7,159 8,257 -
At 3| December 2008 1,098 7,159 8,257 =
Charge to profit and loss for the year I5 5,440 5,455 2919
Exchange differences (25) = (25) 2
At 31 December 2009 1,088 12,599 13,687 2,921
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For the year ended 3| December 2009

24. DEFERRED TAXATION (Continued)

25.

Under the tax law of Japan, expenses are deductible for tax purposes when the amount is paid. Deferred
tax liabilities have accordingly been recognised in respect of the prepaid expenses at the end of the

reporting period.

Under the New law of PRC, withholding tax is imposed on dividends declared in respect of profits
earned by PRC subsidiaries from | January 2008 onwards. Deferred taxation has been provided for in
the consolidated financial statements in respect of temporary differences attributable to accumulated

profits of the PRC subsidiaries.

Withholding tax is also imposed on dividends declared by the subsidiaries in Japan. At the end of the
reporting period, the aggregate amount of temporary differences with undistributed earnings of the
subsidiaries in Japan for which deferred tax liabilities have not been recognised was HK$7,652,000 (2008:
HK$6,269,000). No deferred tax liability has been recognised in respect of these differences because
the Group is in a position to control the timing of the reversal of the temporary differences and it is

probable that such differences will not reverse in the foreseeable future.

Under the New law of PRC, accrued expenses are not deductible for tax purposes until the amount is
paid. Deferred tax assets have accordingly been recognized in respect of the accrued expenses at the

end of the reporting period.

SHARE OPTION SCHEME

The Company’s share option scheme (the “Scheme”), was adopted pursuant to a resolution passed on
2 April 2004 for the primary purpose of providing incentives to eligible employees, and will expire on
| April 2014. Under the Scheme, the Board of Directors of the Company may grant options to eligible

employees to subscribe for shares in the Company.

At 31 December 2009, the number of shares in respect of which options had been granted and remained
outstanding under the Scheme was 41,070,000 (2008: 43,750,000), representing 3.68% (2008: 3.93%) of
the shares of the Company in issue at that date. The total number of shares in respect of which options
may be granted under the Scheme is not permitted to exceed 10% of the shares of the Company in issue
at any point in time, without prior approval from the Company’s shareholders. The number of shares in
respect of which options granted and may be granted to any individual in any one year is not permitted
to exceed |% of the shares of the Company in issue at any point in time, without prior approval from

the Company’s shareholders.
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For the year ended 3| December 2009

25. SHARE OPTION SCHEME (Continued)

Options may be exercised on the date of grant of the share option or after the date on which the share
option is granted over a period as the Board of Directors may determine up to the tenth anniversary
of the date of grant. No consideration is payable on the grant of an option. Options are exercisable at a
price that is determinable by the directors of the Company, and will not be less than the higher of the
closing price of the Company’s shares on the date of grant, and the average closing price of the shares

for the five business days immediately preceding the date of grant.

Details of specific category of options are as follows:

Date of grant Vesting period Exercise price
10/11/2004 10/11/2004-09/05/2008 HK$0.625
24/01/2006 24/01/2006-23/01/2010 HK$1.3875
15/01/2007 (Note) 15/01/2007-14/01/201 | HK$1.73
28/01/2008 (Note) 28/01/2008-27/01/201 | HK$1.36
28/01/2008 28/01/2008-27/01/2013 HK$1.36

The following table discloses movements of the number of the Company’s shares under options held by

employees during the year:

Outstanding Exercised Forfeited Outstanding
Date of grant at 1/1/2009 during year  during year at 31/12/2009
10/11/2004 9,420,000 (1,660,000) = 7,760,000
24/01/2006 17,640,000 = (560,000) 17,080,000
&l 28/01/2008 15,490,000 - (460,000) 15,030,000
i 28/01/2008 1,200,000 = = 1,200,000
LE —II-
o I 43,750,000 (1,660,000) (1,020,000) 41,070,000
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For the year ended 3| December 2009

25. SHARE OPTION SCHEME (Continued)

The following table discloses movements of the number of the Company’s shares under options held by

employees during prior year:

Granted upon Cancelled upon

Outstanding Granted  modification  modification Exercised Forfeited ~ Outstanding
Date of grant at 1/1/2008 during year during the year during the year during year during year  at 31/12/2008
(Note) (Note)

10/11/2004 23,484,000 = = = (13,884,000) (180,000) 9,420,000

24/01/2006 18,040,000 - - - - (400,000) 17,640,000
15/01/2007 16,030,000 = - (15,750,000) = (280,000) - i
28/01/2008 - - 15,750,000 - - (260,000) 15,490,000 N

28/01/2008 = 1,200,000 = = = = 1,200,000

57,554,000 1,200,000 15,750,000 (15,750,000) (13,884,000) (1,120,000) 43,750,000

Note: On 28 January 2008, 15,750,000 share options (“old options”), which represent the then outstanding options
previously granted on |5 January 2007 with an exercise price of HK$1.73 per share, were cancelled and the

same number of share options (“new options”) were granted to the option holders with an exercise price of
HK$1.36 per share and other terms remained the same as those of the old options.

The options granted on 10 November 2004 may be exercisable during the period from the first semi-
anniversary of the date of grant (the “first semi-anniversary”), being 10 May 2005 to 9 November 2014

(both days inclusive), in the following manner:

(a) no part of the option may be exercisable prior to and including 10 May 2005, the first semi-

anniversary;

(b) 25% of the option will be exercisable at any time after the first semi-anniversary up to and
including 9 November 2014;

(c) a further 25% of the option will be exercisable at any time on or after the first anniversary of the

first semi-anniversary up to and including 9 November 2014;

(d) another 25% of the option will be exercisable at any time on or after the second anniversary of the

first semi-anniversary up to and including 9 November 2014; and

(e) the remaining 25% of the opinion will be exercisable at any time on or after the third anniversary

of the first semi-anniversary up to and including 9 November 2014.
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25. SHARE OPTION SCHEME (Continued)

The options granted on 24 January 2006 may be exercisable during the period from the first anniversary

of the date of grant, being 24 January 2007 to 23 January 2016 (both days inclusive), in the following

manner:

(a) no part of the options may be exercisable prior to the first anniversary of the date of grant;

(b) 25% of the options will be exercisable at any time on or after the first anniversary of the date of
grant up to and including 23 January 2016;

(c) a further 25% of the options will be exercisable at any time on or after the second anniversary of
the date of grant up to and including 23 January 201 6;

(d) another 25% of the options will be exercisable at any time on or after the third anniversary of the
date of grant up to and including 23 January 2016; and

(e) the remaining 25% of the options will be exercisable at any time on or after the fourth anniversary

of the date of grant up to and including 23 January 2016.

The options granted on |5 January 2007 may be exercisable during the period from the first anniversary

of the date of grant, being |5 January 2008 to |4 January 2017 (both days inclusive), in the following

manner:

(a) no part of the options may be exercisable prior to the first anniversary of the date of grant;

(b) 25% of the options will be exercisable at any time on or after the first anniversary of the date of
grant up to and including 14 January 2017;

(c) a further 25% of the options will be exercisable at any time on or after the second anniversary of
the date of grant up to and including 14 January 2017;

(d) another 25% of the options will be exercisable at any time on or after the third anniversary of the
date of grant up to and including 14 January 2017; and

(e) the remaining 25% of the options will be exercisable at any time on or after the fourth anniversary
of the date of grant up to and including 14 January 2017.
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25. SHARE OPTION SCHEME (Continued)

The options granted on 28 January 2008 may be exercisable during the period from the first anniversary
of the date of grant, being 28 January 2008 to 27 January 2018 (both days inclusive), in the following

manner:
(a) no part of the options may be exercisable prior to the first anniversary of the date of grant;

(b) 20% of the options will be exercisable at any time on or after the first anniversary of the date of

grant up to and including 27 January 2018;

S e

(c) a further 20% of the options will be exercisable at any time on or after the second anniversary of

the date of grant up to and including 27 January 2018;

- .

(d) a further 20% of the options will be exercisable at any time on or after the third anniversary of the

date of grant up to and including 27 January 2018;

(e) another 20% of the options will be exercisable at any time on or after the forth anniversary of the

date of grant up to and including 27 January 2018; and

(f)  the remaining 20% of the options will be exercisable at any time on or after the fifth anniversary of

the date of grant up to and including 17 January 2018.
At 31 December 2009, 28,685,000 (2008: 22,112,500) share options are exercisable. The closing price of
the Company’s shares immediately before 10 November 2004, 24 January 2006, 15 January 2007 and 28

January 2008, the date of grant of options, was HK$2.50, HK$5.55, HK$1.73 and HK$1.34, respectively.

The weighted average closing price of the Company’s shares immediately before the dates on which the
options were exercised in the year ended 3| December 2009 was HK$0.86 (2008: HK$1.50).

The options granted on 10 November 2004 have a fair value of HK$0.689 per option which was

determined at the date of grant using the Black-Scholes pricing model.

The options granted on 24 January 2006 have a fair value of HK$2.13 per option which was determined

at the date of grant using the Black-Scholes pricing model.

The options granted on |5 January 2007 have a fair value of HK$0.61 per option which was determined

at the date of grant using the Black-Scholes pricing model.

The options granted on 28 January 2008 have a fair value of HK$0.43 per option which was determined

at the date of grant using the Black-Scholes pricing model.
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25. SHARE OPTION SCHEME (Continued)

The following assumptions were used to calculate the fair value of share options:

Grant date 28 January 2008 15 January 2007 24 January 2006 10 November 2004
Exercise price HK$1.36 HK$1.73 HK$1.3875 HK$0.625
Expected life 6.50 years 6.25 years 6.25 years 4 years
Expected volatility 43% 42% 44% 39%
Expected dividend yield 2.5% 2.5% 2.5% 2.5%
Risk free rate 2.11% 3.85% 4.07% 2.48%

Expected volatility was determined by using the historical volatility of the Company’s share price since

the listing date to the grant dates of share options. The expected life used in the model has been
adjusted, based on management’s best estimate, for the effects of non transferability, exercise restrictions

and behavioural considerations.

At the end of each reporting period, the Company revises its estimates of the number of options that
are expected to ultimately vest. The impact of the revision of the estimates, if any, is recognised in the

profit and loss, with a corresponding adjustment to the share options reserve.

The Black-Scholes option pricing model has been used to estimate the fair value of the options. The
variables and assumptions used in computing the fair value of the share options are based on the

directors’ best estimate. The value of an option varies with different variables of certain subjective

assumptions.

Details of the new options granted are as follows:

¥

Number of Option

d'*' Date of grant share options Vesting period exercise price
il

28 January 2008 15,750,000 28/01/2008-27/01/201 | HK$1.36

K
The directors of the Company regarded the new options granted as replacement options for the old
options. Accordingly, this has been accounted for as a modification of the old options and the Company
has recognised the effects of modification that increase the total fair value of the share-based payment
arrangement. Except that an expected life of 5.25 years is used, the assumptions noted above for the
calculation of fair value of share options granted on 28 January 2008 are used to measure the fair value
of the old and new options using the Black-Scholes pricing model. Fair values of the new and old options
74

are HK$0.43 and HK$0.34 per option respectively which were determined at the date of modification.

The incremental fair value is HK$ 1,151,000, will be expensed over the remaining vesting period.
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For the year ended 3|1 December 2009

26. ACQUISITION OF A SUBSIDIARY

In January 2008, the Group entered into an agreement with China Way, a shareholder of the Company, to
acquire the entire equity interest in SinoCom Holdings (Japan) Limited (“SinoCom Holdings Japan”) for a
cash consideration of |PY9,662,000 (equivalent to approximately HK$709,000).

The net assets acquired in the transaction are as follows:

HK$’000
Net assets acquired:

Other receivables 739
Other payables (30)
709
Total consideration, satisfied by cash 709

Cash outflow arising on acquisition
Cash consideration paid (709)

In the opinion of the Company’s directors, the carrying amounts of acquired net assets approximate to

their fair value.

SinoCom Holdings Japan contributed HK$9,205,000 to the Group’s profit for the period between the

date of acquisition and the end of the reporting period.

If the acquisition had been completed on | January 2008, the financial impact on total group’s revenue

and profit would not be significant.

In July 2009, the Group entered into an agreement with DIR System Technology Co., Ltd to acquire
an additional 70% equity interest in DIR for a cash consideration of JPY62,850,000 (equivalent to
approximately HK$5,111,000).
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For the year ended 31 December 2009

26. ACQUISITION OF A SUBSIDIARY (Continued)

The net assets acquired in the transaction are as follows:

HK$’000
Net assets acquired
Plant and equipment 9
Trade and other receivables 7,232
Current liabilities (197)
Less: interest in an associate (1,933)
Total consideration, satisfied by cash 5111
Cash outflow arising on acquisition
Cash consideration paid 5111

In the opinion of the Company’s directors, the carrying amounts of acquired net assets approximate to

their fair value.

DIR contributed HK$80,000 to the Group’s profit for the period between the date of acquisition and
the end of the reporting period.

If the acquisition had been completed on | January 2009, total group revenue for the period would
have been HK$634,988,000, and profit for the period would have been HK$107,292,000. The pro forma
information is for illustrative purposes only and is not necessarily an indication of revenue and results of
operations of the Group that actually would have been achieved had the acquisition been completed on

| January 2009, nor is it intended to be a projection of future results.

76 SINOCOM SOFTWARE GROUP LIMITED ANNUAL REPORT 2009




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

27.

28.

For the year ended 3| December 2009

ACQUISITION OF ADDITIONAL EQUITY INTEREST IN SUBSIDIARIES

In March 2008, the Group entered into an agreement to acquire the remaining 9.75% equity interest
in an existing non-wholly owned subsidiary, SinoCom Japan Corporation (“SinoCom Japan”), which is
established in Japan and principally engaged in provision of outsourcing software development services,
from the minority owner of the subsidiary for a cash consideration of JPY 19,784,000 (equivalent to
approximately HK$1,540,000) which was paid in March 2008. In the opinion of the Company’s directors,
the carrying amounts of acquired net assets approximate to their fair value and the discount amounting
to HK$323,000 was recognised in the consolidated statement of comprehensive income for the year
ended 3| December 2008.

In July 2008, the Group entered into an agreement to acquire a further 5.42% equity interest
in an existing non-wholly owned subsidiary, SinoCom Development Holding Limited (“SinoCom
Development”) from a minority owner of the subsidiary for a cash consideration of HK$429,000
which was paid in August 2008. In November 2008, the Group entered into another agreement to
acquire the remaining 5.42% equity interest in SinoCom Development from another minority owner of
the subsidiary for a cash consideration of HK$428,000 which was paid in November 2008. SinoCom
Development is incorporated in the British Virgin Islands and is the holding company of SinoCom
Innovative Technology Software Limited (“SinoCom Innovative”) and SinoCom Japan High Technology
Software Limited, companies principally engaged in the provision of outsourcing software development
services to customers in Japan. In the opinion of the Company’s directors, the carrying amounts of
acquired net assets approximate to their fair value and the discount amounting to HK$56,000 was
recognised in the consolidated statement of comprehensive income for the year ended 3| December
2008.

DISPOSAL OF PARTIAL INTEREST IN A SUBSIDIARY

In November 2009, the Group entered into an agreement with Dr Shi Chongming, a director of the
Company, to dispose of the Group’s 8% equity interest in SinoCom Japan for a cash consideration
of JPY28,116,000 (equivalent to approximately HK$2,463,000). The loss on disposal amounting to

HK$284,000 was recognised in the consolidated statement of comprehensive income.
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For the year ended 31 December 2009

29. OPERATING LEASE COMMITMENTS
The Group as lessee
2009 2008
HK$’000 HK$’000
Minimum lease payments paid under operating leases
during the year in respect of office premises 39,035 46,398
At the end of the reporting period, the Group had commitments for future minimum lease payments in
respect of rented premises which fall due as follows:
2009 2008
HK$’000 HK$’000
Within one year 22,720 38,777
In the second to fifth year inclusive 6,819 23,945
29,539 62,722
Operating lease payments represent rentals payable by the Group for its office premises. Leases are
negotiated and rentals are fixed for lease terms from one to three years.
30. RETIREMENT BENEFITS SCHEMES
The employees of subsidiaries registered in the PRC are members of the pension scheme operated by
the PRC local government. Those PRC subsidiaries are required to contribute a certain percentage of
the relevant portion of the payroll of these employees to the pension scheme to fund the benefits. The
only obligation of the Group in respect of the pension scheme is the required contributions under the
pension scheme.
The employees of subsidiaries registered in Japan are members of the pension scheme operated by the
Japan local government. Those subsidiaries in Japan are required to contribute certain pre-fixed amounts
of contribution, according to the level of income for each employee to the pension scheme to fund the
benefits. The only obligation of the Group in respect of the pension scheme is the required contributions
under the pension scheme.
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30. RETIREMENT BENEFITS SCHEMES (Continued)

31.

The Group’s contributions to the retirement benefits schemes, which are charged to the consolidated

statement of comprehensive income, during the year are as follows:

2009 2008
HK$’000 HK$’000
Retirement benefits contributions made during the year 33,463 32,390

As at 3| December 2009, contributions of HK$8,932,000 (2008: HK$7,688,000) due in respect of the

year ended 3| December 2009 had not been paid over the schemes.

RELATED PARTY TRANSACTIONS

During the year ended 31 December 2009, the Group received revenue from outsourcing software
development services of nil (2008: HK$291,000) from an associate and technical support services of
HK$467,000 (2008: HK$1,515,000) and HK$3,972,000 (2008: nil) from an associate and a related party
SinoCom Rier Technology (Beijing) Co., Ltd. (“Beijing Rier”) respectively. The revenue from technical
support services were derived from three technology development agreements entered into between
SinoCom Beijing and Beijing Rier on |15 June 2009, | July 2009 and | September 2009 respectively. A
director of the Company held a 59% equity interest in Beijing Rier.

In November 2009, the Group disposed of an 8% equity interest in SinoCom Japan to Dr Shi Chongming,
a director of the Company, for a cash consideration of JPY28,116,000 (equivalent to approximately
HK$2,463,000), further details of which are set out in note 28. In addition, a shareholder advance
HK$37,000,000 to the Group in December 2009 and this advance was fully repaid in January 2010.

In January 2008, the Group acquired the entire equity interest in SinoCom Holdings Japan for a
consideration of JPY9,662,000 (equivalent to approximately HK$709,000) from a shareholder, further

details of which are set out in note 26.

Details of balances with related parties at the end of the reporting period are set out in the

consolidated statement of financial position and in note 19.
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For the year ended 31 December 2009

31. RELATED PARTY TRANSACTIONS (Continued)
Compensation of key management personnel

The remuneration of directors and other members of key management during the year was as follows:

2009 2008

HK$’000 HK$’000

Short-term benefits 19,988 22,808
Share-based payment expenses 185 486
Post-employment benefits 786 959
20,959 24,253

The remuneration of directors is determined by the salary review committee. The remuneration of the
key executives is determined by the internal salary review committee of five members comprising the
chairman, president, and three vice presidents of the Company having regard to the performance of

individuals and market trends.

32. FINANCIAL INSTRUMENTS AND CAPITAL RISK MANAGEMENT

(@) Categories of financial instruments

2009 2008
HK$’000 HK$’000
Financial assets
Held for trading investments 74 -
Loans and receivables (including cash
and cash equivalents) 707,284 673,638
707,358 673,638
Financial liabilities
Liabilities measured at amortised cost 114,446 71,640

The Group’s major financial instruments include held for trading investments, trade receivables,
other receivables, amounts due from related parties, bank balances and cash, trade payables, other
payables and amounts due to a shareholder. Details of these financial instruments are disclosed in
the respective notes. The risks associated with these financial instruments and the policies on how
to mitigate these risks are set out below. Management manages and monitors these exposures to

ensure appropriate measures are implemented on a timely and effective manner.
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32. FINANCIAL INSTRUMENTS AND CAPITAL RISK MANAGEMENT (Continued)

Financial risk management objectives and policies

(b)

ANNUAL

Management monitors and manages the financial risks relating to the operations of the Group

through their degree of magnitude of risks. These risks include market risk (including foreign

currency risk), credit risk and liquidity risk.

(i)

Market risk
The Group’s activities expose it primarily to the financial risks of changes in foreign currency
exchange rates. There has been no change to the Group’s manner in which it manages and

measures the risk.

Foreign currency risk
The foreign currency risk of the Group includes the foreign exchange loss arising on the
retranslation of monetary assets and liabilities denominated in foreign currencies against the

functional currencies of the relevant subsidiaries.

The carrying amounts of the Group’s foreign currency denominated monetary assets and

monetary liabilities at the end of the reporting period are as follows:

Liabilities Assets
2009 2008 2009 2008
HK$’000 HK$°000 HK$’000 HK$’000
uUsD - - 16,148 16,312
JPY 16,150 15,064 177,543 148,336
HK$ 12,652 2,750 65,695 23,590

REPORT 2009

The sensitivity analysis below has been determined based on the exposure to a 5%
(2008:10%) increase and decrease in the functional currencies of respective subsidiaries
against the relevant foreign currencies. 5% (2008:10%) is the sensitivity rate used when
reporting foreign currency risk internally to key management personnel and represents
management’s assessment of the reasonably possible change in foreign exchange rates. The
sensitivity analysis includes outstanding amounts of relevant subsidiaries’ foreign currency
denominated monetary items and adjusts their translation at the period end for a 5%
(2008:10%) change in foreign currency rates. For a 5% (2008:10%) strengthening of functional
currencies of respective subsidiaries against the relevant foreign currencies, the profit for the
year will be decreased. For a 5% (2008:10%) weakening of functional currencies of respective
subsidiaries against relevant foreign currencies, there would be an equal and opposite impact

on the profit for the year.
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32. FINANCIAL INSTRUMENTS AND CAPITAL RISK MANAGEMENT (Continued)

(b) Financial risk management objectives and policies (Continued)

(i)

(i)

Market risk (Continued)
Foreign currency risk (Continued)
Impact of USD Impact of JPY Impact of HK$
2009 2008 2009 2008 2009 2008
HK$’000 | HK$’000 | HK$’000 | HK$°000 | HK$’000 | HK$’000

Profit for the year (750)|  (1,503)| (5,165)] (9.092)| (2,652)| (2.084)

Credit risk

As at 3| December 2009, the Group’s maximum exposure to credit risk which will cause a
financial loss to the Group due to failure to discharge an obligation by the counterparities is
arising from the carrying amount of the respective recognised financial assets as stated in the

consolidated statement of financial position.

In order to minimise the credit risk, the Group reviews the recoverable amount of each
individual trade receivable at the end of each reporting period to ensure that adequate
impairment losses are made for irrecoverable amounts. In this regard, the directors of the

Company consider that the Group’s credit risk is significantly reduced.

The credit risk on liquid funds is limited because the counterparties are banks with high

credit ratings.

The Group’s concentration of credit risk on trade and other receivables by geographical

locations is mainly in the PRC and Japan.

Other than concentration of credit risk described above, the Company does not have any

other significant concentration of credit risk.
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32. FINANCIAL INSTRUMENTS AND CAPITAL RISK MANAGEMENT (Continued)
(b) Financial risk management objectives and policies (Continued)
(iii) Liquidity risk
Ultimate responsibility for liquidity risk management rests with the Board of Directors,
which has built an appropriate liquidity risk management framework for the management of
the Group’s short, medium and long-term funding and liquidity management requirements.
The Group manages liquidity risk by maintaining adequate bank balances and cash and

continuously monitoring forecast and actual cash flows.

The following tables detail the Group’s remaining contractual maturity for its financial
liabilities which are included in the maturity analysis provided internally to the key
management personnel for the purpose of managing liquidity risk. The tables reflect the
undiscounted cash flows of financial liabilities based on the earliest date on which the Group
can be required to pay in accordance with agreed repayment terms. The tables include

principal cash flows.

Total Total
Within undiscounted carrying
90 days cash flows amount
HK$’000 HK$’000 HK$’000

2009
Trade payables 3,890 3,890 3,890

Other payables 73,556 73,556 73,556 »,

Amount due to a related party 37,000 37,000 37,000
114,446 114,446 114,446

2008
Trade payables 3,283 3,283 3,283
Other payables 68,345 68,345 68,345
Amount due to a related party 12 12 12
71,640 71,640 71,640
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32. FINANCIAL INSTRUMENTS AND CAPITAL RISK MANAGEMENT (Continued)
(c) Fair value

The fair value of financial assets and financial liabilities are determined as follows:

. The fair value of financial assets with standard terms and conditions and traded in active

liquid market are determined with reference with reference to quoted market bid prices, and

. The fair value of other financial assets and financial liabilities (excluding derivative
instruments) is determined in accordance with generally accepted pricing models based on

discounted cash flow analysis.

Except as detailed in the following table, the directors consider that the carrying amounts of

financial assets and financial liabilities recorded at amortised cost in the consolidated financial

statements approximated their fair values.
3 The following table provides an analysis of financial instruments that are measured subsequent to
# initial recognition at fair value, grouped into Levels | to 3 based on the degree to which the fair

value is observable.

. Level | fair value measurements are those derived from quoted prices (unadjusted) in active

market for identical assets or liabilities

. Level 2 fair value measurements are those derived from inputs other than quoted prices

included within level | that are observable for the asset or liability, either directly (i.e. as

prices) or indirectly (i.e. derived from prices).

Level 3 fair value measurements are those derived from valuation techniques that include

inputs for the assets or liability that are not based on observable market data (unobservable

inputs).

2009

=5 —II-
K
Level | Level 2 Level 3 Total
HK$’000 HK$’000 HK$’000 HK$’000
Held for trading
investments 74 - - 74
84
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32. FINANCIAL INSTRUMENTS AND CAPITAL RISK MANAGEMENT (Continued)

(d) Capital risk management
The Group manages its capital to ensure that entities in the Group will be able to continue as a
going concern while maximizing the return to stakeholders through the optimization of the debt

and equity balance.The Group’s overall strategy remains unchanged from prior year.

The capital structure of the Group consists of equity attributable to equity holders of the

Company, comprising issued share capital, reserves and retained profits.

The directors of the Company review the capital structure of the Group on a timely basis. As part
of this review, the directors of the Company consider the cost of capital and the risks associated

with each class of capital. As at 31 December 2009 and 2008, the gearing ratio determined as

the proportion of net debt (bank borrowings and advance from a shareholder less cash and cash
equivalents) was 6.2% (2008: 0%). The Group expects to maintain low gearing ratio because of its

cash-rich position.

33. PRINCIPAL SUBSIDIARIES

Details of the Company’s principal subsidiaries as at 31 December 2009 and 2008 are as follows:

Place of
incorporation  Class of Proportion ownership
Name of subsidiary and operation  capital held interest held by the Company Principal activities
Directly Indirectly
2009| 2008 | 2009 2008
SinoCom BVI British Virgin Ordinary shares 100% | 100% - - Investment holding
Islands US$3,624,502
SinoCom Japan Japan Ordinary shares - - 92%| 100% Provision of outsourcing
(Note a) JPY40,000,000 software development
services
SinoCom Beijing PRC Registered - -| 100%| 100% Provision of outsourcing
capital software development
US$6,040,800 and technical support
services
SinoCom Development British Virgin Ordinary shares - - 100% | 100% Investment holding
(Note b) Islands US$474,671
SinoCom Innovative PRC Registered - -| 100%| 100% Provision of outsourcing
(Note b) capital software development
US$370,000 and technical support
services
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33. PRINCIPAL SUBSIDIARIES (Continued)

Place of
incorporation  Class of Proportion ownership
Name of subsidiary and operation  capital held interest held by the Company Principal activities
Directly Indirectly
2009| 2008 | 2009| 2008
SinoCom-ArtM PRC Registered - -| 80%  80% Provision of outsourcing
Technology capital software development
RMB2,500,000 and technical support
services
Dalian SinoCom PRC Registered - - |85.52% | 85.52% Provision of outsourcing
capital software development
HK$3,200,000 and technical support
services
B Shensoft Shanghai PRC Registered - - 100% 100% Provision of outsourcing
= capita software development
US$232,000 and technical support
services
SinoCom Holdings Japan  Japan Registered - -| 100%| 100% Provision of outsourcing
(Note c) capital software development
JPY10,000,000 services
SinoCom Global Solutions ~ Japan Registered - -| 100% - Provision of outsourcing
capital software development
JPY40,000,000 services
SinoCom Shensoft British Virgin Ordinary shares - -| 100%| 100% [nvestment holding
Islands US$500,000

Note a:

Note b:

Note c:

Note d:

Note e:

The form of business structure of all above subsidiaries is limited company.

In March 2008, the Group acquired the remaining 9.75% of SinoCom Japan as detailed in note 27. In
November 2009, the group disposed of 8% equity interest in SinoCom Japan to Dr Shi Chongming, a
director of the Company as detailed in note 28.

In July 2008 and November 2008, the Group acquired the remaining 10.84% of SinoCom Development as
detailed in note 27.

In April 2008, the Group acquired the entire equity interest in SinoCom Holdings Japan as detailed in note
26.

None of the subsidiaries had issued any debt securities at 31 December 2009 and 2008.
The above table lists the subsidiaries of the Group which, in the opinion of the Company’s directors,

principally affected the results or assets of the Group. To give details of other subsidiaries would, in the
opinion of the directors, result in particulars of excessive length.
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