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EBT MOBILE CHINA PLC

DIRECTORS’ REPORT
FOR THE YEAR ENDED 31 DECEMBER 2007

The directors present their report, together with the audited financial statements for the year ended 31
December 2007

PRINCIPAL ACTIVITIES

The principal activities of EBT Mobile China plc and 1its subsidiaries (“the Group”) comprise the retail
sale of mobile phone products and services, including mobile phones. SIM cards, phone cards. mobile
phone accessories and mobile phone related value-added services in China

The subsidiary undertakings principally affecting the profits or net assets of the group 1n the year are
listed in note 14 to the consolidated financial statements

BUSINESS REVIEW

The Company 1s required by the Companies Act to set out n thus report a fair review of the business of
the Group during the financial year ended 31 December 2007 including an analysis of the development
and performance of the Group during the year and of the position of the Group at the end of the year
("Business Review") The information that fulfils the requirements of the Business Review can be found
within the Chairman's Statement and the CEO's Business Review on pages 2 and 5 respectively The
Business Review also includes details of expected future developments 1n the business of the Group: and
key performance 1indicators that management use

PRINCIPAL RISKS AND UNCERTAINTIES

Risk 1s inherent 1n all businesses Set out below are certain nsk factors which the Group has 1denufied
which could have an impact on the Group’s long term performance The Group’s resuits could also be
affected by other factors The factors discussed below should not be regarded as a complete and
comprehensive statement of all potential risks and uncertainties facing the Group

Managing growth

The Group intends to achieve sigmificant growth 1n the mobile phone retail business in China. pnmarily
through orgamc growth, both 1n terms of the number of stores and by expanding its geographic presence
across China, but also through acquisitions The successful implementation of this strategy depends on
several factors There 1s no assurance that the Group will be successful in implementing 1ts strategy
Significant time and attention is also required from senior management to implement 1ts strategy The
diverston of management attention from general business operations could have an adverse effect on the
Group’s financial results

People retention

Failure to retain and recrunt key personnel could harm our ability to meet key objectives The Group has
implemented a comprehensive programme to ensure that 1ts human resources strategy can be measured.

including active promotion and supporting career development, incorporating KPI methodology into our
employee incentives and bringing discipline and consistency to reward and recognition
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Vendor risk

The Group forms close and mutually beneficial partnerships with a handful of third parties. including
handset suppliers, network providers and operators of the hypermarkets and department stores from
which the Group operates The Group’s relationships with these key partners and 1its suppliers 1s
important to 1ts continued success The termination of a supply agreement or a significant change 1n
partner or suppler terms or conditions of sale could negatively affect our operating margins. revenue or
the level of capital required to fund our operations The Group actively develops and sustains these
partner and supplier relationships and where possible enters into contractual alliances to formalise the
terms of these relationships

Liquidity risk

Liquidity sk 1s the risk that the Group will be unable to meet 1ts obligations as they fall due Liqudity
management within the Group focuses on working capital metrics, cash and cash equivalents as well as
the extent of the Group’s borrowing facilities In managing 1ts overall liquidity, the Group analyses and
takes 1nto account the effect of all business activities in assessing the investment in working capital The
short term liquidity needs of the Group are also managed on a daily basis to ensure that contractual cash
flow obligations, and potential cash flows anising from undrawn commutments and other contingent
obligations can be met as they arise from day to day

Economic, political and social consideration

China has undergone a senes of political reforms since 1978. Such reforms have in the past resulted 1n
significant economic growth 1n the past twenty years But growth has been uneven both geographically
and among various sectors of the economy The Chinese government has implemented various measures
from time to time to control economic growth The Group’s operating results and financial condition may
be adversely affected by changes in the rate or method of taxation, imposition of additional restrictions on
currency conversion, state policies affecting the Group’s customers, suppliers or partners and the
regulations of the mobile telephone mmdustry These regulations or changes may significantly constrain
the flexability and ability of the Group to expand its business operations or maximise 1ts profitability In
addition, EBT’s customer spending habits are subject to global and local economic cycles and risks that
may be beyond EBT’s control

The further information 1n relation to price, cash flow and credit risk can be found within note 16 of the
consolidated financial statements

RESULTS AND DIVIDENDS

The results of the Group for the year are shown 1n the financial statements on page 3 No dividends were
paid or are proposed for the financial year.

DIRECTORS

The directors, who served throughout the year and subsequently except as noted, were as follows
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Name of Director Date Appointed/Resigned
Daniel Skaff Appointed on 10 October 2005
James A Reiman Appointed on 7 September 2005
Stephen Davidson Appointed on 1 July 2006
Zhang Ge Appointed on 7 September 2005

The names and qualifications of the present Directors and Secretary are given on pages 9 and 51
DIRECTORS’ INTERESTS

The directors who held office during the year and their interests in the shares and/or options of the
Company as at 31 December 2007, are given below

Name Number of Shares Number of Options
Daniel Skaff R -
James A Reiman 59,675,688' 1,078,261
Stephen Davidson 60,000 1,000,000
Zhang Ge 7,487,324 3,206,735

' The nterests of Mr. Reiman include the holding of 59,675,688 ordinary shares held by China Retail
Venture #1, Inc (“CRV1”), which 1s 100% owned by Mr Reiman

2 8,289,971 shares held by James A Reiman via CRV1 are subject to an option granted to a trust to
which Damel Skaff 1s connected.

The Company has made qualifying third party indemmty provisions for the benefit of its directors which
were made dunng the year and remain 1n force at the date of this report

SUPPLIER PAYMENT POLICY

The Company’s policy, which 1s apphed by the Group, 15 to settle terms of payment with suppliers when
agreeing the terms of each transaction, and ensure that suppliers are made aware of and abide by the
terms of payment Trade creditors of the Group at 31 December 2007 were equivalent to 23 (2006 38)
days’ purchases, based on the average daily amount invoiced by suppliers during the period
POLITICAL AND CHARITABLE CONTRIBUTIONS

The Group has made no political or charitable donations 1n the period

SUBSTANTIAL SHAREHOLDINGS

In addition to the directors’ interests shown above, the Company was aware of the following substantial
interests or holdings exceeding 3% of the Company’s ordinary share capital 1n 1ssue on 28 February 2008




EBT MOBILE CHINA PLC

Shareholders Number of Shares % Issued Ordinary
Shares

Audley Capital 54,915,000 24 9%

Gartmore Investment Management 30,445,414 13 8%

Universities Superannuation 10,236,364 4 6%

Scheme Limited

JO Hambro Investment 8,709,416 4.0%

Management

Charles Stanley, stockbrokers 7,339,383 3 3%

FINANCIAL INSTRUMENTS

During the year the Group’s financial instruments are comprised of cash, liquid resources and various
items such as trade debts and trade credits that anse directly from its operations The Group’s financial
assets comprise cash, trade and other debtors The Group’s financial habtlities compnise trade and other
creditors For the coming year, the Group’s principal currency exposures are due to the effect of
GBP/RMB exchange rates, as the market expects the RMB to appreciate  Other than this. there 15 only
limted currency exposure. The Group’s current policy is not to hedge against foreign exchange
movements

AUDITORS

Each of the persons who 1s a director at the date of approval of this annual report confirms that

» so far as the director is aware, there 15 no relevant audit information of which the company's auditors
are unaware, and

» the director has taken all the steps that he/she ought to have taken as a director 1n order 1o make
himself/herself aware of any relevant audit information and to establish that the company's auditors
are aware of that information

This confirmation 1s given and should be interpreted 1n accordance with the provisions of s234ZA of the
Companies Act 1985

Deloitte & Touche LLP have expressed their willingness to continue in office as auditors and a resolution
to reappoint them will be proposed at the forthcoming Annual General Meeting

James A. Reiman
Chatrman
9 Apnl 2008
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INDEPENDENT AUDITORS' REPORT

TO THE MEMBERS OF EBT MOBILE CHINA PLC

We have audited the consolidated financial statements of EBT Mobile China ple for the year
ended 31 December 2007 which comprise the consolidated income statement. the consolidated
statement of recognised income and expense, the consohidated balance sheet. the consolidated
cash flow statement and the related notes 1 to 27 These consolidated financial staiemenis have
been prepared under the accounting policies set out therein

We have reported separately on the individual company financial statements of EBT Mobule
China plc for the year ended 31 December 2007

This report is made solely to the company’s members, as a body, in accordance with section 235
of the Companies Act 1985 Our audit work has been undertaken so that we might state to the
company’s members those matters we are required to state to them 1n an auditors™ report and for
no other purpose To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than the company and the company’s members as a body. for our
audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the annual report and the consolidated financial
statements in accordance with applicable law and International Financial Reporting Standards
(IFRSs) as adopted by the European Union are set out tn the statement of directors”
responsibilities.

Our responsibility is to audit the consolidated financial statements in accordance with relevant
United Kingdom legal and regulatory requirements and International Standards on Auditing (UK
and Ireland)

We report to you our opinion as to whether the consolidated financial statements give a true and
fair view and are properly prepared 1n accordance with the Companies Act 1985 We also report
to you whether 1n our opimion the information given 1n the Directors™ Report 1s consistent with the
financial statements, The information given 1n the Directors” Report includes that specific
information presented in the “Business Review”, the “Chairman’s Statement’™ and the ~Corporate
Governance Statement™ that 1s cross referenced from the Business Review section of the
Directors’” Report

In addition we report to you if, in our opinion, the company has not kept proper accounting
records, 1f we have not recerved all the information and explanations we require for our aud:t. or
if information specified by law regarding directors’ remuneration and other transactions 1s not
disclosed

We read the other information contained in the Annual Report for the above year as described 1n
the contents section and consider whether 1t is consistent with the audited financial statements
We consider the imphications for our report 1f we become aware of any apparent misstatements or
matenial inconsistencies with the consohdated financial statements Our responsibilities do not
extend to any further information outside the Annual Report




Basis of audit opinion

We conducted our audit 1n accordance with International Standards on Auditing (UK and Ireland)
1ssued by the Auditing Practices Board An audit includes examination, on a test basis. of
evidence relevant to the amounts and disclosures in the consolidated financial statements It also
includes an assessment of the significant estimates and judgements made by the directors in the
preparation of the consolidated financial statements, and of whether the accounting policies are
appropriate to the company’s circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which
we considered necessary 1n order to provide us with sufficient evidence to give reasonable
assurance that the consolidated financial statements are free from matenal misstatement. whether
caused by fraud or other irregularity or error In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the consolidated financial statements

Opinion
In our opinion
e the consolidated financial statements give a true and fair view, in accordance with IFRSs
as adopted by the European Union, of the state of the Group’s affairs as at 31 December
2007 and of 1ts loss for the year then ended;
¢ the financial statements have been properly prepared 1n accordance with the Companies
Act 1985, and
¢ the information given in the Directors’ Report 1s consistent with the financial statements

Yt Rinare

Deloitte & Touche LLP |
Chartered Accountants and Registered Auditors |

London
9 Apnl 2008




EBT MOBILE CHINA PLC

CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

NOTES

Continuing operations
Revenue 4
Cost of sales

Gross profit

Other operating income 6
Dastribution costs

Administrative expenses

Share of losses of a joint venture 26

Operating loss before financial guarantee

Financial guarantee 17

Operating loss

Finance costs
Investment revenues 9

Loss before tax

Taxation 10

Loss for the year 7

Attnbutable to equity holders of the parent

Loss per share
Basic and diluted 11

2007
RMB'000

628.084
(554,038)

74.046

4077
(66.465)
(32.399)

(500)

(21,241)
1.204
(20,037)

(23)
7,454

(12:606)

(12.606)
(12,606)

RMB

(0 06)

3]

006

RMB'000

495107
(440.332)

54.775

918
(39.499)
(34 407)

(18.213)

(2.268)
(20,481)

1.775
(18.706)

(470)
(19.176)

(19.176)

RMB

(0 11)




EBT MOBILE CHINA PLC

CONSOLIDATED STATEMENT OF RECOGNISED INCOME AND EXPENSE
FOR THE YEAR ENDED 31 DECEMBER 2007

2007
RMB'000
Exchange differences on translation of foreign
operations and net gain/(loss) recognised directly 1n equity (7.713)
Loss for the year (12,606)
Total recogmsed income and expense for the year (20.319)

Attributable to equity holders of the parent (20,319)

2006
RMB'000 |

7.446

(19.176)
(11.730)
(11.730)




EBT MOBILE CHINA PLC

CONSOLIDATED BALANCE SHEET
AS AT 31 DECEMBER 2007

NOTES 2007 2006
RMB'000 RMB'000
Non-current assets
Other intangible assets 12 2.111 60
Property, plant and equipment 13 3,924 2.561
6.035 2.621
Current assets
Inventories 15 52.339 58.743
Trade receivables 16 48,332 52.184
Other receivables 16 6,326 3.525
Cash and cash equivalents 16 132.415 52.959
Deposits and prepayments 16 56,878 37.605
Prepaid taxes 32 1,787
Amounts due from related parties 16, 24 2.800 -
299,122 206,803
TOTAL ASSETS 305,157 209.424
Current liabilities
Trade payables 16 19,673 24 807
Notes payables 16 14,839 19.459
Accruals and other payables 16 6.905 4.857
Provisions 17 969 2.268
Other tax habilities 1.745 2.689
44131 54.080
Net current assets 254.991 152.723
Total liabilities 44,131 54.080
NET ASSETS 261,026 155,344
EQUITY
Share capital 18 53,609 52.958
Share premium account 19 288.170 173.169
Other reserves 20 89.534 86.898
Retained losses 21 (170,287) (157,681)
TOTAL EQUITY 261.026 155.344

The financjjl statements were approved by the Board of Directors and authorised for 1ssue on 9 April
2008. Th ere signed on its behalf by

Director-James A Reiman Director- Zhang Ge
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CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

CASH FLOWS FROM OPERATING ACTIVITIES
Loss before tax from continuing operations

Adjustments for.
Share of losses of a joint venture
Depreciation of property, plant and equipment
Amortisation of intangible assets
Impairment of intangible assets
Share-based payments expense
Loss/(gain) on disposal of property, plant and equipment
Allowances for doubtful debts
Finance costs
Investment revenues
Net foreign exchange (gain)/loss

Operating cash flows before movements 1n working capital
Decrease/(increase) 1n inventory
Decrease 1n notes receivable
Decrease/(increase) 1n trade receivables
(Increase) in other receivables
(Increase) 1n deposits and prepayments
Decrease in amounts due from related parties
Decrease 1n prepaid taxes
(Decrease)/increase 1n trade payables
(Decrease)/increase in notes payables
Increase/(decrease) 1n accruals and other payables
{Decrease)/increase 1in provisions
(Decrease)/increase 1n other tax habihties
(Decrease) in amounts due to related parties

Cash from operating activities

Interest paid
Income tax paid

Net cash from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest received

Proceeds on disposal of property, plant and equipment
Purchase of property, plant and equipment

Business combination

Acquisition of a joint venture

Proceeds on disposal of a joint venture

Net cash generated from investing activities

25

2007
RMB'000

(12,606)

500
778
5,536
789
2,872
16
(3.747)
23
(7.454)
(2,481)

(15,774)
6,404

4.155
(2.102)
(19,273)

1.755
(5,134)
(4.620)
2.048
(1,299)
(474)

(34.314)

(23)
(470)

(34,807)

7.454
84
(2.241)
(900)
(2.500)
2.000

3.897

006
RMB'000

()

(18,7006)

o
[
v L — oy

12.258
(47)
327

(1.775)
3.741

(3.558)
(29.544)
626
(29.815)
(810)
(28.237)
50
1.924
6,265
13.167
(13.745)
2.268
1.290
(1.070)

(81.189)

(335)
(81.524)

1.775

57
(889)
(20)

923




EBT MOBILE CHINA PLC

CONSOLIDATED CASH FLOW STATEMENT (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2007

NOTES

2007

CASH FLOWS FROM FINANCING ACTIVITIES
New bank loans raised

Repayments of borrowings

Proceeds on 1ssue of shares

Net cash from financing activities

NET INCREASE/(DECREASE) IN
CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR

Effect of foreign exchange rate change

CASH AND CASH EQUIVALENTS
AT END OF YEAR

RMB'000

9.000
(9.000)
115.652

115,652

84.742

52.959

(5.286)

132.415

2006
RMB'000

75,625
75.625

(4 976)

54.230

3.7035

52.959




EBT MOBILE CHINA PLC

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

1

GENERAL INFORMATION

EBT Mobtle China plc ("the Company™”) is a company incorporated in the United Kingdom under
the Companies Act 1985 The Company and 1ts subsidiaries ("the Group”) 1s a retailer of mobile
telephone products and services, including mobile phones, phone cards. mobile phone accessones
and mobile phone related value-added services based 1n China

These consolidated financial statements are presented in Renminbi (RMB) because that 1s the
currency of the pnmary economic environment in which the Group operates The results of the
foreign operations of the Group are included in accordance with the policies set out in note 2 to
the consolidated financial statements

In the current year, the Group has adopted IFRS 7 Financial Instruments Disclosures which 1s
effective for annual reporting periods beginning on or after 1 January 2007 The impact of the
adoption of IFRS 7 has been to expand the disclosures provided 1n these financial statements
regarding the Group’s financial instruments and management of capital (see note 16) Four
Interpretations 1ssued by the International Financial Reporting Interpretations Committee are
effective for the current period. These are IFRIC 7 Applying the Restatement Approach under IAS
29, Financial Reporting in Hyperinflationary Economies, IFRIC 8 Scope of IFRS 2, IFRIC 9
Reassessment of Embedded Derivatives, and IFRIC 10 Interim Financial Reporting and
Impairment The adoption of these Interpretations has not led to any changes in the Group’s
accounting policies

At the date of authorisation of these consolidated financial statements, the following Standards
and Interpretations which have not been applied 1n these consohdated financial statements were n
1ssue but not yet effective

IFRS 8 Operating Segments

IAS 1 (revised) Presentation of Financial Statements

IAS 23 (revised) Borrowing Cost

IFRIC 12 Service Concession Arrangemenis

IFRIC 13 Customer Loyalty Programmes

IFRIC 14. IAS19 The Limit on a Defined Benefit Asset. Mintmum Funding

Requirements and Their Interaction

The directors anticipate that the adoption of these Standards and Interpretations in future periods
will have no material impact on the consolidated financial statements of the Group

SIGNIFICANT ACCOUNTING POLICIES

Basis of accounting

The consolidated financial statements have been prepared 1n accordance with International
Financial Reporting Standards (IFRSs) adopted for use 1n the European Union and therefore
comply with Article 4 of the EU IAS Regulation

The consolidated financial statements have been prepared on the historical cost basis The
principal accounting policies adopted are set out below
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

2

SIGNIFICANT ACCOUNTING POLICIES - continued

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and |
entities controlled by the Company (its subsidiaries) made up to 31 December each year Control

is achieved where the Company has the power to govern the financial and operating policies of an
investee entity so as to obtain benefits from 1ts activities

The results of subsidiaries consohdated during the year are included in the consolidated income
statement from the effective date of acquisition.

Where necessary, adjustments are made to the financial statements of subsidiaries to bring the
accounting policies used 1nto line with those used by the Group

All intra-Group transactions, balances, income and expenses are eliminated on consolidation

The key accounting judgements and estimates adopted by the directors 1n arriving at this
accounting policy are described in note 3 to the consolidated financial statements

Business combinations

The acquisition of subsidiaries 1s accounted for using the purchase method The cost of the
acquisition 1s measured at the aggregate of the fair values. at the date of exchange. of assets given.
habilities incurred or assumed, and equity mstruments 1ssued by the Group in exchange for
control of the acquiree, plus any costs directly attributable to the business combination The
acquiree’s 1dentifiable assets, liabilities and contingent habilities that meet the conditions for
recogmtion under IFRS 3 are recognised at their fair value at the acquisition date. except for non-
current assets (or disposal groups) that are classified as held for sale in accordance with IFRS 5
Non Current Assets Held for Sale and Discontinued Operations, which are recognised and
measured at fair value less costs to sell

Goodwill arising on acquisition 18 recognised as an asset and imtially measured at cost. being the

excess of the cost of the business combination over the Group's interest 1n the net fair value of the

identifiable assets, Habilities and contingent liabilities recognised If. after reassessment. the |

Group’s interest 1n the net fair value of the acquiree’s 1dentifiable assets, habilities and contingent |

habilities exceeds the cost of the business combination, the excess 1s recognised immediately 1n 5

profit or loss ‘
|

Interest 1n a joint venture

A joint venture 1s a contractual arrangement whereby the Group and other parties undertake an
economic activity that 1s subject to joint control, that 1s, when the strategic financial and operating
policy decisions relating to the activities of the joint venture require the unanimous consent of the
parties sharing control




EBT MOBILE CHINA PLC

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

2.

SIGNIFICANT ACCOUNTING POLICIES - continued

Interest 1n a joint venture - continued

Joint venture arrangements that involve the establishment of a separate entity 1n which each
venture has an interest are referred to as jointly controlled entities The results and assets and
liabilities of a joint venture are incorporated into these financial statements using the equity
method of accounting Investments 1n a joint venture are carried 1n the balance sheet at cost as
adjusted by post-acquisition changes 1n the Group's share of the net assets of a Joint venture, less
any impairment in the value of individual investments Losses of a joint venture 1n excess of the
Group's interest 1n that a joint venture (which includes any long-term interest that. in substance.
form part of the Group's net investment 1n a Joint venture) are recognised only to the extent that
the Group has incurred legal or constructive obligations or made payments on behalf of a joint
venture

Where a group company transacts with a jomnt venture of the Group, profits and losses are
eliminated to the extent of the Group's interest in a joint venture Losses may provide evidence of

an impairment of the asset transferred 1n which case appropriate provision 1s made for impairment

Revenue recogmtion

Revenue 1s measured at the fair value of the consideration received or receivable and represents
amounts receivable for goods and services provided in the normal course of business. net of
discounts and other sales related tax

Sales of mobile phones and phone cards are recognised when goods are delivered and title has
passed

Where the Group recognises revenue through the sale of goods out of retail outlets within
department stores and hypermarkets, the revenue 1s recognised at the gross value billed to the
customer rather than the net value retained after costs incurred with the department stores and
hypermarkets

The key accounting judgements and estimates adopted by the directors 1n armving at this
accounting policy are described 1n note 3 to the consolidated financial statements

Investment revenue

Interest income 1s accrued on a ime basis, by reference to the principal outstanding and at the
effective interest rate applicable, which 1s the rate that exactly discounts estimated future cash
receipts through the expected life of the financial asset to that asset’s net carrying amount

_10_
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

2

SIGNIFICANT ACCOUNTING POLICIES - continued

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 income on a straight-line basis over the
term of the relevant lease

Foreign currencies

The individual financial statements of each Group company are presented in the currency of the
primary economic environment in which 1t operates (1ts functional currency) For the purpose of
the consolidated financial statements, the results and financial position of each Group company
are expressed in Renminbi, which 1s the presentation currency for the consolidated financial
statements

In preparing the financial statements of the individual companies, transactions 1n currencies other
than the entity’s functional currency (foreign currencies) are recorded at the rates of exchange
prevailing on the dates of the transactions At each balance sheet date. monetary assets and
liabilities that are denominated 1n foreign currenctes are retranslated at the rates prevailing on the
balance sheet date Non-monetary items carned at fair value that are denominated 1n foreign
currencies are translated at the rates prevailing at the date when the fair value was determined

Non-monetary items that are measured 1n terms of historical cost in a foreign currency are not
retranslated.

Exchange differences anising on the settlement of monetary items, and on the retranslation of
monetary 1tems, are included 1n the income statement for the period Exchange differences ansing
on the retranslation of non-monetary items carnied at fair value are included 1n the income
statement for the period except for differences arising on the retranslation of non-monetary items
in respect of which gains and losses are recogmsed directly in equity For such non-monetary
items, any exchange component of that gain or loss is also recognised directly in equity

For the purpose of presenting consolidated financial statements, the assets and habilities of the
Group’s foreign operations are translated at exchange rates prevailing on the balance sheet date
Income and expense items are translated at the average exchange rates for the period. unless
exchange rates fluctuate significantly during that period, in which case the exchange rates at the
date of transactions are used Exchange differences arising, if any, are classified as equity and
transferred to the Group’s translation reserve Such transaction differences are recognised as
income or as expenses 1n the period in which the operation is disposed of

Borrowing costs

Borrowing costs are recognised 1n profit or loss 1n the period in which they are incurred

_.ll_




EBT MOBILE CHINA PLC

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

2

SIGNIFICANT ACCOUNTING POLICIES - continued

Retirement benefit costs

The Group adopts defined contnbution retirement benefit schemes Payments to defined
contribution retirement benefit schemes are charged as an expense as they fall due Payments
made to state-managed retirement benefit schemes are dealt with as payments to defined
contribution schemes where the Group’s obligations under the schemes are equivalent to those
anising 1n a defined contribution retirement benefit scheme Pursuant to the relevant regulations of
the Peoples’ Republic of China (PRC) government, the five compames established n the PRC
included in the consolidated financial information have participated in central pension schemes
(the “Schemes™) operated by local municipal governments, whereby these five companies are
required to contribute a certain percentage of the basic salaries of their employees to the Schemes
to fund their retirement benefits The local municipal governments undertake to assume the
retirement benefits obligations of all existing and future retired employees of the subsidiaries in
the People’s Republic of China (PRC) The only obligation of these five companies with respect
to the Schemes 1s to pay the ongoing required contributions under the Schemes mentioned above

Taxation
The tax expense represents the sum of the tax currently payable and deferred tax

The tax currently payable 1s based on taxable profit for the year Taxable profit differs from net
profit as reported 1n the income statement because 1t excludes 1tems of income or expense that are
taxable or deductible 1n other years and 1t further excludes items that are never taxable or
deductible The Group’s liability for current tax 1s calculated using tax rates that have been
enacted or substantively enacted by the balance sheet date

Deferred tax 1s the tax expected to be payable or recoverable on differences between the carrying
amounts of assets and liabilities 1n the financial statements and the corresponding tax bases used
1n the computatton of taxable profit, and 1s accounted for using the balance sheet liability method
Deferred tax habilities are generally recogmsed for all taxable temporary differences and deferred
tax assets are recognised to the extent that 1t 1s probable that taxable profits will be available
against which deductible temporary differences can be utiised Such assets and habihities are not
recognised 1f the temporary difference arises from the imtial recognition of goodwill or from the
initial recogmition (other than in a business combination) of other assets and hiabihties in a
transaction that affects neither the tax profit nor the accounting profit

Deferred tax habihities are recognised for taxable temporary differences ansing on investments in
subsidiaries, except where the Group 1s able to control the reversal of the temporary difference
and it 1s probable that the temporary difference will not reverse 1n the foreseeable future

The carrying amount of deferred tax assets 1s reviewed at each balance sheet date and reduced to

the extent that 1t 1s no longer probable that sufficient taxable profit will be available to allow all or
part of the asset to be recovered
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2

SIGNIFICANT ACCOUNTING POLICIES - continued
Taxation - continued

Deferred tax is calculated at the tax rates that are expected to apply in the period when the hability
1s settled or the asset 1s realised Deferred tax 1s charged or credited 1n the income statement.
except when 1t relates to 1tems charged or credited directly to equity. in which case the deferred
tax 1s also dealt with 1n equity

Deferred tax assets and liabilities are offset when there 1s a legally enforceable right to set off
current tax assets against current tax habihities and when they relate to income taxes levied by the
same taxation authority and the Group intends to settle its current tax assets and habilities on a net
basis

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and any recognised
impairment loss

Depreciation 1s charged so as to wrte off the cost of assets over their estimated useful lives. using
the straight-line method, on the following bases

Residual value Useful hives Annual rate
Motor vehicles 4% 5 years 19 2%
Fixture and office equipment 4%-10% 3-5 years 18%-32%
Leasehold improvements - lease perods -

The gain or loss arising on the disposal or retirement of an asset 1s determined as the difference
between the sales proceeds and the carrying amount of the asset and 1s recognised 1n the income
statement

Other intangible assets

Other intangible assets are stated at cost less amortisation and any recognised impairment loss and
are amortised on a straight-line basis over their useful lives With respect to lease agreements. the
useful lives represent the term on the relevant lease agreement

Impairment of tangible and intangible assets excluding goodwill

At each balance sheet date, the Group reviews the carrying amounts of its tangible and intangible
assets to determine whether there 1s any indication that those assets have suffered an impairment
loss If any such indication exists, the recoverable amount of the asset 1s estimated 1n order to
determine the extent of the impairment loss (1f any) Where the asset does not generate cash flows
that are independent from other assets, the Group estimates the recoverable amount of the cash-
generating unit to which the asset belongs

Alhg-
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2

SIGNIFICANT ACCOUNTING POLICIES - continued

Impairment of tangible and intangable assets excluding goodwill - continued

Recoverable amount 1s the higher of fair value less costs to sell and value in use In assessing
value 1n use, the esimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the nisks
specific to the asset for which the estimates of future cash flows have not been adjusted

If the recoverable amount of an asset (or cash-generating unit) 1s estimated to be less than 1ts
carrying amount, the carrying amount of the asset (cash-generating umt) 1s reduced to 1ts
recoverable amount An impairment loss is recogmsed as an expense immediately, unless the
relevant asset 1s carred at a revalued amount, in which case the impairment loss 1s treated as a
revaluation decrease

Where an impairment loss subsequently reverses, the carrying amount of the asset (cash-
generating unit) 1s increased to the revised estimate of 1ts 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 recogmsed for the asset (cash-generating unit) in prior years A
reversal of an impairment loss is recognised immediately 1n the income statement. unless the
relevant asset 1s carried at a revalued amount, in which case the reversal of the impairment loss 1s
treated as a revaluation 1ncrease

Inventornies

Inventories are stated at the lower of cost and net realisable value Cost comprises all costs of
purchase and related costs which have been incurred 1n bringing the 1nventories to their present
location and condition Cost 1s calculated using the weighted average method Net realisable value
represents the estimated selling price less costs to be incurred 1in marketing, selling and
distribution

Financial instruments

Financial assets and financial habilities are recogmsed on the Group’s balance sheet when the
Group becomes a party to the contractual provisions of the instrument

Financial assets

Financial assets are classified as “loans and receivables”

Effective interest method

The effective interest method 15 a method of calculating the amortised cost of a financial asset and
of allocating interest income over the relevant period The effective interest rate 1s the rate that
exactly discounts estimated future cash receipts (including all fees on points paid or received that

form an 1ntegral part of the effective interest rate, transaction costs and other premiums or
discounts) through the expected life of the financial asset, or. where appropnate. a shorter period

- 14 -
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2.

SIGNIFICANT ACCOUNTING POLICIES - continued

Financial instruments - continued

Loans and receivables

Trade receivables, loans, other receivables, deposits and prepayments and amount due from
related parties that have fixed or determinable payments that are not quoted 1n an active market
are classified as loans and receivables Loans and receivables are measured at amortised cost
using the effective interest method, less any impairment  Interest income 1s recognised by
applying the effective interest rate, except for short-term receivables when the recognition of
interest would be immaterial

Impairment of financial assets

Financial assets are assessed for indicators of impairment at each balance sheet date Financial
assets are impaired where there 1s objective evidence that, as a result of one or more events that
occurred after the tmitial recognition of the financial asset, the estimated future cash flows of the
investment have been impacted

For certain categories of financial asset, such as trade recervables, other recervables and amount
due from related parties, assets that are assessed not to be impaired individually are subsequently
assessed for impairment on a collective basis  Objective evidence or impairment for a portfolio of
recervables could include the Group’s past experience of collecting payments, an increase n the
number of delayed payments 1n the portfolio past the average credit period of 30 days. as well as
observable changes 1n national or local economic conditions that correlate with default on
recelvables

The carrying amount of the financial asset 1s reduced by the impairment loss directly for all
financial assets with the exception of trade receivables, other recervables and amount due from
related parties, where the carrying amount 1s reduced through the use of an allowance account
When a trade recervable, other receivable and amount due from related parties are considered
uncollectible, 1t 1s written off against the allowance account Subsequent recoveries of amounts
previously written off are credited against the allowance account  Changes 1n the carrymg amount
of the allowance account are recognsed 1n profit or loss

Cash and cash equivalents

Cash and cash equivalents compnise cash on hand and demand deposits and other short-term
highly iquid investments that are readily convertible to a known amount of cash and are subject
to an insignificant nisk of changes 1n value

Derecogmtion of financial assets

The Group derecognises a financial asset only when the contractual nghts to the cash flows from
the asset expire, or it transfers the financial asset and substantially all the nsks and rewards of
ownership of the asset to another entity If the Group neither transfers nor retains substantially all
the risks and rewards of ownership and continues to control the transferred asset. the Group
recognises 1ts retained interest 1n the asset and an associated habihty for amounts 1t may have to
pay If the Group retains substanuially all the risks and rewards of ownerships of a transferred
financial asset, the Group continues to recognise the financial asset and also recogmises a
collaterahised borrowing for the proceeds received
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SIGNIFICANT ACCOUNTING POLICIES - continued

Financial instruments - continued

Fmancial habilities and equity
Financial liabilines and equity instruments are classified according to the substance of the
contractual arrangements entered into

Equity instruments

An equity instrument 1s any contract that evidences a residual interest in the assets of the group
after deducting all of its liabilities  Equity instruments 1ssued by the Company are recorded at the
proceeds received, net of direct 1ssue costs

Financial guarantee contract liabilities

Financial guarantee contract habilities are measured 1nmitially at their fair values and are
subsequently measured at the higher of the amount of the obligation under the contract. as
determined 1n accordance with IAS 37 Provisions. Contingent Liabilities and Contingent Assets.
and the amount 1nitially recognised less, where appropnate. cumulative amortisation recognised 1n
accordance with the revenue recognition policies set out above

Financial habilities
Financial liabilities are classified as “other financial habilities”

Other financial liabilitres

Other financial liabilities, including borrowings, are initially measured at fair value. net of
transaction costs Other financial liabilities are subsequently measure at amortised cost using the
effective interest method, with mterest expense recognised on an effective yield basis The
effective interest method 1s a method of calculating the amortised cost of a financial hability and
of allocating nterest expense over the relevant period The effective interest rate 1s the rate that

exactly discounts estimated future cash payment through the expected life of the financial hability.

or, where appropriate, a shorter period

Derecogmition of financial habilities
The Group derecognises financial habiliies when, and only when. the Group’s obligations are
discharged, cancelled or they expire

Provisions
Prowvisions are recogmsed when the Group has a present oblhigation as a result of a past event. and
it 1s probable that the Group will be required to settle that obligation Provisions are measured at

the directors' best estimate of the expenditure required to settle the obhigation at the balance sheet
date, and are discounted to present value where the effect is matenal
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2.

SIGNIFICANT ACCOUNTING POLICIES - continued

Share-based payments

The Group has apphed the requirements of IFRS 2 Share-based Payments In accordance with the
transitional provisions, IFRS 2 has been applied to all grants of equity instruments afier 7
November 2002 that were unvested at 1 January 2005

The Group 1ssues equity-settled share-based payments to certain employees Equity-settled share-
based payments are measured at fair value (excluding the effect of non market-based vesting
conditions) at the date of grant The fair value determined at the grant date of the equity-settled
share-based payments 1s expensed on a straight-line basis over the vesting period, based on the
Group’s estimate of shares that will eventually vest and adjusted for the effect of non market-
based vesting conditions

Fair value 1s measured by use of a binomial model The expected hife used in the model has been
adjusted, based on management’s best estimate, for the effects of non-transferability. exercise
restrictions, and behavioural considerations

CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

In the process of applying the Group’s accounting policies, which are described in note 2.
management has made the following judgements that have the most sigruficant effect on the

amounts recognised in the consolidated financial statements

Consohdation of the special purpose entities

The Company does not directly or indirectly own the 1ssued equity share capital of the following
subsidiaries of the Group (known as the Special Purpose Entity (SPE)) iAtoZ Beiying Co . Lid
(EBT Beijng), Shanghai Everbnght Communication Terminal Products Distribution Ltd (EBT
Shanghat), Suzhou Everbright Communication Terminal Products Distribution Ltd (EBT Suzhou)
and Shangha1 YBT Service Consulting Co , Lid (Shanghai YBT)

In making 1ts judgement, management considered the detailed requirements to consohdate an SPE
as set out in IAS27 Consolidated and Separate Financial Statements and S1C12 Consolidation -
Special Purpose Entities, and in particular, whether the Company 1s able to exercise control over
the SPEs They concluded that they do control the financial and operating activities of the SPEs

Management considered that the abihty of the Company to exercise control 1s achieved through
the following key factors

FExclusive purchase righis

Exclusive purchase nghts are held by EBT Mobile Limited ("EBT Mobile”), a wholly owned
subsidiary of the Company incorporated in Hong Kong, to acquire the entire equity share capital
of the SPEs Prior to 7 Apnl 2005, these purchase nghts were held by EBT International Trade
(Shangha) Co , Ltd ("EBT Trade"), an indirect wholly owned subsidiary of the Company
incorporated m PRC  Following a change in PRC law on 11 December 2004, a retail licence can
be obtained in January 2006 under which foreign compames are permitted to undertake retail
activities in China through 1ts PRC subsidiaries

_17_
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CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY - continued

Exclusive purchase rights - continued

Following the above change, EBT Trade obtained a retail and wholesale licence 1n 2006 EBT
Mobile will exercise the exclusive purchase nghts when management considers the iming to be
appropriate and after approval has been obtained by the authorities

Right to accrued benefits

The purchase price 1n the above exclusive purchase rights 1s specified as the price paid on initial
investment by the current legal owners Consequently, any increase in value of the equity
interests of the SPEs continues to accrue to EBT Mobile In addition, EBT Mobile and EBT
Trade have the discretion, through exclusive merchandise purchase agreements with the SPEs. to
adjust the purchase prices of all items purchased by the SPEs

Furthermore, Management considers that the Company exerts control over the operations of the
Chinese trading entities of EBT as key management personnel direct the activities and decision

making of the those entities.

Following the assessment of the above key factors, the directors are satisfied that the Company 1s
able to exercise control over the SPEs and, accordingly, that the SPEs should be consohidated

Revenue recognition

As described 1n note 2, it 1s the Group's accounting policy to recognise the sale of goods made out
of retail outlets within department stores and hypermarkets at the retail price although the
company does not invoice the end customer In addition, sales of phone cards are recogmsed at
the retail price although the Group 1s not the primary obligor in such transactions

In making 1ts judgement, management considered the detailed cnitena for the recogmtion of gross
revenue from the sale of goods set out in IAS18 Reverue and had regard to other available
literature, 1n particular US GAAP, in determining whether the Group earns revenue from the sale
of goods as a pnincipal or earns a commussion or fee as an agent and consequently. whether 10
recognised revenue gross or net

Following the detailed assessment of the Group's activities, management has concluded that since
the Group takes title to the products, has latitude 1n establishing price and has the nisks associated
with inventory, 1t is appropnate to conclude that the Group acts as principal n its revenue
transactions As a result, management has concluded that the recognition of revenue on a gross
accounting basis 1s the appropnate accounting treatment for the Group
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4 REVENUE

An analysis of the Group’s revenue 1s as follows

2007
RMB'000

Continuing operations
Mobile phones 538.996
Phone cards 54,872
Others 34,216

628.084
Other operating income (note 6) 4.077
Investment revenue (note 9) 7.454

639.615

2006
RMB'000

439.042
50.147
5,918

495.107

918
1.775

497.800

Phone cards sales include sales proceeds of phone cards and commission from suppliers 1n

relation to phone cards sales

5 GEOGRAPHICAL AND BUSINESS SEGMENTS

The Group’s operations and markets are located wrthin the People’s Republic of China and form a
single segment with three types of products mohle phones, phone card and related services

6 OTHER OPERATING INCOME

2007
RMB'000
Derecognised financial liabilities 851
Net foreign exchange gain 2892
Other operating income 334

4,077

2006
RMB'000

692
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7

LOSS FOR THE YEAR

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

2007
RMB'000
Depreciation of property, plant and equipment 778
Amortisation of intangible assets included in
administrative expenses 5.536

Impairment of intangible assets 789
Net foreign exchange (gain)/loss (2.359)
Allowance for doubtful debts on trade and other receivables (947)
Wnite-back of allowance for doubtful debts on amount

due from related parties (note 24) (2.800)
Staff cost, including defined contnibution benefit of

RMB3,922,000 (2006 RMB3,962,000) (note 8) 24,537
Loss/(gain) on disposals of property, plant and equipment 16
Cost of inventories recognised as an expense 554.038
(Reversal)/wrnite-downs of inventories recognised as an expense (283)
Auditors’ remuneration for services (see below) 1.796

2006
RMB'000

621
23

3.770
327

L2
P8
[
N
()]

-

47)
440332
441
1.886

A more detailed analysis of auditors' remuneration on a worldwide basis 1s provided below

2007

RMB*000

Fees payable to the Company’s auditor for the

audit of the Company’s annual accounts 1,374
Fees payable to the Company’s auditor and 1ts

associates for other services:

- statutory audit of subsidiaries 422
- tax services -
1,796

STAFF COSTS

The average monthly number of employees, including executive directors, was

2007
Number
Sales staff 169
Administrative staff 190
Executive director ]

Total 360

2006

RMB"000

1.488

1.886

2006
Number

628
161

790

The Group also sub-contracted 812 employees from local human resource companies 1n the

financial year
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10

STAFF COSTS - continued

Their aggregate remuneration comprised.

2007 2006
RMB'000 RMB'000
Stock options (note 23) 2.872 12 258
Wages and salaries 17,591 17.026
Social security costs 3.922 3.962
Others 152 117
24,537 33,363

The Group also incurred RMB16,024,000 1n relation to sub-contracted employees in the financial
year

INVESTMENT REVENUES
2007 2006
RMB'000 RMB'000
Interest on bank deposits 7,454 1.775
TAXATION
2007 2006
RMB’000 RMB’000

Current tax - 470

Taxation for jurisdictions 1s calculated at the rates prevailing in the respective jurisdictions

The charge for the year can be reconciled to the loss per income statement as follows

2007 2006
RMB'000 % RMB'000 %

Loss before tax (12,606) (18.706)
Tax at the PRC corporation

tax rate of 33% (2006 33%) (4,160) (33) (6,173) (33)
Tax effect of expenses that are non deductible

in determining taxable profit 3,166 25 5,200 28
Short term temporary differences (368) 3) (85) -
Tax effect of unused tax losses not recognised 3,448 27 2.792 k5
Tax effect of utthsation of tax losses

not previously recognised (2,084) (7 (70D (4)
Effect of different tax rates of subsidiaries

operating in other jurisdictions - - (563) 3

Tax charge for the year - - 470 3
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11

TAXATION - continued

A deferred tax asset has not been recognised 1n respect of tax losses of RMB19.100.000 available
to offset future profits as it is not certain that the tax losses will be utilised 1n the foreseeable
future There 15 no other significant temporary difference at balance sheet date

Decree No 63 of President of the People's Republic of China ("PRC") — Enterprise Income Tax
Law of the People's Republic of China (the "EIT Law") was released on 16 March 2007. and will
be effective as of 1 January 2008 The subsidiaries of the Group that operate in PRC will calculate
and pay income tax based on the new income tax rate of 25% according to the EIT Law

LOSS PER SHARE

The calculation of the basic and diluted loss per share 1s based on the following data

2007 2006
RMB'000 RMB'000
Loss
Loss for the purpose of basic and diluted earnings per share (12.606) (19.176)
2007 2006
Number of shares
Weighted average number of ordinary shares for
the purpose of basic and diluted loss per share 214,920,927 168.656.872

Instruments that could potentially dilute basic loss per share n the future have not been included
in the calculation of diluted loss per share because they are anti-dilutive
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12 OTHER INTANGIBLE ASSETS
[ease

Software agreements Total
RMB 000 RMB'000 RMB'000

Cost

At 1 January 2006 69 - 69
Additions 20 - 20
At 31 December 2006 89 - 89
Additions - 8.376 8.376
At 31 December 2007 89 8,376 8.465

Amortisation and impairment

At 1 January 2006 6 - 6
Charge for the year 23 - 23
At 31 December 2006 29 - 29
Charge for the year 22 5.514 5,536
Impairment loss - 789 789
At 31 December 2007 51 6.303 6.354
Carrying value

At 31 December 2007 38 2,073 2.111
At 31 December 2006 60 - 60

Software 1s amortised over 1ts estimated useful life of 3 years

Lease saving agreements recognised as intangible assets were acquired as part of the acquisition
of Iingxin Jialing Telecommunications Co Ltd 1n February 2007 (see Note 25) and are amortised
over lease periods ranging between 7 and 23 months

During the year, the Group performed a review of the recoverable amount of 1ts lease saving
agreements in hght of the competitive business environment This review led to the recognition
of an impairment loss of RMB 789,000 (2006 nil), which has been recognised in the income
statement for the year The recoverable amount of relevant assets has been determined on the
basis of their value in use No discount rate has been used as the remaining perniod of the leases 1s
due to finish within 1 year from the balance sheet date
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13 PROPERTY, PLANT AND EQUIPMENT

Fixture
Motor and office
vehicles eguipment

Assets under
construction

Total

RMB’000 RMB’000

Cost

At 1 January 2006 1,578 1.549
Additions 113 776
Disposals (100) -
At 31 December 2006 1,591 2,325
Additions 808 397
Disposals (186) (114)
At 31 December 2007 2,213 2,608
Accumulated depreciation

At 1 January 2006 392 432
Charge for the year 293 328
Disposals (D) -
At 31 December 2006 595 760
Charge for the year 354 424
Eliminated on disposals 92) (108)
At 31 December 2007 857 1,076
Carrying value

At 31 December 2007 1,356 1.532

At 31 December 2006 996 1,565

RMB'000 RMB 000

1.036

3127
889

(100)

3.916

2.241
(300)

1,036

5,857

824
621
(90)

1.355
778

(200)

1.933

1.036
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14.

15

SUBSIDIARIES

Details of the Company's subsidiaries, all of which are consolhidated (refer to note 3) at 31

December 2007 are as follows:

Name

EBT Mobile Limited

EBT International Trade
(Shanghai) Co, Ltd (EBT Trade)

iAtoZ Beying Co, Ltd (EBT Bening)

Shanghai Everbright Communication
Terminal Products
Distribution Ltd (EBT Shanghai)

Suzhou Everbnight Communication
Terminal Products
Distribution Ltd (EBT Suzhou)

Shanghai YBT Service Consulting
Co, Ltd (Shanghai YBT)

INVENTORIES

Mobile phones

Phone cards
Others

Place of
registration

and operation

Hong Kong

PRC

PRC

PRC

PRC

PRC

Proportion
of ownership

interest
%

100

100

2007
RMB'000

47,766
2,167
2.406

52339

Proportion
of voting

power held
%

100

100

2006
RMB'000

55.399
1.377
1.967

58.743
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FINANCIAL INSTRUMENTS

Categones and fair value of financial instruments

The Directors consider that the carrying amounts of financial assets and financial habilities
recorded at amortised cost 1n the financial statements approximate their fair values

The carrying amounts of each of the following categories of financial assets and financial
liabilities are set out as follows:

Cash and cash equivalents
Cash and cash equivalents amount to RMB 132,415,000 compnse cash held by the Group and
short-term bank deposits with an onginal matunty of three months or less The balance as of 31

December 2007 includes a restricted deposit of RMB2,000,000 for capital registration of new
subsidiary to be set up (note 27)

Loans and recervables

2007 2006

RMB'000 RMB'000

Amount receivable from the sale of goods 50.910 55,065
Allowance for doubtful debts (2,578) (2,.881)
48,332 52.184

Other recervables 6.326 3,525
Deposits and prepayments 56,878 37,605
Amounts due from related parties 2,800 -
114,336 93,314

Trade recervables

The average credit period taken on sales of goods 1s 28 days (2006 27 days) No interest 1s
charged on the receivables Included in the Group's trade receivables balance are debtors with a
carrying amounts of RMB 2,667,000 (2006 RMB680,000) which are past due at the reporting
date for which the Group has not provided as the amounts have been received since the batance
sheet date The amounts presented in the balance sheet are net of allowances for doubtful
receivables The allowance has been determined by reference to past default experience
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FINANCIAL INSTRUMENTS - continued

The impairment movements of receivables are as follows
Amounts due

Trade Other from related

receivables receivables parties Total

RMB’000 RMB’000 RMB'000 RMB™0060
At I January 2006 2,881 25,220 19.037 47.138
Impairment losses recognised 175 1.391 - 1.566
At 31 December 2006 3,056 26,611 19.037 48.704
Amounts recovered during the year (303) (644) (2,800) (3,747)
Exchange differences - (56) - (56)
At 31 December 2007 2,753 25911 16,237 44.901

Deposits and prepayments

Deposits and prepayments comprise prepayments and short-term bank deposits Included within
bank deposits are deposits of RMB32,078,000 (2006 RMB18,338.000) for standby letters of
credit with an oniginal maturity of twelve months or less

Other financial habiliies — amornsed cost

2007 2006
RMB'000 RMB'000
Financial habilities
Trade payables 19.673 24.807
Notes payables 14.839 19.459
Accruals and other payables 6,905 4.857

41,417 49.123

Trade, notes and accruals and other payables principally comprise amounts outstanding for trade
purchases and ongoing basis costs The average credit penod taken for trade purchases 1s 23 days
(2006 38 days)

Details of the significant accounting policies and methods adopted 1ncluding the criteria for
recognition, the basis of measurement and the basis on which income and expenses are recogmsed.
in respect of each class of financial asset, financial liability and equity instrument are disclosed in
Note 2 to the financial statements

Financial nsk management objectives and policies

The Group’s major financial instruments include trade receivables, other recervables. cash and
cash equivalents, deposits and prepayments, amount due from related parties. trade payables,
other payables and accruals and other payables The Group’s activities expose 1t o a variety of
financial nisks, including capital nisk, currency nsk, interest rate risk, credit risk and hquidity risk
The Group’s overall financial risk management objectives and policies remain unchanged over
the relevant penods
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FINANCIAL INSTRUMENTS - continued

Capital nsk management

The Group manages its capital to ensure that entities in the Group will each be able to continue as
a going concern while maximising the return to stakeholders through the optimisation of the debt
and equity balance The capital structure of the Group consists of cash and cash equivalents and
equity attributable to equity holders of the parent, comprising share capital, share premium
accounts, other reserves and retained losses as disclosed in notes 18 to 21 It 1s the Group's policy
to maintain a strong capital base so as to sustain future development of the Group’s business and
to maintain the confidence of creditors

Externally imposed capital requirement

The Group 1s not subject to externally imposed capital requirements

Currency nsk management

The Group’s functional currency 1s Renminbi in which most of the transactions are denominated
However, certain bank balances are denominated in Hong Kong Dollar (HKD) and Pound Sterling
(GBP) as a result of the finance raised on the AIM market on the London Stock Exchange by the
parent company of the Group

The Group currently does not have a foreign currency hedging policy but management monitors
foreign exchange exposure and will consider hedging significant foreign currency exposure
should the need arise

The carrying value of the Group’s monetary assets denominated 1n foreign currencies as at 31
December 2007 and 31 December 2006 are set out below

Liabilities Assets
2007 2006 2007 2006
RMB'000 RMB'000 RMB'000 RMB'000
GBP 1,543 1,622 123,063 58,130
HKD 106 644 461 295

The following table details the Group’s sensitivity to a potential change of 1% 1n exchange rate of
each foreign currency against Renminbi while all other variables are held constant The
sensitivity analysis includes only outstanding foreign currency denominated monetary items and
adjusts their translation at each balance sheet date for 1% change in foreign currency rates A
positive number below indicates an increase n profit and other equity where the Renminbi
weakens 1% against the relevant currency For a 1% strengthening of the Renminbi against the
relevant currency, there would be an equal and opposite tmpact on the profit and other equity, and
the balances below would be negative.

GBP impact HKD impact
2007 2006 2007 2006
RMB'000 RMB'000 RMB'000 RMB'000
Profit or loss - - -
Other equity 1,215 565 3 (3)
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FINANCIAL INSTRUMENTS - continued

Currency risk management - continued

The movement 1n equity i1s mainly attributable to the exposure to net assets of EBT Mobile China
Plc dominated in GBP

The Group's sensitivity to foreign currency has increased duning the current period mainly due to
the placing shares 1ssued to raise ongoing working capital denominated in GBP

In management's opinion, the sensitivity analysis 1s unrepresentative of the mherent foreign
exchange nisk as the year end exposure does not reflect the exposure during the year

Credit risk management

Credit risk refers to the risk that a counterparty will default on 1ts contractual obligations resulting
m financial loss to the Group In order to mumimse the credst risk, the management of the Group
has procedures 1n place to monitor and to ensure that follow-up action is taken to recover overdue
debts In addition, the Group reviews the recoverable amount of each individual trade receivables
at each balance sheet date to ensure that adequate impairment losses are made for irrecoverable
amounts

The Group has concentrated credit risk, with exposure spread over a small number of customers.
like department stores, hypermarkets and China Mobile The Group has credit risk exposure to
certain single counterparties and group of counterparties having similar characteristics The Group
defines counterparties as having similar characteristics 1f they are connected entities

Management considers that the credit risk 1n respect of these customers 1s mimmal. as the
counterparties have high credit ratings and are reputable listed companies Ongoing monttoring of
credit nisk 1s performed on the financial condition of trade receivables

The credit risk on hiquid funds is hmited because the counterparties are banks with high credit-
ratings assigned by international credit-rating agencies

All the financial assets that are past due have been impaired The carrying amount of financial
assets recorded 1n the financial statements, which 1s net of impairment losses. represents the

Group’s maximum exposure to credit risk

Liguidity risk management

Due to the capital intensive nature of the Group’s business and notwithstanding the net current
assets position as at the balance sheet dates, the Group ensures that it maintains sufficient cash and
credit lines to meet 1ts liquidity requirements The Group has a policy to maximise the return on
surplus cash and also uttlise cash within the Group to reduce the costs of external short-term
funding The Group manages hquidity nsk by maintaining adequate reserves, banking facilities
and reserve borrowing facilities, continuously monitoring forecast and actual cash flows and
matching the matunty profiles of financial assets and habilities
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FINANCIAL INSTRUMENTS - continued

Liquidity and interest risk tables

The following table details the Group’s remaining contractual matunty for its non-derivative
financial liabilities The table has been drawn up based on the undiscounted cash flows of
financial hiabilities based on the carliest date on which the Group can be required to pay The
table includes both interest and principal cash flows The interest represents the imputed interest
expenses on nterest-free retention payables, which are not included 1n the carrying amount of the

financial hability on the financial statements

Weighted

average

cffective Within After

interest rate 1 year 1-2 years 2-3 vears 3 vyears Total
% RMB'000 RMB'000 RMB'000 RMB'000 RMB'000

At 31 December 2007
Non-interest bearing n/a 41,417 - - - 41,417
At 31 December 2006
Nen-interest bearing n/a 49,123 - - - 49123

The following table details the Group’s remaining contractual maturity for its non-derivative
financial assets other than those classified as available-for-sale and held-for-trading financial
assets The table has been drawn up based on the undiscounted cash flows of financial assets

including interest that will be earned on those assets

Weighted
average
effective Within After
nterest rate 1 year 1-2 vears 2-3 vears 3 years Total
% RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
At 31 December 2007
Non-interest bearing n/a 81,469 471 318 - 82.258
Interest bearing 6 2% 32,078 - - - 32,078
113,547 471 318 - 114,336
At 31 December 2006
Non-interest bearing n/a 74,592 - - 383 74.975
Fixed interest rate instruments 4 8% 18,338 - - - 18.338
92,930 - - 383 93.313

The Group has access to financing facilities, the total unused amount of which 1s RMB17.239.000
at the balance sheet date. The Group expects to meet 1ts other obligations from operating cash

flows and proceeds of maturing financial assets
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PROVISIONS

Scottish MacRoberts
Minister Claim Claim Total
RMB 000 RMB000 RMB'000

At 1 January 2006 - N
Additional provision in the year 2,268 - 2.268

At 1 January 2007 2,268 - 2.268
Utilised 1n the year (1,064) - (1.064)
Released to the income statement 1n the year (1,204) - (1,204)
Additional provision in the year - 969 969
At 31 December 2007 - 969 969

Scottish Ministers Claim

In February 2007, the parent Company was called upon by the Scottish Ministers to implement the
terms of the guarantee given by the Company (then TradingSports Exchange Systems plc) for a
regional selective assistance grant of £145,000 paid by the Scottish Ministers to the Trading
Exchange (UK) Limited ("TTEL", then the TradingSports Limited) Under the Share Purchase
Agreement entered into between The Trading Exchange plc and Intwition Capital Limited for the
acquisition of the entire 1ssued share capital of TTEL on 30 Apnil 2005. a personal guarantee was
given by one of the directors of TTEL to the Company for the guarantee given by the Company to
the Scottish Minusters for the grant As at 31 December 2006, TTEL had failed to pay any amounts
due to the Scottish Ministers and given that EBT was unable to assess the existence of a likelthood
of success of any legal defence at that time, a provision was recognized 1n relation to the claim On 4
September 2007, Sheriffdom of Glasgow and Strathkelvin of Glasgow gave the judgment that the
Company was liable to pay amounts due (including interest) to the Scottish Minusters  As a result.
the Company paid the amount of £160,248, during the 2007 financial year The Company has since
recerved £145,000 from the director of TTEL, who gave the personal guarantee for the grant The
difference between the amount provided and the amount settled of RMB1.204.000 was due to the
need for the Company to incur directly attributable professional fees as part of the transaction and
was reflected in the income statement for the year ended 31 December 2007

MacRoberts claim

The company received a notice of litigation from its former firm of solicitors MacRoberts. in
relation to unpaid fees due from work performed in November 2005 In response. a counter-claim 1n
the amount of £100,000 was made by the company for legal malpractice on the part of MacRoberts
Management has received correspondence dated 27 March 2008 from 1ts current legal counsel
stating that the total claim from MacRoberts amounts to £40.447 plus interest which 1s estimated to
be £8,363

As of the date of this statement, EBT 1s unable to assess the likelithood of success of the
Company’s counter-claim which dates back to services provided before the reverse takeover of
the group 1n 2005 As a result the Company has made a proviston totalling £63,570 for the claim
from MacRoberts The decree 1s expected to be judged during the 2008 financial year
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SHARE CAPITAL

Issued and fully paid
220,466,331 (2006: 177,527,542 of 0 1p each)
ordinary shares of 0 1p each

Issued and fully paid deferred shares
3,447,931,806 (2006 3.447,931,806)
deferred shares of 0 1p each

2007

RMB'000

3.247

50,362

2006
RMB'000

2.596

50.362

The authorised share capital is 300,000,000 ordinary shares of 0.1p each (2006 300.000.000

authorised ordinary share of 0 1p each) and 7,245,000,000 deferred shares of 0 1p (2006

7,425,000,000 deferred shares of 0 1p)

Ord:nary Deferred Share
Share Issued Share [ssued Amount

Number Number RMB’000
Balance at 1 January 2006 156,114 827 3,447 931 806 52 642
Placing shares issued to raise ongoing working capital 16,666,667 - 244
Share options exercised 4,745,958 72
Balance at 1 January 2007 177,527,452 3,447 931806 52.958
Placing shares tssued to raise ongoing working capital 33,566,300 - 142
Share options exercised 9,372,579 509
Balance at 31 December 2007 220,466,331  3,447,931.806 53,609

Note:

(1) EBT Mobile China plc 1ssued 16,666,667 placing shares on 3 May 2006
(2) 666,666 options of EBT Mobile China plc were exercised on § May 2006
(3) 100,000 options of EBT Mobile China plc were exercised on 8 June 2006

(4) 3,129,292 options of EBT Mobile China plc were exercised on 31 August 2006
(5) 850,000 options of EBT Mobuile China plc were exercised on 29 November 2006

(6) EBT Mobile China plc 1ssued 33,566,300 placing shares on 4 January 2007
(7) 773,000 options of EBT Mobile China plc were exercised on 18 January 2007
(8) 6,387,875 options of EBT Mobile China plc were exercised on 14 March 2007
(9) 1,715,852 options of EBT Mobile China plc were exercised on 25 May 2007

(10)495,852 options of EBT Mobile China plc were exercised on 7 September 2007

The deferred shares were not admutted to trading on any secunities exchange. but are transferable
and capable of being repurchased by the Company for a nominal amount The deferred shares do

not have any voting or income rights or rights on a sale or winding up

_'32_
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Balance at 1 January 2006

Placing of shares 1ssued during the year

Share options exercised
Share 1ssue cost

Balance at 1 January 2007

Placing of shares 1ssued during the year

Share options exercised
Share 1ssue cost

Balance at 31 December 2007

20 OTHER RESERVES

Balance at 1 January 2006
Lxchange differences on translation
of foreign operations and
balances at 31 December 2006
Recognition of share-based payment

Balance at 31 December 2006
Exchange differences on translation
of foreign operations and
balances at 31 December 2007
Recognition of share-based payment
Deferred shares for acquisition

Balance at 31 December 2007

Canital reserve

Capital Translation
reserve reserve
RMB'000 RMB'000
124,548 (3 408)

7.446

124,548 4038
(7 713)

124,548 (3 675)

RMB 000
97.860
73.011
6.456
(4 158)
173.169
111.611
4.149
(759)
288.170
Share Deferred
optlon ACQU]SIIIOI‘I consideration
reserve reserve reserve I otal
RMB'000 RMB'000 RMB'000 RMB'O0O
43 168 (97 114) - 67 194
- - 7 446
12258 - - 12258
55426 (97 114) - 86 898
- (7713)
2872 - 2872
“ 7477 7477
58298 (97 114) 7477 89 534

Liabilities forgiven by GMAI-Asia com, Inc are regarded as additional contribution and therefore
have been included 1n the capital reserve

Translation reserve

During the fiscal vear ended 31 December 2007 and 2006, the Group consolidated the financial
statements of EBT Mobile Limited and EBT Mobile China Plc. which were translated at the
applicable exchange rates prevailing on relevant date The reserve anses from the translation of
the financial results of EBT Mobile China plc and EBT Mobile Limited from their functional
currencies (GBP and Hong Kong dollar respectively) to the presentation currency (RMB)

Share option reserve

Share option reserve 1s recognised at fair value at the date of grant Details are described in note

23
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21

22

OTHER RESERVES - continued

Acquisition reserve

The acquisition reserve of the Group represents the premium of the 1ssued ordinary share capital
of EBT Mobile China plc at the time of the reverse acquisition by EBT Mobile Limited

Deferred consideration reserve

The deferred consideration reserve represents the shares to be 1ssued as part of the deferred
consideration for the business combination that occurred in February 2007 Details are described
In note 25

RETAINED LOSSES
RMB’000
Balance at 1 January 2006 (138.505)
Loss for the year (19.176)
Balance at 1 January 2007 (157.681)
Loss for the year (12.606)
Balance at 31 December 2007 (170,287)
OPERATING LEASE ARRANGEMENTS
2007 2006
RMB'000 RMB'000
As lessee:
Minimum lease payments under operating
leases recognised 1n income for the year 23.584 9.232

At the balance sheet dates, the Group had outstanding commitments for future mimimum lease
payments under non-cancellable operating leases. which fall due as follows

2007 2006
RMB'000 RMB'000
Within one year 11,849 8.041
In the second to fifth years inclusive 12.471 13.404

24,320 21.445

Operating lease payments represent rentals payable by the Group for certain of its office and store
properties

-3 -
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SHARE-BASED PAYMENTS
The Group has several share option schemes for senior management of the Group as follows

The Trading Exchange plc options transferred to EBT Mobile China ple

Options are exercisable at a price ranging from £0 01 to £0 50. The maximum vesting period 1s
within 2 years from 31 December 2006 If certain of the options remain unexercised after a period
ranging from 3 to 10 years from the date of grant, they will expire However, certain options do
not have an expiry term  Options are forfeited 1f the employee leaves the Group before the
options vest. 5,323,000 shares were originally 1ssued by the Trading Exchange plc prior to the
reverse acquisition and those share options remained effective, among which. 334.000 shares,
1,616,666 shares and 1,144,334 shares have been exercised respectively during the year of 2005.
2006 and 2007

EBT Mobile Limited options transferred to EBT Mobile China plc

Options are exercisable at a price ranging from £0 01 to £0 0197 The maximum vesting pertod 1s
3 years If the options remain unexercised after a period of 10 vears from the date of grant. the
options expire  Options are forfeited 1f the employee leaves the Group before the options vest

EBT Mobile China plc 2007 options scheme
Options are exercisable at the price £0 001 provided the market share price of the Company
exceed the performance targets of each vesting period which are as follows

Vesting period Performance target

GBP
Tranche 1 | year 036
Tranche 2 2 years 043
Tranche 3 3 years 0352

If the options remain unexercised after a period of 10 years from the date of grant. the options
expire Options are forfeited if the employee leaves the Group before the options vest

Details of the share options outstanding duning the year are as follows

2607 2006

Number of Weighted average Number of Weighted average

share options EXErcIse price share options CAUICISE Price
GBP RMB GBP RMB

equn alent equivalent

Outstanding at | January 21.647.748 0049 067 24 393 706 0043 060
Options granted during the year 3,696,000 0001 00t 2 000 000 0220 32

Options forfeited during the year (333,999) 0001 00t - - -
Exercised duning the year {9,372,579) 0030 046 {4.745 938) 0092 136
Qutstanding at 31 December 15,637.170 0050 065 21647 748 0049 067
Exercisable at the end of year 11,766,493 0055 080 10 498 447 0063 092

The weighted average share price at the date of exercise for share options exercised during the
penod was GBPO 030 (equivalent to RMBO 46). The options outstanding at 31 December 2007
had a weighted average exercise price of GBPO 050 (equivalent to RMBO 65), and the remaming
contractual life ranging from 7 years to infimty

_;n_
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23 SHARE-BASED PAYMENTS - continued
Note
1) In 2006, options were granted on 10 July 2006 The aggregate of the estimated fair values of
the options granted on those dates 1s RMB2.603,000
2) In 2007, options were granted on 1 July 2007 The aggregate of the esumated fair values of
the options granted on those dates 1s RMB13,076,000
The mnputs into the Binomial model are as follows
2007 200
Range of share price (GBP) 025-0 31 025-033
Range of exercise price (GBP) 0001 017-027
Expected volatility 45 0% 515%
Expected life 6-8 years 3 years
Risk free rate 546% 4 5%-4 76%
Expected dividends yield 03% Nil
The expected hife of options granted is derived from the output of the option valuation modet and
represents the period of time that options granted are expected to be outstanding The range given
above results from certain groups of employees exhibiting different behaviour and the differing
market vesting conditions attached with each of the tranches granted 1n the year as noted in table
at the top of this note Expected volatility was determined by calculating the historical volatility
of the Group's share price over the previous 2 years
The Group recogmised total expenses of RMB2.872,000 related to equity-settled share-based
payment transactions 1n 2007 (2006 RMB12,258,000)
24, RELATED PARTY TRANSACTIONS

Transactions between the Company and 1ts subsidianes, which are related parties. have been
eliminated on consolidation and are not disclosed in this note The nature of the Group's

relationship with related parties 1s set out below

Name Relationship with the Group

Everbright Telecom-land Network {Shanghat) Co, Ltd A company under common control of

China Retail Venture #1

A company under common control of
China Retail Venture #1

Substantial shareholder of the Company

China Everbright Telecom-land Network Co , Ltd

China Retail Venture #1, Inc (note)

Note China Retail Venture #1, Inc , which 1s ultimately wholly owned by James A Reiman. non-
executive director of EBT, acquired all the shares in EBT owned by GMAI-Asia com. Inc on 7

December 2006 and became the substantial shareholder of the Company

Transactions between the Group and the related parties are disclosed below
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RELATED PARTY TRANSACTIONS - continued

(a)

(®)

Other related party transactions

Net amounts due from a related company, Everbright Telecom-land Network (Shanghai) Co .
Ltd are RMB2,800,000 as at 31 December 2007 (2006 nil). which are expected to be
collected in the first half of 2008 These balances are stated after allowances for doubtful
debts amounting to RMB16,237,000 (2006 RMB19,037,000)

Remuneratton of key management personnel
The remuneration of the directors, who are the key management personnel of the Group. 1s

set out below tn aggregate for each of the categories specified in IAS 24 Related Party
Disclosures

2007 2006
RMB'000 RMB'000
Short-term employee benefits including emoluments
of RMB3,880,000 (2006 RMB4,332,000) 5.366 6.019
Post-employment benefits 75 55
Share-based payments 2216 9.880

7.657 15.954

During the year of 2007, directors exercised 100,000 option shares (2006 1,666.666) and
the aggregate gain on exercise was RMB376,000 (2006 RMB2.554,000)

The highest paid director for the year 1s disclosed

2007
RMB'000
Emoluments 1,146
Benefits recetved or receivable under
long-term incentive schemes 475 |
Gatn on exercise for share options 376 {

1.997
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BUSINESS COMBINATION

On 8 February 2007, the Group acquired e1ght retail stores and a mobile repair centre belonging to
Shanghat Jingxin Jialing Telecommunications Co, Ltd  The Group acquired the business for a
cash consideration of RMBO0 9 million and through the provision of equity instruments of up to 2 4
million ordinary shares with a nonunal value of £0 1p each The exact number of ordinary shares to
be 1ssued 1s linked to the number of lease agreements that are renewed on the acquired stores over a
penod of two years from the date of acquisition

The quoted share price at the date of acquisition has not been used as the basis for determining the
fair value of the ordinary shares 1ssued given that the shares will be issued in future periods
Instead, the ordinary shares have been fair valued applying an ilhquidity discount using the Chaffe
and Finnerty models The inputs into these models are as follows

2007
Expected volatihty 38%
Expected life 24 months
Risk free rate 55%
Expected dividends yield Nil

Expected volaulity was determined by calculating the historical volatility of the Group's share
price over the previous 14 months before the acquisition date

This transaction has been accounted for by the purchase method of accounting

Book value Fair value
RMB'000 RMB'000

Net assets acquired
Other intangible assets (note 12) - 8.376
Total consideration 8.376
Satisfied by
Cash 900
Deferred consideration 7.476

8.376
Net cash outflow arising on acquisition.

Cash consideration 900

It is impracticable to disclose the revenue and profit of the acquired business as the results of the
acquired stores have been business has mixed with the onginal business of the Group
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27

SET UP AND SUBSEQUENT DISPOSAL OF A JOINT VENTURE

On 29 November 2007, the Group entered into an agreement to dispose of its 50% interest 1n
Shanghai Jiaq1 Telecommunications Co , Ltd , a joint venture acquired by the Group 1in March 2007
This business was sold to the other party to the joint venture The consideration for acquisition and
disposal are RMB 2,500,000 and RMB 2,000,000 respectively The disposal was effected by the
uncertainty of the potential to explore business opportunities 1n the fixed line arena

SUBSEQUENT EVENTS

On 4 February 2008, a wholly-owned subsidiary of the Group, Suzhou Yiteng Telecommunicatons
Products Co, Ltd , was established with the registered capital of RMB2,000.000 after approval was
obtained from relevant government authonties

On 6 March 2008, a wholly-owned subsidiary of the Group, Huber Yiteng Telecommunications

Products Co, Ltd , was established with the registered capital of RMB1.000.000 after approval was
obtained from relevant government authorties
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF EBT MOBILE CHINA PLC

We have audited the individual Company financial statements of EBT Mobile China plc for the year
ended 31 December 2007 which comprise the balance sheet and the related notes 1 to 11 These
individual Company financial statements have been prepared under the accounting policies set out therein

Thus report 1s made solely to the Company’s members, as a body, in accordance with section 235 of the
Companies Act 1985 Our audit work has been undertaken so that we might state to the Company’s
members those matters we are required to state to them in an auditors’ report and for no other purpose

To the fullest extent permitted by law, we do not accept or assume responsibihity to anyone other than the
Company and the Company’s members as a body, for our audit work, for this report, or for the opimons
we have formed

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the individual Company financial statements in
accordance with applicable law and United Kingdom Accounting Standards (UK Generally Accepted
Accounting Practice) are set out in the statement of directors’ responsibilities

Our responsibihity 1s to audit the individual Company financial statements in accordance with relevant
United Kingdom legal and regulatory requirements and International Standards on Auditing (UK and
Ireland).

We report to you our opinion as to whether the individual Company financial statements give a true
and fair view and are properly prepared in accordance with the Companies Act 1985 We also report to
you whether 1n our opinion the information given in the Directors’ Report 1s consistent with the
financial statements The information given in the Directors’ Report includes that specific information
presented 1n the “Business Review” that is cross referenced from the Business Review section of the
Directors™ Report

In addition we report to you if, 1n our opinion, the company has not kept proper accounting records. 1f
we have not received all the information and explanations we require for our audit. or if information
specified by law regarding directors” remuneration and other transactions 1s not disclosed

We read the other information contained in the Annual Report for the above year as described 1n the
contents section and consider whether 1t 1s consistent with the audited financial statements We
consider the implications for our report if we become aware of any apparent misstatements or material
inconsistencies with the individual Company financial statements Our responsibilities do not extend
to any further information outside the Annual Report

Basis of audit opinion

We conducted our audit 1n accordance with International Standards on Auditing (UK and Ireland) 1ssued
by the Auditing Practices Board An audit includes examination, on a test basis, of evidence relevant to
the amounts and disclosures in the individual Company financial statements It also includes an
assessment of the significant estimates and judgements made by the directors 1n the preparation of the
individual Company financial statements, and of whether the accounting policies are appropnate to the
Company’s circumstances, consistently apphed and adequately disclosed




We planned and performed our audit so as to obtain all the information and explanations which we
constdered necessary 1n order to provide us with sufficient evidence to give reasonable assurance that the
individual Company financial statements are free from matenal misstatement. whether caused by fraud or
other irregularity or error In forming our opinion we also evaluated the overall adequacy of the
presentation of information 1n the individual Company financial statements

Opinion
In our opinion
¢ the individual Company financial statements give a true and fair view, in accordance with United
Kingdom Generally Accepted Accounting Practice, of the state of the Company's affairs as at 31
December 2007,
o the individual Company financial statements have been properly prepared in accordance with the
Companies Act 1985, and
o the information given in the Directors’ Report is consistent with the financial statements

Doete Fouse o

Deloitte & Touche LLP
Chartered Accountants and Registered Auditors

London
9 April 2008




EBT MOBILE CHINA PLC

COMPANY BALANCE SHEET
AS AT 31 DECEMBER 2007

FIXED ASSETS
Investment 1n subsidiaries

CURRENT ASSETS
Debtors
Cash at bank and in hand

CREDITORS: AMOUNTS FALLING
DUE WITHIN ONE YEAR

PROVISIONS FOR LIABILITIES
AND CHARGES

NET ASSETS

CAPITAL AND RESERVES
Called-up share capital

Share premium account

Other reserve

Retained loss

EQUITY SHAREHOLDERS’ FUNDS

NOTES

11

O 0~ A

2007
GBP

3.077.628

10.059.784
6,180,130

16.239.914

(105.866)

(63,570)

19,148,106

3,668,398
19,404,956
4,004,683

(7,929,931)
19,148,106

6.040.942
2.592.363

8.633.305

(106.167)

(150.709)
10.801.687

3,625,460
11.830.303
3.327.149

(7.981.225)
10.801,687

The financial statements were approved by the Board of Directors and authornised for 1ssue on 9 April

2008. They were signed on its behalf by

/Y

or- Zhang Ge

‘ / thor-James A Reiman
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1 SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies are summarised below They have all been applied consistently.
throughout the year and the preceding year

Basis of accounting

The financial statements have been prepared under the historical cost convention and in
accordance with applicable United Kingdom accounting standards

Investments
Fixed assets investments are shown at cost less provision for impairment

Share-based payments

The Company has applied the requirements of FRS 20 Share-based Payments n accordance
with the transitional provisions, FRS 20 has been applied to all grants of equity instruments after 7
November 2002 that were unvested at | January 2005

The Company 1ssues equity settled share based payments to certain employees A fair value for |
the equity settled share awards 1s measured at the date of grant The fair value 1s measured using

the Binomial model of valuation, which 1s considered to be the most appropriate valuation

technique The valuation takes into account factors such as non-transferability, exercise

restrictions and behavioural considerations

An expense 15 recognised to spread the fair value of each award over the vesting period on a
straight-line basis, after allowing for an estimate of the share awards that will actually vest The
estimate of vesting is reviewed annually, with any impact on the cumulative charge being
recognised immediately Share-based payments granted to employees of the subsidiary entities are
recognised as an 1ncrease 1n Investments

Taxation

Current tax, including UK corporation tax and foreign tax, 1s provided at amounts expected to be
paid (or recovered) using the tax rates and laws that have been enacted or substantively enacted
by the balance sheet date

Deferred tax 1s recognised 1n respect of all timing differences that have originated but not reversed
at the balance sheet date where transactions or events that result 1n an obligation to pay more tax
in the future or a nght or pay less tax in the future have occurred at the balance sheet date

Timing differences are differences between the Group's taxable profits and 1ts results as stated 1n
the financial statements that arise from the inclusion of gains and losses 1n tax assessments n
periods difference from those 1n which they are recognised in the financial statements
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EBT MOBILE CHINA PLC

NOTES TO THE COMPANY FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

1 SIGNIFICANT ACCOUNTING POLICIES - continued

A net deferred tax asset 1s regarded as recoverable and therefore recogmised only when. on the
basis of all available evidence, 1t can be regarded as more hkely than not that there will be suitable
taxable profits from which the future reversal of the underlying timing differences can be
deducted

Deferred tax 1s not recognised when fixed assets are revalued unless by the balance sheet date
there 1s a binding agreement to sell the revalued assets and the gain or loss expected to arise on
sale has been recognised 1n the financial statements Neither 1s deferred tax recognised when
fixed assets are sold and it 1s more likely than not that the taxable gain will be rolled over. being
charged to tax only 1f and when the replacement assets are sold

Deferred tax 1s recognised n respect of the retained earnings of overseas subsidiaries and
associates only to the extent that, at the balance sheet date, dividends have been accrued as
recervable or a binding agreement to distribute past earnings 1n future has been entered nto by the
subsidiary

Deferred tax 1s measured at the average tax rates that are expected to apply 1n the periods in which
the timing differences are expected to reverse based on tax rates and laws that have been enacted

or substantively enacted by the balance sheet date.

FOI‘CIgﬂ currency

Transactions 1n foreign currencies are recorded at the rates of exchange at the dates of the
transactions Monetary assets and liabilities denominated 1n foreign currencies at the balance
sheet date are reported at the rates of exchange prevailing at the date

2 LOSS BEFORE TAX

The Company has elected to take the exemption from the requirement to pubhish a separate profit
and loss account for the parent company 1n accordance with section 230 of the Act 1985

Excluding 3 non-executive directors 1n 2007 (2006 4), the average monthly number of employees
1s nil (2006 ml)




EBT MOBILE CHINA PLC

NOTES TO THE COMPANY FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

2 LOSS BEFORE TAX - continued

Their aggregate remuneration compnsed

2007 2006

GBP GBP
Wages and salaries 88,110 110.198
Social security costs 31.406 -

119516 110.198

The auditors’ remuneration for audit and other services 1s disclosed in note 7 to the consohidated
accounts

3 INVESTMENT IN SUBSIDIARIES

Investment tn Capntal

subsidanes contributions Total

GBP GBP GBP
Balance at 1 January 2006 96,365 1,612 458 1,708 823
Share options granted to non-UK employees - 716,435 716 433
Balance at 1 January 2007 96,365 2328 893 2.425 258
Share options granted to non-UK employees - 163 280 163 280
Deferred consideration for acquisition (note §) - 489 090 489 090
Balance at 31 December 2007 96,365 2981.263 3077628

Caputal contributions represent share options granted to employees and parties of non-UK entities.
and deferred consideration shares for non-UK entity’s business acquisition

Details of the Company’s subsidianies at 31 December 2007 are as follows

Place of  Proportion Proportion Method used

registration of ownership of voting 10 account

Name and operation interest power held for investment
% %

EBT Mobile Limited Hong Kong 100 100 Cost




EBT MOBILE CHINA PLC

NOTES TO THE COMPANY FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

4. DEBTORS

Amounts due from subsidiaries
Deposits and prepayments
Prepaid taxes

1

5 CREDITORS AMOUNTS FALLING DUE WITHIN ONE YEAR

Accruals
Other creditors

6 CALLED-UP SHARE CAPITAL

Issued and fully paid ordinary shares 220,466,331
(2006 177,527,452 of 0 1p each)
ordinary shares of O 1p each

Issued and fully paid deferred shares 3,447,931,806
(2006 3,447,931,806) deferred shares of 0 1p each

2007
GBP

7,828,798
2,228,812
2,174

0,059,784

2007
GBP

82,242
23,624

105,866

2007
GBP

220,466

3.447.932

2006
GBP

4,823.752
1.211.429
3.761

6.040.942

2006
GBP

78.900
27.267

106.167

2006
GBP

177.527

3.447.932

The authonsed share capital compnises 300,000,000 ordinary shares of 0 1p each (2006
300,000,000 ordinary shares of 0 1p each) and 7,425,000,000 deferred shares of 0 1p (2006

7,425,000,000 deferred shares of 0 1p each)

Balance at 1 January 2006
Placing shares 1ssued to raise ongoing working capital
Share options exercised

Balance at | January 2007
Share options exercised
Placing shares 1ssued to raise ongoing working capital

Balance at 31 December 2007

Share 15sued Share Share 1ssued
Number Number Amount
GBP
156,114,827 3,447 931 806 3,604,047
16,666,667 - 16 667
4,745,958 - 4 746
177.527.452 3,447.931,806 3625460
9,372,579 - 9372
33,566,300 - 33 566
220,466 331 3447931 806 3668 398




EBT MOBILE CHINA PLC

NOTES TO THE COMPANY FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

6 CALLED-UP SHARE CAPITAL - continued

Note

1)
2)
3)
4)
5)
6)
7
8)
9)

EBT Mobile China plc 1ssued 16,666,667 placing shares on 3 May 2006
666,666 options of EBT Mobile China plc were exercised on 8 May 2006
100,000 options of EBT Mobile China plc were exercised on 8 June 2006
3,129,292 options of EBT Mobile China plc were exercised on 31 August 2006
850,000 options of EBT Mobile China plc were exercised on 29 November 2006
EBT Mobile China plc 1ssued 33,566,300 placing shares on 4 January 2007
773,000 options of EBT Mobile China plc were exercised on 18 January 2007
6,387,875 options of EBT Mobile China plc were exercised on 14 March 2007
1,715,852 options of EBT Mobile China plc were exercised on 25 May 2007

10) 495,852 options of EBT Mobile China plc were exercised on 7 September 2007

The deferred shares were not admitted to trading on any securities exchange, but are transferable
and capital of being repurchased by the Company for a nominal amount The deferred shares do
not have any voting or income nghts nor rights on a sale or winding up

7 SHARE PREMIUM ACCOUNT

2007 2006

GBP GBP
Balance at 1 January 11.830.303 6.699.783
Placing of shares 1ssued during the year 7,351.020 4,983.333
Share 1ssue costs (50,000) (283.820)
Share options exercised 273,633 431.007
Balance at 31 December 19,404,956 11.830.303

8 OTHER RESERVES

2007 2006

GBP GBP
Balance at 1 January 3,327,149 2.495.403
Recognition of share-based payments 188,443 831 746
Deferred consideration for acquisition 489.091 -
Balance at 31 December 4,004,683 3,327.149

Other reserve represents the share options reserve valued 1n accordance with FRS 20 The share-
based payments and deferred consideration for acquisition are disclosed in note 23 and note 25.

respectively to the consolidated accounts




EBT MOBILE CHINA PLC

NOTES TO THE COMPANY FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

9. RETAINED LOSS

2007 2006
GBP GBP
Balance at 1 January 7,981,225 7.507.774
Net (gain)/loss for the year (51,294) 473.451
Balance at 31 December 7,929.931 7.981.225
10 RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS® FUNDS
\
2007 2006
GBP GBP
Balance at 1 January 10,801,687 5.291,459
Shares issued duning the vear 7.384,586 5.000.000
Share issue costs (50,000) (283.820)
Share options exercised 283.005 435.753
Recognition of share-based payments 188,443 831.746
Deferred consideration on a business combination 489,090 -
Net gain/(loss) for the year 51.294 (473.451)
Balance at 31 December 19,148,106 10.801.687
11 PROVISIONS FOR LIABILITIES AND CHARGES
Scottish MacRoberts
Minmster Claim Claim Total
GBP GBP GBP
At 1 January 2006 - - -
Additional provision in the year 150.709 - 150.709
At 1 January 2007 150,709 - 150.709
Utilised 1n the year (71,694) - (71.694)
Released to the income statement 1n the year (79,015) - (79.015)
Additional provision 1n the year - 63.570 63.570
At 31 December 2007 - 63.570 63.570

Refer to note 17 1n the consohdated financial statements for further details



