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CHARACTERISTICS OF THE GROWTH
ENTERPRISE MARKET (“GEM”) OF THE
STOCK EXCHANGE OF HONG KONG LIMITED
(THE “STOCK EXCHANGE")

GEM has been established as a market designed to accommodate
companies to which a high investment risk may be attached.
In particular, companies may list on GEM with neither a track
record of profitability nor any obligation to forecast future
profitability. Furthermore, there may be risks arising out of the
emerging nature of companies listed on GEM and the business
sectors or countries in which the companies operate. Prospective
investors should be aware of the potential risks of investing in
such companies and should make the decision to invest only
after due and careful consideration. The greater risk profile and
other characteristics of GEM mean that it is a market more suited
to professional and other sophisticated investors.

Given the emerging nature of companies listed on GEM, there is
a risk that securities traded on GEM may be more susceptible to
high market volatility than securities traded on the Main Board
of the Stock Exchange and no assurance is given that there will
be a liquid market in the securities traded on GEM.

The principal means of information dissemination on GEM
is publication on the internet website operated by the Stock
Exchange. Listed companies on GEM are not generally required to
issue paid announcements in gazetted newspapers. Accordingly,
prospective investors should note that they need to have access
to the GEM website in order to obtain up-to-date information
on GEM-listed issuers.

The Stock Exchange takes no responsibility for the contents of
this annual report, makes no representation as to its accuracy or
completeness and expressly disclaims any liability whatsoever for
any loss howsoever arising from or in reliance upon the whole or
any part of the contents of this annual report.

This annual report, for which the directors of Inspur International
Limited (formerly known as Lang Chao International Limited) (the
“Company”) collectively and individually accept full responsibility,
includes particulars given in compliance with the Rules Governing
the Listing of Securities on the GEM of the Stock Exchange (the
“"GEM Listing Rules”) for the purpose of giving information with
regard to Inspur International Limited. The directors of the Company,
having made all reasonable enquiries, confirm that, to the best of
their knowledge and belief: (1) the information contained in this
annual report is accurate and complete in all material respects and
not misleading; (2) there are no other matters the omission of which
would make any statement in this annual report misleading, and
(3) all opinions expressed in this annual report have been arrived at
after due and careful consideration and are founded on bases and
assumptions that are fair and reasonable.
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Corporation Information
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INSPUR INTERNATIONAL LIMITED

Financial Summary

RAEEARRAG

RESULTS pE 3
Turnover ]
Profit before taxation B A5 BT AL A
Taxation TIE
Profit for the year FE 5 A
Attributable to: ML
Equity holders of the Company B ARIRERAA
Minority interests DR
Profit for the year FE 5 A
ASSETS AND LIABILITIES BEEREE
Total assets BERE
Total liabilities aERE
TOTAL EQUITY ERAE
Equity attributable to equity B ARIRERAA
holders of the parent JEfL A 1
Minority interests DR R

Notes:

IEHEE

For the year ended 31 December

BE+t-A=t—-HLHFE

2003 2004 2005 2006 2007
—ET-F —ETNF —TTRF —TETRF ZEZtLE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FAT FET FAT FET FHET
548,087 635,827 729,561 870,619 922,174
22,331 22,330 29,158 27917 42,848
(3,962) (4,668) (4,943) (2,770) (2,558)
18,369 17662 24,215 25,147 40,290
18,639 17662 24,215 25,160 38,801
- - - (13) 1,489

18,369 17662 24,215 25,147 40,290
72,498 106,422 288,939 433,346 743,654
(54,109) (40,831) (167,234) (268,501) (460,058)
18,389 65,591 121,705 164,845 283,596
18,389 65,591 121,705 158,127 274,654
- - - 6,718 8,942

18,389 65,591 121,705 164,845 283,596

=3
P /N = e —AZthBERSHEEMKRTL Hig

The Company was incorporated in Cayman Islands on 29 January 2003 and

became the holding company of the Group with effect from 20 February

2003 as a result of the group reorganisation, details of which are set out in

the Company’s prospectus dated 20 April 2004.

Annual Report 2007 4§

ASHMR_TT

F

FAZTARBAEENER AR <&

HEOFHEHN _TTNFOA -+ HARF ZBEER -




Financial Summary M E
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Chairman’s Statement

On behalf of the Board of Directors of Inspur International Limited
(the "Company”), | am pleased to announce the financial report of
the Company and its subsidiaries (collectively referred to as the

"Group") for the year ended 31 December 2007

FINANCIAL HIGHLIGHTS

During the year under review, the Group recorded a turnover of
HK$922,174,000 (2006: HK$870,619,000), increased by 5.92% as
compared with last year. Profit attributable to shareholders rose from
HK$25,160,000 to HK$38,801,000, increased by 54.22%. Earnings
per share rose by 49.49%, from HK$0.99 cents to HK$1.48 cents.

PROSPECT

2007 marked a landmark year to the Group in terms of corporate
development. The Group entered into a series of agreements for the
acquisition of businesses in the PRC with promising prospects and
also conducted issue of shares to investors. These moves had helped
transforming the Group from a trading company who mainly engaged
in trading of computer components, and manufacturing and trading
of computers, into a IT services and software outsourcing provider.
Our business targets at such prominent sectors include finance,
taxation, telecom, government, and medium-to-large enterprises. \We
have successfully attained a leading competitive position in those
industries, which forms a solid foundation for the Group's future

growth.

The tax-collection cashier machines market

The PRC Government has resolved to introduce policies for promotion
of the use of tax-collection cashier machines in the whole country.

This will require companies of substantial size in the retail, food and

n Annual Report 2007 4§
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Chairman’s Statement

beverage, entertainment, service and transportation industries to
install tax-collection cashier machines within the next few years. It
is anticipated that the market size could grow to above ten billions
Renminbi in next few years, and there will be plenty of room for
development in this market. Shandong Inspur Business System
Company Limited (ILHRFEA ZHAER2AF]), the acquisition of
which the Group already announced, had the largest market share in
tax-collection cashier machine market for 4 successive years with its
SR8 brand cashier machine. The Group intends to take full advantage
of its leading position in tax-collection cashier machine market and
to capitalize on its enormous market potential so that the Group's
overall operation performance will be further improved by product

and service expansion.

Telecom

The Group acquired Inspur Communication Information System
Limited CREBE(EE R4 BR AR during the year. The company
recorded strong business growth in 2007, with long-term clients
included telecom operators like China Mobile, China Unicom, China
Telecom and China Netcom. It has also expanded its business into
overseas market. With the prospective launch of 3G communication
technology in the PRC, the telecommunication industry will be boosted
by a new round of investment fund inflow. Inspur Communication
Information System Limited has been well prepared with the launch
of 3G technology. With the full-scale commencement of 3G business,
there will be plenty of opportunities in the communication industry for
the Group to explore, and on this basis it is intended that the Group
will rapidly expand the IT services segment in the communication

business.

ERP

The ERP products of Inspur Genersoft (R## A& F) have taken
leading positions in the respective sectors of State-owned Assets

Supervision and Administration Commission pharmaceuticals,
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Chairman’s Statement

petroleum chemicals, food processing, manufacturing, and building
and construction. The services provided by Inspur Genersoft has
also been ranking first amongst management software providers.
Moreover, the financial management software of Inspur Genersoft
has been ranking first amongst management software products in
the PRC in terms of customers satisfaction level. In PRC, there are
about 38% of corporations which are directly under the State-owned
Assets Supervision and Administration Commission and about 20%
of listed companies now using the management software system of
Inspur Genersoft. It will continue its effort in maintaining its current
leading positions in the aforesaid industries, as well as expanding

into the small-to-medium enterprises segment.

Future investments and acquisitions

Capitalising on the leading position in the PRC IT industry of our
controlling shareholder Inspur Group Limited, as well as the technical
support from Microsoft, our preference shares holder, and riding
on our strong cash position, the Group will, in line with market and
product development trends, increase our effort on investing in our
current niche markets in order to gain larger market share. As part
of our key strategy for future development, the Group will also seek
to acquire domestic businesses with excellent track records, so that
our business portfolio, source of income and risk profile could be

diversified.

APPRECIATION

On behalf of the Board of Directors, | would like to take this opportunity
to extend my gratitude and appreciation to our shareholders, staff
and business partners for their continued supports and hard work

during the year.

Sun Pishu
Chairman
Hong Kong, 10 March 2008
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Management Discussion and Analysis

FINANCIAL REVIEW

During the year, the Group recorded a turnover of HK$922,174,000
(2006: HK$870,619,000), increased by 5.92% as compared with
last year which was mainly attributable to the increase in sales in
manufacture and trading of computer products and development
and sales of computer software. Turnover from trading of computer

components was decreased during the year.

Gross profit was HK$92,666,000 (2006: HK$49,915,000) with gross
profit margin of 10.05% (2006: 5.73%), increased by 85.65% and
75.39% respectively which was mainly due to the change in sales
mix in 2007, with more sales of computer products which yielded

higher margin than computer components.

Administrative expenses was HK$39,670,000 (2006: HK$16,634,000),
increased by 138.49% which was mainly due to the incurring of
share option cost and increase in operating expenses of PRC

subsidiaries.

Share of profits of associates was HK$8,111,000 (2006: HK$2,645,000),
increased by 206.65% which was mainly due to the increase in

profitability of the two associates during the year.

Net profit attributable to shareholders was HK$38,801,000 (2006:
HK$25,160,000), increased by 54.22% as compared with last year
which was mainly attributable to the increase in sales of computer
products, share of profits of associates and contribution from

development and sales of computer software.

Capital structure

The Group finances its operations mainly from shareholder equity,
internal generated funds and the 6% redeemable convertible
preferred shares held by Microsoft Corporation. During the year,
the Group conducted fund raising through issue of ordinary shares

in order to enhance its capital base.
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Management Discussion and Analysis

On 16 October 2007, the Company completed the issue of 50,000,000
ordinary shares at HK$0.94 per share, and has received net proceeds
of HK$47,000,000. On 14 December 2007, subdivision of share from
HK$0.01 to HK$0.002 per share and change of board lot size from
8,000 shares to 5,000 subdivided shares were approved by the

shareholders of the Company.

Subsequent to the balance sheet date, on 22 January 2008, the
Company completed a placing of a total of 100,000,000 subdivided
ordinary shares at HK$1.25 per share to certain strategic investors
included Atlantis, Legg Mason and Merrill Lynch, and received net

proceeds of approximately HK$121,100,000.

Liquidity and financial resources

As at 31 December 2007 shareholders’ funds of the Group
amounted to HK$274,654,000 (2006: HK$158,127,000). Current
assets amounted to HK$625,899,000 (2006: HK$373,072,000) of
which HK$167,236,000 (2006: HK$148,158,000) was cash and bank
balances, mainly bank deposits denominated in Hong Kong dollars,
Renminbi and US dollars and within three months of maturity when
acquired. Current liabilities amounted to HK$275,146,000 (2006:
HK$89,227,000), mainly comprised of trade payable, amounts due
to fellow subsidiaries, other payables and accrued expenses and tax
payable. The Group's current assets were approximately 2.27 times
(2006: 4.18 times) over its current liabilities. As at 31 December
2007 the Group had no bank borrowings (2006: Nil). Gearing ratio
of the Group, calculated as total interest-bearing borrowings divided
by shareholders’ equity, was 0.64 (2006:1.09).

Although the Group has maintained a liquid position, banking facilities
have nevertheless been put in place for contingency purposes. As
at 31 December 2007 the Group's total available banking facilities,
mainly import facilities, amounted to USD3,500,000 (2006: nil).

The Directors believe that the Group has sound financial position with

sufficient resources to satisfy its capital expenditure and working

capital requirements.

Annual Report 2007 4 %f

BEER R DT

REZZZELF+A+TRA  ARRIEXIZER0.947%5
JLE1750,000,0000% & i Ik - W& 1S AT1S SIEFRE
47,000,000 - R ZTEF+-A+MA AR
AR RAED TR D (BEREEC.CIBTOFA
SRMEE.002/8L) REREBFEEEN (AEF
8,000/% B0 8 B A& F5,000i& #F AR 1) ©

REERE ARRRZEENF AT ZARKIZ
BE1.258 TR E TERKIEEE - BiFAtlantis * Legg
Mason  ZEME #4251 EL 100,000,000 45 40 38
% - 0 JE 15 PSSR I FREAD 121,100,000 7T ©

mBETRUBER

RZZEE+LF+_A=+—HB AEEREED
#4274,654,0008 7T (Z=ZE /% :158,127,0008
TL) B EE B625,899,000/8 7T (ZETNE:
373,072,000/ 1) * 167,236,000/ 70 (ZEZ
7N 148,158,000/ 7)) AEZRUBT ARB R
ETEEBARISHAA=@ANRZIBITERZ
Re RRITHERR - MBNEER275,146,0008 7T (ZF
TIN4F 189,227,000 L) - F EBRIEEMRR - ER

[B) R BT8R AR » Bt AT BR AN I FE AT B S LA K g
MR- AEENRBEENRERBBER2.27(
(ZEZRF 418(8) - RZEZLFTA=+—
H RAEBEWERITER (ZZEZRF &) - A5H
ZHERAELE (BT BERURREZRTE)
730.64 (ZZZRF:1.09) °

BEAEEECERTN N FERITAVEUES
AR - N -BBF+-F=+—0 KREH A
B)FAIRITRVE B (X2 A#NRE) /3,500,000
TL(ZETRF HE) -

EFBE FAEENPEIOLER AERHESEN
HEARAXNEBESTR




Management Discussion and Analysis

Foreign exchange exposure

All of the Group's sales and purchase are mainly denominated in
United States Dollars and Renminbi. The Group has not used any
derivative instrument to hedge against its currency exposures. The
Directors believe that with its sound financial position, the Group
is able to meet its foreign exchange liabilities as and when they

become due.

Employee Information

As at 31 December 2007, the Group had 605 (2006: 273) employees.
Increase in number of employees was mainly attributable to the
acquisition of Inspur Communication Information System Limited
during the year. Total remuneration, including Directors remuneration
and mandatory provident funds contributions, amounted to
approximately HK$16,357.000 (2006: HK$8,131,000).

Employees are remunerated according to their performance and
experience. On top of basic salaries, the Group also provides
mandatory provident fund, medical and insurance schemes for
employees. In addition, discretionary bonus and share options may
be granted to eligible employees with reference to the Group’s as

well as the employees’ performance.

Charges on assets

As at 31 December 2007 none of the Group's assets was pledged
(2006: Nil).

Contingent liabilities

As at 31 December 2007, the Group had no material contingent
liabilities (2006: Nil).
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Management Discussion and Analysis EEEsmE DM

BUSINESS REVIEW E 3 ACI]

I.  Manufacturing and trading of computer products — HEREEZEED
During the year, sales volume of computers to South America FR - MEXEEENEESERAE  EIEHEGE
recorded a strong growth of more than 50%, and the product T50% FRBEFEEMSNERER BE®
portfolio had also been expanded from previously a single line HHRRENE-ZINEABRIEELZER
to currently various lines of desktop computers. Moreover, MEXBH WIENTELASRKEE FIRT
we had also added notebook computers into our product BEREMNZTEER HEREEESHER
offering and realized product growth with diversification. HERZELEAN SEBTRERNEET BE
With the increasing demand for computer products in South HERITEY BRFEVETNAIEZHES
America, the Group believes that it may continue to strive R OBEEEFRBBEE LREE.

for technological innovation under the current business scale,
and to forge a close partnership with its customers aiming at

long-term cooperation and joint development.

Il.  Distribution of computer components = P BT HER
Following the shift in focus of the Group’s business during WERA BEEASEEBHNZEEL DHEE
the reporting period, the contributing proportion of computer BT EBEAR EEEBPHLERLZ2 T
components distribution business in our principle business will e

be lower.
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Management Discussion and Analysis

Ill.  Software and IT Services

During the reporting period, the Group had devoted greater
resources in research and development of software products
for financial and e-government services. The Group launched
a series of new software products included a banking
management and analysis software, a wealth management
software and the V1.0 Inspur Government Public Service System
jointly with Microsoft's China Technology Centre. These new
products have enriched our product offering and met financial
institutions’ and government departments’ demands of their
differentiated back office management. The Group had also
expanded its after-sale service personnel and service network
for financial industry and established a more comprehensive
after-sale service system, thereby enhanced the level of
satisfaction of customers of our own proprietary products.
The after-sale service network also served the purpose of
providing maintenance management outsource service for
financial industry equipments like ATM machines to financial
institution clients, and enhanced our results substantially. The
Group will place strong emphasis in developing software and
IT services business, continue to expand market share in the
financial market and e-government services sectors, and to
intensify software commercialization process, optimize solution
packages and lower development costs in order to expand our

scale of business at higher pace.

MATERIAL ACQUISITION, DISPOSALS AND
SIGNIFICANT INVESTMENT

Acquisitions made during the year were:

Acquisition—100% in Inspur Communication Information
System Limited

Pursuant to acquisition agreements dated 2 November 2007, the
Group has acquired 100% equity interests in Inspur Communication
Information System Limited, a company principally engaged in the
provision of software development and maintenance services for
telecommunication system and network in the PRC, at a consideration
of RMB88,000,000, subject to valuation adjustment. In consequence
of the acquisition of the business of Inspur Communication
Information System Limited, the Group has diversified its business

into telecom and IT service segments.

BEER R DT

D BERITIREZER

WEMA - MATERITELMERMEFERB
SIFEROITER A B E RO E R
AIF HHTRITEEDTRMG MEEERMN
FOR MBI R RIBRFV.05 — K5I
LETEMNMRE HRET SR EMEBUT
FIRETEZR(CHNFR  REENTERIT
EERMBABRERRGBEH ELTxE
MERRERR R TEAERTPMEE"
RIS fE Bz B R RISAA M mBBiRHe
EBATME S S RRENEREEINRF K
fEERTH T AR B A - NREE R AR RITIRTS
EBRRBERER BEBRAESRITE €
BBTRETENTSNBELRSEMFNER
ERRE - BILARTT R REFERAE RiEE
REBRE -

EXRRE  HEREARE

FNAEEGHET I -

B R EEEEFABRAA100% %

BEEHA-—ZZ+HF+—A-BZRERE A58
AR (B AR#88,000,0007T (A EMLEAE) Wk
REBREREERGARAT Z100% MR AR 2 A7)
FEEFRANEEERG MR E 2SR RIR
ERG BBWERNAEEERRARDAEL

BAEEMERMBEBETTEITRG -
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Management Discussion and Analysis

Acquisition - 21.26%
Genersoft Incorporation

in Inspur Group Shandong

Pursuant to an acquisition agreement dated 18 December 2007,
the Group has agreed to acquire an additional 21.26% equity
interests in Inspur Group Shandong Genersoft Incorporation (“Inspur
Genersoft”), a company principally engaged in the development,
distribution of enterprise resources planning products, and offering
all-round services for enterprise informationization, at a consideration
of RMB35,079,000, subject to valuation adjustment. Completion
of the acquisition is subject to, among other things, the approval
of shareholders in the extraordinary general meeting to be held
on 17 March 2008. The Group’s shareholding in Inspur Genersoft
will be increased from 30.05% to 51.31% upon completion of the

acquisition.

Save as disclosed above, the Group did not have any material
acquisitions, disposals or change in its investments during the year
ended 31 December 2007

Details of acquisition made after year end are as follows:

Acquisition - 60% in Shandong Inspur Business System
Company Limited

Subsequent to the balance sheet date, on 19 February 2008, the
Group entered into an acquisition agreement pursuant to which the
Group has agreed to acquire an additional 60% equity interests
in Shandong Inspur Business System Company Limited (“IBS"), a
company principally engaged in the development, production and sale
of computer software and computer peripherals particularly in respect
of computerized cashier machines and point-of-sale terminals, and
the provision of relevant information technology solution services, at
a consideration of RMB36,000,000, subject to valuation adjustment.
Completion of the acquisition is subject to, among other things, the
approval of shareholders in an extraordinary general meeting to be
held. The Group's shareholding in IBS will be increased from 40%

to 100% upon completion of the acquisition.
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Directors and Senior Management Profile

DIRECTORS

Mr. Sun Pishu (242 %), aged 45, is the chairman of the Board. He
joined the Group in August 1998. Mr. Sun is currently a delegate of
the People’'s Congress of the PRC. He graduated from Shandong
University with a Bachelor of Science degree in wireless electronics
in 1983 and Armstrong University in California, US with a Master
of Business Administration degree in 2002. He has attained over
15 years' experience in the IT industry particularly with its service
in the Inspur Group. He was a member of the State 863 Planning
Expert Committee (EIZ8635TE|H K Z EE) and was awarded the
title of Key Award Technological Personnel (EZ&&IE A B) by the
Shandong provincial government. He was also awarded as The 13th
Top Ten Outstanding Youth Award in the PRC in 2002. He is a director
of a number of members of the Inspur Group as well as Inspur
Corporation and is the chairman of Inspur Corporation and Inspur
Electronic Information Industry Co., Ltd., a company listed on the
Shenzhen Stock Exchange. Mr. Sun is responsible for and devotes
a substantial part of his time and effort for the overall planning and

development of the Group.

Mr. Zhang Lei (5R%), aged 44, is the general manager of the
Group. He has overall responsibility and devotes a substantial part
of his time and effort for the finance, general administration and
technology departments. He joined the Group in February 2003.
Mr. Zhang graduated from Shandong University with a Bachelor
of Science degree in Wireless Electronics and a Master degree in
Economics in 1983 and 1992 respectively. Mr. Zhang has over 15
years' experience in financial and corporate management. Mr. Zhang
was responsible for the Business Department in Shenyang People's
Bank Shenyang Securities Exchange (E5M ARBITEGESFR S
A0y, Before joining the LC Group in 2000, Mr. Zhang was the
vice-president of Shenyang Wanzhong Group (%[5 & B £ E). He is
a director of a number of subsidiaries of the Inspur Group but has
not undertaken any active role in the day-to-day management of

such companies.
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Directors and Senior Management Profile

Mr. Wang Miao (E£#), aged 45, is the deputy general manager and
compliance officer of the Group, an executive Director and an Initial
Management Shareholder. He has overall responsibility for the overall
management planning, business development, sales and marketing
and purchasing. Mr. Wang graduated from Shandong University in
July 1984 with a Bachelor degree in Computer Science. Mr. Wang
is one of the founders of the Group. Before joining the Group in
August 1998, Mr. Wang worked in the Inspur Group since 1991 and
assumed a senior management role in the business of the Inspur
Group. Through its services in the Inspur Group and the Group, Mr.
Wang has accumulated over 10 years of experience in trading and

management in IT industry.

Mr. Leung Chi Ho (RE %), aged 48, is the chief technology officer
of the Group responsible for the overall planning and development
of IT advisory services. Mr. Leung graduated from the University
of Hong Kong with a degree in Bachelor of Science (Engineering)
majoring in electrical engineering in 1982. Before joining the Group in
September 2002, Mr. Leung has worked for a number of companies
in Hong Kong engaged in IT industry, focusing on the research and
development of computer products and assuming senior engineer
role, through which he has accumulated over 20 years of experience

in IT industry.

Mr. Xin Wei Hua (¥ %), aged 52, is a non-executive Director.
He joined the Group in September 1999. Mr. Xin graduated from
Shandong University with an Adult Higher Education Professional
Certificate in Micro-computer Applications in 1990. Mr. Xin has
assumed research supervisor and manager roles in the Inspur Group
during its service in the Inspur Group since 1989, through which
he has accumulated over 15 years experience in management and
research and development for electronics and computer products.
Mr. Xin has engaged extensively in technological research in
Hong Kong and Singapore, and has been granted the First Grade
Advancement Award of provincial level (& @ EHES —F ). He is
a director of a number of companies of the Inspur Group. He is
also the general manager of Inspur Electronic Information Industry
Co., Ltd., a company listed on the Shenzhen Stock Exchange and a

member of the Inspur Group.
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Directors and Senior Management Profile

Mr.Wang Hung, Alex (E£#7), aged 45, is a non-executive Director and
an Initial Management Shareholder. He joined the Group in August
1998. Mr. Wang graduated in 1991 from Louisiana Tech University
in the US with a Master of Science degree in Electrical Engineering
and has over 15 years experience in the IT industry. Before joining
the Group in August 1998, Mr. Wang has been a design expert and
an experienced engineer in Synchrous Group Inc., deputy general
manager of the engineering department of Pacific Information Inc.,
technical deputy general manager of Mighty Micro Inc. and general
manager of Pacific Information Inc.. He is the technical controller of
Inspur Electronic Information Industry Co., Ltd., a company listed on

the Shenzhen Stock Exchange and a member of the Inspur Group.

Mr. Meng Xiang Xu, aged 45, is an independent non-executive
Director and joined the Group in March 2003. Mr. Meng graduated
from Calculator Institute of Academy of Science (FEIEIZEfrFrE
FfT), majoring in computer application, and has obtained a Doctorate
degree in 1998. He currently holds a senior position in a number of
universities and committees including the dean of Computer Science
andTechnology College of Shandong University (L Z KE 5+ E Rl £
B IT2P3), dean, professor and PhD tutor of Shandong University
Qilu Software College (IR KEHEEEBFZF7), head of the expert
group for the digitalisation of Shandong province (LLE & &8/ T
“B3E/NMEHEZR4A) and supervisor of Shandong Province Manufacturing
Information Technical Engineering Technology Research Center (L
REREEE ST IRREAEHR ). He is mainly engaged in the
research and development of computer-aided design and graphics,

and human interaction with computers.

Mr. Liu Ping Yuan, aged 72, is an independent non-executive
Director and joined the Group in March 2003. Mr. Liu has been
in the IT related industry for over 40 years detailed as follows. He
has undertaken a number of important positions in the PRC (12
ARLFBEEE =), deputy chairman and secretary general of the
Chinese Committee of the 22nd Meeting of the International Postal
Association (& B EB BB K & R BIAHZ €) and member of the Ninth
National Political Consultative Committee (72 AR FEFBIBUA 7
Zi%). He is currently chairman of Chinese Postal Association (12

EEEHBEE).

EEREAEEERE

FESE 4550 FWITEER EMHERERT -E
EER—NNANFENANMARER  TEER NN
—FEE N EXHLouisiana Tech University * U5 E
WIRREETEMN WA TEREGRBIGFLERH T
TEER—NNANFNAMAREER - R —ZBREFE
R K& Synchrous Group Inc.E (&5 &) T2AD « Pacific
Information Inc. T2 & RIAEALIE - Mighty Micro Inc.
Hufir 8424832 K Pacific Information Inc. 424532 - F %

ERRBETEEERRNERARMBMABE %
REANFINESZ S LT W ARBEENKER
e

EFBSEA 4650 B IFATES N_TT=F=
AMAREE R—ANNFEERFEMSE5ETE
P TEEMERALMSELRA BATEEZHEX
BREZEENSRBL BEILVRASTERMERE
BBk & IWRAREERMH 2k #ER
BLAESH - LREEAMTERS NESREEAR
RINBREREEEE(C T TREMAERFPLEL &
TEETBHEEMHYRT BEREMARRIE
e e

BIPRAE 7258 BUFHTER R_TT=F=
AMAREE  RITHBETEEFBBIOFLR - F
RERETZEATERAEERL BRPEARK
MEHEEE Fo+_EERBRHBEAEGH
BEZRRITIEMER RENETFEARKINE
BOAHAEEHER - KRR AT ELREHRH AT S
Eo

Annual Report 2007 5k




INSPUR INTERNATIONAL LIMITED SR #1E X B R A 7

Directors and Senior Management Profile

Mr.Wong Lit Chor, Alexis, aged 49, is an independent non-executive
director and joined the Group in March 2003. Mr. Wong graduated
from University of Toronto, Canada with a bachelor degree in arts
(economics and commerce) and has obtained a master of business
administration degree from the Chinese University of Hong Kong.
He has over 20 years of banking, investment, corporate finance and
securities dealing experience gained by working as a senior executive
in a number of listed local and PRC financial services companies. He
is currently a director of Quam Capital Holdings Limited, a subsidiary
of Quam Limited which in turn is a company listed on the Main Board
of the Stock Exchange providing comprehensive financial services.
Mr.Wong is also an independent non-executive director of Wing Hing
International (Holdings) Limited, Fortune Telecom Holdings Limited
and Argos Enterprises Holdings Limited, which are companies listed

on the Stock Exhange.

SENIOR MANAGEMENT

Mr. Chung Kwok Fai ((£F#), aged 35, is the qualified accountant
and company secretary of the Company. Prior to joining the Group,
Mr. Chung worked in an international accounting firm and was a
financial controller in a private company in Hong Kong. Mr. Chung
holds a Bachelor’'s Degree in Accountancy and is a member of Hong
Kong Institute of Certified Public Accountants. Mr. Chung joined the
Group in 2007

Mr. Dong Hailong (Z/§#), aged 30, is the manager of the
purchasing department responsible for maintaining and improving
the relationship between the Group and its suppliers. Mr. Dong
was graduated from Southwest Jiaotong University with a Bachelor
degree in Telecommunication Engineering in 1999. Mr. Dong joined
the Group in 2002.

Mr. Zoubo (88%), aged 29, is the manager of marketing department
responsible for sales and marketing activities of the Group, in particular
in maintaining relationship with existing customers, and identifying
and soliciting new customers. He has extensive experience in
business operation, Mr. Zou was graduated from Huazhong University
of Science and Technology with a bachelor degree in management
and law in 2001. Mr. Zou joined the Group in 2006.

Annual Report 2007 4 %f

EENRSHREEEGRE

BREE 4958 BUFATES N_TT=F=
AMAKRER RERNEXRZRERE  BUFE (
KERME) B2 IMEEETXRETIHE
BRTEM -BEEERBHXBFARTEN LTS
ARIMESETRAR RBTER RE bCERE

EFXHGETEREB_TFER -REREEH
BRERERAR (ESRMRBZBIAIRETAR
) THEAREERAREERERARZES
TRRBR T Em 2 KBERIZR)BRAR] K&
EfWBEEARARLRESEE (RE) ARAR
B IFMITES -

SREEE

EEESE - 355 RARR ZA BRI R AT
MWE - RIMAAREER  EXEERBERGEEITT
B YEREE—BLARHERMIGAE - E5EE
FAGHBELEU RRBEEtMAEgE &L
ER-_ETLFMAREE -

ESRELL 305 REHLE AR RRERE
EHEAHEENBR EXER-—NANFEERA
MAXBAR HAEMIEELEM -BREN_TE
ZFEIMAREME -

BRTAE 2058 MIBHEMLE A EAKENHEE
MRS  FHREKERAERPZHE UK
MENRUHNES MEXBRETAEEELR - F
RER-_ZE-—FEERERNEAR FEERR
FRBBT 2 PRERZTTRENALREE -




Corporate Governance Report

The Company has always recognized the importance of the
shareholders’ transparency and accountability. It is the belief of the
Board of Directors that shareholders can maximize their benefits
from good corporate governance.

The Company has adopted the code provisions set out in the Code
of Corporate Governance Practices (the “CG Code"”) contained in
Appendix 15 of the Rules Governing the Listing of Securities on the
GEM of the Stock Exchange.

THE BOARD

The Board is responsible for the leadership and control of the
Company and oversees the Group's businesses, strategic decisions
and performances. The Management was delegated the authority
and responsibility by the Board for the management of the Group.
In addition, the Board has also delegated various responsibilities to
the Board Committees. Further details of these committees are set
out in this report.

The Board has four regular meetings a year at quarterly interval and
meets as and when required. During the financial year ended 31
December 2007, the Board held eleven meetings. The attendance
of the directors at the board meetings are as follows:

Directors’ attendance at Board meetings

Directors

B=E

Mr. Sun Pishu N
Mr. Zhang Lei REEEAE
Mr. Wang Miao FWEE
Mr. Leung Chi Ho RERGE
Mr. Xin Wei Hua FRERE
Mr. Wang Hung, Alex FkAE

Marc Evan Brown?%t 4 *
William James Fassit4

Mr. Marc Evan Brown*
Mr. William James Fass

Mr. Meng Xiang Xu wAFBEEAE
Mr. Liu Ping Yuan BIREE
Mr. Wong Lit Chor, Alexis =LA
* Mr. Marc Evan Brown was resigned on 8 December 2007. Nine board

meetings of the Company were held during the year prior to his

resignation.
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Number of attendance

HERE

7/
9/
/1
m/m
9/
9/
4/9
4/11
7/
9/
8/11

* Marc Evan Browne £ R = E T +F+=A/\BEHE -
PREBEN ARABRTLRAESTESH -
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Corporate Governance Report

Board Minutes are kept by the Company Secretary of the Company
and are sent to the Directors for records and are open for inspection
by the Directors.

The directors enable, upon the reasonable request, to seek
independent professional advice in appropriate circumstances, at
the Company'’s expenses. The Board shall resolve to provide separate
appropriate independent professional advice to the directors to assist
the relevant directors to discharge their duties.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER
(IICEOII)

In the Board, the Chairman and CEO are separate persons in order
to preserve independence and have a balanced judgment of views.
The Board has appointed a Chairman, Mr. Sun Pishu, who has
executive responsibilities and provides leadership to the Board so
that the Board works effectively and discharges its responsibilities
and that all key and appropriate issues are discussed by the Board
in a timely manner, The CEO, Mr. Zhang Lei is an Executive Director
and has executive responsibilities over the business directions and
operational decisions of the management and performance of
the Group. The Board also comprises Independent Non-Executive
Directors who bring strong independent judgment, knowledge and
experience to the Board. As noted below, all the Audit Committee
members are Independent Non-Executive Directors. This structure
is to ensure a sufficient balance of power and authority in place
within the Group.

BOARD COMPOSITION

The Board comprises four Executive Directors, being Mr. Sun Pishu,
Zhang Lei, Wang Miao and Mr. Leung Chi Ho, three Non-Executive
Director, being Mr. Xin Wei Hua, Mr. Wang Hung, Alex, and Mr.
William James Fass and three Independent Non-Executive Directors,
being Mr. Meng Xiang Xu, Mr. Liu Ping Yuan and Mr. Wong Lit Chor,
Alexis.

The Board members have no financial, business, family or other
material/relevant relationships with each other. Such balanced board
composition is formed to ensure strong independence exists across
the Board. The biographies of the Directors are set out in Directors
and Senior Management Profile section to the annual report,
which demonstrates a diversity of skills, expertise, experience and
qualifications.
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Corporate Governance Report

The Company has received annual confirmation of independence
from the three Independent Non-Executive Directors in accordance
with Rule 5.09 of the GEM Listing Rules. The Board has assessed
their independence and concluded that all the Independent Non-
Executive Directors are independent within the definition of the
Listing Rules.

APPOINTMENTS,
REMOVAL

The Board has established a Nomination Committee (the “NC”) in

RE-ELECTION AND

August 2005. The committee consists of one Non-Executive Director,
Mr. Xin Wei Hua, with two Independent Non-Executive Directors,
Mr. Meng Xiang Xu and Mr. Wong Lit Chor, Alexis. The primary
purpose of the NC is to review the structure, size and composition
(including the skills, knowledge and experiences) of the Board on
a regular basis and make recommendations to the Board regarding
any proposed changes. The Committee identified suitable individual
qualified to become board members and makes recommendation
to the Board on relevant matters relating to the appointment or
reappointment of directors if necessary, in particular, candidates
who can add value to the management through their contributions
in the relevant strategic business areas and which appointments will
result on the constitution of strong and diverse Board.

The meetings of the NC shall be held when necessary.

RESPONSIBILITIES OF DIRECTORS

Every newly appointed director is ensured to have a proper
understanding of the operations and business of the Group and that
he is fully aware of his responsibilities under statute and common
law, the GEM Listing Rules, applicable legal requirements and other
regulatory requirements and the business and governance policies
of the issuer. The Directors are continually updated with legal and
regulatory developments, business and market changes and the
strategic development of the Group to facilitate the discharge of
their responsibilities.

The Independent Non-Executive Directors take an active role in board
meetings, contribute to the development of strategies and policies
and make sound judgement on issues of strategy, policy, performance,
accountability, resources, key appointments and standard of conduct.
They will take lead where potential conflicts of interests arise. They
are also members of various board committees and scrutinize the
overall performance of the Group in achieving agreed corporate goals
and objectives, and monitoring the reporting of performance.
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DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted a code of conduct rules (the “Model
Code") regarding securities transactions by Directors on terms no
less exacting than the required standard set out in the Model Code
for Securities Transactions by Directors of Listed Issuers as set out
in Rules 5.48 to 5.670f the GEM Listing Rules, and that having made
specific enquiry of all Directors, the Company confirms that all the
Directors have complied with the Model Code.

SUPPLY OF AND ACCESSTO INFORMATION

In respect of regular board meetings, an agenda and the accompanying
board papers are sent in full to all Directors at least 3 days before
the intended date of a meeting. Board papers are circulated to the
Directors to ensure they have adequate information before the
meeting for the ad hoc projects.

The Management has the obligation to supply the Board and its
committees with adequate information in a timely manner to
enable it to make informed decisions. Where any director requires
more information than is volunteered by the Management, each
director has separate and independent access to the issuer’s senior
management to make further enquires if necessary.

All Directors are entitled to have unlimited access to the board papers
and relevant materials. Such information is prepared to enable the
Board to make an informed decision on matters placed before it.

REMUNERATION OF DIRECTORS AND SENIOR
MANAGEMENT

The Company established a remuneration committee in August 2005.
Its terms of reference are summarized as follows:

i) To make recommendations with respect to the remuneration
of the Executive Directors and the senior management of the
Company for approval by the Board;

i) To review the remuneration package and recommend salaries,
bonuses, including the incentive awards for Directors and the

senior management; and

i) To administer and make determinations with regard to the
Company's share option scheme.
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The committee consists of one Non-Executive Director, Mr. Xin Wei
Hua, with two Independent Non-Executive Directors, Mr. Meng Xiang
Xu and Mr. Wong Lit Chor, Alexis. The attendance of each member
is set out as follows:

Directors

=

Mr. Xin Wei Hua FEERE
Mr. Meng Xiang Xu @B A
Mr. Wong Lit Chor, Alexis =% A

The remuneration committee is to consider and approve the
remuneration plans and policies for all executive directors of the
Company and senior management of the Group by reference to
the prevailing rate with companies listed on the GEM of the Stock
Exchange in Hong Kong.

In order to attract, retain, and motivate executives and key employees
serving for the Group, the Company has adopted a share option
scheme in 2004. Such incentive schemes enable the eligible persons
to obtain an ownership interest in the Company and thus to rewards
to the participants who contribute to the success of the Group's
operations.

ACCOUNTABILITY AND AUDIT

The Management provides such explanation and information to the
Board so as to enable the Board to make an informed assessment
of the financial and other information put before the approval by
the Board.

The Directors acknowledge their responsibility to prepare financial
statements for each financial year which give a true and fair view
of the state of affairs of the Group and in presenting the quarterly
results, interim and annual financial statements, and announcements
to shareholders. The Directors aim to present a balanced and
understandable assessment of the Group'’s, position and prospects.
The Board is not aware of any material uncertainties relating to events
or conditions that may cast significant doubt upon the Group's ability
to continue as a going concern, the Board therefore continues to
adopt the going concern approach in preparing the accounts.

The Board acknowledges its responsibility to present a balanced,
clear and understandable assessment in the Company’s annual
and interim reports, other price-sensitive announcement and other
financial disclosures required under the GEM Listing Rules, and
reports to the regulators.
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The Company applied the principles and complied with all the code
provisions set out in the CG Code throughout the year ended 31
December 2007, save as the Group has not performed an internal
control review during the year ended 31 December 2007 because
suitable staffing has not been acquired to perform an effective review.
The directors have planned, using internal resources or external firm,
to perform an internal control review in the coming financial year in
order to comply with Code C.2.1.

AUDIT COMMITTEE

The Audit Committee currently comprises all three Independent
Non-Executive Directors of the Company, Mr. Meng Xiang Xu, Mr.
Liu Ping Yuan and Mr. Wong Lit Chor, Alexis as the members, who
among themselves possess a wealth of management experience in
the accounting profession and commercial sectors.

Directors’ attendance at Audit Committee meetings

Directors

B=

Mr. Wong Lit Chor, Alexis =R E
(Chairman of the Audit Committee) (BEZEZESER)

Mr. Meng Xiang Xu wFBEAE

Mr. Liu Ping Yuan BINEREE

The Audit Committee meets the external auditors at least once a
year to discuss any areas of concerns during the audits without
the presence of the management. The Audit Committee reviews
the quarterly results, interim and annual reports before submission
to the Board. The Committee focuses not only on the impact of
the changes in accounting policies and practices but also on the
compliance with accounting standards, the GEM Listing Rules and
the legal requirements in the review of the Company’s quarterly
results, interim and annual reports.
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AUDITORS" REMUNERATION

During the year under review, the remuneration paid to the Company'’s
auditors, Messrs Deloitte Touche Tohmatsu, is set out as follows:

Services rendered ERHR
Audit services Fit R
Other services ETR®E

COMMUNICATIONS WITH SHAREHOLDERS

The Company's annual general meeting provides a good opportunity
for communication between the Board and the Company's
shareholders. Chairman of the Board and Committees are normally
present to answer queries raised by shareholders. External auditors
also attend the annual general meeting every year. Notice of the
annual general meeting and related papers are sent to shareholders
at least 21 calendar days before the meeting.

VOTING BY POLL

The Company informs the shareholders (in its circulars convening
a general meeting) the procedures for voting by poll and the rights
of shareholders to demand a poll to ensure compliance with the
requirements on the poll voting procedures. In accordance to articles
of association of the Company, a resolution put to the vote of a
general meeting shall be decided on a show of hands unless (before
or on the declaration of the result of the show of hands or on the
withdrawal of any other demand for a poll) a poll is demanded:

i) by the chairman of such meeting; or

ii) by at least three Shareholders present in person or in the case
of a Shareholder being a corporation by its duly authorised
representative or by proxy for the time being entitled to vote
at the meeting; or

i) by a Shareholder or Shareholders present in person or in the
case of a Shareholder being a corporation by its duly authorised
representative or by proxy and representing not less than one-
tenth of the total voting rights of all Shareholders having the
right to vote at the meeting; or
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iv)

by a Shareholder or Shareholders present in person or in the
case of a Shareholder being a corporation by its duly authorised
representative or by proxy and holding shares in the Company
conferring a right to vote at the meeting being shares on which
an aggregate sum has been paid up equal to not less than
one-tenth of the total sum paid up on all the shares conferring
that right.

The Company should count all proxy votes, and except where a poll

is required, the chairman of a meeting should indicate to the meeting

the level of proxies lodged on each resolution, and the balance for

and against the resolution, after it has been dealt with on a show

of hands. The Company should ensure that votes cast are properly

counted and recorded.

The chairman of a meeting should at the commencement of the

meeting ensure that an explanation is provided of:

the procedure for demanding a poll by shareholders before
putting a resolution to the vote on a show of hands; and

the detailed procedures for conducting a poll and then answer

any questions from shareholders whenever voting by way of
a poll is required.
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Directors’ Report

The directors have pleasure in presenting their annual report and
the audited consolidated financial statements for the year ended
31 December 2007

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The principal
activities of the Group are trading in computer components,
manufacture and trading of computer products and development

and sales of software and computer peripherals.

MAJOR CUSTOMERS AND SUPPLIERS

For the year ended 31 December 2007, the five largest customers
accounted for approximately 55.89% of the Group's total turnover.
The five largest suppliers accounted for approximately 69.57% of the
Group's total purchases. In addition, the largest customer accounted
for approximately 27.41% of the Group's total turnover while the
largest supplier accounted for approximately 47.88% of the Group'’s

total purchases.

Except for Inspur Group Limited (“Inspur Corporation”), the controlling
shareholder of the Company, and its subsidiaries (together referred to
as “the Inspur Group”), none of the directors, their associates or any
shareholders (which, to the knowledge of the directors, own more
than 5% of the Company's issued share capital) had any interest
in the Group's five largest customers and suppliers. Sales to and
purchases from the Inspur Group amounted to approximately 27.41%
and 2.31% respectively of the total sales and total purchases of the

Group for the year ended 31 December 2007.

SHARE CAPITAL

Details of movement during the year of the Company's share capital

are set out in note 25 to the consolidated financial statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 31 December 2007 are

set out in the consolidated income statement on page 44.

The directors do not recommended the payment of a final dividend
for the year ended 31 December 2007.
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PURCHASE, SALES OR REDEMPTION OF
LISTED SECURITIES

During the year ended 31 December 2007, neither the Company nor
any of its subsidiaries had purchased, sold or redeemed any of the

Company's listed shares.

PRE-EMPTIVE RIGHTS

There are no provision for pre-emptive rights under the Company's
Memorandum and Articles of Association, or the laws of the Cayman
Islands, which would oblige the Company to offer new shares on a

pro-rata basis to existing shareholders.

RETIREMENT BENEFIT SCHEME

Details of the Group's retirement benefit scheme are set out in note

31 to the consolidated financial statements.

SUBSIDIARIES

Particulars of the Company’s subsidiaries are set out in note 33 to

the consolidated financial statements.

PROPERTY, PLANT AND EQUIPMENT

Details of movements during the year in the property, plant and
equipment of the Group are set out in note 16 to the consolidated

financial statements.

CONNECTED TRANSACTIONS

Particulars of the Group's related party transactions are set out in
note 32 to the consolidated financial statements, certain of which
also constitute connected transactions under Chapter 20 of the Rules
Governing the Listing of Securities on the Growth Enterprise Market
of The Stock Exchange of Hong Kong Limited (the "GEM Listing

Rules”). The connected transactions are as follows:

1. On 8 April 2004, the Company and the Inspur Group entered
into a trademark licence agreement (the “Trademark Licence
Agreement”) which allowed the Group to use the trademark
"Lang Chao"” in Hong Kong, Taiwan and the People's Republic

of China free of charge.
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Further details of such continuing connected transaction were
disclosed in the Company's prospectus dated 20 April 2004
(the “Prospectus”).

The independent non-executive directors have reviewed the
above connected transaction and confirmed that the above
transaction was in accordance with the relevant agreement
governing the terms that are fair and reasonable and in the
interests of the shareholders of the Company as a whole. Such
transaction was exempted from the reporting, announcement
and shareholders’ approval requirement pursuant to Rule
20.33(3) of the GEM Listing Rules.

On 1 April 2004, the Company entered into a distributorship
agreement (the “Distributorship Agreement”) with Inspur
Corporation pursuant to which the Group became the exclusive
distributor of the products of the Inspur Group, including
personal computer and servers, in Hong Kong and overseas
markets such as Japan and United States of America for a
period of three years commencing 1 April 2004. The Group will
receive a commission of 5% of the total value of the sales of
the products of the Inspur Group as procured by the Group.

Further details of such continuing connected transaction were
disclosed in the Prospectus.

During the year, the Group did not procure any products from
the Inspur Group under the Distributorship Agreement and has
not received any commission from the Inspur Group.

On 29 August 2006, a new sourcing agent agreement was
entered into between the Group and Inspur Corporation which
extended the period from 1 January 2007 to 31 December 2009
(the “Sourcing Agent Agreement”). The Inspur Group will, with
reference to the then market prices, pay a premium of not less
than 1.5% above the purchase price paid by the Group, without
taking into account of rebates received from suppliers, for all
computer components sourced overseas by the Group on their
behalf. The Company and Inspur Corporation agreed that the
maximum annual caps of the sales of goods by the Group to
the Inspur Group pursuant to the Sourcing Agent Agreement
("the Sales”) will not exceed HK$180 million, HK$200 million
and HK$300 million for each of the financial year ended 31
December 2007, 2008 and 2009 respectively.
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The Sales for the year ended 31 December 2007 amounted
to HK$173,720,000.

The independent non-executive directors have reviewed the
Sales for the year ended 31 December 2007 and confirmed
that the Sales were (i) in the ordinary course and usual course
of the Group's business; (ii) on terms no less favourable to
the Group than terms available from independent third parties
who are not connected persons of the Group as defined in the
GEM Listing Rules; and (iii) in accordance with the relevant
agreement governing the Sales on terms that are fair and
reasonable and in the interests of the shareholders of the

Company as a whole.

On 29 August 2006, the Company entered into a master
supply agreement (the “Master Supply Agreement”) with
Inspur Corporation pursuant to which the Group will supply
the computer products to the Inspur Group for the purpose
of overseas export for a period until 31 December 2008. The
Group and Inspur Corporation agreed that maximum annual
caps of the supply of the computer products by the Group to
the Inspur Group pursuant to the Master Supply Agreement
("the Supplies”) will not exceed HK$198 million, HK$296 million
and HK$394 million for the period from 9 October 2006 (date
of Independent Shareholders’ approval) to 31 December 2006
and each of the financial year ended 31 December 2007 and
2008 respectively. The price per unit for the computer products
to be supplied by the Group will be set with reference to the
then prevailing market rates of such computer products at the

relevant time.
Further details of such continuing connected transaction were
disclosed in the Company'’s circular dated 22 September 2006

(the “Circular”).

The Supplies for the year ended 31 December 2007 amounted
to HK$274,770,000.
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Directors’ Report

The independent non-executive directors have reviewed the
above connected transactions for the year ended 31 December
2007 and confirmed that the Supplies were (i) in the ordinary
course and usual course of the Group’s business; (ii) on
terms no less favourable to the Group than terms available
to independent third parties who are not connected persons
of the Group as defined in the GEM Listing Rules; and (iii) in
accordance with the relevant agreement governing the Supplies
on terms that are fair and reasonable and in the interests of

the shareholder’s of the Group as a whole.

On 29 August 2006, the Company entered into a master
services agreement (the “Master Services Agreement”) with
Inspur Corporation pursuant to which the Group will provide
the IT services to the Inspur Group for a period until 31
December 2008. The Group and Inspur Corporation agreed that
the maximum annual caps of the provision of the IT services
by the Group to the Inspur Group pursuant to the Master
Services Agreement (“the IT Services"”) will not exceed HK$2
million, HK$4 million and HK$6 million for the period from 9
October 2006 (date of Independent Shareholders’ approval)
to 31 December 2006 and each of the financial year ended
31 December 2007 and 2008 respectively. The service fee for
the IT services to be provided by the Group will be set with
reference to the then prevailing market rates of the IT Services
at the relevant time.

Further details of such continuing connected transaction were

disclosed in the Circular.

The IT Services for the year ended 31 December 2007
amounted to HK$3,912,000.

The independent non-executive directors have reviewed the
above connected transactions for the year ended 31 December
2007 and confirmed that the IT Services were (i) in the ordinary
course and usual course of the Group’s business; (ii) on
terms no less favourable to the Group than terms available
to independent third parties who are not connected persons
of the Group as defined in the GEM Listing Rules; and (iii)
in accordance with the relevant agreement governing the
IT Services on terms that are fair and reasonable and in the

interests of the shareholder’s of the Group as a whole.
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On 29 August 2006, the Company entered into a master
purchase agreement (the “Master Purchase Agreement”) with
Inspur Corporation pursuant to which the Group will purchase
the computer hardware and software products from Inspur
Group for a period until 31 December 2008. The Group and
Inspur Corporation agreed that the maximum annual caps of
the purchase of the computer hardware and software products
by the Group from the Inspur Group pursuant to the Master
Purchase Agreement (“the Purchases”) will not exceed HK$40
million, HK$60 million and HK$100 million for the period from
9 October 2006 (date of Independent Shareholders’ approval)
to 31 December 2006 and each of the financial year ended 31
December 2007 and 2008 respectively. The price per unit of the
computer hardware and software products purchased from the
Inspur Group will be set with reference to the then prevailing
market rates of such computer hardware and software products

at the relevant time.

Further details of such continuing connected transaction were

disclosed in the Circular.

The Purchases for the year ended 31 December 2007 amounted
to HK$58,887,000.

The independent non-executive directors have reviewed the
above connected transactions for the year ended 31 December
2007 and confirmed that the Purchases were (i) in the ordinary
course and usual course of the Group's business; (i) on terms
no less favourable to the Group than terms available from
independent third parties who are not connected persons
of the Group as defined in the GEM Listing Rules; and (iii)
in accordance with the relevant agreement governing the
Purchases on terms that are fair and reasonable and in the

interests of the shareholder’s of the Group as a whole.

On 29 August 2006, the Company entered into a selling agency
agreement (the “Selling Agency Agreement”) with Inspur
Corporation pursuant to which the Group appoints the Inspur
Group to act as selling agent in the sale of the products and
the services of the Group. In return, the Inspur Group will
receive a commission of 1% of the total sales value of the

products and the services. The expected maximum amounts
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Directors’ Report

of commission to be paid by the Group to the Inspur Group
pursuant to the Selling Agency Agreement will not exceed
HK$300,000, HK$600,000 and HK$900,000 for the period from
9 October 2006 (date of Independent Shareholders’ approval)
to 31 December 2006 and each of the financial year ended 31
December 2007 and 2008.

Further details of such continuing connected transaction were

disclosed in the Circular.

The commission paid to the Inspur Group for the year ended
31 December 2007 amounted to HK$100,000.

On 9 November 2007, Inspur Communication Information
System Limited (“Inspur Communication”) CEBR{EE E X5 HE
R/~ 7]), awholly owned subsidiary of the Company, entered into
a subcontracting agreement (the “Subcontracting Agreement”)
with Inspur Corporation pursuant to which the Inspur Group
will subcontract its software development and maintenance
business to Inspur Communication (“the Sale Transaction”). The
contractual amount of the business subcontracted to Inspur
Communication will be based on the amount of contract bid
by the Inspur Group under the tender out of which Inspur
Communication shall pay a commission of 0.5% of the total
contract sum. The Group and Inspur Corporation agreed that
the maximum annual caps of the Sale Transaction for each
of the three years ending 31 December 2010 will not exceed
RMB15 million, RMB15 million and RMB15 million (equivalent
to approximately HK$15.3 million, HK$15.3 million and HK$15.3

million) respectively.

Further details of such continuing connected transaction
were disclosed in the Company's circular dated 27 November
2007.

There was no commission paid to the Inspur Group for the
year ended 31 December 2007.

FRZZEZENFT_A=T—RIESHERFE:
AREBRBEHEREBHEFSRBEBE A
HESME L/ &0 5T E#B300,000E 7T
600,000/ 7T %900,000/& 7T

BB ERERS c RFHBERBRARKE -

HE_ZZ+F+-_A=+—HIFE 2[R
WEE 2 e 28 /4100,0008 7T

RZZZLF+—ANA ARARZEHB AR
RHBEEERGARRDR (DREBE]) &
RBRREI D emE ([oemEl) Bt
REEESPESGEERREESTRBB
{éH%%“%Moﬂa%ﬂﬂLﬁmﬁﬁAm
SR IRIRILFRHNRZSREE B R
HMBEARSESBRANRUERBZNEL
BEZ05%ERME -AEERRBARRE
HE_ZT—TSF+-A=+—RI=-EFEZS
F HERGZFELBLROBITHBARE
15,000,000 - AR#15,000,000 0 & A R
15,000,000t (9 5I149555415,300,0007 7T *
15,300,000/ %% 15,300,0007T) °

Pl ERER S 2 At FHERARRI B A =
ERLE+ At ERZBRARKE -

BHEZZLF+ A=t —RILFEHERDR
iESE Ry

Annual Report 2007 5k




INSPUR INTERNATIONAL LIMITED SR #1E X B R A 7

Directors’ Report

9. On 14 December 2007 Inspur (Shangdong) Electronic Information
Company Limited CRE(LLER)E T 2 BRAA]), a subsidiary
of the Company acquired a 51% equity interest in Inspur
Communication from Shandong Inspur Electronic Information
Technology Company Limited (ILUFR#EFEERFEERA
7)), a subsidiary of Inspur Corporation, at a consideration of
RMB44,880,000 (equivalent to approximately HK$47749,000.
Further details regarding the acquisition were disclosed in the

Company'’s circular dated 27 November 2007.

The independent non-executive directors have received the
transactions and confirmed that the terms of the transactions are
fair and reasonable and in the interests of the shareholders of the

Company as a whole.

Pursuant to Rule 20.38 of the GEM Listing Rules, the board of
directors (the “"Board"”) engaged the auditor of the Company to
perform certain agreed upon procedures in respect of the continuing
connected transactions of the Group. The auditor has reported its

factual findings on these procedures to the Board.

DISTRIBUTABLE RESERVES OF THE
COMPANY

As at 31 December 2007 the Company's reserves available for

distribution are set out as below:

Special reserve R
Share premium & im(E
Preferred shares equity reserve BERBRAFEE
Accumulated losses 25 EE
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Directors’ Report

Under the Companies Law, Cap. 22 (Law 3 of 1961, as consolidated
and revised) of the Cayman Islands, the share premium of the
Company may be distributed subject to the provision of the
Company's Memorandum and Articles of Association and provided
that immediately following the date on which the dividend is proposed
to be distributed, the Company will be in a position to pay off its
debts as and when they fall due in the ordinary course of business.
This share premium account may also be distributed in the form of

fully paid bonus shares.

DIRECTORS

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

Executive directors:

Mr. Sun Pishu
Mr. Zhang Lei

Mr. Wang Miao
Mr. Leung Chi Ho

Non-executive directors:

Mr. Wang Hung, Alex
Mr. Xin Wei Hua

Mr. William James Fass
Mr. Marc Evan Brown

(resigned on 8 December 2007)
Independent non-executive directors:

Mr. Meng Xiang Xu
Mr. Liu Ping Yuan
Mr. Wong Lit Chor, Alexis

In accordance with the Company’s Articles of Association, Messrs.
Leung Chi Ho, Liu Ping Yuen, Wang Miao and Xin Wei Hua will retire
and, being eligible, offer themselves for re-election at the forthcoming

annual general meeting.

DIRECTORS’ SERVICE CONTRACTS

None of the directors has a service contract with the Company which
is not determinable by the Group within one year without payment

of a compensation, other than the statutory compensation.
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DIRECTORS’ INTERESTS IN CONTRACTS OF
SIGNIFICANCE

No contract of significance to which the Company, any of its holding
companies, fellow subsidiaries or subsidiaries was a party and in
which a director of the Company had a material interest, whether
directly or indirectly, subsisted at the end of the year or at any time

during the year.

DIRECTORS" AND CHIEF EXECUTIVE'S
INTERESTS AND SHORT POSITIONS IN THE
SHARES OF THE COMPANY

As at 31 December 2007, the interests and short positions of the
directors and the chief executive and their associates in the shares
and underlying shares of the Company or any of its associated
corporations, as recorded in the register required to be kept by the
Company pursuant to Section 352 of the Securities and Futures
Ordinance (the “SFQ"), or as otherwise notified to the Company and
The Stock Exchange of Hong Kong Limited pursuant to the Rules
5.46 to 5.68 of the GEM Listing Rules were as follows:

(a) Long positions in the shares of the Company

Name of director Capacity
BENE g4

Wang Miao Beneficial owner
Ea EnAA

Wang Hung, Alex Beneficial owner

T EmEAA
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Directors’ Report

(b) Long positions in the underlying shares of equity

Save as disclosed above, as at 31 December 2007, none of the
directors or the chief executive nor their associates had any interests

or short positions in any shares or underlying shares of equity

derivatives of the Company

Name of director

EEHR

Sun Pishu
BRAR

Zhang Lei

b

Leung Chi Ho
Wang Miao

By

Wang Hung, Alex
Fi&

Xin Wei Hua

¥z

Note: The share options were granted under the Pre-IPO Share Option

Capacity
54

Beneficial owner
EnBEEA
Beneficial owner
BERBEEA
Beneficial owner
ERBEAA
Beneficial owner
EmREBAA
Beneficial owner
ERBEAA
Beneficial owner

EmBEAA

=3

e

Options in the Company

(b) AREIRALTETRAIEERGHIRE

(Unlisted and physically settled equity derivatives)

KRR ZBRE

FLTRENRBZBATETR)

Description of

equity derivates

BAESTETR
R
(Note)
(Htet)

Share option
B
Share option
g
Share option
g
Share option
g
Share option
BN
Share option
B

Scheme as disclosed in the Prospectus. These options will expire

ten years from the date of grant.

derivatives of the Company or any of its associated corporations.

B ok :

Number of
underlying
shares
HERS
HEE

20,000,000

20,000,000

20,000,000

20,000,000

20,000,000

20,000,000

Subscription
price per
share
BRABE
HK$

BT

0.0648

0.0648

0.0648

0.0648

0.0648

0.0648
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS
AND OTHER PERSONS’ INTERESTS AND
SHORT POSITIONS IN SHARES AND
UNDERLYING SHARES

As at 31 December 2007, the following persons or companies (other
than the directors or chief executive of the Company) had an interest
or short position in the shares or underlying shares of the Company
as recorded in the register of interests required to be kept by the
Company pursuant to Section 336 of the SFO, and were directly or
indirectly, interest in 5% or more of the nominal value of any class of
share capital carrying rights to vote on all circumstances as general

meeting of any other members of the Group were as follows:

(a) Long positions in shares of the Company

Name of shareholder Capacity

RERER 51

Inspur Corporation Corporate (Note)
b=y VNC] RA) (M)
Inspur Electronics (HK) Limited

RHET (BE) ARA

Beneficial owner

ERmBFAA

Note: Inspur Corporation is taken to be interested in 1,350,000,000
shares due to its 100% shareholdings in the issued share capital

of Inspur Electronics (HK) Limited.

(b) Long positions in series A senior redeemable
convertible voting preferred shares of the Company

Name of shareholder Capacity

REREH 545

Beneficial owner

sHBA

Microsoft Corporation

(ZENG] Ha
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As at 31 December 2007, no persons have any other relevant
interests or short positions in shares or underlying shares of

equity derivatives of the Company.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of the
whole or any substantial part of the business of the Company were

entered into or existed during the year.

SHARE OPTIONS

Details of the Company’s share option schemes are set out in note

26 to the consolidated financial statements.

ARRANGEMENTS TO PURCHASE SHARES OR
DEBENTURES

Other than the option holdings disclosed above, at no time during
the year was the Company, its holding company, or any of its
subsidiaries or fellow subsidiaries, a party to any arrangements to
enable the directors of the Company to acquire benefits by means
of the acquisition of shares in, or debentures of, the Company or

any other body corporate.

AUDIT COMMITTEE

The Company established an audit committee on 8 April 2004 with
written terms of reference in compliance with Rules 5.28 to 5.33 of
the GEM Listing Rules. The primary duties of the audit committee are
to review and supervise the financial reporting process and internal
control systems of the Group. The audit committee comprises three
independent non-executive directors, Messrs. Meng Xiang Xu, Liu
Ping Yuan and Wong Lit Chor, Alexis. Mr. Wong Lit Chor, Alexis is

the chairman of the audit committee.

Up to the date of approval of these consolidated financial statements,
the audit committee has held four meetings and has reviewed the
Company's draft annual, interim and quarterly financial reports and
consolidated financial statements prior to recommending such reports

and consolidated financial statements to the Board for approval.
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The Group's audited results for the year ended 31 December
2007 have been reviewed by the audit committee, which was of
the opinion that the preparation of such results complied with the
applicable accounting standards and requirements and that adequate

disclosures have been made.

CORPORATE GOVERNANCE

The Company applied the principles and complied with all the code
provisions set out in the Code on Corporate Governance Practices
(the "Code”) contained in Appendix 15 of the GEM Listing Rules
throughout the year ended 31 December 2007, save for the code
provisions on internal controls to be implemented for the coming
financial year which are set out in the Corporate Governance Report

of the Company.

INDEPENDENCE OF INDEPENDENT NON-
EXECUTIVE DIRECTORS

The Company confirmed that annual confirmations of independence
were received from each of the Company's independent non-
executive directors pursuant to Rules 5.09 of the GEM Listing Rules
and all independent non-executive directors are considered to be

independent.

CODE OF CONDUCT REGARDING SECURITIES
TRANSACTIONS BY DIRECTORS

During the financial year ended 31 December 2007, the Company
had adopted a code of conduct regarding securities transactions by
directors on terms no less exacting than the required standard of
dealings set out in Rules 5.48 to 5.67 of the GEM Listing Rules.
The Company also had made specific enquiry of all directors and the
Company was not aware of any non-compliance with the required
standard of dealings and its code of conduct regarding securities

transactions by the directors.
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EMOLUMENT POLICY

The emolument policy of the employees of the Group is set up by the
Remuneration Committee on the basis of their merit, qualifications

and competence.

The emoluments of the directors of the Company are decided by the
Remuneration Committee, having regard to the Company's operating

results, individual performance and comparable market statistics.

The Company has adopted a share option scheme as an incentive
to directors and eligible employees, details of the scheme are set

out in note 26 to the consolidated financial statements.

CLOSURE OF REGISTER OF MEMBERS

The Register of Members will be closed from 24 April 2008 to 28 April
2008, both days inclusive, during which period no transfer of shares
will be effected. All transfers accompanied by the relevant share
certificates must be lodged with the Company’s Hong Kong branch
registrar, Computershare Hong Kong Investor Services Limited,
Rooms 1712-1716, 17th Floor, Hoepwell Centre, 183 Queen’'s Road
East, Hong Kong not later than 4:30 p.m. on 23 April 2008.

POST BALANCE SHEET EVENTS

Details of significant events occurring after the balance sheet date

are set out in note 35 to the consolidated financial statements.

AUDITOR

A resolution will be submitted to the annual general meeting to
re-appoint Messrs. Deloitte Touche Tohmatsu as the auditor of the
Company. There has been no change in the auditor of the Company

since its incorporation on 29 January 2003.

On behalf of the Board

SUN PISHU

CHAIRMAN

Hong Kong, 10 March 2008
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INDEPENDENT AUDITOR'S
REPORT

Deloitte.
9

TO THE SHAREHOLDERS OF
INSPUR INTERNATIONAL LIMITED

(incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of Inspur
International Limited (the “Company”) and its subsidiaries (collectively
referred to as the “Group”) set out on pages 44 to 120, which
comprise the consolidated balance sheet as at 31 December 2007,
and the consolidated income statement, consolidated statement
of changes in equity and consolidated cash flow statement for the
year then ended, and a summary of significant accounting policies

and other explanatory notes.

Directors’ responsibility for the consolidated
financial statements

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

estimates that are reasonable in the circumstances.

Auditor’s responsibility

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

statements are free from material misstatement.

Annual Report 2007 3§

B BEHRE

BREBEBRAERARRRE
(RESHEZMA L HFRAR])

AtzgEn (ATERE (5] ) CERINBERFEI4E
E120BRFMEBRERAR ( [ERF] ) REKEB
RA) (i [ERE] ) WERMEERE - WRa M
BHRREER-_ZZLF+ A=+ HAZKRREE
BEREBEZA LFENGARAR  Haka®
PHRRMEAESREREK - WREZGFTBERHZE
N E A HY SRS

EENGEEMBBRRARENEE

ho & dErE B AR R S BB A T T 3RER S B RS R AR
AR T - EGA M BHRE T FERNKEER
FRER MG B E A REUL  BENEREE ST
KR ¢+ RIRIERTEH ARG A -

REETHEE

ZAMBEERRERMANEZLENER - HZER
EMBHRRELBYER  ERERBRERE - Rt
PASK - B & E TR BIERMAE o BRI
RREENAR  HEMEMATARIFARERZER
- ZHMERBEEESAMAGRANE R LR
EITEZ o FUERIZRRFIETERRE - YRS
RTEZ  UEEREUSGREMBHRRRETE
BEAERERERL ©




INDEPENDENT AUDITOR’S
REPORT

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

the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient

and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements give a true
and fair view of the state of affairs of the Group as at 31 December
2007 and of the Group's profit and cash flows for the year then
ended in accordance with Hong Kong Financial Reporting Standards
and have been properly prepared in accordance with the disclosure

requirements of the Hong Kong Companies Ordinance.

Deloitte Touche Tohmatsu

Certified Public Accountants

Hong Kong
10 March 2008
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INSPUR INTERNATIONAL LIMITED SE BB G R A A

Consolidated Income Statement melEE

B

For The Year Ended 31 December 2007

BE-FFLE+-A=+—HIFE

2007 2006

—ETF ZETRF

NOTES HK$'000 HK$'000

Hiat FER FAT

Revenue & 7 922,174 870,619

Cost of sales 8H & BN (829,508) (820,704)

Gross profit EH 92,666 49,915

Other income ElA 9 3,657 3,975

Administrative expenses T E A (39,670) (16,634)

Other operating expenses HEmeEER (7,611) -

Interest expenses FEZ W (14,305) (11,984)

Share of profits of associates JEMRERE R 8,111 2,645

Profit before taxation KR AL A 42,848 27917

Taxation A 10 (2,558) (2,770)

Profit for the year FR4EF 11 40,290 25,147

Attributable to: e

Equity holders of the parent B RRIRERB A 38,801 25,160

Minority interests LR R 1,489 (13)

40,290 25,147

Dividend % 8 14 7715 15,333
Earnings per share TR & 15

Basic AR HK1.48 cents HK0.99 cents

1.48341l 0.997511L

Diluted Ha HK1.32 cents HK0.99 cents
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RABEEREARAA

Consolidated Balance Sheet

At 31 December 2007

Non-current assets
Property, plant and equipment
Goodwill
Other intangible assets
Interests in associates

Current assets

Inventories

Trade receivables

Prepayments, deposits and
other receivables

Amounts due from customers
for contract work

Amount due from an associate

Amounts due from
fellow subsidiaries

Amount due from ultimate
holding company

Taxation recoverable

Bank balances and cash

Current liabilities
Trade and bills payables
Other payables and
accrued expenses
Amounts due to customers
for contract work
Amounts due to fellow subsidiaries
Amount due to immediate
holding company
Amount due to ultimate
holding company
Taxation payable

Net current assets

Total assets less current liabilities

Non-current liabilities
Redeemable convertible
preferred shares
Deferred tax liabilities

FRBEE

E NG
R
Hib | & E

= UNlb

MBEE

&

B 5 [ YRR
BNFR - RER

H At U AR K
ERKREFEH

Ti2FER

FE W — g 2 X B BRRR
FE W [R] £

B A KA
B LT B3 AR AR BRL X R KRR
AU B FE IR
RITRBRNIRE

mBRAE
B 5 RN RS R ENRIE
H b RE A BRFR N
FEETFX
RN EP AKX TN

FE At [R] &2 IR /8 2 A1 SR AR
ANR=EES el ONCI
A B AR AR B X R SRR

eI IR

MENEEFHE
HEERTDEE

FRBEE
REACEE T

I

= A

2 ==

piod

SEBER

-~

INSPUR INTERNATIONAL LIMITED

{—FFLFF=A=+—A

NOTE
ftaE

16
17
19
20

21
22

22

23
22

22

22

22

24

24

23
24

24

24

27
28

2007 2006

S e
HK$'000 HK$'000
TR Tt
3,777 1,762
30,542 =
12,288 =
71,148 58,612
117,755 60,274
56,341 45,297
59,408 13,787
13,689 8,299
6,136 =

- 58
37,625 15,523
285,171 141,053
293 897
167,236 148,158
625,899 373,072
122,342 61,264
81,273 20,825
2,101 =
65,304 7,099
- 39

3,646 =
480 =
275,146 89,227
350,753 283,845
468,508 344,119
181,840 179,274
3,072 =
184,912 179,274
283,596 164,845
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INSPUR INTERNATIONAL LIMITED SE BB G R A A

- 'A1 /m
Consolidated Balance Sheet mEE EEad
e
At 31 December 2007 R-FBE+F+-A=+—H
2007 2006
—EZTLHF —EERF
NOTE HK$'000 HK$'000
k3 FHET FBT
Capital and reserves BN R
Share capital f&Zs 25 5,861 5,143
Reserves G 268,793 152,984
Equity attributable to equity BRRIRERB A
holders of the parent FEAG AR HE 274,654 158,127
Minority interests LE R RS 8,942 6,718
Total equity R B R 283,596 164,845
The consolidated financial statements on pages 44 to 120 were approved BN FAEEF120BENGRAVBERRERE
and authorised for issue by the Board of Directors on 10 March 2008 EE2RZTTN\F= AT AILEREETT
and are signed on its behalf by: WHTINESRRESTSEE
DIRECTOR DIRECTOR
EFE EFE
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SRIME AR A A INSPURINTERNATIONAL LIMITED

Consolidated Statement Of SRERBZEERE
Changes In Equity

I
For The Year Ended 31 December 2007 HE—TE+F+-A=1—HIFE

Attributable to equity holders of the parent

BARREEEAELS

Preferred

shares  Share

equity  option Minority
Share  Share  Special reserve reserve Translation Retained interests

capital premium reserve EER  BERE reserve  profits  Total S8 Total
Br ROEE SHEE RARE  BE EXRE EEES 4% RRER @t
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HKS'000
Tén Thrn Thr TExr TExr TEr TEr  TEr  TEr  TEn

At 1 January 2006 R-EE E-F-H 4911 66,862 92 6,387 = (221) 43674 121,705 - 121,705
Exchange differences arising ERRRARER

on translation of operations BRIMNEBREEZ

outside Hong Kong recognised EiZZ

directly in equity - - - - - 8,643 - 8643 - 8643
Profit for the year ERE - - - - - - 25160 25160 (13) 25,147
Total recognised income Efati

(expense) for the year BA (i) - - - - - 8648 25160 33803 (13 33790
Minarity interest in a FkERBAR

subsidiary acquired YRR ER - - - - - - - - 671 6731
Exercise of share options EkRE 232 6669 - - - - - 690 - 6901
Equity component of the redeemable AEETAREER

convertible preferred shares ZIRERH - - - 11,061 - - - 11,060 - 11,061
Dividend paid BIERE = = = = = - (15333 (15,333) - (15333

232 6,669 - 11,061 - - (15333 2619 6,731 9,350

At 31 December 2006 RZEERETZA=T-H 5,143 73531 9 17438 - 8422 B3B01 158127 6718 164845
Exchange differences arising EERRATRR

on translation of operations BEIMMEBREEZ

outside Hong Kong recognised EiZZ

directly in equity - - - - - 21576 - 21576 735 2231
Profit for the year R - - - - - - 38801 38801 1489 40290
Total recognised income for the year ERBED LM - - - - - 21576 38801 60377 2224 62,601
Exercise of share options ffeiEmE 218 5386 - - - - - 6,104 - 6104
Issuance of new shares Bk 500 46,500 - - - - - 47000 - 47000
Transaction costs attributable to ERREERARA

issue of shares - (176) - - - - - (176) - (176)
Recognition of equity-settled BT RRESE RN

share-based payments SHZFE - - - - 10937 - - 10937 - 10937
Dividend paid EIRRE - - - - - - (1715)  (7715) - (1715

78 52210 - - 10937 - (7715 56,150 - 56,150

At 31 December 2007 R-EE+F+-A=t-H 5861 125,741 92 17438 10937 29998 84587 274,654 8,942 283596

The special reserve of the Group represents the difference between A& B B Rk R AR M B 2 I iR () B EE AR R B
the nominal value of the shares of the subsidiaries and the nominal AR ESAERFIET R ZEITHARARRGEOE
amount of the Company'’s shares issued for the acquisition at the time BERE 2 HRESRE ©

of the reorganisation prior to the listing of the Company’s shares.

Annual Report 2007 5k




INSPUR INTERNATIONAL LIMITED SE BB G R A A

Consolidated Cash Flow GEWEEREHREK

Annual Report 2007 3§

Statement
e
For The Year Ended 31 December 2007 BE—TET+FE+—A=+—HIFF
2007 2006
S B
NOTE HK$'000 HK$'000
MtaE FER FAT
OPERATING ACTIVITIES REEWK
Profit before taxation BRA% AT AR 42,848 27917
Adjustments for: BT SIEFARE
Share of profits of associates FE(LESE & R Al 4 A (8,111) (2,645)
Interest income FBUA (2,358) (2,718)
Interest expense FBEX W 14,305 11,984
Amortisation of other intangible assets  E {4 2 & A # 479 =
Depreciation of property, Y BB REETE
plant and equipment 934 589
Gain on disposal of an associate & — A EE A B 2 B - (384)
Net loss on disposal of property, HEME  BEX
plant and equipment REZ2FEE 21 2
Allowance for bad and doubtful debts RIZREE 7132 -
Expense recognised in profit or B RARRRE S AR &
loss in respect of equity-settled A7 RN EER
share-based payments R 10,937 =
Write-down of inventories FEMOR 1,258 1,621
Operating cash flows before LiBESEEA
movements in working capital KSR S RE 67,445 36,366
(Increase) decrease in inventories FE (gn) md (11,600) 41,208
Increase in trade receivables ‘f’f%fﬂﬁ(ﬁﬁ K3 AN (11,903) (10,821)
Decrease (increase) in prepayments, TERRIE - e K EHA
deposits and other receivables WBZEE SO (3Eh0) 693 (8,264)
Decrease in amounts due from EBWEREEH4
customers for contract work TRERERD 1,577 -
Decrease (increase) in amount i Gl /NG
due from an associate RIR A () 58 (58)
Increase in amounts due & U () &= B Bf /8 2 )
from fellow subsidiaries SRIEIE N (11,696) (5,323)
Increase in amount due from JFEY I B4 AR A 7
ultimate holding company FRIEIE NN (134,995) (141,051)
Increase (decrease) in trade B SRR R ENRE
and bill payables #Zm Omd) 44,453 (3,030)
Increase in other payables and E b ETBRFR
accrued expenses FE T 42 hn 70,420 5,505
Decrease in amounts due to ERRFAEXHIRE
customers for contract work BRI (2,981) =
Increase in amounts due to NI ES =N
fellow subsidiaries SRR N 12,005 6,183
(Decrease) increase in amount e EEIER AT
due to immediate holding company SIE (i) (39) 39
Increase in amount due to FERT I EAE AR A A
ultimate holding company SRIEIE N 352 -




Consolidated Cash Flow

Statement

For The Year Ended 31 December 2007

Cash generated from
(used in) operations

Income taxes paid

Bank interest paid

NET CASH FROM (USED IN)
OPERATING ACTIVITIES

INVESTING ACTIVITIES
Acquisition of subsidiaries
Purchase of property,
plant and equipment
Interest received
Proceeds from disposal of property,
plant and equipment
Acquisition of an associate
Proceeds from disposal
of an associate

NET CASH USED IN
INVESTING ACTIVITIES

FINANCING ACTIVITIES
Proceeds from placement of shares
Advance from a fellow subsidiary

Proceeds from exercise of share options

Interest paid to redeemable
convertible preferred shares holder

Dividend paid to ordinary shareholders

Share issue expenses

Proceeds from issuance of redeemable

convertible preferred shares

NET CASH FROM
FINANCING ACTIVITIES

NET INCREASE (DECREASE) IN
CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT
BEGINNING OF THE YEAR

EFFECT OF FOREIGN
EXCHANGE RATE CHANGES

CASH AND CASH EQUIVALENTS
AT END OF THE YEAR
Bank balances and cash

SR B B

(&3
NOTE
ffat
wa (88)
LEELRE
BT
B ERITHLE
FE (BA) EEX%
EENREFEE
REEK
Wi B Pt /B8 2 ] 29
BEYME - BEM&E
BEHFE
ﬁE%¥ = K
R PS50

Yo ig — R & R A
ﬁﬁ Lk
REZ S RIA

BRREEKH
BEFHE

BEEK
AL E R D PT1S SRR

ke —fHR%E

LRI pNCIPd-F
TR TS R

[ °J (= R 46 s
BERBIFE ARG
IREE T BB A A ZKE
BITRMER
AT AR A AT A
BEREPIIS IR

RERMEEBNR S FHE
RERBEESEWEM
(R2) 38
FORERFREEEN
IMEERX Rz E

FRAEGRAESEEN
RITRBRNIRE

INSPUR INTERNATIONAL LIMITED

SEBREMERR

—EE L FF A= —HIFE

2007 2006
—metsE —TTAE
F8% FiE
(1,806) (5,240)
(18) _
21,965 (84,486)
(67,512) 6,731
(1,656) (2,231)
2,358 2,718
26 515
- (39,988)

- 6,931
(66,784) (25,324)
47,000 _
31,787 _
6,104 6,901
(21,692) _
(7,715) (15,333)
(176) _
- 93,210
55,308 84,778
8,589 7785
167,236 148,158
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INSPUR INTERNATIONAL LIMITED

RAEEARRAG

NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

1.

50|

GENERAL

The Company is a public listed company and the shares of the
Company have been listed on the Growth Enterprise Market
(“"GEM") of The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) since 29 April 2004. The Company was
incorporated in the Cayman Islands on 29 January 2003 as an
exempted company with limited liability under the Companies
Law, Cap. 22 (Law 3 of 1961, as consolidated and revised)
of the Cayman Islands. Its parent is Inspur Electronics (HK)
Limited, a company incorporated in Hong Kong and its
ultimate holding company is Inspur Group Limited (“Inspur
Corporation”), a company established in the People’'s Republic
of China (“PRC").

The consolidated financial statements are presented in Hong
Kong dollars, which is the same as the functional currency of
the Company.

The Company is an investment holding company. The principal
activities of the Group are trading of computer components,
manufacture and trading of computer products and development
and sale of computer software and computer peripherals.

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs")

In the current year, the Group has applied, for the first time, a
number of new Hong Kong Accounting Standards (“HKAS"),
amendments and interpretations (“new HKFRSs") issued
by the Hong Kong Institute of Certified Public Accountants
("HKICPA"), which are effective for the Group’s financial year
beginning 1 January 2007.
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

2.

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs") (continued)

HKAS 1 (Amendment) Capital disclosures

HKFRS 7 Financial instruments: Disclosures

HK (IFRIC) = INT 7 Applying the restatement approach

under HKAS 29 Financial
Reporting in Hyperinflationary
Economies

HK (IFRIC) — INT 8 Scope of HKFRS 2

HK (IFRIC) — INT 9 Reassessment of

embedded derivatives

HK (IFRIC) = INT 10 Interim financial reporting

and impairment

The adoption of the new HKFRSs had no material effect
on how the results and financial position for the current or
prior accounting years have been prepared and presented.

Accordingly, no prior year adjustment has been required.

The Group has applied the disclosure requirements under HKAS
1 (Amendment) and HKFRS 7 respectively. Certain information
presented in prior year under the requirements of HKAS 32 has
been removed and the relevant comparative information based
on the requirements of HKAS 1 (Amendment) and HKFRS 7

has been presented for the first time in the current year.

The Group has not early applied the following new and revised
standards or interpretations that have been issued but are not

yet effective.

RABEEREARAA

INSPUR INTERNATIONAL LIMITED
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INSPUR INTERNATIONAL LIMITED SE BB G R A A

Notes To The Consolidated R BRI MIET
Financial Statements
T

For The Year Ended 31 December 2007 BE_FTEF+F+_A=+—HIFE
2. APPLICATION OF NEW AND REVISED 2. #xﬁ%*ﬁJ&%%ﬂ ] & B 5
HONG KONG FINANCIAL REPORTING HEA(H B BREZEAR )
STANDARDS (“HKFRSs"”) (continued) (&)
HKAS 1 (Revised) Presentation of financial statements’ BB HER| BB mEREYH A
%1‘?;(,“1{ nT)
HKAS 23 (Revised)  Borrowing Costs' BB EHER| BERA

235 (KIEFT)
HKFRS 8 Operating segments’ BB IEHRE KOs S FE!
LR85

HK(IFRIC) = INT 11 HKFRS 2: Group and treasury share E5(FERREERE B EHRE AR FE25E
transactions? 2EZE9) Egﬁﬁf
—ZEENR & 1532 5
HK(IFRIC) = INT 12 Service concession arrangements? BB (BB ERE RESKEESELTHES
“ZELZEE)
—2EF125%
HK(IFRIC) — INT 13 Customer loyalty programmes* G5 (BB GHE SR EHETEH
Z2ELEg)
—BEF135
HK(FRIC) - INT 14 HKAS 19 - The limit on a defined B8 (BREBRE BEGHERE195% —
benefit asset, minimum funding REZEE) AEFZEERRS] -
requirements and their interaction? —REF 145} =(KE & E KM
GEEIER IS
L Effective for annual periods beginning on or after 1 1 R-EBEZNF—A—BHZEHBEZF
January 2009. JE BRI AE K -
2 Effective for annual periods beginning on or after 1 March 2 RZEZLF =Bk 2 ERAZTF
2007. [E BRI AR o
3 Effective for annual periods beginning on or after 1 3 RZEENF—A—H 2 ERBRZF
January 2008. JEHARRI AR ©
¢ Effective for annual periods beginning on or after 1 July 4 R-ZEZNF+LA B2 ERBZF
2008. JEHARERK o
The directors of the Company anticipate that the application of RARESEH  ERZSFEASRESETS
these standards or interpretations will have no material impact BREB 7 EE NIRRT RERTE -

on the results and the financial position of the Group.

Annual Report 2007 4§




NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

3.

SIGNIFICANT ACCOUNTING POLICIES

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

adopted are set out below.

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and its subsidiaries. Control is
achieved where the Company has the power to govern the
financial and operating policies of an entity so as to obtain

benefits from its activities.

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

disposal, as appropriate.

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

into line with those used by other members of the Group.

All intra-group transactions, balances, income and expenses

are eliminated on consolidation.

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

additional investment to cover the losses.

BB BB A7 INSPUR INTERNATIONAL LIMITED

r e B RS AR M R

E_FFLFEF_A=+—HILFE

3. EEEEHE

FAMBRRTIRIRE L AR LE RIRIRES

SEMASRL BB BRELNRE - 1t
S AR B MBS MAREIIM R ARIRRES LT
FARFERARGOIRE EREE - KR
FEHBORESIT

RERE 2 BE

FEUBBRREBEARRREMB AR ZHB
BE - BEARFREENEE —HEBLARANE
BRAELEBRIABEEEBHRGME - BIA
BIEHIHE -

FAMBEILENBRRZEEBKEE
AR A E AR H B (RER)FTA
FEWERA

NMERE  AEESHMEAR Zﬁﬁkﬂﬁ%{’ﬁ
ﬁs)%%é CEEESFRREREEEMKE R
FIERAE R —B -
BEEEARRIBZRS - #fR - WARRX
ERERARRA R o

BHMBRARFEEZ VBB RIEREAEKE
BROIMZY - FEEEZLBRRERBRE
RERFIEHa Az #s R A AHRED
BRRELEDZEEH CHR - PBRREEE
BER > HBIRTENE A B EE2 Z5 A
EMBRASE 2 - EEDBBRRAALOR
HEERRELRIMIEABAEIRERID -
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INSPUR INTERNATIONAL LIMITED

RAEEARRAG

NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

3.

54]

SIGNIFICANT ACCOUNTING POLICIES (continued)
Business combinations

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

their fair values at the acquisition date.

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

in profit or loss.

The interest of minority shareholders in the acquiree is initially
measured at the minority’'s proportion of the net fair value of

the assets, liabilities and contingent liabilities recognised.

Goodwill

Goodwill arising on an acquisition of a business for which the
agreement date is on or after 1 January 2005 represents the
excess of the cost of acquisition over the Group's interest in
the fair value of the identifiable assets, liabilities and contingent
liabilities of the relevant business at the date of acquisition. Such
goodwill is carried at cost less any accumulated impairment

losses.

Capitalised goodwill arising on an acquisition of a business is

presented separately in the consolidated balance sheet.
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Goodwill (Continued)

For the purposes of impairment testing, goodwill arising
from an acquisition is allocated to each of the relevant cash-
generating units, or groups of cash-generating units, that are
expected to benefit from the synergies of the acquisition. A
cash-generating unit to which goodwill has been allocated
is tested for impairment annually, and whenever there is an
indication that the unit may be impaired. For goodwill arising
on an acquisition in a financial year, the cash-generating unit
to which goodwill has been allocated is tested for impairment
before the end of that financial year. When the recoverable
amount of the cash-generating unit is less than the carrying
amount of the unit, the impairment loss is allocated to reduce
the carrying amount of any goodwill allocated to the unit first,
and then to the other assets of the unit pro rata on the basis of
the carrying amount of each asset in the unit. Any impairment
loss for goodwill is recognised directly in the consolidated
income statement. An impairment loss for goodwill is not

reversed in subsequent periods.

On subsequent disposal of the relevant cash-generating unit,
the attributable amount of goodwill capitalised is included in the

determination of the amount of profit or loss on disposal.
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3.

B

SIGNIFICANT ACCOUNTING POLICIES (continued)
Investments in associates

An associate is an entity over which the investor has significant
influence and that is neither a subsidiary nor an interest in a

joint venture.

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

of that associate.

Any excess of the cost of acquisition over the Group’s share
of the net fair value of the identifiable assets, liabilities and
contingent liabilities of the associate recognised at the date of
acquisition is recognised as goodwill. The goodwill is included
within the carrying amount of the investment and is assessed

for impairment as part of the investment.
Where a group entity transacts with an associate of the Group,

profits and losses are eliminated to the extent of the Group's

interest in the relevant associate.
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Revenue recognition

Revenue is measured at the fair value of the consideration
received or receivable and represents amounts receivable for
goods sold and services provided in the normal course of

business, net of discounts, returns and allowances.

Revenue from sales of goods is recognised when goods are

delivered and title has been passed.
Service income is recognised when services are provided.

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

amount.

Property, plant and equipment

Property, plant and equipment are stated at cost less subsequent

accumulated depreciation and accumulated impairment loss.

Depreciation is provided to write off the cost of items of
property, plant and equipment over their estimated useful lives
and after taking into account their estimated residual value,

using the straight line method.

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

statement in the year in which the item is derecognised.
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58|

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Inventories

Inventories are stated at the lower of cost and net realisable

value. Cost is calculated using the first-in, first-out method.

Software development contracts

Where the outcome of a software development contract can
be estimated reliably, revenue and costs are recognised by
reference to the stage of completion of the contract activity
at the balance sheet date, as measured by the proportion that
contract costs incurred for work performed to date bear to the
estimated total contract costs, except where this would not

be representative of the stage of completion.

Where the outcome of a software development contract cannot
be estimated reliably, contract revenue is recognised to the
extent of contract costs incurred that it is probable will be
recoverable. Contract costs are recognised as expenses in the

period in which they are incurred.

When it is probable that total contract costs will exceed
total contract revenue, the expected loss is recognised as an

expense immediately.

When a contract covers a number of assets, the construction
of each asset is treated as a separate contract when separate
proposals have been submitted for each asset, each asset has
been separately negotiated and the costs and revenues of
each asset can be separately identified. A group of contracts,
performed concurrently or in a continuous sequence, is treated
as a single construction contract when the contracts were
negotiated as a single package and they are so closely inter-
related that they constitute a single project with an overall

profit margin.
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Software development contracts (Continued)

Where contract costs incurred to date plus recognised profits
less recognised losses exceed progress billings, the surplus
is shown as amounts due from customers for contract works.
For contracts where progress billings exceed contract costs
incurred to date plus recognised profits less recognised losses,
the surplus is shown as amounts due to customers for contract
works. Amounts received before the related work is performed
are included in the consolidated balance sheet as a liability,
as advances received. Amounts billed for work performed but
not yet paid by the customers are included in the consolidated
balance sheet under trade receivables.

Foreign currencies

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

Exchange differences arising on the settlement of monetary
items, and on the translation of monetary items, are recognised
in profit or loss in the year in which they arise.

For the purposes of presenting the consolidated financial
statements, the assets and liabilities of the Group's operations
outside Hong Kong are translated into the presentation currency
of the Company (i.e. Hong Kong dollars) at the rate of exchange
prevailing at the balance sheet date, and their income and
expenses are translated at the average exchange rates for
the year, unless exchange rates fluctuate significantly during
the year, in which case, the exchange rates prevailing at the
dates of transactions are used. Exchange differences arising,
if any, are recognised in translation reserve. Such exchange
differences are recognised in profit or loss in the year in which
the foreign operation is disposed of.
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Foreign currencies (Continued)

Goodwill and fair value adjustments on identifiable assets
acquired arising on the acquisition of a foreign operation on
or after 1 January 2005 are treated as assets and liabilities of
the operation outside Hong Kong and translated at the rate
of exchange prevailing at the balance sheet date. Exchange
differences arising are recognised in the translation reserve.

Borrowing costs

All borrowing costs are recognised as and included in finance
cost in the consolidated income statement in the year in which
they are incurred.

Taxation

Income tax expense represents the sum of the tax currently

payable and deferred tax.

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

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

For The Year Ended 31 December 2007

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Taxation (Continued)

Deferred tax liabilities are recognised for taxable temporary
differences arising on investments in subsidiaries and
associates, except where the Group is able to control the
reversal of the temporary difference and it is probable that
the temporary difference will not reverse in the foreseeable

future.

The carrying amount of deferred tax assets is reviewed at
each balance sheet date and reduced to the extent that it is
no longer probable that sufficient taxable profit will be available

to allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected
to apply in the year when the liability is settled or the asset
realised. Deferred tax is charged or credited in the consolidated
income statement, except when it relates to items charged
or credited directly to equity, in which case the deferred tax

is also dealt with in equity.

Intangible assets

Intangible assets acquired in a business combination

Intangible assets acquired in a business combination are
identified and recognised separately from goodwill where they
satisfy the definition of an intangible asset and their fair values
can be measured reliably. The cost of such intangible assets

is their fair value at the acquisition date.

Subsequent to initial recognition, intangible assets with finite
useful lives are carried at cost less accumulated amortisation
and accumulated impairment losses. Amortisation for intangible
assets with finite useful lives is provided on a straight line basis

over their estimated useful lives.
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62|

SIGNIFICANT ACCOUNTING POLICIES (continued)

Impairment losses on tangible and intangible
assets other than goodwill (see the accounting
policy in respect of goodwill above)

At each balance sheet date, the Group reviews the carrying
amounts of its tangible and intangible assets to determine
whether there is any indication that those assets have suffered
an impairment loss. If the recoverable amount of an asset is
estimated to be less than its carrying amount, the carrying
amount of the asset is reduced to its recoverable amount. An

impairment loss is recognised as an expense immediately.

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

recognised as income immediately.

Financial instruments

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

loss.
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (Continued)

Financial assets
The Group’s financial assets comprise loans and receivables

and the accounting policies are set out below.

Loans and receivables

Loans and receivables are non-derivative financial assets with
fixed or determinable payments that are not quoted in an
active market. At each balance sheet date subsequent to initial
recognition, loans and receivables (including trade receivables,
deposits and other receivables, amounts due from customers
for contract work and amounts due from an associate, fellow
subsidiaries and ultimate holding company and bank balances)
are carried at amortised cost using the effective interest

method, less any identified impairment losses.

Effective interest method

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

the financial asset, or, where appropriate, a shorter period.

Interest is recognised on an effective interest basis for debt

instruments.

Impairment of financial assets — loans and receivables

Loans and receivable are assessed for indicators of impairment
at each balance sheet date. Loans and receivable are impaired
where there is objective evidence that, as a result of one or
more events that occurred after the initial recognition of the
financial asset, the estimated future cash flows of the financial
assets have been impacted. Objective evidence of impairment

could include:
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3.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (Continued)

Financial assets (Continued)
Impairment of financial assets — loans and receivables

(Continued)

° significant financial difficulty of the issuer or counterparty;
or

° default or delinquency in interest or principal payments;
or

° it becoming probable that the borrower will enter

bankruptcy or financial re-organisation.

For certain financial assets, such as trade receivables,
assets that are assessed not to be impaired individually are
subsequently assessed for impairment on a collective basis.
Objective evidence of impairment for a portfolio of receivables
could include the Group's past experience of collecting
payments and an increase in the number of delayed payments
in the portfolio past the average credit period and observable
changes in national or local economic conditions that correlate

with default on receivables.

An impairment loss is recognised in profit or loss when there is
objective evidence that the asset is impaired, and is measured
as the difference between the asset'’s carrying amount and the
present value of the estimated future cash flows discounted

at the original effective interest rate.

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

credited to profit or loss.
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (Continued)

Financial assets (Continued)

Impairment of financial assets — loans and receivables
(Continued)

If in a subsequent period, the amount of impairment loss
decreases and the decrease can be related objectively to an
event occurring after the impairment losses was recognised,
the previously recognised impairment loss is reversed through
profit or loss to the extent that the carrying amount of the
asset at the date the impairment is reversed does not exceed
what the amortised cost would have been had the impairment

not been recognised.

Financial liabilities and equity

Financial liabilities and equity instruments issued by a group
entity are classified according to the substance of the
contractual arrangements entered into and the definitions of

a financial liability and an equity instrument.

An equity instrument is any contract that evidences a residual
interest in the assets of the group after deducting all of its

liabilities.

Effective interest method

The effective interest method is a method of calculating the
amortised cost of a financial liability and of allocating interest
expense over the relevant period. The effective interest rate is
the rate that exactly discounts estimated future cash payments
through the expected life of the financial liability, or, where

appropriate, a shorter period.

Interest expense is recognised on an effective interest

basis.

RABEEREARAA

INSPUR INTERNATIONAL LIMITED

e SRR EE

&

3.

EoETLFEF =+ —HIFFE

FEESTTHER @)
SHETA (&)

MEEEE)
B EEZBIE — B3R EKRNE(E)

fid BB S 1R BRI BE 1R HARS B PR > - T & BRRL
LERB LEBRRBEBRRELZEMHE
B - RISTHT SRR ER R REBRR TN
‘o EZEENREREDE B ZRmEN
SBAARERRER 2 B #EKA -

MBEERRAE
SEERETIMBABEIEARET AR
BEaRZ s tERTHRBEREAKRETA
ZEFEDNIE °

RAKRETATEREBRIVRA AERZ
BETHRENGERZEMAR -

BB %

ERMNEETIF BB E < BHKNARIZE
PR D A BT 270K » BERFIRTh
AARARRENREBYBEEZBHRFR - W
R R (& 58 ) BT R 2 F K -

M B IR ERR A R AR -

Annual Report 2007 E%f




INSPUR INTERNATIONAL LIMITED

RAEEARRAG

NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (Continued)

Financial liabilities and equity (Continued)

Redeemable convertible preferred shares (”Preferred
Shares”)

Preferred Shares issued by the Company that contain both
financial liability and equity components are classified
separately into respective liability and equity components on
initial recognition. On initial recognition, the fair value of the
liability component is determined using the prevailing market
interest rate of similar non-convertible debts. The difference
between the proceeds of the issue of the Preferred Shares and
the fair value assigned to the liability component, representing
the embedded conversion option for the holder to convert the
Preferred Shares into equity, is included in equity (Preferred

shares equity reserve).

In subsequent periods, the liability component of the Preferred
Shares is carried at amortised cost using the effective interest
method. The equity component, represented by the option
to convert the liability component into ordinary shares of the
Company, will remain in preferred shares equity reserve until
the embedded option is exercised in which case the balance
stated in preferred shares equity reserve will be transferred
to share premium. Where the option remains unexercised at
the expiry date, the balance stated in preferred shares equity
reserve will remain in the preferred shares equity reserve. No
gain or loss is recognised in profit or loss upon conversion or

expiration of the option.

Transaction costs that relate to the issue of the Preferred
Shares are allocated to the liability and equity components
in proportion to the allocation of the proceeds. Transaction
costs relating to the equity component are charged directly
to equity. Transaction costs relating to the liability component
are included in the carrying amount of the liability portion and
amortised over the period of the Preferred Shares using the

effective interest method.
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (Continued)

Financial liabilities and equity (Continued)

Other financial liabilities

Other financial liabilities including trade and bills payables,
other payables and amounts due to fellow subsidiaries and
immediate holding company are subsequently measured at

amortised cost, using the effective interest method.

Equity instruments
Equity instruments issued by the Company are recorded at the

proceeds received, net of direct issue costs.

Derecognition

Financial assets are derecognised when the rights to receive
cash flows from the assets expire or, the financial assets are
transferred and the Group has transferred substantially all the
risks and rewards of ownership of the financial assets. On
derecognition of a financial asset, the difference between the
asset’s carrying amount and the sum of the consideration
received and receivable and the cumulative gain or loss that
had been recognised directly in equity is recognised in profit

or loss.

Financial liabilities are derecognised when the obligation
specified in the relevant contract is discharged, cancelled or
expires. The difference between the carrying amount of the
financial liability derecognised and the consideration paid and

payable is recognised in profit or loss.

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 lease.
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INSPUR INTERNATIONAL LIMITED

RAEEARRAG

NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Leasing (Continued)

The Group as lessee

Rentals payable under operating leases are charged to the
consolidated income statement on a straight line basis over
the relevant lease terms. Benefits received and receivable as
an incentive to enter into an operating lease are recognised
as a reduction of rental expenses over the lease term on a

straight line basis.

Share-based payment transactions

Equity-settled share-based payment transactions

Share options granted to employees of the Group

The fair value of services received determined by reference
to the fair value of share options granted at the grant date is
recognised as an expense on a straight line basis over the
vesting period, with a corresponding increase in equity (share

option reserve).

At each balance sheet date, the Group revises its estimates of
the number of options that are expected to ultimately vest. The
impact of the revision of the estimates, if any, is recognised
in profit or loss, with a corresponding adjustment to share

option reserve.

At the time when the share options are exercised, the amount
previously recognised in share option reserve will be transferred
to share premium. When the share options are forfeited after
the vesting date or are still not exercised at the expiry date,
the amount previously recognised in share option reserve will

be transferred to retained profits.

In relation to share options granted before 1 January 2005, the
Group chose not to apply HKFRS 2 “Share-based payments”
with respect to share options granted after 7 November 2002
and vested before 1 January 2005, no amount has been
recognised in the consolidated financial statements in respect
of these equity-settled shared-based payments until such time
when the share options were exercised, the amount in excess

of the share capital was recorded as share premium.

Annual Report 2007 E%§

e PR ERR M

=z

3.

—EELF I A=t —ALFE

FEESTTHER @)
HE (&)

LB ERATENA

REBEERONENES NIRERERE T
HEFHRGE WaRPHE - BTz —AK
SR RER 2 W R EYAET - TIABELR
ERBRF R RS SR o

R BEEZ AR E

REXNTURDREEZNRRXS

KT AEEES ZfEIRE
S2BEHEACROBREZATEMEED
WERTS 2 AF(E - REBMEREERER
RFIS - AR (B IR -

REEER  AEEE %ﬁjﬁﬁﬂﬁi%%ﬁ%zﬁ%ﬂx
2 fEE BB ETTBRT - BRI a2 & (1
B)EERER Iﬂﬁ%ﬁﬂ%ﬁﬁﬁf’ﬁﬂﬂﬁﬁﬁsﬂ
o

RITEBRER - TR CEBRERETRER
Z BB EERMDRE - WBRERFE R
HIR BOR WX B A B R R ETTE - AISERTE
EEREFRETRRAZCBFERER TR
84 o

HR-ZZRF— A —HARHEZBEREN
T AEEEEBEHN-_ZT_F+—AtA%

BHERZZEZRF—A—BAGEBZER
W TR E S B ERE ERIE25% ARG
REEZZNMN] - BT SHZERE T UK
DREEZ NFRERE M BSHREK AR IS
B EEZERREETEAL - BHRAZ
SHEELERMDERE -




NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Retirement benefits costs

Payments to the Mandatory Provident Fund Scheme and other
schemes managed by the PRC government are charged as
expenses when employees have rendered service entitling

them to the contributions.

KEY SOURCES OF ESTIMATION
UNCERTAINTY

The key assumptions concerning the future, and other key
sources of estimation uncertainty at the balance sheet dates,
that have a significant risk of causing a material adjustment to
the carrying amounts of assets and liabilities within the next

financial year, are discussed below.

Estimated impairment of other intangible assets

Determining whether other intangible assets are impaired
requires an estimation of the future cash flows expected to
arise from the products developed and a suitable discount rate
in order to calculate present value. Where the actual future
cash flows are less than expected, a material impairment loss
may arise. The carrying amount of other intangible assets at
31 December 2007 was HK$12,288,000 (2006: nil) with no

impairment loss recognised.
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INSPUR INTERNATIONAL LIMITED

RAEEARRAG

NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

4.

70|

KEY SOURCES OF ESTIMATION
UNCERTAINTY (Continued)

Allowance for inventories

The management of the Group reviews an aging analysis of
inventories at each balance sheet date, and makes allowance
for obsolete and slow-moving inventory items identified that
are no longer suitable for sales. The management estimates
the net realisable value for such inventories based primarily
on the latest invoice prices, current market conditions and any
anticipated changes in market conditions subsequent to the
balance sheet date. The Group carries out an inventory review
on a product-by-product basis at each balance sheet date and

makes allowance for obsolete and slow moving items.

Allowance for bad and doubtful debts

The policy for allowance for bad and doubtful debts of the Group
is based on the evaluation of collectibility and aging analysis
of accounts and on management's judgement. A considerable
amount of judgment is required in assessing the ultimate
realisation of these receivables, including the current credit
worthiness and the past collection history of each customer.
If the financial conditions of customers of the Group were to
deteriorate, resulting in an impairment of their ability to make

payments, additional allowance may be required.

CAPITAL RISK MANAGEMENT

The Group's policy is to maintain a strong capital base so as to
maintain creditor and market confidence and to sustain future
development of business. The Group's overall strategy remains

unchanged from prior year.

The capital structure of the Group consists of debt, which
include redeemable convertible preferred shares disclosed
in note 27, cash and cash equivalents and equity attributable
to equity holders of the Company, comprising issued share

capital, reserves and retained profits.
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

CAPITAL RISK MANAGEMENT (continued)

5.

The directors of the Company review the capital structure on

annual basis. As part of this review, the directors consider

the cost of capital and the risks associates with each class

of capital. Based on recommendations of the directors, the

Group will balance its overall capital structure through the

payment of dividends, new share issues as well as the issue of

redeemable convertible preferred shares to strategic investors

or the redemption of existing debt.

FINANCIAL INSTRUMENTS

(a)

(b)

Categories of financial instruments

RABEEREARAA
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Financial assets MiEEE
Loans and receivables B R EWGRIA
(including cash and (BREReEREEED)
cash equivalents)

Financial liabilities MiEaE
Amortised cost b 57BN

Financial risk management objectives and
policies

The Group’s major financial instruments include amounts
due from customers for contract work, amounts due
from fellow subsidiaries and ultimate holding company,
trade receivables, other receivables, trade payables, other
payables, amounts due to ultimate holding company and
fellow subsidiaries, redeemable convertible preferred
shares and bank balances and cash. Details of these
financial instruments are disclosed in respective notes.
The risks associated with these financial instruments
and the policies on how to mitigate these risks are set
out below. The management manages and monitors
these exposures to ensure appropriate measures are

implemented on a timely and effective manner.
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Notes To The Consolidated eI ERRMIEE
Financial Statements

For The Year Ended 31 December 2007 HE T+ Ff - A=1—HIFE
6. FINANCIAL INSTRUMENTS (Continued) 6. E@MIE @
(b) Financial risk management objectives and (b) BIBREREEEERKE (&)

Annual Report 2007 E%§

policies (Continued)

Market risk

Currency risk

The Group collects most of its revenue in Hong Kong
dollars (“HKD") and Renminbi (“RMB") and incurs most
of the expenditures as well as capital expenditures
in HKD and RMB. The directors consider that the
Group's exposure to foreign currency exchange risk is
insignificant as the majority of the Group’s transactions
are denominated in the functional currency of each

individual group entity.

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

arise.

The directors consider that the sensitivity of the Group'’s
exposures towards the change in foreign exchange rates
is minimal as the assets and liabilities of the Group
denominated in currency other than functional currency
of a particular group entity were insignificant as at the

balance sheet dates.

Fair value interest rate risk
The Group's fair value interest rate risk relates primarily
to redeemable convertible preferred shares and bank

balances.

The Group currently does not have a interest rate hedging
policy. However, the management monitors interest rate
exposure and will consider hedging significant interest

rate exposure should the need arise.
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

6.

FINANCIAL INSTRUMENTS (continued)

(b) Financial risk management objectives and

policies (Continued)

Credit risk

The Group's maximum exposure to credit risk in the event
of the counterparties’ failure to perform their obligations as
at 31 December 2007 in relation to each class of recognised
financial assets is the carrying amount of those assets
as stated in the consolidated balance sheet. In order to
minimise the credit risk, the management of the Group has
delegated a team responsible for determination of credit
limits, credit approvals and other monitoring procedures
to ensure that follow-up action is taken to recover overdue
debts. In addition, the Group reviews the recoverable
amount of each individual trade receivable, amounts due
from fellow subsidiaries and ultimate holding company
at each balance sheet date to ensure that adequate
impairment losses are made for irrecoverable amounts.
The Group's trade receivables as at 31 December 2007 are
mainly due from a few customers. The management closely
monitors the subsequent settlement of the customers and
does not grant long credit period to them. In this regard,
the directors of the Company consider that the Group's
credit risk is significantly reduced.

The Group also has concentration of credit risk on trade
receivables from ultimate holding company, being the
largest customer and fellow subsidiaries, two of which
being the top five customers.

The Group's bank balances are deposited with banks with
high credit ratings and the Group has limited exposure
to any single financial institution.

Liquidity risk

In the management of the liquidity risk, the Group monitors
and maintains adequate cash and cash equivalents by
continuously monitor forecast and actual cash flows
and matching the maturity profiles of certain financial
assets (including trade receivables, amounts due from
fellow subsidiaries and ultimate holding company and
bank balances and cash) and certain financial liabilities
(including trade and bills payables, other payables,
amounts due to fellow subsidiaries and interest payable
of redeemable convertible preferred shares).
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Notes To The Consolidated e IS SRR MIEE
Financial Statements
I

For The Year Ended 31 December 2007 HE—_ZTT+Ff _A=1—HIFE
6. FINANCIAL INSTRUMENTS (continued) 6. €@MITA @
(b) Financial risk management objectives and (b) BIBREREEEERKE (&)

policies (Continued)
Liquidity risk (Continued) RENE SR (E)
The following table details the Company’s remaining TRAFMVEARRRETETEEER
contractual maturity for its non-derivative financial assets. BRTIERBBER ZRBEVEEE
The tables below have been drawn up based on the FRARTRIETEV B EESREIH (R
undiscounted contractual maturities of those financial BZEEEBRINAE  TRERIT
assets including interest that will be earned on those HERRIRE )RR -

assets except for bank balances and cash:

Weighted
average 6 months Total
effective 3 months to undiscounted Total
interest rate Less than to 1year  cash flows carrying

mE¥s 3months 6 months AMIE KBRS amount
BBNZE  OR=EA =ZAMA E-f REAE REESE
% HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
% T THL TAL TAL THL

2007 ZRRLE
Trade receivables EWE ZEER - 39,826 19,582 - 59,408 59,408
Amounts due from fellow subsidiaries EYRSENBARNE - 37625 - - 37625 37625
Amount due from ultimate holding company JERFAREA a2 55 - 142,055 143,116 - 285,171 285,171
Bank balances and cash BB RAE - 167,236 - - 167,236 167,236
386,742 162,698 - 549,440 549,440
2006 ZEIRE
Trade receivables EREHERN - 13,787 - - 13,787 13,787
Amounts due from fellow subsidiaries U GEE NG R - 15,523 - - 15,523 15,523
Amount due from ultimate holding company TERGZAIEIRAE] 2 7 - 141,063 - - 141,063 141,053
Bank balances and cash ROERRRS - 148,158 - - 148,158 148,158
318,521 - - 318,621 318,521
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

6.

FINANCIAL INSTRUMENTS (Continued)

RABEEREARRAA

(b) Financial risk management objectives and

policies (Continued)

Liquidity risk (Continued)

The following table details the Company's remaining
contractual maturity for its financial liabilities. For non-
derivative financial liabilities, the table has been drawn
up based on the undiscounted cash flows of financial
liabilities based on the earliest date on which the Group
can be required to pay. The table includes both interest

and principal cash flows.

2007 Z2RtE
Non-derivative financial liabilities FEnKaRk

Trade and il payables BARNETRENRE
Other payables Hf NS

Amounts due to fellow subsidiaries ERREENELE

Redeemable convertible preferred shares (note] B AERELR (HiF)

2006 Z2ERE
Non-derivative financial liabilities FEnKaRk

Trade and bils payables BARNETRENRE
Other payables Hf NS

Amounts due 1o fellow subsidiaries ERREENELTE

Redeemable convertible preferred shares (note) B AMERERR (HiF)

Weighted
average
effective

interest rate

i 337
Lk
%
%

6%

Weighted
average
effective
interest rate
T
BRI

%

%

6%

e ISR AR ML
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6. FTHE @)

EoTELFF—A=1—HIFE

INSPUR INTERNATIONAL LIMITED

(b) FAIBEEEZEEERKE (&)

RBESER(E)
TRAMINAARARPHEBHHRT A

[ 2| BT ©

MIPTEMBRAEBEMS -

ZRBEAEEANRNOZT BHHE

BRETRTRA

BREAZHERE °

ERERE  BEM

Carrying
amount at
Total 31.12.2007

Less than 6 months undiscounted W=FEFtE
3 months 3-6 toflyear 1-5years cashflows TZA
H%  months AR - XFRBEE =1-A
BB =2~fA E-F FIf  fESAE 2EKEE
HKS'000  HK$'000  HKS'000  HK$'000  HK$'000  HK$'000
THn THR TiEn T#n THn TEn
122,342 - - - 122,342 122,342
58,071 - - - 58,071 58,071
65,304 - - - 65,304 65,304

- - 11,656 229,230 240,886 181,840
245,117 - 11,656 229,230 486,603 427557
Carrying

amount at

Total  31.12.2007

Less than 6 months undiscounted A=FEE
3 months 3-6  tolyear 1-Hyears cash flows .
SR months ~EA -F FhEHE =1-H
=R =z, A E-F ERf  RESE  CKEE
HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000
T T T Tin T T
61,264 - - - 61,264 61,264
20,772 - - - 20,772 20,772
7099 - - - 7099 7099

- - 11,721 240,886 252,607 179,274

89,135 - 1,721 240,386 341,742 268,409
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For The Year Ended 31 December 2007

FINANCIAL INSTRUMENTS (continued)

(b) Financial risk management objectives and

6.

76|

(c)

Annual Report 2007 E%§

policies (Continued)

Liquidity risk (Continued)

Note: In view of the strategic relationship with the holder of
redeemable convertible preferred shares and the average
share price of the Company is higher than the convertible
price of the redeemable convertible preferred shares,
the directors of the Company consider the redeemable
convertible preferred shares will be converted into shares
of the Company prior to its maturity date. Accordingly,
potential cash flows of HK$194,263,000 (2006:
HK$194,263,000) in the settlement of the redeemable

convertible preferred shares will be remote.

Fair value

The fair value of financial assets and financial liabilities
are determined in accordance with generally accepted
pricing models based on discounted cash flow analysis
using prices or rates from observable current market
transactions as input.

The directors consider that the carrying amounts of
financial assets and financial liabilities recorded at
amortised cost in the consolidated financial statements
approximate to their fair values.
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ZZTNF 1 194,263,00077T) ©

AFH

B EERMBAELATE  PHRE
ERBRAELRES N2 ARE B
X ERENTIRTHBRS S ER
R B -

EERR - HEEKAIARE WHER
RZWBEERMBABZREERE
ANFHERE
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Notes To The Consolidated FE BRI EMIEE
Financial Statements

2007
—ERLF
HK’000
TR
490,041
401,726

16,623

13,784

922,174
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INSPUR INTERNATIONAL LIMITED SR BB G R A A

Notes To The Consolidated e ISR MIEE
Financial Statements

For The Year Ended 31 December 2007 HE T+ Ff - A=1—HIFE
8. SEGMENT INFORMATION 8. nEERN

RFEEE  AEMARER S ALBHH -
SRAREEKTY HEREETKESR -
BABIEE RSB - AEBMERS AL
WEEBHEAR -

Business segment

For management purposes, the Group is currently organised
into three operating divisions, namely trading of computer
components, manufacture and trading of computer products
and development and sale of computer software. These
divisions are the basis on which the Group reports its primary
segment information.

Segment information about these businesses is presented BRZERXBZHBERZ30T :

below:

Income statement for the year ended 31 December 2007

BE—LELE+F —A=1—HIFEZ e
&

Manufacture  Development

and and sales of

Trading of trading of computer

computer computer software

components products BRER
EE BEKEE SEEEH  Consolidated
BT BEER L ON oe
HK$'000 HK$'000 HK$'000 HK$'000
FET FTET TExT FTET
Revenue Y zs 490,041 401,726 30,407 922,174
Segment results DERHEIR 10,536 47,680 4,277 62,493
Unallocated income RABUA 2,373
Unallocated corporate expenses RAOMEEMAST (15,824)
Share of profits of associates il =N | - - 8,111 8,111
Interest expenses FEZH (14,305)
Profit before taxation BRE A AL 7 42,848
Taxation Fi1a (2,558)
Profit for the year FRFA 40,290
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RIME AR A A INSPURINTERNATIONAL LIMITED

Notes To The Consolidated A BRI MIEE
Financial Statements

_For The Year Ended 31 December 2007 BE—ETtFE —A=F+—HIFE
8. SEGMENT INFORMATION (continued) 8. ZEEH @
Business segment (Continued) EBETHE (#)
Balance sheet at 31 December 2007 R-FEE+FEF —_A=1—HZEEARX

Manufacture  Development

and and sale of
Trading of trading of computer
computer computer software
components products HER
EE HEKEE SEEEM  Consolidated
BT BERER L L ON R
HK$'000 HK$'000 HK$'000 HK$'000
FET TET TERT FTET
ASSETS EE
Segment assets PHEE 54,824 338,361 111,632 504,817
Interests in associates NG - - 71,148 71,148
Unallocated corporate assets AOMEEEE 167,689
Consolidated total assets GEEESR 743,654
LIABILITIES =X
Segment liabilities HEEE 40,409 158,474 40,194 239,077
Unallocated corporate liabilities AOMEERE 220,981

Consolidated total liabilities LABEER 460,058
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INSPUR INTERNATIONAL LIMITED SR BB G R A A

Notes To The Consolidated R BRI MIET
Financial Statements
T

For The Year Ended 31 December 2007 BE_FFLFF_A=F+—HIFE
8. SEGMENT INFORMATION (continued) 8. ZTHER mwm
Business segment (Continued) EBTHE (#)
Other information for the year ended 31 December 2007 BE—EE+F A=+ —HIFFEZHM
Manufacture

and Development

Trading of  trading of  and sale of

computer computer computer

components products software
EE HEREE  HERHE  Unallocated Consolidated
Ekntt EHER EHEH B3 &a
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
THR THR TER THER TR

Additions to property, plant and equipment AENZE  BRREE - 1,479 1371 1 2,851
Additions to goodwill arising RENBARMES

on acquisition of subsidiaries LSRN - - 30,542 - 30,542
Additions to other intangible assets RUGEHBAAMAE

on acquisition of subsidiaries HAfhERAE - - 12,767 - 12,767
Depreciation of property, n% - BERZENE

plant and equipment - 564 166 204 934
Wiite-down of inventories FEmA 1,258 - - - 1,258
Amortisation of other Ethm AR

intangible assets - - 479 - 479
Allowance for bad and doubtful debts RERRE 7132 - - - 7132
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

8. SEGMENT INFORMATION (continued)

Business segment (Continued)

Income statement for the year ended 31 December 2006

Revenue W
Segment results DEEE

ENGILON
AOBERFAX

Unallocated income

Unallocated corporate expenses

Share of profits of associates XS = INCIF
Interest expenses FEZH

Profit before taxation BRA BT AL
Taxation P

Profit for the year FNLEF

RABEEREARRAA

=
nj\

Bz
8.

EBEDHE (#)
—FENF A=t —HAUFRERGR

=

Trading of
computer
components
BT
HK$'000
THET

684,445

18,992

T—==

Manufacture
and

trading of
computer
products
SEREE
«(EDD
HK$'000
THT

185,047

20,291

r e B RS R AR MR

EFELFL A= —HIFE

DEER @

Development
and sale of
computer
software

M RIHE
S
HK$'000
THET

1,127

(106)

2,645

INSPUR INTERNATIONAL LIMITED

Consolidated
ra

HK$'000
TAT

870,619
39,177

3,005

(4,926)

2,645
(11,984)

27917
(2,770)

25,147
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INSPUR INTERNATIONAL LIMITED SR BB G R A A

Notes To The Consolidated R BRI MIET
Financial Statements

For The Year Ended 31 December 2007 BE_FFLFF_A=F+—HIFE
8. SEGMENT INFORMATION (continued) 8. DEER @
Business segment (Continued) EBTHE (#)
Balance sheet at 31 December 2006 R-ZEEXNF+ZH=1+—HEEBEZX
Manufacture

and Development

Trading of trading of and sale of
computer computer computer
components products software
EE HEkEER FEMEHE  Consolidated
BT BED BT e
HK$'000 HK$'000 HK$'000 HK$'000
THAT THL THT THT
ASSETS BE
Segment assets DEBEE 61,810 162,002 1,967 225,779
Interests in associates N = = 58,512 58,512
Unallocated corporate assets ROBLEEE 149,055
Consolidated total assets MEBEEBSE 433,346
LIABILITIES &
Segment liabilities DEaE 22,203 55,959 88 78,250
Unallocated corporate liabilities AOBELEAR 190,251
Consolidated total liabilities reaES

| 268,501
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SRIME AR A A INSPURINTERNATIONAL LIMITED

Notes To The Consolidated eI EMEE
Financial Statements
EE

For The Year Ended 31 December 2007 BE—FTLF = A=1—HIFE
8. SEGMENT INFORMATION (cContinued) 8. PEER @
Business segment (Continued) EBTHE (#)
Other information for the year ended 31 December 2006 BE—EENFL A=+ —HILFEZHM

Manufacture
a

=}

d  Development
Trading of trading o and sale of

computer  computer  computer
components products software
BE HEREE  HEREE  Unallocated Consolidated
e s EHER Bk KR )

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
T T AL THL T

Additions to property, RENZE - BEREE

plant and equipment - 1,897 326 8 2,231
Depreciation of property, %  HERRENE

plant and equipment - 126 59 404 589
Write-down of inventories FEHE 1,621 = = = 1,621
Geographical segments HhE 7 2
The Group's operations are currently carried out in the PRC AEERERRERPBE(BIESB)HET

(including Hong Kong).

The following table provides an analysis of the Group's turnover TEREVAEEZMSMEM(THmER, R
by location of markets, irrespective of the origin of the goods/ 2 R ) B D 2 &R
services:

Sales revenue by

geographical market

BRIETSE S
ZHE W R
2007 2006
—EELHF ZEER

HK’000 HK'000
Hong Kong B 490,041 684,445
The PRC (excluding Hong Kong) FE (TREEE) 432,133 186,174
922,174 870,619
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INSPUR INTERNATIONAL LIMITED SR BB G R A A

Notes To The Consolidated e IS SRR MIEE
Financial Statements
I

For The Year Ended 31 December 2007 BE-_FTEF+LF+-_A=+—HIFE

8. SEGMENT INFORMATION (continued) 8. DHEERN @
Geographical segments HhE 55
The following is an analysis of the carrying amount of segment NTARZEEMEMEMNE - DEEEZRE
assets, and additions to property, plant and equipment, other B Y% BEMREBEZAE  HEMWEFEE
intangibles assets and goodwill, analysed by the geographical NiEZ REEST

area in which the assets are located:

Additions to
property, plant
and equipment, other

Carrying intangible assets
amount of and goodwill

segment assets M BERZEBEZRE

PEEEZIREE HihBEL EEREE
2007 2006 2007 2006
—EELFE —ZETEF —EELFE —TTHF
HK$’000 HK$'000 HK$’000 HK$'000
FET FAT FER FAT
Hong Kong BB 54,824 61,810 1 8
The PRC (excluding Hong Kong) FE (TREEE) 449,993 163,969 46,159 2,223
504,817 225,779 46,160 2,231

9. OTHER INCOME 9. HKA

2007 2006
ZEBLF —EEREF
HK’000 HK’000
FERT FA&T
Interest income FLEWA 2,358 2,718
Net foreign exchange gain HNEE W R F RE 10 286
Others =i 1,289 587
Gain on disposal of an associate i — S AR 2 e - 384
3,657 3,975
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

10.

TAXATION

Current tax: BERRR

Hong Kong B

PRC Enterprise Income Tax AR B {b FEFTIS TR

Overprovision of BEFE BB
Hong Kong Profits Tax 1SR R R

in respect of previous years

Deferred taxation (note 28) EERE (K1E28)

Hong Kong Profits Tax is calculated at 17.5% of the estimated

assessable profit for both years.

The statutory tax rate for the PRC Enterprise Income Tax of
33% is applied to the Group except for Inspur Communication
Information System Limited (“Inspur Communication”) which

was entitled to a preferential tax rate of 27%.

Pursuant to the relevant laws and regulations in the PRC, the
Group's PRC subsidiaries, JRB(ILR)EFEEBRAE], IUE
RIHE FHASEGEAR AT and Inspur Communication are
exempted from PRC Enterprise Income Tax for two years
starting from its first profit-making year, followed by a 50%
reduction for the next three years. The first profit-making year
for RE(LWR)EFEEARADA, ILFRHAEFHRBERGBRA

Al and Inspur Communication are the fiscal year ended 31
December, 2006, 31 December, 2007 and 31 December, 2004

respectively.

On 16th March, 2007, the PRC promulgated the Law of the PRC
on Enterprise Income Tax (the “New Law") by Order No. 63 of
the President of the PRC. On 6th December, 2007, the State
Council of the PRC issued Implementation Regulations of the
New Law. The New Law and Implementation Regulations will

change the tax rate to 25% from 1st January, 2008.

SR B B

'.\1

r e B RS R AR MR

N

BB 227 INSPURINTERNATIONAL LIMITED

HE-—FEE+E+ A=+ —HIFE
10. 18
2007 2006
—EELHF ZETRF
HK’'000 HK'000
FET T
2,477 2,770
268 =
(67) -
(120) =
2,558 2,770

RAEFE  BENEHEAFENGER

BAERNIE)175% 15 ©

@%%$%%¢lﬁ¥ﬁﬁ%ﬁ2?ﬁiﬁ$%
33% ' MRBBEEERAARAR([REBE
ENZEEERE2T% °

RIBHBEBRER IR - AEE 2 EHE
RARBMUR(EF)EERARAA - WRR
HMEFRERHERATRABEAEEE
ENFEEERRARTREEEMAESHME -
M EL & = S PN 2 h B D R P 1S L E 8 R Rl
F  ORMUR(ET)EBARAR - ILRRE
ETBRBRMARARRBEZ & EEF
FENRAHE_TERNFT _A=+—"B1LH
BEE BE_TTLF+_A=1+—HLLH
BEERBE-_TTNF+_A=1+—HLLH
BEE -

RZTZTLF=A+"8  FEREFRHER
I%iA%f%ﬁ%¢l¢¥% SHUA([FE
Bl]) e R=ZZEZLFE+=-A/NB * PEBKELR
ﬁ%Tﬁﬁ&?ﬁ%%oﬂ#%ﬁ%&EEm
A =TT N\F—A—B  ERANEK
FEEE25% °
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INSPUR INTERNATIONAL LIMITED

RAEEARRAG

NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

10. TAXATION (Continued)

The taxation for the year can be reconciled to the profit before

taxation per the consolidated income statement as follows:

Profit before taxation

Tax at the prevailing profits
tax rate of 17.5% (2006: 17.5%)

Tax effect of share of

profits of associates

Tax effect of expenses that are

not deductible in determining

taxable profit

Tax effect of income not

taxable for tax purpose

Tax effect of tax losses
not recognised

Effect of tax exemption

granted to PRC subsidiaries

Overprovision in respect

of previous years
Others

Taxation for the year

B AT AL A

BEBRITAERBE1756%

FEIEB SRR
M2 BB E
TABETE J& SRTLAL A B

AL B B S AR
BRBAZREEE
REERBISE IR
ZRBHE

o Bl 1 )
EREHRBAZTE
BIEFEZ BERE

Hit

REETHIA

At the balance sheet date, the Group has unused tax losses of
HK$9,449,000 (2006: HK$798,000) available for offset against

future profits. No deferred tax asset has been recognised due

to the unpredictability of future profit streams. The tax losses

may be carried forward indefinitely.

E Annual Report 2007 3§
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TAMNBRFASZRBZE

e RS ERAR MR

BE-FFtE+-A=1—HILFE

10.

BIE @)

RIEGR A W R - ANFE 2 T8 BRI 4L A
BT -

2007 2006

—BELHF —ETAF

HK'000 HK'000

FHET T

42,848 27917

7,498 4,886

(1.420) (463)

1,514 _

(67) _

1 213

2,558 2.770

REER  AEBNASARBDRAHEESEREA
9,449,000/t ( ZFZ /X4 : 798,000/ 7T ) A
RIS S Am FI o BB PR BE LA S 2103 7 2 2R
R A EERRERIE A E - BIIEEER

R A o




SRIME AR A A INSPURINTERNATIONAL LIMITED

Notes To The Consolidated R BRI MIEE
Financial Statements

_ForTheYear Ended 31 December 2007 HE—TE+F+-A=1—HIFE
11. PROFIT FORTHE YEAR 1. NEEAR
2007 2006
—EEF ZETRF
HK’000 HK’000
FET FET
Profit for the year has been N[ AN A A BR
arrived at after charging: ToFIRERF/E :
Allowance for bad and REBREHE
doubtful debts 7132 -
Amortisation of other Hofth fm 2 & A SN
intangible assets 479 -
Auditor’s remuneration 1% SR B <& 1,500 1,109
Cost of inventories HRAERZMEFERAR
recognised as expenses 826,068 819,083
Depreciation for property, M - BENREREITE
plant and equipment 934 589
Directors’ remuneration (note 12)  Z%B& (Af:212)
Fee we 227 204
Other emoluments Hib i< 1,866 2,666
Other staff costs H 8 TR
Salaries and other benefits e R HAEF] 13,239 4,966
Retirement benefit RIREAFT SR
scheme contributions 1,025 295
16,357 8,131
Interest expense on redeemable ARAFRBEEENED
convertible preferred shares AR B R IR FI B R
wholly repayable within five years 14,287 11,984
Interest expense on other AR AFRBEER
borrowings wholly repayable Efth & R A B R 2
within five years 18 -
14,305 11,984
Net loss on disposal of property, HEME « BE L&
plant and equipment 2 B8 55 21 2
Operating lease rentals in respect WAERETIHFS
of office premises and ZIEEHERS
staff quarters 1,219 484
Write-down of inventories FEMOR 1,258 1,621
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INSPUR INTERNATIONAL LIMITED SR BB G R A A

Notes To The Consolidated e IS SRR MIEE
Financial Statements
I

For The Year Ended 31 December 2007 BE-_FTEF+LF+-_A=+—HIFE
12. DIRECTORS’ EMOLUMENTS 12. EEME
The emoluments paid or payable to each of the eleven (2006: M+—B(ZEERF: +—R)ESIHN R
eleven) directors were as follows: NZzMe=BaoT :
Independent
Executive director Non-executive director non-executive director
#ES HinEz BUuES
Leung Wong Xin Liuw ~ Meng Wong Lit

Chi Sun  Wang  Zhang  Hung, Wei Marc ~ William Ping  Xiang Chor,
Ho  Pishu Miao Lei Alex Hua Evan  James Yuan Xu  Alexis 2007
288 HER £ ) & I FEE  Brown Fass  8TR Z¥E  ERY C3%tf
HK$'000 HK$'000 HKS$'000 HK$'000 HKS$'000 HKS$'000 HK$'000 HKS'000 HKS'000 HK$'000 HKS$'000 HKS$'000
Tén TEx Thr TEx TEr ThEr TEx TEx TEr TEx TER  TEn

Fees ek - - - - - - - - 60 60 107 21
Other emoluments Afiie
Salaries and other benefits FeREMLER 84 450 240 20 - - - - - - - 18
Contributions to retirement RANER]
benefits scheme HEIE 12 - - - - - - - - - - 12
Total emoluments Atle 896 450 20 280 - - - - 60 60 107 2093
Independent
Executive director Non-executive director non-executive director
afEs FaiEs B HES
Leung Wong Xin Liu Meng  Wong Lit

Chi Sun Wang  Zhang  Hung, Wei Marc — William Ping Xiang Chor,
Ho Pishu Miao Lei Alex Hua Evan  James Yuan Xu Alexis 2006
285 AR W K & FEE  Bown Fass ATR  EEE BN 2TEE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HKS'000 HK$'000 HK$'000 HK$'000 HKS'000
Tén  TEr AR AR TER  TER AR TER  TEn AR TER TEn

Fees e - - - - - - - - 60 60 84 204
Other emoluments e

Salaries and other benefits &e REbEH 834 450 1,040 280 - - - - - - - 266

Contributions to retirement RINEA]

benefits scheme AT 12 - - - - - - - - - - 12

Total emoluments aithie 896 450 1,040 280 - - - - 60 60 8 2870
No directors of the Company waived any remuneration during RREREA - I8 AR 7 E 5 HEE B E ] B
both years. & o
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NotesTo The Consolidated
Financial Statements
_____ I

For The Year Ended 31 December 2007

13. EMPLOYEES’ REMUNERATION

Of the five individuals with the highest emoluments in the
Group, four (2006: four) were directors of the Company whose
emoluments are set out in note 12 above. The emoluments

of the remaining one (2006: one) highest paid individual were

as follows:
Salaries and other benefits e R EHAET
Retirement benefit scheme RIRBHIET B R

contributions

14. DIVIDEND
Dividends recognised as FRNERADEZRE

distribution during the year:

Final dividend for 2006, BT RNFARE
paid — HK1.5 cents f& BE&R% 15781
(for 2005: HK3 cents) per share —ZEERF : 3B)

Additional final dividend paid for ERLEE AR 8
2005 shares issued under R RFEST
share option scheme A& 17 2 BEHNRERAR B

No final dividend (2006: final dividend of HK1.5 cents) per share

has been proposed by the directors.

e BTSRRI

By

BT LFF—A=1—HIFE

3. BEEM=

—

INSPUR INTERNATIONAL LIMITED

EAEERUSREHFMA LS HbpmR(=
TTNE: NF)BES - FHEHN XM=
12 % T—Z(ZTETRF: —R)BRaF AT

BB ST
2007 2006
—gBLF —FERE
HK’000 HK'000
TR TE
190 449
5 12
195 461

14. B2

2007 2006
S = —FEAE
HK’000 HK'000
T T
7,715 14,733
- 600
7,715 [5%88€

EETERREERRARB(ZFTTRFE

REAAR S 1.6 )
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INSPUR INTERNATIONAL LIMITED SR BB G R A A

Notes To The Consolidated SO TR MIET
Financial Statements

For The Year Ended 31 December 2007 HE T+ Ff - A=1—HIFE

15.

EARNINGS PER SHARE

The calculation of the basic and diluted earnings per share

attributable to the ordinary equity holders of the parent is

based on the following data:

5. BIRZF|

BRRIEBRERAABGERERNREER

MTHRE T O B &

2007 2006
—EELHF “EEREF
HK’000 HK'000
FET FAT
Earnings BF|
Earnings for the purposes of TEFREREF
basic earnings per share Fr R A 2 2 7]
(Profit for the year attributable (BRARREREF A
to equity holders JEMRFEE &AM 38,801 25,160
of the parent)
Interest on redeemable convertible B H&[E] A] £ %
preferred shares BERZF B 14,287 11,984
Earnings for the purposes of FTESREERF
diluted earnings per share FrER A 2 27 53,088 37144
‘000 ‘000
T T
Number of shares REOEE
Weighted average number of ST EERERZR
ordinary shares for the FrER A 2 hnte
purpose of basic T EmREE
earnings per share 2,628,034 2,537,255
Effect of dilutive potential BEE BT BRI TE
ordinary shares:
— share options — M AR AE 208,934 206,440
— redeemable convertible — 7] RE Bl AT AR B S AR
preferred shares 1,171,398 1,018,730
Weighted average number of FTESREERF
ordinary shares for the FrER A 2 hntge
purpose of diluted T EmREE
earnings per share 4,008,366 3,762,425

FEEHE—TTAET-_A=+—HILEES
purpose of basic and diluted earnings per share for the year HQ%ZK&?%%%%'JZMEE$ 9L mARE A 2R

ended 31 December 2006 has been adjusted for the share RZFELF+ZATHBERZBRODOIFIE
H TR (RERE SRR M 254 58 ) -

The weighted average number of ordinary shares for the

division which took effect on 14 December 2007 as disclosed

in note 25 to the consolidated financial statements.

m Annual Report 2007 3§




SRIME AR A A INSPURINTERNATIONAL LIMITED

NotesTo The Consolidated
Financial Statements
_____ (I

For The Year Ended 31 December 2007

16. PROPERTY, PLANT AND EQUIPMENT

e SRR EE

By

EoTELFF—A=1—HIFE

16. Y5 ~ BERRE

Furniture,
fixtures
and office Motor
Machinery equipment vehicles Total
HeE FERREE EH &H
HK$'000 HK$'000 HK$'000 HK$'000
FET FHET FHET F#ET
COST 2%
At 1 January 2006 R-_ZZTXRFEF—H—H - 1,405 - 1,405
Exchange adjustments ME H, 38 21 12 4 37
Additions BN 960 545 726 2,231
Disposals ki (30) (45) (508) (583)
At 31 December 2006 RZZTRF
+=—A=+—H 951 1,917 222 3,090
Exchange adjustments bE X % 77 85 16 178
Acquired on acquisition BEWEE
of subsidiaries {RpENG] 599 148 448 1,195
Additions R 245 1,411 - 1,656
Disposals & (5) (99) - (104)
At 31 December 2007 RZTTF
+—A=+—H 1,867 3,462 686 6,015
DEPRECIATION e
At 1 January 2006 R-ZTEZTF—H—H - 802 - 802
Exchange adjustments PE 5 AR 2 1 = 3
Charge for the year INF R AE 89 468 32 589
Eliminated on disposals o 5 IRF B (13) (31) (22) (66)
At 31 December 2006 RZZETREF
+=—A=+—8 78 1,240 10 1,328
Exchange adjustments PE W AR 14 17 2 33
Charge for the year NG 245 642 47 934
Eliminated on disposals oS B S - (57) - (57)
At 31 December 2007 RZZTE+LF
+=—A=+—8 337 1,842 59 2,238
CARRYING VALUES FREE
At 31 December 2007 R=ZTZTF
+=—A=+—8 1,530 1,620 627 3,777
At 31 December 2006 RZZTRF
+=—A=+—8 873 677 212 1,762
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INSPUR INTERNATIONAL LIMITED SE BB G R A A

Notes To The Consolidated R BRI MIET
Financial Statements
T

For The Year Ended 31 December 2007 HE—_ZET+F+ _A=1—HIFE
16. PROPERTY, PLANT AND EQUIPMENT (Continued) 6. W% - BMEKRKRE @
The above items of property, plant and equipment are AEMZE  BERSENTEAEREZELSF
depreciated on a straight line basis at the following rates per FERMT :
annum:
Machinery 23 10% - 20%
Furniture, fixtures and REREE
office equipment 10% — 33"/3%
Motor vehicles 2k 10% — 20%
17. GOODWILL 17. &%
HK$'000
FAT
At 1 January 2006 and RZZEZRF—A—BK
1 January 2007 —FT+F—H—H -
Arising on acquisition E M E A F)
of subsidiaries (note 29) FrEEE (K15E29) 30,542
At 31 December 2007 RZZTELF
+=-A=+—8H 30,542
Particulars regarding impairment testing on goodwill are PR BRI 2 FF B MT 5E 184K ER o
disclosed in note 18.
18. IMPAIRMENT TESTING ON GOODWILL 18. BERBERR
As explained in note 8, the Group uses business segments SANPT FESHRRE - NEENFRE DB ERRE
as its primary segment for reporting segment information. For BEBIBAEENE - ARERARME * 3
the purposes of impairment testing, goodwill set out in note TR E17Z2EEED @B?@iﬁﬁﬁ?‘Zﬁé?
17 has been allocated to the cash generating unit (“CGU") of $1I(UE§E$$MJ) RN_EZTLF+—
software development. The carrying amounts of goodwill as at A=+— @EE’%EZ%EZ%%EEE@@QDT :
31 December 2007 allocated to this unit is as follows:
Goodwill
e
HK$'000
FAT
Software development B FFE 30,542
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

18.

19.

IMPAIRMENT TESTING ON GOODWILL
(Continued)

Management of the Group considers cashflow projections
which was prepared based on financial budgets and determined
that there was no impairment of the CGU containing goodwill
as at 31 December 2007

The recoverable amounts of the CGU of software development
have been determined based on a value in use calculation. For
the purpose of assessing goodwill impairment, the value in
use calculation uses cash flow projections based on financial
budgets approved by management covering a 5-years period
and discount rate of 12.23%. A key assumption for the value
in use calculations is the budgeted growth rate ranged from
6.5% to 16%, which is determined based on past performance
and management's expectations for the market development.
Management believes that any reasonably possible change in
any of the assumption would not cause the aggregate carrying
amount of the above CGU to exceed the aggregate recoverable

amount of the above CGU.

OTHER INTANGIBLE ASSETS

COST s

At 1 January 2006 and RZZZRF—H—BK
1 January 2007 —EE+F—H—H

Acquisition of subsidiaries U BB B A 7

At 31 December 2007 RZZTTLF

+=A=+—H

AMORTISATION AND IMPAIRMENT # 88 K R{E

At 1 January 2006 and RZZERF—A—BK
1 January 2007 —ZTT+F—H—H

Charge for the year IR
At 31 December 2007

CARRYING AMOUNT BREE
At 31 December 2007

At 31 December 2006 REZBZERFE+_A=+—H

S’lt!

KRBT FE+—_H=+—H

R_EELF+—H=+—H

BB BB A7 INSPUR INTERNATIONAL LIMITED

r e B RS AR M R

E_FFLFEF_A=+—HILFE

8. BERERE @

NEFEREBRE  NHHBEESEEERZ
RERTER - IETSEEmE 2 EMHIGEE
BURZZEE+E+_A=+—B W EHER
1 -

SR B EEEM 2 A BREEETY

BEREREETFTEMNEE - st b EREm
= EREEDNBEREEEEIE MK TaE Y
FHESREFEZEAARAFY  TEXA
12.23% - ERBEAEZ T ERZFIRER
FREMEEEAMBSERAEMREZER

BER H65%E16% 1% - BEEREE
AR AT AL B 4 2 S BE LT BB L
MIReEFSEMREEAERALNREES
BN Al el U SR8 HEE o

HtELERE

Registered Customer
software Contracts Total
eEEfEst BIREFR et
HK$'000 HK$'000 HK$'000
T T T
11,971 796 12,767
11,971 796 12,767
214 265 479
214 265 479

11,757 531 12,288
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Notes To The Consolidated e IS SRR MIEE
Financial Statements
I

For The Year Ended 31 December 2007 HE2 T +F - A=1—HIFE
19. OTHER INTANGIBLE ASSETS (Continued) 19. HBEFEEE @
The intangible assets of the Group were acquired as part of a AEBELEENANFWE  (EREBAHE
business combination in the current year. R—Eb D o
The intangible assets have finite useful lives. Intangible assets EBREECRFHAER - BEEENERE
are depreciated on a straight-line basis over the following AT HARE 8
period:
Customer contracts 3 months to 1 year EEEEYS =@MAE—F
Registered software 5 years B ke Gakd
20. INTERESTS IN ASSOCIATES 20. BME QT 2R
2007 2006
—EELF —ETREF
HK’000 HK’000
FERT FAT
Cost of investment NN Wl = YN
in associates — unlisted —3JEET 53,591 53,591
Share of post-acquisition profits Fir il Wi 14 B A1) 15 58 13,032 4,921
Exchange realignment bE X 4,525 -
71,148 58,512
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RIME AR A A INSPURINTERNATIONAL LIMITED

Notes To The Consolidated R BT ER R MIEE
Financial Statements
EE

For The Year Ended 31 December 2007 HE—TT+F-—A=1+—HIFE

20. INTERESTS IN ASSOCIATES (Continued) 20. BE QAT R @)
As at 31 December 2007, the Group had interests in the RZZEZELFE+ZA=+—8  A&EBER T
following associates: [ dlNCIEZ P =L o

Proportion of

nominal value
of registered
capital held Proportion
Form of Country of by the Group of voting
business registration HAREREE power held
Name of entity structure and operation ZAMERR BEREE Principal activities
15 BELRY A EfREEER AEEA AR TEER
IWRRAEARABRAR Incorporated PRC 40% 40% Development, production
("\REA") FRKIA HE and sale of computer
software and computer
peripherals
e EERBEBK
iR ERARRE
RAEERREGERAR Incorporated PRC 30.05% 30.05% Development, production
("Inspur Genersoft") FRKL AR HE and sale of computer
software and computer
peripherals
FE - EERHEEEM
B REKEERE
Included in the cost of investment in associates is goodwill B & R AR E 2 A B IR IR BB B & A RIE AL
of approximately HK$4,469,000 (2006: HK$4,168,000) arising 24,469,000/ ;o —Z T /)N F : 4,168,000/8
on acquisition of associates. The movement of goodwill is set TL)Z T - EEEEHHN TIERA -
out below.
HK$'000
FAET
Cost AR
At 1 January 2006 RZZTERF—HA—H 1,105
Exchange adjustments PE A% 40
Arising on acquisition of NG /NG
an associate 3,384
Eliminated upon disposal & — A AR
of an associate PR i B (361)
At 31 December 2006 RZZEZRFT_A=1T—H 4,168
Exchange adjustments PE 5 3% 301

At 31 December 2007 R=ZBZ+F+_A=+—H 4,469
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

INTERESTS IN ASSOCIATES (continued)

20.

21.

The summarised financial information in respect of the Group'’s

associates is set out below:

Total assets

Total liabilities

Net assets

Group's share of net assets

of associates

Revenue for the year

Profit for the year

Group's share of results

of associates for the year

INVENTORIES

Raw materials
Work in progress

Finished goods held for sale

Annual Report 2007 3§

BEE
wAfE

BEFE

AEBE R E AT
L EEFE

FE W

FREAN

REZAEE RN
NI S

R
FEREM
RFAEFE 2K M

e R R R ML

BE-FFLE+-A=+—HIFE

== N 2

20. BBE N T 2R @

REBMENF 2 PBEERBEMT

2007 2006
—EELHF ZETRF
HK’000 HK'000
FHET FH&T
233,271 216,221
(44,114) (46,922)
189,157 169,299
66,679 54,344
240,760 221,523
24,975 9,618
8,111 2,645
21. 78

2007 2006
—EELHF ZETRF
HK’000 HK'000
FHET FHEIT
8,458 1,029
2,969 5,063
44,914 39,205
56,341 45,297




NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007
22. TRADE RECEIVABLES AND OTHER
CURRENT FINANCIAL ASSETS
Trade receivables
Trade receivable B 5 IR
Less: Allowance for bad and BT RIBAREEE

doubtful debts

The Group allows an average credit period of 30 to 120 days

(2006: 30 to 90 days) to its customers. The aged analysis of

trade receivables is stated as follows:

0 to 30 days 0230H
31 to 60 days 31260H
61 to 90 days 61290H
91 to 120 days 91£120H
Over 120 days 1208 A £

Before accepting any new customer, the Group uses an external

credit scoring system to assess the potential customer's credit

quality and defines credit limits by customers. Limits and

scoring attributed to customers are reviewed twice a year.

75% of the trade receivables that are neither past due nor

impaired have the best credit scoring attributable under the

external credit scoring system used by the Group.

RABEEREARAA

INSPUR INTERNATIONAL LIMITED

e SRR EE

HE—TE+F+-A=1—HIFE

22. BEFRURERREMREBEHME
[

B 5 BN

2007 2006

—FILF —EETAE

HK’000 HK'000

FHT T

66,540 13,787

(7.132) N

59,408 13,787

RATFARPIRMHFH30E1208 VREHR(—
TTNF  30290R ) - E 5 EKERKARER

DITEAT

2007 2006
—BBLE =t £ A%:
HK’000 HK’000
FERT FHBT
22,809 13,136
15,713 620
5,704 3

911 28
14,271 =
59,408 13,787

REMEFFEFA - ARBRAIINFEERT
DEFRMHEBEEF ZEEERREEEFE
ELR - B TEPZEELREFNDEBFEL
MR - RBAEERAZINEMEEFD R
75% 8 5 RUR BT BB ERE - BAK

BEED -
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

22. TRADE RECEIVABLES AND OTHER

CURRENT FINANCIAL ASSETS (continued)
Trade receivables (Continued)

Included in the Group's trade receivable balance are debtors with
aggregate carrying amount of HK$14,271,000 and HK$31,000
as at 31st December, 2007 and 2006 respectively, which are
past due at the reporting date for which the Group has not
provided for impairment loss as there has not been a significant
change in credit quality and the amounts are still considered
recoverable. The Group does not hold any collateral over these
balances. The average age of these trade receivables is 140

days and 110 days in the year of 2007 and 2006 respectively.

Ageing of trade receivables which are past due
but not impaired

60 to 90 days 60£90H
90 to 120 days 90£120H
Over 120 days 1208 A E

Movement in the allowance for bad and doubtful
debts

Balance at beginning of year FHEEH
Impairment losses recognised PLREUR BR TR R
on receivables ZBIEBE

Balance at the end of year FRER

Annual Report 2007 £ %f

e PR ERR M

BE Tt F+=—H=+—HILEF
22. ES RWRA R EMA B EME
E @

EZRWFERS (&

AEE 2B ZRURFERABIEREERT -

ZERWRFREAEN _STLFR=TT
NETZA=T—B2RRAEK14,271,000
TR AR®31,0000T ' RERAEAS - AR
EEBRIESEAEYRABZTSE N TK
@'W$Elﬁﬁﬁﬁﬁﬁﬁﬁﬁﬁo$%l

Iﬁﬁai%%%ﬁﬁﬂﬁﬁ R-ZET+HF
R_ZERF 2EEHREVERIZ FHERR

nEIJz%MOEE&HoEE o

BEERRE 2 B Z EWRF 2 iRk

2007 2006

—BELF —EETRF

HK’'000 HK’'000

FET FET

- 3

- 28

14,271 —

14,271 31
RIZRBEZEE

2007 2006

—EELF —EEREF

HK'000 HK’'000

FET FET

7,132 -

7,132 -




NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

22.

TRADE RECEIVABLES AND OTHER
CURRENT FINANCIAL ASSETS (continued)

Trade receivables (Continued)

Included in the allowance for bad and doubtful debts are
individually impaired trade receivables with an aggregate
balance of HK$7,132,000 (2006: nil) which have been under
dispute. The Group does not hold any collateral over these

balances.

Other receivables

Other receivables are unsecured, interest free and recoverable

within one year.

In determined the recoverability of trade and other receivables,
the Group considers any change in the credit quality of the
trade receivable from the date credit was initially granted up
to the report date. The Group considers the trade and other
receivables are determined to be impaired if they are aged for
more than 180 days based on the management past experience.
The concentration of credit risk is limited due to the customer
base being large and unrelated. Accordingly, the directors
believe that there is no further credit provision required in

excess of the allowance for bad and doubtful debts.

Amounts due from related companies

The Group allows an average trade credit period of 30 to 210
days (2006: 30 to 90 days) to its trade receivables due from its
fellow subsidiaries and ultimate holding company, the following
is an aged analysis of amounts due from fellow subsidiaries

and ultimate holding company at the balance sheet date:

SR B B

mae

BB 227 INSPURINTERNATIONAL LIMITED

AR R T RE

BE—FTLF = A=1—HIFE

22.

Amounts due from fellow FEUR R £ BB A 7l 2 5k 1A
subsidiaries
0 - 30 days 0Z230H
31 - 60 days 31260H
61 - 90 days 61290H
91 — 210 days 91£210H

EFRWERAREEMTRESEME
E @

ESEBWERS (8)
KRB A IR E R A E 2 BUARRAE

RZRIE - AERAHEEEA7132,0008 T (—EE
INEE ) o $E.Iﬂﬁjﬂuxﬁluﬁ$¢—rﬁﬁjﬂj
AR o
B EN R

E R R AEER - 2 ERATR—F ALK
| o

EBERTEREE S R EABUIRE - RNE
EEREEEEENAREERABZERNEE
B2 c RIBBTKR  AEERAMNES
REHEWRMRZRERER180H @ AIE S K
Hib R RS ETTARE - ARBEPEEA

B&E@E  HEERRY TSR - Al EF
RAERRERZRESRI  EEELEZEE
B o

JEUS B /) ] 7018

AL B A EKEHREENB AR KRR
BE S RUERIEHFH08E2108 (ZEF X
fF30H £90H )m,ﬂﬁﬁﬁ LT ARKRER

/

M AR REREERARFERER B2 Rk
DI :
2007 2006
— s —EERE
HK’000 HK'000
TRx TAT
26,595 14,175
735 -
161 1,348
10,134
37,625 15,523
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

22.

100

TRADE RECEIVABLES AND OTHER
CURRENT FINANCIAL ASSETS (continued)

Amounts due from related companies (Continued)

Amount due from ultimate

holding company

0 - 30 days 0£30H
31 - 60 days 31260H
61 — 90 days 61290H
91 — 210 days 91£210H

The amounts due from fellow subsidiaries and ultimate holding
company have not been past due at the reporting date and the
Group has not provided for impairment loss. In determining
the recoverability of amounts due from fellow subsidiaries and
ultimate holding company, the Group considers any change in
the credit quality of the amounts from related companies from

the date credit was initially granted up to the report date.

The amount due from an associate was unsecured, interest

free and fully settled during the year.

Bank balances and cash

Bank balances and cash comprise cash held by the Group
and short-term bank deposits with an original maturity of
three months or less. The carrying amounts of these assets
approximate to their fair values. The bank balances carried
interest at market rates which range from 1.07% to 4.7%
(2006: 0.72% to 4.60%) per annum. At 31 December 2007,
the bank balances and cash of approximately HK$113,168,000
(2006: HK$121,337,000) were denominated in RMB which is

not freely convertible into other currencies.

Annual Report 2007 3§

FE W R AR 42 BN B 2 FRIR

e ISR AR EE

=z

SEELET A —ALFR

22.

ESRNERREMASERE
E @)

FEWETE 1 B 5KTE (4)

2007 2006
—EELF —EERF
HK’000 HK'000
8% Fitz
144,170 43,788
30,202 56,490
51,860 40,775
58,939 -
285,171 141,083

JFE L2 ) = I P 8 2 B B B M R P B R R R TR
RiE BHIEANLE - MAKELERRERS
B - EREIRRIS BB A R KB &K
ERARFREDKER  AREEEERHE
RAEMTEREXANERESAH 2 EERE

KR —FEEERR 2 FRAR/EER - RERE
RERNTBREE -

RITHREBREE

REBZRTEHREBEFERE =A%
N TZREARTER - EA T EEKREEE
G RITEMEM IS EFEEZNF1L07%E
4. 7% B(ZFTNREF 1 0.72%E4.60%) ° I
“ETLFFA=FT—0 RTEKRLRERS
#9113,168,0007%5 7T (= ZF =754 : 121,337,000
BIL) AUARBEE MARKEIL B
HEBRAHME o




NotesTo The Consolidated
Financial Statements
_______ I

For The Year Ended 31 December 2007

23. AMOUNTS DUE FROM (TO) CUSTOMERS
FOR CONTRACT WORK

Contracts in progress REERAZERTE
at the balance sheet date

Contract costs incurred plus BELEZTRKAN
recognised profits less B B SR 4R )Rk
recognised losses EEREE

Less: Progress billings B EE R

Analysed for reporting MMESITME :

purposes as:

Amounts due from JEWRERF 2 &4
contract customers TR

Amounts due to contract ERNERZEH4
customers THEIE

At 31 December 2007, there was no retentions held by
customers for contract works. Advances received from
customers for contract work amounted to HK$1,979,000 (2006:

nil) included in other payables and accrued expenses.

SRIME AR A A INSPURINTERNATIONAL LIMITED

e SRR EE

R ET L FF—A=+—HIFE

23. B (BN BEF 28N IREIE

2007 2006
—ETLE —EEAT
HK’000 HK'000
FHBT FHT

51,186 =
(47,151) =

4,035 =

6,136 =

(2,101) =

4,035 =

HE-_ZTLF+_A=1+—80 TEMED
BEZANIRRE - ERBKRATFEZEYN
TR 285 5E1,979,0008 ( Z T NF ¢
&) HEBEREMEMNERARETHX
ﬁq °
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Notes To The Consolidated eI ERERMIEE
Financial Statements
I

For The Year Ended 31 December 2007 HE—_ZET+F+ _A=1—HIFE

24. TRADE AND BILLS PAYABLES AND OTHER 24. ESENRAKRENEZEE R Hit
CURRENT FINANCIAL LIABILITIES ENTREE
Trade and bills payables, other payables and accrued expenses B S REMNERRENZR - A MM R R ERT
principally comprise amounts outstanding for trade purposes AXETEREESRACRERTER - E51B
and ongoing costs. The average credit period taken for trade BEIFH /30290 ©

purchases is up to 30 to 90 days.

The following is an aged analysis of trade and bills payables and NTAESRMNEIREMEEERRES R
amounts due to fellow subsidiaries for the purchase of goods MRS EIRREHEN R EEMEB AR 2R
and services received at the balance sheet date: REE BRI DT
2007 2006
—EELF —ETRF
HK’000 HK'000
FET T
Trade payables B S TR
0 — 30 days 0£30H 95,914 40,831
31 - 60 days 31%260H 17,656 17,785
61 — 90 days 61%290H 2,028 1,918
Over 90 days 0B 6,744 730
122,342 61,264
2007 2006
—EELF —ZETRF
HK’000 HK'000
FET FAT
Amounts due to related FEASTRAZE A BI5RIA ¢
companies:
Trading in nature 2514
Fellow subsidiaries EESEaE NG 33,517 7099
Ultimate holding company — AR AT 3,646 =
37,163 7,099
Total non-trading in nature IFEBESHHEE
A fellow subsidiary —HRSEHNB AR 31,787 =
Immediate holding company —EEER AT - 39
Total amounts due FEf BB A R BR AR RE
to related companies 68,950 7138
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SRIME AR A A INSPURINTERNATIONAL LIMITED

Notes To The Consolidated e BRI MIEE
Financial Statements

______
For The Year Ended 31 December 2007 HE—TE+F+-A=1—HIFE
24. TRADE AND BILLS PAYABLES AND 24, ESENRARENEZEEREM
OTHER CURRENT FINANCIAL LIABILITIES ENEMas @
(Continued)
The aged analysis of the amounts due to related companies MERE S EMNEERRRRKZ KRR DT
which are trading in nature is stated as follows: T
2007 2006
—ETtF ZETRF
HK’'000 HK’000
FERT FAET
0 to 30 days 0£30H 33,517 4,286
31 to 90 days 31£290H 3,646 2,852
37,163 7138
The amount due to a fellow subsidiary which is non-trading HEAIEBES RN —HREEHB AR R
in nature is unsecured and interest-free and repayable on RRERM B RRERER -
demand.
The amount due to immediate holding company was unsecured, ENEEERAG ZFIBREER 22 RIE
interest free and repayable on demand. EREE -

Annual Report 2007 G5k foXi
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Notes To The Consolidated SO ERIRMIET
Financial Statements
T

For The Year Ended 31 December 2007 BE_FTEF+F+_A=+—HIFE
25. SHARE CAPITAL OF THE COMPANY 25. XA B RRA
Number
Notes of shares
BitaE R EE
‘000 HK$'000
T A& FH&TT
Authorised: VERE
Ordinary shares of HK$0.01 RZZERF—A—ABK
each at 1 January 2006 and —EERTA=F—
31 December 2006 SREE0.0BIL LR H 1,000,000 10,000
Share subdivision f& 95 Hr 1 4,000,000 40,000
Ordinary shares of HK$0.002 R_ZTZE+F+=-A
each at 31 December 2007 = +—H8RHEE
0.002 BITZ LBk 5,000,000 50,000
Issued and fully paid: EETRER
Ordinary shares of HK$0.01 RZZEERF—A—
each at 1 January 2006 HRMEE0.0175 T Z
EimAR 491,100 4911
Exercise of share options ity 23,200 232

Ordinary shares of HK$0.01 each ~ R=ZZF+—-A

at 31 December 2006 =+—H&8K
[E{E0.01 BTz E@Ak 514,300 5,143
Placing of shares RHERE 2 50,000 500
Share subdivision Btn o4 1 2,257,200 -
Exercise of share options TTib HE A 3 109,000 218

Ordinary shares of HK$0.002 each R-ZZ+&+—H

at 31 December 2007 =+—HB&K
HEE0.0027% T2 Bk 2,930,500 5,861

Notes: FiEE -

(1) Pursuant to an ordinary resolution passed on 14 December 2007, (1) BEARAR-ZZET+HFT_ATEABBEZ
the Company's issued and unissued shares of HK$0.01 each ERRER - AARRAFEREE0.01ETT
were subdivided into 5 new shares of HK$0.002 each (“Share ZEETRARBITROSHFALREREE
Subdivision”). The Share Subdivision took effect on 14 December 0.0028 Tz &Mty ( TR DY) ) o Bfp
2007. SHER_TELF+_A+HBEK -
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

25.

26.

SHARE CAPITAL OF THE COMPANY (Continued)

Notes: (Continued)
(2) On 16 October 2007, completion took place for private placements
to independent private investors of 50,000,000 new shares of
HK$0.01 each in the Company, at subscription price of HK$0.94
per share. The proceeds were used to provide additional working

capital for the Company.

On 17 December 2007, share options for 109,000,000 of HK$0.002
each were exercised at the exercise price of HK$0.056. Details
of options outstanding and movements during the year are set

out in note 26.

All the shares which were issued during both years rank pari

passu with the then existing shares in all respects.

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

year.

SHARE OPTION SCHEMES

Equity-settled share options scheme

The Pre-IPO Share Option Scheme (the “Pre-IPO Scheme”)
and Share Option Scheme (the “Option Scheme”) of the
Company were adopted by the Company pursuant to the
written resolutions of all shareholders passed on 8 April 2004
for the primary purpose of providing incentives or rewards
to selected participants for their contribution to the Group
and/or to enable the Group to recruit and retain high-calibre
employees and attract human resources that are valuable to
the Group and any entity in which the Group holds any equity
interest. The Pre-IPO Scheme and the Option Scheme shall
be valid and effective for a period of ten years after the date
of its adoption. Under the Pre-IPO Scheme and the Option
Scheme, the board of directors of the Company may grant
options to eligible participants including employees, executives
or officers and directors (including executive and non-executive
directors) of the Company or any of its subsidiaries, and any
suppliers, consultants and advisers who will contribute or
have contributed to the Group to subscribe for shares in the

Company.

SR B B

=
nj\

S’lt!

26.

BB 27 INSPURINTERNATIONAL LIMITED

r e B RS AR M R

E_FFLFEF_A=+—HILFE

ZIK n —.IHXZIK (#&)

M (48)
20 RZTTLE+A+B  ARAEZKILA
BeE - MBS ILARE BERBIEEZR0.94%E
JLER & N2 F]50,000,0000% & AE EIfE0.01 745 7T
ZHRAD o FTSFRIEE AR AR RIFEINE
BEESZA -

B RZZEZE+LtF+-_A+tH BREH
109,000,000/ & AR E{E0.002 % 7T E 1RAT{E
{B0.056TLITIE o AN P 1M AT 2 BB AR 42
FHE R H S BRI 26 -

BRI MERETZBRMES T mEE MR
BRNZFERFHLAL

ARRZMBRARNRFEAREBE -
BEAARARE EHZES °

BB R E
REZIXE

ARRRBEERRN —FTOFMA/N\BIA
EERZERBRMFEMNZBERAFHABRABK
%ﬁ%ﬂéﬁ@ﬁ%%m%h%ﬁﬂbﬁﬁﬁ
sTE (B E)) TEENRAKEHR

Z/A%%ﬁﬁﬂ$ﬁlzﬁﬁkﬁﬁ@&@
BY /AN AEEBERGRBERER
W HARERARERA T ARENERS
EREZREEBEZANER - BRAFHAKRINE
PriEat 8 BT SN RN E B A T R
AIEMATRE - IRIFERAFRBATERES S

RBBRETE  ARREEGNRAER2HA
E(BRAQRXEEAMBEARIZES - 1T
BAE  SEBERER(BERTRIFNT
%) HekBKEAKREFLER 2 EM

HRER - EERE MK
AR ©

E@}\)Titlj E%HXE@ ’ J’/( 0 /E%
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

26. SHARE OPTION SCHEMES (continued)

Equity-settled share options scheme (Continued)

At 31 December 2007 the number of shares available for issue
and remained outstanding under the Pre-IPO Scheme are
120,000,000 shares (2006: 120,000,000 shares) representing
4.1% (2006: 4.7 %) of the issued share capital of the Company.
The number of shares under the Option Scheme are 278,150,000
shares (2006: 130,000,000 shares) representing 9.49% (2006:

5.1%) of the issued share capital of the Company.

The total number of shares in respect of which options may
be granted under each of the Pre-IPO Scheme and the Option
Scheme is not permitted to exceed 10% of the shares of the
Company of the adoption date of the Pre-IPO Scheme and
the Option Scheme unless prior approval from the Company'’s
shareholders in general meeting has been obtained. The number
of shares which may be issued upon exercise of all outstanding
options granted and yet to be exercised under the Pre-IPO
Scheme and the Option Scheme and any other share option
schemes of the Company must not exceed 30% of the shares
in issue from time to time. The total number of shares in respect
of which options may be granted to any eligible participant in
any twelve-month period is not permitted to exceed 1% of the
shares of the Company in issue at any point in time, unless prior
approval from the Company’s shareholders in general meeting
has been obtained. Options granted to substantial shareholder
or an independent non-executive director of the Company in
excess of 0.1% of the Company's share in issue and with a
value in excess of HK$5 million must be approved in advance

by the Company's shareholders in general meeting.
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26.

BRESE m
RESXNXEG (&)

R-ZBZLE+—F=+—8 " BREEXAMH
R AR A1 B AR 4 5 2B AT L BT R i R AT E AR D)
Z 818 £120,000,0008% B3 ( = Z T /<4 :
120,000,0008% /% f5) * HER AR BB BT
R241% (ZFBZRE  4.7%) - RIBERAE
2T 2D EE £278,150,00008 %5 (=F
T /N4 130,000,000/%0%15) © HHERARF]
BBETRARZ9.49% (ZTZTRF :5.1%) °

BAR B XA FRBIR AT IR 2 & BB AR s &
AJRE R H 2 IR BTN S R BN ER A B IR AR
B A EAR T S R BT EIE B - AAA
BEEITRH10% @ RIFESHRERRAE L&
RN TR o IBRIRE IR AR B AT AR E
5T 81 I BB AR 5T B LA R AN A R ] E i B AR A
ST EIEATE M Al A2 BT 2 IR 1D BT S BT
K B 1T 30% ° BERMER = 1& A HARE A
B TEE BIRBHEE Z R ER - 5
BARRNARNERKEEZETRMNI% - RIEE
EATERRAS FERQARREIE - BT
ERRAARRFBLIFNTESZBBREARFE
Z1THR190.1% & E E{E 355,000,000/ 7T .2
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26.

SHARE OPTION SCHEMES (continued)
Equity-settled share options scheme (Continued)

There is no general requirement that an option must be held
to any minimum period before it can be exercised but the
board of directors is empowered to impose at its discretion
any such minimum period at the time of grant of any particular
option. Options offered must be taken up not later than 28 days
after the date of offer. A non-refundable remittance of HK$1
is payable as consideration by the grantee upon acceptance
of every grant of option under the Pre-IPO Scheme and the
Option Scheme. The period during which an option may be
exercised will be determined by the board of directors at its
absolute discretion, save that such period of time shall not
exceed a period of ten years commencing on the date which
the option is granted. The exercise price is determined by the
board of directors of the Company, and will not be less than
the highest of (i) the closing price of the share on the Stock
Exchange’s daily quotation sheet on the date of offer (ii) the
average closing price of the shares on the Stock Exchange's
daily quotation sheet for the five business days immediately
preceding the date of offer and (iii) the nominal value of a

share of the Company.

On 8 April 2004, a total of 40,000,000 share options were
granted to certain employees and directors of the Group under
the Pre-IPO Scheme entitling the holders thereof to subscribe
for shares of the Company at an exercise price of HK$0.324

per share.

On 28 December 2004, a total of 40,000,000 share options
were granted to certain employees of the Group under the
Option Scheme entitling the holders thereof to subscribe for
shares of the Company at an exercise price of HK$0.28 per
share. The fair value of the Company’s shares at 28 December
2004 was HK$0.28.

On 30 January 2007 a total of 51,430,000 share options were
granted to certain employees and directors of the Group and an
associate under the option scheme entitling the holders thereof
to subscribe for shares of the Company at an exercise price
of HK$0.56 per share. The estimated fair value of the options
granted on 30 January 2007 was HK$11,755,000.

SRIME AR A A INSPURINTERNATIONAL LIMITED
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26. BBIRESTE @
BRELZIXE (&)

— R EREBRETEMNARBEZHZDH
[ BEEREREARNE D EABRERRE
MEIERZERDIE - BEBRE L ZLH%
AN BHERR28H 2 NEREE - REXIRE
ENGEEI IR R e Bl
ZHEBERER  ARARAXNEBERIET
ZAF R EERERNRE - BREAITE 25
RHEFE2RETE  EXHEITCEER
HERAEE B TF - TERERARAES
BETE  UBTIRATz&ZEENRELNR
H - BORBIAERRER L2 WHEHE
BEENAMAAEEXA  BXMERARER
2 R FHWTHE K (i) AR BIRL < EE ©

RZZTZTWEFMANE  ARAELRES
RA P IR AT S IR FE 5T 8% I AT R & 2
40,000,000/ i fh M EERR 1 T8 T A BIREE
MEE BTRHEAUSRITEE324E T
REARQERD

RZZEZWFE+=—A=+N\R ' XARBLIR
R AR ST 2142 I 3R B & 2£40,000,000% i%
1 E’\Jﬁﬁﬂxﬁé% S TAEEES - BTREAN

RATIEE0.28B TRBARRRGD - R=T
%@EwL:ﬂ Z+NBARRRG 2 AFES
0.28%7T ©

RZTE+F—A=1H  ~NARIDLIRERE
AR HERT 2135 H AT R A8 & ££51,430,000% A& 15 &9
BRETETASERERES  BETFHIHEA
AERR0.56 TREADARGN - R=ZZTT
F—A=T—BELZEREZEHATER
11,755,000/8 7T °
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26.

SHARE OPTION SCHEMES (continued)
Equity-settled share options scheme (Continued)

The share options granted at 8 April 2004 and 28 December
2004 do not have any vesting conditions and are fully vested

on the grant date.

20% of the share options granted at 30 January 2007 are
exercisable during the period from the date of grant to 29
January 2017 while the remaining 80% of the share options
are exercisable during the period from 29 January 2008 to
29 January 2017 All options are vested on the first day of

respective exercise period.

The estimated fair value of the option granted on 30 January
2007 was calculated using the binominal model. The inputs

into the model were as follows:

R H B 82 B Wi (B

Closing share price at date of grant

Exercise price IEE

Expected volatility LA

Expected life TE AR HARR

Risk-free rate A o B 1 =

Expected dividend yield FAHARR BBl

* This price has not been adjusted for the effect of the Share

Subdivision of the Company which took effect on 14 December

2007.

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

year.
The Group recognised the total expense of HK$10,937,000 for

the year ended 31 December 2007 (2006: nil) in relation to

share options granted by the Company.
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BRESE m
REXNXEG (&)

RZEZENFNMANBER TN F+ =8
Z+NAHATR 2 BRSNS 5B 5
B WHERRERHE AEREEE -

R_ZZ+F—A=+ABRT2ERES &
F0%EREBHE—T—+tFE—F -+
HEARI AT BERFTT(E - MR N AI80% Z BEARAE R
E_EENF—A-thBE-_ZT—+F—A
Z TN B BRI BERE TR o FTE BB AR B 1T
EERE AERE -

RIZZELE-A=+THARE 2 BRE 2 A5
NETRA -BEEGE - ZRE 28 A
R h

Date of grant
30.1.2007

B
—E22t¥-H=+H

HK$0.5678 7T
HK$0.56% 7T*
69.83%

10 years#F
4.181%

2.5%

* ZEREARRAATNR —ETLF+—A+N
B DIFERZ ZEMELRE -

BHRE D RKIBEARRRERBE —FRZE

SERIEEEE ©

AREBERBARABE_ZZT+F+_A8
—t—HIFEMRHCEREGE 2R H
7£10,937000/8 TC( = ZFZ/RF : ) ©
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26. SHARE OPTION SCHEMES (continued)
Equity-settled share options scheme (Continued)

The binominal model has been used to estimate the fair
values of the options. The variables and assumptions used
in computing the fair value of the share options are based on
the directors’ best estimate. The value of an option varies with

different variables of certain subjective assumptions.

Details of specific categories of options are as follows:

SRIME AR A A INSPURINTERNATIONAL LIMITED
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BE-SFLE+-A=+—AILFE

26. BBIRERTE @)
BRESIXE (#)

REETEREN D FERRA T ZHEAEDR
HeBREN R P ENZMERRTIAEEDN
REMF ARG E - BREERERLTE

BROTASH—FASE -

AT & R 2 515

Pre-IPO Scheme
EPNGEEEE)
B AR T &

Option Scheme
B AET 2

Option Scheme
B AET 2

Date of grant
R B8

8 April 2004
—EZFMANH

28 December 2004
—EEMFE+=A=+N\A

30 January 2007
—EE+F—-HA=+H

Exercise period

1TEEH

8 April 2004 to
7 April 2014
—ZEEMEPANE
ZE_T-MEMA+H

28 December 2004 to
27 December 2014
—EENF+ A =F+N\H
E_T-ME+-_A=++tH

30 January 2007 to
29 January 2017
—ETLE—A=1H
E_T—+F—-A-+1HA

Exercise
price
TEE
HK$
BT

0.0648

(note)

(Ktaz)

0.056

(note)

(Ktaz)

0.112

(note)

(Ktaz)
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26. SHARE OPTION SCHEMES (continued)
Equity-settled share options scheme (Continued)

The following table discloses details of the Company’s share

e ISR AR ML

HE_FFLF+-A=+—HAILFE
26. BBIRESTE @)
BELHXE (&)

FA - BEEFBARABREREFATHNE

options held by employees and movements in such holdings B2 BN TR ¢
during the year:
Adjusted upon

Outstanding Outstanding the share Outstanding
at at subdivision at
1.1.2006 Exercised 1.1.2007 Granted RB25 Exercised  31.12.2007
R-BEARE during RZ-EEtLE during har during R-EEtE
Option type -A-H the year -A-H the year (note) the year T=A=1—H
BRESR AT ERTTHE R {TE ERRT (Hrz) ERTTHR KT
Pre-IPO Scheme BRAR AR AR 2 33,200,000 (9,200,000) 24,000,000 - 96,000,000 - 120,000,000
Option Scheme elie e 40,000,000  (14,000,000) 26,000,000 - 104,000,000 {109,000,000) 21,000,000
Option Scheme BIRETE = 5 - 51,430,000 205,720,000 - 257150,000
73,200,000  (23,200,000) 50,000,000 51,430,000 405,720,000 (109,000,000) 398,150,000

In respect of the share options exercised during the year, the
weighted average share price at the dates of exercise and
immediately before the dates of exercise are HK$1.06 and
HK$1.056 respectively.

Details of the share options held by the directors included in

R FEATTE < BEE - E1TREARRER
HITE R HIATE B K& 2 5l 2 i P D B 1%
25 731.06/8 7T 5. 1.066/8 T °

EEREzBEREFIZHBOT(EREL

the above table are as follows: =)
Outstanding
at 1.1.2006 Adjusted upon
& 1.1.2007 the share Outstanding
R=BEARF subdivision at
—A—H R D& 31.12.2007
R-BBLHF Bk R-BBLHF
Option type —H—BH (note) +=HA=+—H
IR SR i RAT L (i) i RAT L
Pre-IPO Scheme EPNGEE Gk B 24,000,000 96,000,000 120,000,000

Note: The number and the exercise price of options which remained
outstanding have been adjusted due to Share Subdivision of
the Company with effect from 14 December 2007 Each share
option was subdivided into 5 new shares options with exercise

price of one fifth of the original exercise price.
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Financial Statements

For The Year Ended 31 December 2007

27.

REDEEMABLE CONVERTIBLE PREFERRED
SHARES

The Company issued 132,964,342 and 101,315,217, 6%
Preferred Shares at a par value of HK$0.76 and HK$0.92 each
on 8 December 2005 and 21 April 2006 respectively. The
Preferred Shares are denominated in Hong Kong dollars. The
holder of the Preferred Shares shall have the right to convert
the Preferred Shares, at any time from the date of allotment of
the Preferred Shares and up to the maturity date, which is the
sixth anniversary of 8 December 2005 and without payment
of any additional consideration at the conversion rate of one
Preferred Share to five ordinary shares after Share Subdivision.
If the Preferred Shares have not been converted, they will be
redeemed on 8 December 2011 at par. Interest of 6% will be
paid annually up until the settlement date. The details of terms
of the Preferred Shares are set out in the Company’s circular
dated 28 October 2005.

The Preferred Shares contain two components, liability and
equity elements. Upon the application of HKAS 32 “Financial
Instruments: Disclosure and Presentation’ the proceeds from
issue of the Preferred Shares have been allocated between the
liability and equity elements. The equity element is presented
in equity heading “Preferred shares equity reserve’

The movement of the liability component of the Preferred
Shares for the year is set out below:

Carrying amount at the beginning REHZEEE
of the year

Liability component recognised RERNER 2 BEEH
during the year

Interest charge FEXZH

Coupon interest payable BREREMENRER
included in other FEET R HY

ANESERA)S)
RERAZNEEENE

payables and accrued expenses
Coupon interest paid for the year

The weighted average effective interest rate of the liability
component is 7.97% (2006: 7.97%).

SR B B

mae

S’lt!

27.

BB 27 INSPURINTERNATIONAL LIMITED

AR R AL

EFFLFEFA=+—HILFE

A] BB B A AR B ST IR

R-EZERF+_ANBR_ZZFINA
Z+—H8 ' ARFUAEZREE.76/5 T &0.92
7 JC % 17132,964,3420% 101,315,217 %6 %
B - BERNUBITAEN - BERZFER
/\ﬁﬁémﬁa%ﬁ?ﬁﬂxHHE_22£EE+:HJ\

REINPRB=ZZZRF+=ANBZE
/—\%Iﬂi)ﬁc,,\‘x'/zﬁ&ﬂaﬁﬁl\m BEIE —RRE %k
A& bt AR E @A (IR D 218 ) < ¥ Akt
Bl 12 S B ARk () (MBS B EHRA
Bp o gR—_E——F+-_AN\BUEEEE
B o FReRMEZHA - BEEABERZFIB
EHERARRE=ZETRAF+A=-F+\BZ
KA o

Efﬂﬂﬁ@%ﬁﬁﬁﬁ" * RSB E R D
RAEEE ﬁﬂ'l%wﬁff%%ﬂiﬂ FRER

275 11% - %”*ﬁﬁf‘ﬁﬂﬁﬁﬁ%ﬁ DRBERK

AR o BABHERAT BRI A G
GEE R

RAFE - EERAESD ZBDRIMT -

2007 2006

S = B

HK’000 HK'000

T FHT

179,274 95,102

- 82,1569

14,287 11,984

: (9,971)

(11,721) =

181,840 179,274

8D 2 MEFHERTEAT7% (T

JNEE 797%) ©
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Notes To The Consolidated SO IR MIET
Financial Statements
T

For The Year Ended 31 December 2007 HE T+ Ff - A=1—HIFE
28. DEFERRED TAX LIABILITIES 28. IEEHIBEEE
The following is the deferred tax liabilities recognised and IATARAREFERBEREFECHERLZ
movements thereon during the current and prior reporting RIETRIREE R 2E) ¢
years:
Other intangible
assets
Hitn\L &=
HK$'000
FBT
At 1 January 2006 and RZZERF—HA—ABK
1 January 2007 —EE+FE—A— =
Acquired on acquisition U BE B B 2 =) #& :E'f
of subsidiaries 3,192
Credit to the consolidated FAFRNZEWET (FEF10)
income statement
for the year (note 10) (120)
At 31 December 2007 RZZTZE+F+=A
=+—H 3,072
29. ACQUISITION OF SUBSIDIARIES 29. BB A E]
For the year ended 31 December 2007 BE_ZEETtFL+-_A=1—HIFE
On 14 December 2007, the Group acquired a 49% of the issued RZZEZE+LFF+ A +MHAB - A&EEFEBM
capital of Inspur Communication through the acquisition of —ZBUFE=HWERINBEERFR QA2
the entire interests in Shine Victory International Limited FE M R B RS B BITIRAN 249% K [
and 51% of the issued capital of Inspur Communication REAE 2 —EWBAR(LERHEFER
from an independent party and Shandong Inspur Electronic BMEARAR)KERBBEEZTRAZ
Information Technology Company Limited (LLIER S T 8 F 51% * K& 5 Bl & A R #43,120,0007T & A
R ABR A ), a subsidiary of Inspur Corporation at consideration R #44,880,0007T ( 15 & 7445,876,000/% JT &
of RMB43,120,000 and RMB44,880,000 (equivalent to 47,749,000/ 7T) ° WLIER Z B EETIEK ©
HK$45,876,000 and HK$47,749,000) respectively. These AT g T 722 AE 7 8 2 3188 /30,542,000 7T ©

transactions have been accounted for using the acquisition
method of accounting. The amount of goodwill as a result of
the acquisition was HK$30,542,000.
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Notes To The Consolidated A BRI MIEE
Financial Statements
EE

For The Year Ended 31 December 2007

29. ACQUISITION OF SUBSIDIARIES (continued)

For the year ended 31 December 2007 (Continued)

By

EoETLE = —HIFEE
29. WWEEMIEB A=) @)
HE-SELE+-A=+—ALFE

(#&)
The net assets acquired in the transaction, and the goodwill R 5 BT s 2 BB FE R FTE £ 2 B aun
arising, are as follows: o
Acquiree’s
carrying
amount before Provisional
combination fair value
&4tAT# adjustments Provisional
W EE EELN  fair value
ZIREE TEAZE TELAFE
HK$'000 HK$'000 HK$'000
FAT FAET FAT
Net assets acquired: FriiE « EEFE ¢
Property, plant and equipment Y E N4 1,195 - 1,195
Other intangible assets HthEREE - 12,767 12,767
Inventories FE 702 - 702
Trade receivables B SRR 40,849 - 40,849
Other receivables Ho A FE IR R 6,083 - 6,083
Amounts due from customers for JEWEFE 2 A%
contract work T8 7713 - 7713
Amounts due from related parties  FEUREAE A TERFX 10,469 — 10,469
Bank balances and cash RITHEHR MRS 26,113 — 26,113
Trade and other payables B 5 M E T BRER (16,827) - (16,827)
Amounts due to customers ERNBEEZEL
for contract work TiEFKI8 (5,082) - (5,082)
Amounts due to related parties FEfT B A THREX (17,707) - (17,707)
Deferred tax liabilities BELEFIBEE - (3,192) (3,192)
53,508 9,575 63,080
Goodwill on acquisition WhE 2 g 30,542
Total consideration, BRE - UReIHN
satisfied by cash 93,625
Net cash outflow arising ABEmMEEZRS
on acquisition: it R RE
Cash consideration paid EfRERE (93,625)
Bank balances and cash acquired Fris g iRIT R 3R & 26,113

(67512)
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For The Year Ended 31 December 2007 HE—_ZTT+Ff _A=1—HIFE

29. ACQUISITION OF SUBSIDIARIES (Continued) ~ 29. WEBKIB AT @

114

For the year ended 31 December 2007 (Continued)

Notes:

(a) The Group is in the process of assessing the fair value of the
identifiable intangible assets of Inspur Communication at date
of completion of the acquisition, thus, the determination of the
goodwill and other intangible assets disclosed herein is provisional
and subject to revision once the Company completes its valuation
exercise and upon the receipt of professional valuations. The
identifiable intangible assets include the Registered Software
developed by Inspur Communication and the Customer Contracts

as preliminary identified by the directors of the Company.

(b) Pursuant to the purchase and sales agreements, the consideration
of RMB88,000,000 (equivalent to approximately HK$93,625,000)
is subject to the downward price adjustment mechanism (“Price
Adjustment”) which is reference to the audited profit after tax
for the years ended 31 December 2007 and 31 December 2008.
Details of the Price Adjustment are set out in the circular of the
Company dated 26 November 2007.

(c) Shine Victory International Limited is the investment holding
company and Inspur Communication is principally engaged in
software development. The goodwill arising on the acquisition
of subsidiaries is attributable to the anticipated profitability from
Inspur Communication and the anticipated future operating

synergies from the combination.

Inspur Communication and Shine Victory International Limited
contributed in aggregate approximately HK$10,944,000 and
nil respectively to the Group’s turnover and approximately
HK$1,513,000 and nil to the Group's profit before taxation for
the period between the date of completion and the balance
sheet date.

If the acquisition had been completed on 1 January 2007,
total Group profit for the year would have been approximately
HK$48,196,000 and total group turnover for the period would
have been approximately HK$1,003,982,000. The pro forma
information is for illustrative purposes only and is not necessarily
an indication of revenue and results of operations of the Group
that actually would have been achieved had the acquisition
been completed on 1 January 2007, nor is it intended to be a
projection of future results.
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ERERARANEELEEA LS XY
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KRB BEBEBRARIMAASEERBAIEHE
HAERAI1,513,0008 T R T BT 2 EEL ©

M BEER =TT+ F— A — A%k BIR
£ ERANFE 2 i ) 4858 FE 49 548,196,000
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1,003,982,000/8 7T ° = EFHE(ER A A
% WIHEAWASEENR ST LF—A—
B FER IR B T R FREE 2 WA R A AR
ZIEZE - MMIERERRBEBE 2 TER -




NotesTo The Consolidated
Financial Statements
_______ I
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29. ACQUISITION OF SUBSIDIARIES (continued)

For the year ended 31 December 2006 (Continued)

On 17 February 2006, the Group entered into a subscription
agreement withlUE R E FEIEEHEHR A8 ("Inspur E-
Government') to subscribe for a 53.3% of the enlarged registered
capital of Inspur E-Government ("Subscription') at a consideration
of RMB8,000,000 (equivalent to HK$7.692,000). The Subscription
was completed on 24 March 2006 and Inspur E-Government
became a non-wholly owned subsidiary of the Group. At the date
of Subscription, Inspur E-Government has not yet commenced
its operation. After the Subscription, the only asset held by
Inspur E-Government is the bank balances and cash amounting
to approximately HK$14,423,000. Accordingly, the net cash
inflow amounted to approximately HK$6,731,000.

30. LEASE COMMITMENTS

At the balance sheet date, the Group had commitments for
future minimum lease payments under operating leases in

respect of rented premises which fall due as follows:

Within one year R—FR
In the second to fifth FEERF
years inclusive (BiEERE M)

Operating lease payments represent rentals payable by the
Group for its office premises. Leases are negotiated for an
average term of two years and rentals are fixed for an average

of two years.

SR B B

nj\

By

30.

BB 27 INSPURINTERNATIONAL LIMITED

r e B RS R AR MR

EFFLFEFA=+—HILFE

9. BB AR

HE-SEAFI=A=+—ALEE
(#)

RoTEAFE=A++HA  AEEELERH
W BB AR A A (DRAE TR ) AT

— D REWZE - UK E ARK%S,000,0005T
(*Hﬁb‘ézsgz,ooo,%n:)wﬁ%/ﬁléﬁ %Eﬁzf’%
BAREMIE AR Z53.3% © ZBEARBER-_ZZT

FZAZtTHAZEK  REAEFHBEKRASER
BZH2EMBAR - RRBBEH - RHE
B i AR R 2 ERTS - NRMER - REET

BEREE-AEARITEBRASBED
14,423,000 72 » Btk & HABREN A
6,731,000/ 7T °
RERIE
WHER - AEE @8 EE A RRERE
N2 AR ERT -
2007 2006
—ETLE —EEAE
HK’000 HK'000
T T
304 431
140 =
444 431

HEESEAEERENAZENZES - H
EFHEMER —RMER TE T F M
FEE °
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31.

32.

116

RETIREMENT BENEFIT SCHEME

The Group operates the Mandatory Provident Fund Scheme
under the rules and regulations of the Mandatory Provident
Fund Schemes Authority. The Group's employees are required
to join the scheme. The Group has followed the minimum
statutory contribution requirement of 5% of eligible employees’
relevant aggregated income.

The Company’'s subsidiaries in the PRC, in compliance with
the applicable regulations of the PRC, participated in various
central pension schemes operated by the relevant municipal and
provincial governments. These subsidiaries are required to make
defined contributions to these schemes at a fixed percentage
of their covered payroll. The Group has no other obligation for
the payment of its staff's retirement and other post-retirement
benefits other than the contributions described above.

The total contributions in respect of the current accounting
period charged to consolidated income statement amounting
to HK$1,037,000 (2006: HK$307,000).

RELATED PARTY TRANSACTIONS/
BALANCES

Apart from the amounts due from and to related parties as
disclosed in notes 22 and 24 respectively, the Group had
entered into the following related party transactions during
the year:

Sales of computer components BT HHEE (Mata)
(note a)
Sales of computer (note b) BIEE (MaEb)

Provision of IT Services (note c)

BERMm (Kfazb)

Purchase of goods (note b)

EfAE (#itd)

Commission paid (note d)
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31.

32.

RS

AREERBAFERBESAEEE BRI K
RERTREIERERFTE - AEEE T
A2 hNtEE - EEEEREERERFTRE
BAEREENERAKANLBIELHR -

RETEATERL - RARRFEZMBA
A2 EZEMARTNBNREBFERZF
REBAKREFE - HEBARARZSHEEEL
FreBERADtmZEABIELEREN -
B B RSN AEBETEFAMNEE TR
R BRI AR A 2 EL A AR -

AERGAKRSZR BTSSRz EaERA
1,037,000/8 7L (=TT /54 : 307.000/87T) °

Bk fem e B 765 SR PR 7 22 B2 24 A P 452 B8 19 B LK 2

R T BEA L HORS) - AREAEEEAD
SIS ROIEALRS |

2007 2006

—gRtF e

HK’000 HK'000

TR TiETT

173,720 127942

274,770 146,712

3,912 1,143

58,887 22,333
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32. RELATED PARTY TRANSACTIONS/
BALANCES (Continued)

Notes:

(a)

On 1 April 2004, Inspur Corporation appointed the Group as
the exclusive agent for Inspur Corporation and its subsidiaries
(together referred to as “the Inspur Group”) for the overseas
sourcing of computer components for a period of two years
and nine months from 1 April 2004 to 31 December 2006. On
29 August 2006, a new agreement was entered into between
the Group and Inspur Corporation which extend the period from
1 January 2007 to 31 December 2009. The Inspur Group will,
with reference to the then market prices, pay a premium of not
less than 1.5% above the purchase price paid by the Group,
without taking into account of rebates received from suppliers,
for all computer components sourced overseas by the Group
on their behalf. The sales made under this arrangement to the
ultimate holding company and fellow subsidiaries for the year
ended 31 December 2007 amounted to approximately nil (2006:
HK$749,000) and HK$173,720,000 (2006: HK$127,193,000)

respectively.

On 29 August 2006, the Company entered into a master
supply agreement and a master purchase agreement
with Inspur Corporation that the Group will sell computer
products to and purchase computer hardware and software
products from the Inspur Group. The purchases made under
this arrangement from ultimate holding company and fellow
subsidiaries for the year ended 31 December 2007 amounted
to approximately HK$20,220,000 (2006: nil) and HK$38,667,000
(2006: HK$22,333,000) respectively. The sales made under
this arrangement to the ultimate holding company and fellow
subsidiaries for the year ended 31 December 2007 amounted
to approximately HK$252,744,000 and HK$22,026,000 (2006:
HK$140,435,000 and HK$6,277,000) respectively.

On 29 August 2006, the Company entered into a master services
agreement with Inspur Corporation that the Group will provide
IT Services to the Inspur Group. The service income derived
under this agreement from a fellow subsidiary for the year ended
31 December 2007 amounted to approximately HK$3,912,000
(2006: HK$1,143,000).
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NotesTo The Consolidated
Financial Statements

For The Year Ended 31 December 2007

32. RELATED PARTY TRANSACTIONS/
BALANCES (Continued)

118

Notes: (Continued)

(d)

On 29 August 2006, the Company entered into a selling agency
agreement with Inspur Corporation that the Inspur Group will act
as the selling agent in the sale of the products and the services of
the Group. In return, the Inspur Group will receive a commission
of 1% of the total value of sales contracts. The commission made
under this arrangement to a fellow subsidiary for the year ended
31 December 2007 amounted to approximately HK$100,000
(2006: HK$12,000).

On 14 December 2007, Inspur (Shangdong) Electronic Information
Company Limited CRB(LLER)EFEEERAR])

of the Company, acquired a 51% equity interest in Inspur

, a subsidiary

Communication from Shandong Inspur Electronic Information
Technology Company Limited (IWFREEFEEREBRA
7]), a subsidiary of Inspur Corporation, at a consideration of
RMB44,880,000 (equivalent to approximately HK$47,749,000).
Further details regarding the acquisition were disclosed in the

Company's circular dated 27 November 2007

On 9 November 2007, Inspur Communication entered into a
subcontracting agreement (the “Subcontracting Agreement”)
with Inspur Corporation pursuant to which the Inspur Group will
subcontract its software development and maintenance business
to Inspur Communication. The contractual amount of the business
subcontracted to Inspur Communication will be based on the
amount of contract bid by the Inspur Group under the tender
out of which Inspur Communication shall pay a commission of
0.5% of the total contract sum. No commission was paid or

payable during the year ended 31 December 2007.

During the year ended 31 December 2006 and 2007, Inspur
Electronic Information Industry Co., Ltd. (formerly known as
Lang Chao Electronic Information Industry Co., Ltd.), a fellow
subsidiary of the Company, allowed the Group to use the
trademark “Lang Chao” in Hong Kong, Taiwan and the PRC free

of charge.

Compensation of key management personnel

The remuneration of directors and key executive during the

year are set out in notes 12 and 13, which is determined by

the remuneration committee having regard to the performance

of individuals and market trends.
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RIME AR A A INSPURINTERNATIONAL LIMITED

Notes To The Consolidated A BRI MIEE
Financial Statements

I
For The Year Ended 31 December 2007 HE—TE+F+-A=1—HIFE
33. PARTICULARS OF SUBSIDIARIES OF THE 33. A QBB A BF1E
COMPANY
Particulars of the subsidiaries of the Company at 31 December AAREEMBRAAINR =TT LF+T=A
2007 are as follows: =+—HBFBET :
Paid up Proportion
issued ordinary of voting
Place of share capital/ Proportion of power held by
Form of incorporation/ Class of registered capital interest held the Company
business registration share held ARBRF by the Company NG
Name of company structure HRALR %5 LERs/ AAH HEREE Principal activities
ARER BEGRTA By Rt ERl HfEA fisREzttE ZEAM TEER
Directly Indirectly
E% 53
Inspur Electronics Limited Incorporated British Virgin Ordinary US$1 100% = 100%  Investment holding
RAETERAR AT Islands Lk 3 AR
ABRRES
Inspur (HK) Electronics Incorporated Hong Kong Ordinary HK$1,000,000 - 100% 100%  Trading of computer
Limited A AR & Lk 1,000,000 components
"8 (B8 ETERAR HEEkER
RALREFEEERAD Incorporated PRC Ordinary 5$29,675,000 - 100% 100%  Investment holding and
R AN e Lk 29,675,000%7 manufacture, trading
of computer products
RABRRGEE
HEERER
Timeone Technology Limited Incorporated British Virgin Ordinary US$50,000 - 100% 100%  Investment holding
R AN Islands Lk 50,0007 RARR
AREAES
Inspur E-Government ** Incorporated PRC Ordinary RMB15,000,000 - 533% 533%  Manufacture, sale and
UWRRHETHEREERAR  HRRUAR et Lk AE15,000,0007 development of
computer software
2E  HERFEEREN
Inspur Communication** Incorporated PRC Ordinary RMBA50,000,000 - 100% 100%  Manufacture, sale and
R ARUAT hE ERk ARH50,0000007 development of
computer software
B HERREERTN
Shine Victory International Limited  Incorporated Hong Kong Ordinary HK$8,979,000 100% - 100%  Investment holding
RAARERAT Rl AW & Lk 8,979,007 RARR
© This entity is a wholly foreign owned enterprise. * ZEBAINEBELE
**  This entity is a domestic limited liability company > ZERBANEBREMAR
Except for acquisition of Inspur Communication and Shine B A B RE29 T 0 51| W B R BB 15 RSB
Victory International Limited as set out in note 29, there is no RARSN - Lilipr5| B @B AR ZRIEE =
change in the shareholdings of respective subsidiaries as set FTLF A HAKRBEZS -
out above since 1 January, 2007.
None of the subsidiaries had issued any debt securities at the WEKNB AR FERETEMES

end of the year.
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34. OTHER COMMITMENT

<151

120

On 18 December 2007 the Company entered into an acquisition
agreement pursuant to which the Company has agreed to
acquire the entire issued share capital of Intersource Technology
Limited which indirectly owns 21.26% equity interest in Inspur
Genersoft which is the 30.05% associate of the Group as at
year end at a consideration of RMB35,079,000 (equivalent to
HK$37417,600). Upon the completion of the acquisition, Inspur
Genersoft will become a 51.31% non-wholly owned subsidiary
of the Group. The acquisition is subject to the approval of the
independent shareholders at Extraordinary General Meeting
(“EGM") of the Company.

POST BALANCE SHEET EVENTS

(@) On 4 January 2008, the Company has entered into a
placing agreement pursuant to which the Company has
conditionally agreed to place 100,000,000 shares to
certain financial institutions at the price of HK$1.25 per
share. The net proceeds from the placing of approximately
HK$121.1 million are intended to be used as general

working capital of the Group.

(b)  On 19 February 2008, the Group entered into an acquisition
agreement pursuant to which the Group has agreed to
purchase an additional 60% of the registered capital
of IWEM A which is the 40% associate of the Group
as at year end from a subsidiary of Inspur Corporation
at a consideration of RMB30,000,000 (equivalent to
HK$32,000,000). Upon completion of the acquisition,
LI A will become a wholly owned subsidiary of the
Group. The acquisition is subject to the approval of the

independent shareholders at EGM of the Company.
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