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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 profi tability 

nor any obligation to forecast future profi tability. 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 profi le 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 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 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 report.

This report, for which the directors (“the Directors”) of Chinasoft International Limited (the “Company” and, together 

with its subsidiaries, the “Group”) collectively and individually accept full responsibility, includes particulars given in 

compliance with the Rules Governing the Listing of Securities on the Growth Enterprise Market of The Stock Exchange 

of Hong Kong Limited (the “GEM Listing Rules”) for the purpose of giving information with regard to the Company. 

The Directors, having made all reasonable enquiries, confi rm that, to the best of their knowledge and belief:– (1) the 

information contained in this 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 report misleading; and (3) all opinions 

expressed in this 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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RESULTS

For the year ended 31 December

 2001 2002 2003 2004 2005 2006

 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Turnover 53,264 114,485 166,055 293,896 382,275 355,236

Pro� t(loss) before taxation 20,474 22,857 30,798 39,052 48,714 (51,972)

Taxation – – (2,735) (3,841) (5,718) (11,881)

Pro� t(loss) for the year 10,474 22,857 28,063 35,211 42,996 (63,853)

Attributable to:

Equity holders of the parent 8,899 19,409 23,953 32,205 39,656 (66,593)

Minority interests 1,575 3,448 4,110 3,006 3,340 2,740

 10,474 22,857 28,063 35,211 42,996 (63,853)

Dividend – 5,406 – 6,784 7,394 18,309

ASSETS AND LIABILITIES
At 31 December

 2001 2002 2003 2004 2005 2006

 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Total assets 73,232 96,898 183,117 331,325 438,765 661,221

Total liabilities (12,210) (19,386) (42,824) (131,930) (129,730) (427,566)

 61,022 77,512 140,293 199,395 309,035 233,655

Notes:

1. The results for each of the two years ended 31 December 2001 and 31 December 2002 were extracted from the prospectus 

of the Company dated 10 June 2003.

2. Assets and liabilities of the Group as at 31 December 2001 and 2002 were extracted from the prospectus of the Company 

dated 10 June 2003.

3. Loss attributable to Equity holders of the parent of RMB66,593,000 for year 2006 was due to two exception items which 

include 1) Loss arising from changes in fair value of redeemable convertible preferred shares of RMB110,558,000 and 2) 

Redeemable convertible preferred shares issue expenses of RMB10,764,000. If the above two exceptional items were added 

back, there should be pro� t attributable to Equity holders of the parent of RMB54,729,000.
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January • undertook the development project of application software for the re-engineering process of 

tobacco production and operation decision system of the tobacco industry by Guangdong 

Zhongyan Industrial Company

February • The � rst phase of the “e-Audit Project” expanded into Sanya of Hainan

March  • Secured the “bar-coding cigarettes by carton and order collection system project from the State 

Tobacco Control bureau

 • Undertook the �  rst phase of the tobacco industry market monitoring system project

  • Undertook the development project of application software for the re-engineering process 

of tobacco production and operation decision system of the tobacco industry by Guangdong 

Zhongyan Industrial Company

  • Entered into contract in respect of the feasibility study report on the phase 1 of the “e-Farming” 

project so as to expand in the software market for “e-Farming”

  • The � rst phase of “e-Audit” project expanded into Shenzhen of Guangdong, Anyang of Henan and 

Dalin of Liaoning

April   • Launched the maintenance of phases 1 and 2 of the “tobacco production and operation decision 

system of the tobacco industry”

 • Undertook the development of “Social Insurance Intranet Audit Software” for the Audit Bureau of 

Qingdao City

 • Phase 1 of the “e-Audit” project expanded to the Audit Bureau of Changning District, Shanghai

May   • Phase 1 of the “e-Audit” project expanded to the Audit Bureau of Hongkou District, Shanghai

  • Successfully acquired the entire interests in Powerise International

June  • Phase 1 of the “e-Audit” project expanded to Hunan Province

  • Started planning for phase 1 of the provincial “e-Audit” project for the Audit Bureau of Sichuan 

Province

 •  Secured the further development of the analyzing capability of the State Audit Bureau’s AO2005 

version software

 • Initiated the promotion and implementation o the “bar-coding cigarettes by carton and order 

collection system” of the State Tobacco Control Bureau, covering  15 provinces and cities in the � rst 

phase

 

 • Secured the industry data application and economic operation analysis platform project
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 June • Undertook the development of the statistics merge module of the “tobacco production and 

operation decision system of the tobacco industry”

 • Successfully acquired 50% of the equity interest in Cyber Resource

 • Successfully acquired the Microsoft outsourcing business of Opportune Technology

 • Established a subsidiary in the United States

July  • Entrusted to develop Version AO2007

 • Our management system deployment, implementation and services contracts were examined by 

Shenyang Municipal Bureau of audit

 • OA deployment was audited by Shaoxing, Zhejiang Province

August  • Undertook to develop the “tobacco sales management system of the decision-making 

management system” for tobacco production and operation of �Î
ë
«�   (Pagoda Group)

 • Undertook to develop the “tobacco business management and information system” for Tibet 

Autonomous Region Tobacco Monopoly Administration (Company)

 • Shanghai Municipal Bureau of Audit OA deployment (Songjiang)

 • Wenzhou Municipal Bureau of Audit OA deployment

 • Department of Audit of Henan Province OA deployment

September  • The “bar-coding cigarettes by carton and order collection system” project of the State Tobacco 

Control Bureau was approved after discussion and evaluation by experts

 • Won the Tender for Tobacco Industry Applications Integrated Service Project of Liaoning Province

 • Won the Tender for Data Centre System for Tobacco Monopoly Administration (Company) of 

Yunnan Province

 • Our management system (local version) deployment, implementation and services contracts were 

examined by Dali Municipal Bureau of audit

 • OA deployment was audited by Simao

 • OA deployment was audited by Huzhou, Zhejiang Province

 • OA deployment was audited by Kaifeng, Henan Province
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September  • Our management system deployment was examined by Audit Department of Hainan Province

 • Our management system deployment was examined by Nanchang Municipal Bureau of Audit

 • Our management system deployment was examined by Chongqing Municipal Bureau of Audit

 • Incorporated “ �•�´	��Å�¦�¹�¦�”�Þ�"�®�! ” in Fujian Province

October  • Signed with Shanghai Tobacco (Group) the application expansion project of the barcoding 

cigarettes by carton and decision making system 

 • Won the tender for the upgrading project of product digital tracking system for Guizhou 

Huangguoshu Tobacco Group Company

 • Undertook the group model upgrading project for Zhejiang Zhongyan Industrial Company

 • Undertook the group model upgrading project for Chuanyu Zhongyan Industrial Company

 • Our management system deployment, implementation and services were examined by Department 

of Audit of Heilongjiang Province

 • Bureau of Audit of Jiaxing, Zhejiang Province OA deployment

 • Bureau of Audit of Ningbo, Zhejiang Province OA deployment

 • Bureau of Audit of Huangpu District, Shanghai OA deployment

November  • Upgrading project of tobacco calling center of Anhui Province

 • Bureau of Audit of Changzhi, Shanxi Province OA deployment

 • Bureau of Audit of Jincheng, Shanxi Province OA deployment

 • Bureau of Audit of Zhoushan, Zhejiang Province OA deployment

 • Harbin Municipal Bureau of Audit OA deployment

 • Bureau of Audit of Yangquan, Shanxi Province OA deployment

 • Bureau of Audit of Daqing, Heilongjiang Province OA deployment

 • Foshan Municipal Bureau of Audit OA deployment

 • Bureau of Audit of Nanyan, Henan Province OA deployment

 • Anhui CIQ Inspection and Quarantine Ta Tong Guan Platform 2006
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December • Signed the project of developing social insurance fund monitoring software for the e-Insurance 

project

 • Signed the project of the central budgeting department implementing intranet audit

 • Signed the project of foreign audit software development and services

 • Department of Audit of Anhui Province (OA deployment throughout the province)

 • Fuzhou Municipal Bureau of Audit OA deployment

 • Department of Audit of Guizhou Province OA deployment 

 • Chengdu Municipal Bureau of Audit OA deployment

 • Our management system deployment, implementation and services were examined by Bureau of 

Audit of Shangqiu, Henan Province

 • Our management system deployment, implementation and services were examined by Dalian 

Municipal Bureau of Audit

 • Districts and counties of Hongkou District, Shanghai realized intranet audit

 • Phase 1 of “e-Audit” project“ was awarded the prize of 2006 China Informatized Construction 

Project by China IT Fortune Annual Conference and China Information Supervisor Annual 

Conference

 • Recognized as Key Software Enterprise 2006 within State Planning by National Development and 

Reform Commission, the Ministry of Information Industry, the Ministry of Commerce and the State 

Administration of Taxation

 • Awarded by Deloitte as one of the ”500 Fastest Growing Hi-tech Enterprises in Asia Paci� c 2006“ 

for the second time
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REVIEW

The year 2006 marked the third year of the Company’s listing, and also a year of setting further milestones for 

Chinasoft. During the past year, the Company’s business kept growing at high speed with signi� cant increase in 

market capitalization, better coordination among the management team, rapid expansion of its work force, all led to 

the nourishment of more sophisticated corporate culture.

To begin, I would like to share with our shareholders some of the admiring Þ  nancial and operating 

performance of the Group in 2006:

For the year ended 31 December 2006, turnover of the Group amounted to RMB355,236,000, discounting the 

impact of the redeemable convertible preferred shares of RMB121,322,000 due to adjustment of the � nancial 

standards, pro� t attributable to shareholders was RMB54,729,000, an increase of 38% over the previous year, 

earnings per share were 32% higher to reach RMB0.0733.

During the reporting period, the Group moved forward in full scale its major service-oriented business strategy, 

focusing on advisory service and offering solutions to its domestic clients, as well as software service outsourcing 

catered for multi-national corporations. This strategy has secured the continual stable growth of the Company’s 

business turnover, and in terms of revenue structure, revenue from multi-national corporations has now accounted for 

almost half of the Company’s turnover.

During the reporting period, the Group continued to leverage on its integrated strength in advisory and solutions 

business accumulated over the years and its advanced core technological capabilities, consolidated its position in 

an industry it has already had a competitive edge and expanded its market share in order to leave its competitors 

further behind. As we have maintained stable relationship with our clients, we also gained more trust from them 

which enabled us to secure their contracts in key projects. The result was that we have reinforced our leading position 

in the industry so we can spare more efforts in developing new clients and diversify into other relevant businesses 

while maintaining our share of the established market. This new business approach was proved successful, client 

concentration was obviously reduced and business revenue structure was more healthy. The Group now plays a more 

important role in the trade for others to follow suite.

During the reporting period, the Group grasped the good opportunity offered by multi-national corporations in 

seeking Chinese vendors for their software service outsourcing business. Targeting at the business of its strategic 

clients, the Group has started with acquiring the sophisticated outsourcing management models and established a 

quali� ed outsourcing team. The Group has now become a pioneering enterprise in the software service outsourcing 

market. Through the provision of quality all-rounded services to a number of multi-national corporations, the Group 

could satisfy in full the stringent demands of its clients from cultural, management process and regulation in every of 

its operating units, which promoted to a large extent the internationalization process of the Company.
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During the reporting period, the Group established the Chinasoft International training base to transform its training 

business towards employment training. The Group has built up close cooperation relation with more than 40 higher 

education institutions in China to enroll postgraduate and undergraduate students for � eld training. Through these 

practical training at the Chinasoft training base, it can provide direct training to talents that are needed in the real 

commercial world. Such move would ensure that the Company has suf� cient supply of new technical staff and their 

quality in an industry with rapidly rising demand for software outsourcing professionals; at the same time, the Group 

can build up its professional and market leader image among various education institutions and the pool of potential 

software talents.

During the reporting period, the Group speeded up the progress in mergers and acquisitions. To expand its overseas 

business, the Group acquired the Japanese customer outsourcing business of Powerise International, making its 

successful venture into the Japanese market and effectively adjusted the overall outsourcing business structure of 

the Group. Furthermore, the Group also took a series of tactical moves in the acquisition of some of its strategic 

clients, such as the purchase of the Microsoft outsourcing business of Oppertune Technology and increasing its stake 

in Cyber Resource. By way of organic growth combined with mergers and acquisitions, the Group has formed a 

solid foundation for sustained growth with stability in development while maintaining its rapid expanding business 

network. In short, the Company’s strategic business scale is taking shape.

PROSPECTS

The software service industry is developing rapidly in China which is taken by the Group as a golden opportunity for 

its future development. The Company hopes that in around three years’ time, it can become the most established 

software service enterprise based in China with clients all over the world, an enterprise most attractive to the market 

and offering true value for investment.

The prime objective of the Group in 2007 is to achieve its strategic business scale, establish itself as a service platform 

based in China and servicing the world which covers � ve major countries and regions, and more than 10 key cities 

in China with staf� ng of about 5,000. It plans to provide all-rounded services in the industry including ITO, BPO and 

end-to-end solutions.

The Group will continue to maintain its leading position in the technically advanced industry while expanding into 

new businesses with an edge, aiming at securing its position as the top information service provider in China. To this 

end, the Group will focus on both the domestic and overseas markets and accelerate its pace of internationalization, 

so that it can ultimately become the preferred software service outsourcing provider for multi-national corporations in 

China.

The Group will further strengthen the development of its existing business with stable growth. At the same time, 

it will speed up the mergers and acquisitions of other software service enterprises in the market which offer good 

investment potential and � t in the Company’s strategic development. Through effective business integration, 

utilization of competitive strengths and harmonizing the different corporate cultures, the core competitiveness of the 

Group will be enhanced. The year 2007 is a year with great expectation for us. Let’s continue to strive for progress 

and achieve our goals.
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APPRECIATION

I would like to take this opportunity to extend my sincere gratitude to all of you for your understanding and support 

over the past year; to our shareholders who render us strength for growth of the Group, our clients who create the 

room for our continued development, our business partners for their cooperation as well as all members of staff for 

their dedicated work and contribution.

Dr. Chen Yuhong

Managing Director

Beijing, The PRC

30 March 2007
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FINANCIAL REVIEW

The Management would like to draw our shareholders and potential investors attention to the reason why there was 

a great deviation of Unaudited ProÞ t attributable to Shareholders of RMB39,974,000 for the nine months ended 

September 30, 2006 and the Audited Loss attributable to Shareholders of RMB66,593,000 for the year ended 

December 31, 2006 was mainly due to an amount of RMB110,558,000 of Fair value loss on derivative liability of 

the Redeemable Convertible Preferred Shares of USD20 million issued to both Microsoft and International Finance 

Corporation on January 6, 2006 and another amount of RMB10,764,000 of Redeemable convertible preferred share 

issue expenses.

On January 6, 2006, the Group issued USD20 million Redeemable Convertible Preferred Shares of HKD0.10 each at a 

conversion price of HKD0.80 per share from date of issue to the sixth anniversary of the First closing date (i.e. January 

6, 2006) unless earlier redeemed or converted into Ordinary Shares.

As the functional currency of the Group is RMB and the issuance of the Redeemable Convertible Preferred Shares 

were in USD, our Auditor is in the view of the Redeemable Convertible Preferred Shares are a Financial Instrument 

rather than Equity Instrument and therefore, the Auditor has applied Hong Kong Accounting Standard 39, HKAS39, 

"Financial Instruments: Recognition and Measurement". 

Under the Hong Kong Accounting Standard 39 (ÒHKAS39Ó), if the convertible bond is denominated in a currency 

other than the functional currency, the conversion option is required to be stated at fair value and the resulting 

change in the fair value would have an impact on the income statement. The change in value of the conversion 

option is principally affected by the price and the volatility of the stock.

For instance, if the stock performance of the Company is good and the stock price exceeds the conversion price, 

a loss would occur, notwithstanding the fact that the change in value of the conversion right does not affect the 

cashß ow or adversely impact the overall Þ nancial position of the Company.

 

The Management are concerned that the accounting treatment as prescribed under HKAS39 may not fairly present 

the operating results of the Company and the Group for the year, its adoption has been necessary in order to fully 

comply with the prevailing accounting standards, thus avoiding a qualiÞ ed opinion on the Þ nancial statements by the 

auditors.

Given the above reasons, the management has done an analysis of ProÞ t excluding the exceptional items (see below 

table). Excluding the exceptional items, proÞ t attributable to equity holders of the company increased by 38% to 

RMB54,729,000 as compared to last year.
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ANALYSIS OF PROFIT EXCLUDING EXCEPTIONAL ITEMS

 2006  2005

 RMB’000 RMBÕ000

As reported (66,593) 39,656

Exceptional items

Add: Effect of adoption of HKAS 39 in relation

   to redeemable convertible preferred shares 110,558 Ð

   Issue expenses for redeemable convertible preferred shares 10,764 Ð

Adjusted proÞ t attributable to equity holders of the Company 54,729 39,656

Besides, shareholders and investors should draw attention on two special non cash items before the ProÞ t from 

Operation which include 1) Rmb 8,364,000 of Amortisation of intangible assets and trademark use right (Please refer 

to Note 14 of the notes to the Accounts for the breakdown) and 2) Rmb 1,087,000 of Impairment loss recognized 

in respect of technical expertise. Out of Rmb8,364,000 of Amortisation of intangible assets and trademark use right, 

there was Rmb1,223,000 of amortization of Technical expertise. As for the Technical expertise, both are related to the 

Group acquisition of the technical expertise of Powerise and Opportune Technology during the year (Please refer to 

Note 32 of the notes to the Accounts for the details).

For the Þ scal year ended December 31, 2006, the Company reported a total turnover of approximately 

RMB355,236,000 and net loss attributable to shareholders of approximately RMB66,593,000 ( for your reference: Net 

proÞ t attributable to shareholders excluding exceptional items of approximately RMB54,729,000) as compared to a 

turnover of approximately RMB382,275,000 and net proÞ t of approximately RMB39,656,000 in 2005, representing a 

decrease of about 7% for the Turnover and an increase of about 38% for the Net ProÞ t attributable to shareholders 

excluding exceptional items compared to Net ProÞ t attributable to shareholders in 2005.

Loss per share is approximately RMB0.0891 and Earning per share based on Net ProÞ t attributable to shareholders 

excluding exceptional items is approximately RMB0.0732.

Net assets per share of the Group is approximately RMB0.31.
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ANALYSIS OF TURNOVER

The turnover of the Group for the year ended 31 December 2006 can be classiÞ ed by categories of services and 

products:

(1) Products Segment

 2006 2005

     Increase 

     (decrease) in

 Turnover Portion  Turnover Portion  turnover %

 RMB’000  RMBÕ000

Solutions 193,513 55% 301,075 79% (36)%

IT Outsourcing 127,821 36% 53,034 14% 141%

IT Consulting and

 Training Services 12,184 3% 7,552 2% 61%

Sale of Standalone

 Software and Hardware 

 Products 21,718 6% 20,614 5% 5%

Total 355,236 100% 382,275 100% 7%

Note: As revealed above, the turnover of solutions businesses in 2006 was lower than that in 2005. The main reason is: in 

accordance with the strategic plan towards serviceÐoriented transformation, as at the reporting period, the business 

focus of the GroupÕs solutions businesses is software development and service business revenue, reducing signiÞ cantly 

the business revenue from third party software and hardware product portfolio so as to enhance the CompanyÕs overall 

proÞ t level.

(2) Geographical segment

For the year ended 31 December 2006, the turnover by geographical segment is as follows:

Geographical segment Revenue  %

Mainland market 263,722 70%

European and American market 102,191 27%

Japanese market 9,550 3%

Total 375,463 100%

Note: During this reporting period, the Group placed great emphasis in expanding software outsourcing business, the 

revenue coming from overseas market, particularly the European and American market has accounted for 30% of the 

CompanyÕs total revenue.
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RESULTS

For the year ended December 31, 2006, the Group reported a turnover of approximately RMB355,236,000, 

representing a decrease of 7% as compared with last year. The decrease in turnover was attributable to the business 

transformation of the Group as to focus on software development, IT outsourcing and BPO and reduce the portion of 

hardware business.

For the year ended December 31, 2006, the Group recorded a gross proÞ t, operating proÞ t, net proÞ t attributable 

to shareholders excluding exceptional items and net loss attributable to shareholders of RMB168,898,000, 

RMB66,861,000, RMB54,729,000 and RMB(66,593,000) respectively (2005: RMB117,996,000, RMB48,714,000, 

RMB39,656,000 and RMB39,656,000, representing an increase of 43%, 37%, 38% and a decrease of 168% as 

compared with last year. Basic Loss per share was approximately RMB0.0891 ( 2005: RMB0.0556 Earnings ).

The gross proÞ t margin and the operating proÞ t margin of the Group for the year ended December 31, 2006 was 

approximately 48% and 19% respectively ( 2005: approximately 31% and 13% respectively representing an increase 

of approximately 17% and 6% respectively as compared to the last year 2005. The remarkable increase in both gross 

proÞ t margin and operating proÞ t margin of the Group was attributable to the business transformation of the Group 

as to focus on software development and whole-range IT services provider.

In respect of professional talent, the Group employs a total of 2,382 staff, representing a signiÞ cant addition of 430 

staff compared to 1,952 staff in the previous quarter. The increase in headcount was mainly due to the rising number 

of staff in outsourcing. The Group currently has 1,329 staff being engaged in outsourcing business.

In respect of the business itself, solutions and IT outsourcing business, two of the Group's main businesses, accounted 

for 54% and 36% of the turnover ( 2005: approximately 79% and 14% ).

The ratio of distribution costs to turnover was 5.8%, representing an increase of 0.8% as compared to 5% of last 

year since the ratio of selling expenses of software development is comparatively higher but with a higher gross 

proÞ t margin. The percentage of administrative expenses to turnover was 22% representing an increase of 10% as 

compared to 12% of last year. With the increasing expansion in outsourcing business from average head count of 

520 staff in Þ nancial year 2005 to average head count of 1,952 staff in current year and an expansion of the size 

of the Group's operations, the increase in administrative expenses due to the increase in IT outsourcing head count 

and technical support staff and increase in amortization and depreciation are reasonable. The increase is also partly 

attributable to the legal and consultancy fees related to acquisitions.
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FINANCIAL RESOURCES AND WORKING CAPITAL

As at December 31, 2006, shareholders' funds of the Group amounted to approximately RMB233,655,000. Current 

assets amounted to RMB416,188,000 of which approximately RMB133,571,000 were Cash and Bank deposits. The 

Group had non-current liabilities including Deferred tax liabilities of RMB2,588,000 and Redeemable convertible 

preferred shares of RMB268,480,000 and its current liabilities amounted to approximately RMB156,498,000.

Signi�  cant Investments

Save as disclosed elsewhere on the Management Discussion and Analysis, the Group had no other signiÞ cant 

investments held.

Acquisition and Disposal of Subsidiaries and Associated Companies

For the year ended 31 December 2006, the Group had made acquisition of the business of Powerise International 

Software Co. Ltd., Opportune Technology and Cyber Resources, and no material disposals of subsidiaries and 

afÞ liated companies.

Charge on Group Assets

As at 31 December 2006, there were no charges on group assets.

Future Plans for Material Investments and Expected Sources of Funding

Except in relation to the acquisition of Hinge Global Resource Group in the year of 2007, as at 31 December 2006, 

the Group had no future plans for material investments.

The management will continue to monitor the industry and review its business expansion plans regularly, so as to take 

necessary measures in the GroupÕs best interests.

Exposure to Fluctuations in Exchange Rates

During the year ended 31 December 2006, the Group experiences only immaterial exchange rate ß uctuations as most 

of the GroupÕs monetary assets and liabilities are denominated in Renminbi, and the Group conducted its business 

transactions principally in Renminbi, which was relatively stable during the year under review. The Group considered 

that as the exchange rate risks of the Group is considered to be minimal, the Group did not employ any Þ nancial 

instruments for hedging purposes.

Capital Commitment

As at 31 December 2006, the Group have RMB1,196,000 capital expenditure contracted for but not provided in the 

Þ nancial statements in respect of acquisition of software.

Contingent liabilities

As at 31 December 2006, the Group did not have any material or contingent liabilities.

�� �� ���) �N�O�T�G�Y�U�L�Z���3�* �� �' ���K�����O�T�J�J�������� �� �� ���� ���� �� �������� � �� �� � �� �� ���6�3



Management Discussion and Analysis

Annual Report 2006

17

BUSINESS REVIEW

In the year of 2006, the Group obtained satisfactory results in each of the businesses:

Consulting and Solutions Businesses

The GroupÕs solutions businesses have been proÞ t-driven and target-based. During the year of 2006, the turnover 

from the GroupÕs solutions businesses amounted to approximately RMB19.4 million, of which revenue from services 

amounted to RMB15.2 million, representing an increase of 39% when compared with 2005.

During the reporting period, by virtue of the continuous growth in consulting services and solutions businesses in 

Mainland China, and through deepened communication and fostering good relationship with important clients, the 

Group could safeguard the signing of major contracts, further enhancing its leading position in the industry. On the 

other hand, by leveraging on its technical expertise and resources, the Group was active in developing new businesses 

and identifying new clients so as to lessen its client concentration and make the revenue structure of the Company 

healthier.

Industry with leading position

1. Tobacco Industry

Tobacco industry is the major industry in the GroupÕs consulting services and solutions businesses. During the 

reporting period, the Group further explored the demand from the industry. While solving usersÕ enquiries 

immediately, the high quality proposals offered were highly regarded by the clients, which consolidated and 

expanded the GroupÕs revenue from the industry.

What is worth mentioning is that in March 2006, the Group completed the overall acceptance inspection of 

phase 1 and phase 2 of the Tobacco Production and Operation Decision System for the State Tobacco Control 

Bureau (no.1 project). The project covered 31 provinces in the nation and more than 400 cities. Through 

the inspection of the no.1 project, the Group fully demonstrated the organization capability and quality 

management control system for large projects, realizing the effective management from aspects of quality, 

progress, cost control and risk management, ensuring client satisfaction and safeguarding public recognition in 

the industry and ultimately rewarded us with the three-phase contract of no.1 project of ÒBar-coding Cigarettes 

by Carton and Order Collection System for the State Tobacco BureauÓ. This is another large project involving 

integrated development and portfolio implementation in national scale.
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Leveraging on the thorough development of strategic partnership between the Group and the State Tobacco 

Control Bureau, and the successful deployment of the nation-wide platform of the tobacco industry, the Group 

further enhanced the cooperation with tobacco industry groups and provincial tobacco companies, enlarging 

the GroupÕs market share in the regional IT service in the tobacco industry.

(1) Commissioned to develop phase 3 of Òtobacco production and operation decision system of the tobacco 

industryÓ Ð signing of ÒBar-coding cigarettes by carton and order collection system for the State Tobacco 

Control BureauÓ and secured the promotion implementation contracts in 15 provinces.

During the reporting period, the Group launched phase 3 of the Òtobacco production and operation 

decision system of the tobacco industryÓ project (that is, the ÒBar-coding cigarettes by carton and order 

collection system for the State Tobacco Control BureauÓ). Based mainly on phases 1 and 2 of the project, 

this phase provides more accurate and timely data to the State Tobacco Monopoly Administration. Data 

collection has been upgraded from box-based to carton-based. The amount of data will be multiplied by 

50 times to 9 billion items. The Group expects the scale of this project to exceed the aggregate of phases 

1 and 2. It plans to promote the project to 350 commercial Þ rms, 318 warehouses and 27 provincial 

commercial enterprises. Promotion has been implemented in 15 provinces including Sichuan, Hubei, 

Yunnan, Shandong and Heilongjiang. All the promotion activities have been scheduled to be completed at 

the end of the next year and the project will bring about considerable revenue to the Group.

(2) Secured tobacco industry market monitoring system (phase 1) project

Since the Group succeeded in establishing Òoperation decision management systemÓ, the State Tobacco 

Control Bureau has been exploring the potential of this system. During the reporting period, the Group 

was also commissioned to develop Òtobacco industry marketing monitoring system (phase 1) projectÓ, to 

expand and enhance the function of Òoperation and decision management system of tobacco industryÓ. 

For the Òtobacco industry market monitoring system projectÓ, it will establish the production cost, fee 

data collection and analysis system relating to the cost of tobacco leaves, and commence a development 

model based on the cost of tobacco leaves as well as establish an assessment system for the tobacco leave 

pricing policy. The Group will establish the management system of smuggled cigarettes and slow moving 

cigarettes based on the cigarette production operation and decision management system (including data 

collection, integrated enquiry and statistics analysis), realizing the integration of the existing cigarette cost 

data management system and cigarette production and operation management system.

(3) Undertook the development of the statistics merge application system of the Òtobacco production and 

operation decision system of the tobacco industryÓ

Through the Òtobacco production and operation decision system of the tobacco industryÓ project, the 

Group has Þ nished establishing an IT application platform for integrating and transmitting data in a later 

stage. Therefore, the State Tobacco Control Bureau decided to commission the Group to enhance the 
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merging of the development and statistics based on the original platform, including control of collection 

procedure by calling for data, reporting update and supplementary reporting and checking function at the 

issuance of report.

(4) Secured the tobacco industry data application and economic operation analysis platform project

With the State Tobacco Monopoly AdministrationÕs adoption and application of the Òtobacco production 

and operation decision system of the tobacco industryÓ, the various aspects of production, operation 

and management of the tobacco industry have formed a massive data collection network. Collection and 

processing of data at each stage of tobacco production and operation eventually led to the birth of a data 

center. To further analyze and apply such data, the Group has designed an Òindustry data application and 

economic operation analysis platformÓ.
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Successfully acquired 50% of the equity interest in Cyber Resource

The clients of Cyber Resource include IBM, MOTOROLA, PANASONIC, EPSON and HP, all of them are strategic clients 

that the Group plans to further serve. Furthermore, the business of Cyber Resource has been growing steadily over 

the years. Its proÞ t margin has remained at a comparatively high level among the industry. When compared with the 

GroupÕs net proÞ t in the same period, its net proÞ t up to 31 December 2005 was 17.78% of the GroupÕs. To further 

exploit the potential of Cyber Resource, to coordinate and plan for the GroupÕs development in outsourcing business 

regarding strategic clients and to generate proÞ t for the Group, the Group decided to increase its holding of Cyber 

ResourceÕs equity interest to 76% by means of acquisition. The acquisition carries strategic meanings to the CompanyÕ

s expansion in outsourcing business in addition to generating stable and long-term revenue.

Newly established companies

Established a subsidiary in the United States

The Group has established a subsidiary in the United States, Chinasoft International Inc (USA). Branches were set up 

in the Silicon Valley of California, the State of Washington and New Jersey. An establishment and opening ceremony 

for the branches was held in Redmond, Washington at the research center of one of Microsoft and Chinasoft 

InternationalÕs strategic partners. Over 50 clients including Microsoft attended to express their congratulations.

The establishment of Chinasoft International USA demonstrates the relationship between Chinasoft International and 

Microsoft as well as all their strategic partners and clients around the world is further strengthened. It helps to bridge 

the gap between the Group and its U.S. clients. It is also part of the GroupÕs strategy to enhance globalization and an 

important step towards providing world-class software service and IT solutions to clients.

Established �•�´
7�ç �€�³�Ì�• �¦�¹�¦�”�Þ�"�®�!

The Group has set up �•�´
7�ç �€�³�Ì�• �¦�¹�¦�”�Þ�"�®�!  for the purpose of taking over the business teams of 

Powerise International and continuing and developing the related businesses.

Established �•�´	��Å�¦�¹�¦�”�Þ�"�®�!  by way of joint venture

The Group jointly established a joint venture named �E���•�´	��Å�¦�¹�¦�”�Þ�"�®�!  (hereinafter referred to as Ò�•�´

	��Å Ó) with �E��	��Å
«� �Þ�"�®�!  (Ò�•�´	��Å Ó). �•�´	��Å  is owned as to 51% by the Chinasoft International and 

the remaining 49% by �E��	��Å .

�E��	��Å  is a subsidiary of Fujian Tobacco Company, which is a well-known enterprise committing to provide services 

to the tobacco, information technology and property industries and is relatively strong in technology and resources.

The joint venture will be mainly responsible for the research and sale of the core products that are related to the 

tobacco business system e-commerce overall solutions. The two parties to the investment complement each other 

with their own advantages through �•�´	��Å  and continuously increase their market share in the market of tobacco 

industry business system.
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3. SIGNIFICANT ACCOUNTING POLICIES – Continued

Equity-settled share-based payment transactions – Continued

Share options granted to employees of the Group, employees of an associate of the Group and customers of 

the Group – Continued

The fair value of services received determined by reference to the fair value of share options granted at the 

grant date is expensed on a straight-line basis over the vesting period, with a corresponding increase in share 

options 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 profi t or loss, with a 

corresponding adjustment to share options reserve.

At the time when the share options are exercised, the amount previously recognised in share options 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 options reserve will be transferred to 

accumulated profi ts.

4. KEY SOURCES OF ESTIMATION UNCERTAINTY

The key assumptions concerning the future, and other key sources of estimation uncertainty at the balance 

sheet date, that have a signifi cant risk of causing a material adjustment to the carrying amounts of assets and 

liabilities within the next fi nancial year, are discussed below.

Allowance for doubtful debts

In determining whether there is objective evidence of allowance for doubtful debts, the Group takes into 

consideration the collectability, aging analysis of trade receivables and estimation of future cash fl ows. A 

considerable amount of judgment is required in assessing the ultimate realisation of these receivables, including 

the current creditworthiness and the past collection history of each customer. The amount of the allowance 

for doubtful debts is measured as the difference between the asset’s carrying amount and the present value 

of estimated future cash fl ows (excluding future credit losses that have not been incurred) discounted at the 

fi nancial asset’s original effective interest rate (i.e. the effective interest rate computed at initial recognition). 

Where the actual future cash fl ows are less than expected, an allowance for doubtful debts may arise.

Estimated impairment of goodwill

Determining whether goodwill is impaired requires an estimation of the recoverable amount of the CGUs to 

which goodwill has been allocated. The Group has obtained business valuations of the relevant CGUs prepared by 

independent professional valuers for the purpose of goodwill impairment testing. The valuations are based on an 

estimation of a weighted average of market multiples based on comparable companies in the relevant industry. As 

at 31 December 2006, the carrying amount of goodwill was RMB140,157,000 (2005: RMB79,168,000). Details of 

the business valuations are disclosed in note 15. Should there be any change in the market conditions, it may lead 

to a change in the results of the valuations and an impairment to goodwill may be required.
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4. KEY SOURCES OF ESTIMATION UNCERTAINTY – Continued

Fair value of redeemable convertible preferred shares

The fair value of the fi nancial liability component of the redeemable convertible preferred shares is calculated 

using the effective interest method. The amount is estimated by using a discount cash fl ow model with 

assumptions on estimating the discount rate. The fair value of the derivative component of the redeemable 

convertible preferred shares is calculated using the binomial option pricing model. The model involves 

assumptions on the Company’s share price, exercise price, time to maturity, risk free rate, share price volatility 

and others. 

Should any of the assumptions be changed, it may lead to a material change to the fair value of the redeemable 

convertible preferred shares.

5. FINANCIAL INSTRUMENTS

Financial risk management objectives and policies

The Group’s major fi nancial instruments include trade and other receivables, bank balances, trade and other 

payables, bills payables and redeemable convertible preferred shares. Details of these fi nancial instruments are 

disclosed in respective notes. The risks associated with these fi nancial 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.

Currency risk

It is the Group’s policy for each operating entity to operate in local currency as far as possible to minimise 

currency risk. The Group’s principal businesses are conducted in Renminbi. Since the impact of foreign exchange 

exposure is minimal, no hedging against foreign currency exposure has been carried out by the management.

Fair value interest rate risk

The Group is exposed to fair value interest rate risk in respect of the redeemable convertible preferred shares 

which carry a fi xed cumulative dividend of 5.5% per annum. The Group currently does not have an interest rate 

hedging policy and will consider hedging signifi cant interest rate exposure should the need arises.

Cash fl ow interest rate risk

The Group is exposed to cash fl ow interest rate risk through the impact of rate changes on interest bearing 

fi nancial assets which are mainly short-term bank deposits at market rates. Since the bank deposits are all short-

term in nature, any future variation in interest rates will not have a signifi cant impact on the results of the 

Group.
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5. FINANCIAL INSTRUMENTS – Continued

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 2006 in relation to each class of recognised fi nancial assets is the carrying 

amount of those assets as stated in the consolidated balance sheet. The Group reviews the recoverable amount 

of each individual trade receivable at each balance sheet date to ensure that adequate impairment losses, if 

necessary, are made for irrecoverable amounts.

In this regard, the directors of the Company consider that the Group’s credit risk is signifi cantly reduced.

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

by international credit-rating agencies.

The Group’s concentration of credit risk by geographical locations is mainly in the PRC. The Group has no 

signifi cant concentration of credit risk, with exposure spread over a number of counterparties and customers.

Price risk

The Group is exposed to security price risk in respect of the conversion option embedded in the redeemable 

convertible preferred shares, which allows the holders to convert to its own equity instruments.

Fair value

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

• the fair value of fi nancial assets and fi nancial liabilities with standard terms and conditions and traded 

on active liquid markets are determined with reference to quoted market bid prices and ask prices 

respectively; and

• the fair value of other fi nancial assets and fi nancial liabilities are determined in accordance with generally 

accepted pricing models based on discounted cash fl ow analysis or using prices from observable current 

market transactions.

The directors consider that the carrying amounts of fi nancial assets and fi nancial liabilities recorded at amortised 

cost in the fi nancial statements approximate their fair values.
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6. TURNOVER AND SEGMENT INFORMATION

Turnover represents the net amounts received and receivable for goods sold and services rendered during the 

year.

Business segments

For management purposes, the Group is currently organised into four operating divisions-solutions, IT 

outsourcing, IT consulting and training services, and sale of standalone software and hardware products. These 

divisions are the basis on which the Group reports its primary segment information.

Segment information about these businesses is presented as follows:

INCOME STATEMENT

For the year ended 31 December 2006

    Sale of

    standalone

   IT software

   consulting and

  IT and training hardware

 Solutions outsourcing services products Consolidated

 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Turnover 193,513 127,821 12,184 21,718 355,236

Segment result 103,502 25,060 545 7,570 136,677

Unallocated other operating income     9,147

Unallocated corporate expenses     (66,492)

Allowance for doubtful debts     (2,033)

Amortisation of intangible assets and

 trademark use right     (8,364)

Impairment loss recognised in respect of

 technical expertise     (1,087)

Impairment loss recognised in respect

 of goodwill     (988)

Discount on acquisition of additional

 interests in a subsidiary     1

Share of net results of associates     2,489

Loss arising from changes in fair value

 of derivative fi nancial instruments     (110,558)
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