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DEFINITIONS

In this circular, the following expressions have the meanings set out below unless the
context requires otherwise:
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NANJING SAMPLE TECHNOLOGY COMPANY LIMITED*

(a joint stock limited company established in the People’s Republic of China with limited liability)

(Stock Code: 1708)

Directors: Registered address and
Executive Directors principal place of business in the PRC:
xis haMp (Chairman)
Mf h a8 Yone
£ U X, a8

on-executive Director
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Independent non-executive Directors



LETTER FROM THE BOARD
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1. PROPOSED SUBSCRIPTION OF NEW DOMESTIC SHARES BY NANJING
SAMPLE TECHNOLOGY GROUP COMPANY LIMITED*

1.  Domestic Shares Subscription Agreement
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Shareholders and potential investors should be aware that the proposed Domestic
Shares Subscription is subject to the satisfaction of the conditions precedent set out in
this circular, and accordingly, the proposed Domestic Shares Subscription may or may
not proceed. Accordingly, they are advised to exercise caution when dealing in the
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3. Shareholding structure of the Company
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LETTER FROM THE BOARD

5. Recent fund raising activities and use of proceeds
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LETTER FROM THE BOARD

1)

()

3)

(4)

(5)

The number of ordinary overseas listed foreign shares issued for
the first capital increase after incorporation of the Company was
20,400,000 shares (including 19,500,000 new shares and 900,000
exiting sale shares), accounting for 31.63% of the issuable
ordinary shares of the Company.

The equity structure of the Company is: 64,500,000 ordinary
shares, including 44,100,000 shares held by the promoters,
accounting for 68.37% of the issuable ordinary shares of the
Company, and 20,400,000 overseas listed foreign shares held by H
shares holders, accounting for 31.63% of the issuable ordinary
shares of the Company.

With the approval of the examination and approval authority
authorized by the State Council, 12,000,000 shares acquired by
the promoter namely Nanjing Zhongbei (Group) Company Ltd. at
the time of incorporation of the Company were all transferred to
Jiangsu Century Gold Bull Technology and Trading Company Ltd.

With the approval of the examination and approval authority
authorized by the State Council, 12,000,000 shares acquired by
the promoter namely Nanjing Huadong Electronics Information &
Technology Company Ltd. at the time of incorporation of the
Company were all transferred to Active Gold Holding Limited.

With the approval of the examination and approval authority
authorized by the State Council, 4,515,000 shares held by the
Company’s shareholder namely Jiangsu Century Gold Bull
Technology and Trading Company Ltd. were all transferred to
foreign shareholder Active Gold Holding Limited.

With the approval of the examination and approval authority
authorized by the State Council, the Company issued 96,750,000
bonus shares (15 bonus shares for every 10 shares) and increased
32,250,000 shares by way of capitalization of capital reserve (5
capitalization shares for every 10 shares), thereafter the total
equity of the Company changed to 193,500,000 shares, with
132,300,000 shares (68.37% of the total number of the ordinary
shares issued by the Company) held by domestic shareholders,
including:

54,000,000 shares held by Nanjing Sample Technology Group
Company Ltd., accounting for approximately 27.91% of the total
number of the ordinary shares issued by the Company.

22,455,000 shares held by Jiangsu Century Gold Bull Technology

and Trading Company Ltd., accounting for approximately 11.60%
of the total number of the ordinary shares issued by the Company.

gy



(6)

49,545,000 shares held by Active Gold Holding Limited,
accounting for approximately 25.60% of the total number of the
ordinary shares issued by the Company.

4,950,000 shares held by Nanjing Sample Commerce City
Company Ltd., accounting for approximately 2.56% of the total
number of the ordinary shares issued by the Company.

1,350,000 shares held by Sha Min, accounting for 0.70% of the
total number of the ordinary shares issued by the Company.

61,200,000 overseas listed foreign shares held by H shareholders,
accounting for 31.63% of the total number of the ordinary shares
issued by the Company.

With the approval of the extraordinary general meeting of the
Company held on 3 August 2009, the Company issued additional
ordinary shares of 30,600,000 overseas listed foreign shares,
thereafter the total equity of the Company changed to 224,100,000
shares, with 132,300,000 shares (59.04% of the total number of
the ordinary shares issued by the Company) held by domestic
shareholders, including:

54,000,000 shares held by Nanjing Sample Technology Group
Company Ltd., accounting for approximately 24.10% of the total
number of the ordinary shares issued by the Company.

22,455,000 shares held by Jiangsu Century Gold Bull Technology
and Trading Company Ltd., accounting for approximately 10.02%

of the total number of the ordinary shares issued by the Company.

49,545,000 shares held by Active Gold Holding Limited,






49,545,000 shares held by Active Gold Holding Limited,
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7. Information on the parties
Information relating to the Group
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9. Takeovers code implications and application for Whitewash Waiver
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Il. AUDITED CONSOLIDATED FINANCIAL STATEMENTS

The following is the full text of the audited consolidated financial statements of the
Group for the year ended 31 December 2013:

Consolidated Balance Sheet

At 31 December 2013

(All amounts in Renminbi yuan unless otherwise stated)

ASSETS Note V 2013 2012
Current assets:
Cash at bank and on hand (1) 579,052,891.83 449,609,726.85
Notes receivable (1) 3,300,000.00 160,000.00
Accounts receivable (111) 343,612,285.44 278,576,202.98
Prepayments V) 96,418,562.53 48.417,202.13
Other receivables ) 92,493,603.10 147,128,312.82
Inventories Vi) 283,576,874.55 267,316,724.10
Total current assets 1,398,454,217.45 1,191,208,168.88
Non-current assets:
Long-term equity investments (Vi) 101,386,244.94 101,386,244.94
Fixed assets (VIII) 197,473,466.90 172,765,938.02
Construction in progress (1X) 166,580,798.69 105,149,762.35
Construction materials X) 1,906,895.00 3,978,173.60
Intangible assets (XI) 21,828,164.51 24,364,756.07
Long-term deferred expenses (X1 2,886,273.36 755,341.29
Deferred income tax assets (XI1II) 11,348,029.95 6,592,988.15
Total non-current assets 503,409,873.35 414,993,204.42
TOTAL ASSETS 1,901,864,090.80 1,606,201,373.30
LIABILITIES &
SHAREHOLDERS’ EQUITY
Current liabilities:
Short-term borrowings (XV) 285,000,000.00 138,000,000.00
Notes payable (XVI) 6,115,952.00 29,246,066.85
Accounts payable (XVil) 316,606,125.09 269,751,512.77
Advances from customers (XVIII) 25,481,574.39 25,300,107.19
Staff remuneration payables (XIX) 392,855.74 221,508.60
Taxes payable (XX) 35,754,695.27 52,212,021.92
Other payables (XX 25,303,089.24 28,046,279.25

Non-current liabilities due within 1 year  (XX7I)

Total current liabilities

—51 -

50,000,000.00

744,654,291.73

542,777,496.58
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Note V 2013 2012
Non-current liabilities:
Long-term borrowings (XXIII) 76,250,000.00 80,000,000.00
Deferred income tax liabilities (XI1II)

- 52 —
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Balance Sheet of the Company

At 31 December 2013

(All amounts in Renminbi yuan unless otherwise stated)

ASSETS

Current assets:
Cash at bank and on hand
Notes receivable
Accounts receivable
Prepayments
Other receivables
Inventories

Total current assets

Non-current assets:
Long-term equity investments
Fixed assets
Construction in progress
Intangible assets
Deferred income tax assets

Total non-current assets

TOTAL ASSETS

LIABILITIES AND
SHAREHOLDERS’ EQUITY

Current liabilities:
Short-term borrowings
Notes payable
Accounts payable
Advances from customers
Staff remuneration payables
Taxes payable
Other payables

Note XII1

@)
1

(1)

Non-current liabilities due within 1 year

Total current liabilities

— 53 —

2013

55,204,087.55
3,300,000.00
75,046,647.45
4,201,686.65
76,285,519.18
12,206,761.45

2012

98,224,649.04
160,000.00
79,441,459.36
6,489,125.55
135,865,532.27
5,203,767.52

226,244,702.28

325,384,533.74

419,463,932.94
40,074,630.90
166,271,592.51
15,326,731.48
2,399,462.52

337,463,932.94
44,349,731.63
98,701,702.73
15,712,132.24
3,533,564.81

643,536,350.35

499,761,064.35

869,781,052.63

825,145,598.09

120,000,000.00
39,173,723.12
8,661,423.63
115,517.73
2,957,650.84
2,543,515.70
40,000,000.00

60,000,000.00
10,364,179.25
38,148,903.58
1,075,684.00
109,191.50
16,112,899.77
735,876.91

213,451,831.02

126,546,735.01
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Non-current liabilities:
Long-term borrowings
Other non-current liabilities

Total non-current liabilities

Total liabilities

Shareholders’ equity:
Share capital
Capital reserve
Surplus reserve
Undistributed profits

Total shareholders’ equity

TOTAL LIABILITIES AND

Note XII1

— 54—

2013

40,000,000.00
11,910,000.00

2012

80,000,000.00
11,910,000.00

51,910,000.00

91,910,000.00

265,361,831.02

218,456,735.01

224,100,000.00
98,283,776.53
46,153,350.13
235,882,094.95

224.100,000.00
98,283,776.53
41,898,314.28
242,406,772.27

604,419,221.61

606,688,863.08
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ITEMS Note V 2013 2012

V1. Other comprehensive income (XLIV) (132,748.50) (959.95)
[tems to be re-categorized into
profit and loss when satisfied
the stipulated conditions in the

subsequent accounting period (132,748.50) (959.95)
Converted difference in
foreign currency statements (132,748.50) (959.95)

Items not re-categorized into profit
and loss in the subsequent
accounting Period - -

VII. Total comprehensive income 129,994,730.03 169,217,603.60
Total comprehensive income
attributable to the shareholders

of the Company 126,273,007.82 167,926,670.76
Total comprehensive income
attributable to minority shareholders 3,721,722.21 1,290,932.84
VIII. Earnings per share:
(1) Basic earnings per share (XLIII) 0.564 0.749
(2) Diluted earnings per share (XLII) 0.564 0.749
IX. Dividend (XLII) 44,820,000.00 22,410,000.00

— 56 —
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Income Statement of the Company
For the year ended 31 December 2013
(All amounts in Renminbi yuan unless otherwise stated)

ITEMS Note XIII 2013 2012

I.  Operating income av)

— 57 —
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Consolidated Cash Flow Statement

For the year ended 31 December 2013
(All amounts in Renminbi yuan unless otherwise stated)

ITEMS

Cash flows from operating activities

Cash received from sales of goods or
rendering of services

Refund of taxes and surcharges

Cash received relating to other
operating activities

Note V

(XLV).1

Sub-total of cash inflows from operating activities

Cash paid for goods and services

Cash paid to and on behalf of employees
Payments of taxes changes

Cash paid relating to other operating activities

Sub-total of cash outflows from
operating activities

Net cash flows from operating activities

Cash flows from investing activities
Cash received from disposal of investments
Cash received from returns on investments

(XLV).2

Net cash received from disposal of fixed assets,

intangible assets and other long-term assets
Net cash received from disposal of subsidiaries
and other operating entities

Cash received relating to other investing activities

(XLV).3

Sub-total of cash inflows from investing activities

Cash paid to acquire fixed assets, intangible
assets and other long-term assets

Cash paid to acquire investments

Net increase of pledged loans

Net cash paid to acquire subsidiaries
and other operating entities

Cash paid relating to other investing activities

Sub-total of cash outflows from
investing activities

Net cash flows from investing activities

— 58 —

2013 2012
826,914,131.31 812,326,078.60
9,546,287.67 10,842,839.22
196,312,804.91 194,432,378.86
1,032,773,223.89 1,017,601,296.68
661,015,700.91 501,429,917.72
41,544,671.79 41,312,338.98
70,288,459.26 88,152,255.78
207,973,906.15 209,093,581.52

980,822,738.11 839,988,094.00
51,950,485.78 177,613,202.68
64,600,000.00 64,600,000.00
~ 680,733.33

58,177.78 1,359,602.93

~ 6,133,000.00
64,658,177.78 72,773,336.26

120,401,501.97

172,117,737.87

- 25,400,000.00
120,401,501.97 197,517,737.87
(55,743,324.19) (124,744,401.61)
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ITEMS Note V 2013 2012

I11. Cash flows from financing activities

Cash received from capital contributions 8,000,000.00 28,000,000.00
Including: Cash received from minority
shareholders investment by subsidiary 8,000,000.00 28,000,000.00
Cash received from borrowings 390,000,000.00 288,000,000.00
Sub-total of cash inflows from financing activities 398,000,000.00 316,000,000.00
Cash repayments of borrowings 196,750,000.00 356,300,000.00
Cash payments for interest expenses and
distribution of dividends or profits 58,233,168.19 38,399,839.81

Sub-total of cash outflows from
financing activities 254,983,168.19 394,699,839.81

Net cash flows from financing activities 143,016,831.81 (78,699,839.81)

IV. Effect of foreign exchange rate changes on

cash and cash equivalents (134,756.84) 532727

V. Netincrease in cash and cash equivalents 139,089,236.56 (25,825,711.47)
Add: Cash and cash equivalents at

beginning of period 389,224,229.07 415,049,940.54

VI. Cash and cash equivalent at end of period 528,313,465.63 389,224,229.07

— 59 —
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Cash Flow Statement of the Company
For the year ended 31 December 2013

(All amounts in Renminbi yuan unless otherwise stated)

ITEMS

Cash flows from operating activities

Cash received from sales of goods or
rendering of services

Refund of taxes and surcharges

Cash received relating to other
operating activities

Sub-total of cash inflows from operating activities

Cash paid for goods and services

Cash paid to and on behalf of employees
Payments of taxes and surcharges

Cash paid relating to other operating activities

Sub-total of cash outflows from
operating activities

Net cash flows from operating activities

Cash flows from investing activities

Cash received from disposal of investments

Cash received from returns on investments

Net cash received from disposal of fixed assets,
intangible assets and other long-term assets

Sub-total of cash inflows from investing activities

Cash paid to acquire fixed assets, intangible
assets and other long-term assets
Cash paid to acquire investments

Sub-total of cash outflows from investing activities

Net cash flows from investing activities

— 60—

Note XIIT

2013

242,873,335.62
8,070,064.76

16,345,281.70

2012

323,336,129.16
9,917,003.02

39,478,657.12

267,888,682.08

372,731,789.30

164,470,271.30

131,170,761.16

17,540,133.62 18,384,362.95
32,189,563.26 37,293,480.52
17,121,940.66 47213,757.05
231,321,908.84 234,062,361.68
36,566,773.24 138,669,427.62
64,600,000.00 64,600,000.00
- 680,733.33

8,500.00 1,309,802.93
64,608,500.00 66,590,536.26
67,977,239.52 99,357,978.46
82,000,000.00 65,400,000.00
149,977,239.52 164,757,978.46
(85,368,739.52) (98,167,442.20)
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APPENDIX I FINANCIAL INFORMATION OF THE GROUP

Notes to the Financial Statements
For the year ended 31 December 2013

CORPORATE INFORMATION
(1) General information

OgO00ob0obO0o0boOobOd (Nanjing Sample Technology Company Limited*) (the
“Company”, together with its subsidiaries, the “Group”) was established in the People’s Republic
of China (the “PRC”) and was approved to be reorganised into a joint stock limited company on
28 December 2000.

The shares of the Company were listed on the Growth Enterprise Market (the “GEM”)
of The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) on 9 June 2004. On
22 November 2010, the Company’s H shares were successfully migrated from the GEM to the
mainboard of the Stock Exchange (the “Main Board”).

The business registration number of the Company is 320100400023227 and the legal
representative of the Company is Sha Min.

The addresses of the registered office and principal place of business of the Company are
located at No. 10 Maqun Avenue, Qixia District, Nanjing City.

(I1) The nature of the industry

The Group is engaged in the information technology application (IT application) service
industry.

(111) Scope of business

Computer networks, industrial automation engineering design, installation; electronic
products, computer development, manufacture, sale of self-production products, system
integration; computer technology consulting and information services; research and development
of ITS-based basic information collection technology and equipment.

(V) Principal business

The Group is principally engaged in the provision of visual identification and RFID
technologies-based full solutions to intelligent traffic, customs logistics and health safely and
other application areas.

(V) Basic organizational structure of the Company

The Company has established Shareholders’ General Meeting, the Board of Directors and
the Supervisory Committee. The Company has: Investment Department, Finance Department,
Software Development Department, Hardware Development Department, Planning and Design
Department, Engineering Technology Research Institute, Technology Management Department,
Quality Management Department, Administration and Human Resources Department, Procurement
Department, Legal Affairs Department, Traffic Monitoring and Control Department, Customs
Logistics Monitoring Department, Office of the President and other functional departments.
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V)

Accounting treatments for business combinations involving entities under and not
under common control

1. Business combinations involving entities under common control

The assets and liabilities acquired by the Group in business combination shall be
measured at the carrying value of the acquiree on the date of combination. If there is an
inconsistency between the accounting policies adopted by the acquirees and those of the
Company, the adjustment will be made by the Group according to the Group’s accounting
policies at the date of the combination, and the adjusted carrying value will be recognised
on this basis.

The difference between the carrying amount of the net assets obtained and the
carrying amount of the consideration paid for the combination (or total nominal value of the
issued shares) is adjusted to capital premium in capital reserve. If the capital premium in
capital reserve is not sufficient to absorb the difference, the remaining balance is adjusted
against retained earnings.

The direct expenses incurred in business combination, including the audit fee,
appraisal fee and legal service fee paid by the Group in connection with business
combination shall be charged to the profit or loss when incurred.

The administrative charges and commission incurred upon issuance of equity
securities in business combination shall be offset against the premium income from equity
securities. If such amount cannot be offset by premium income, it shall be adjusted in
retained earnings.

2. Business combinations involving entities not under common control

The assets paid and liabilities incurred or committed as a consideration of business
combination by the Group were measured at fair value on the date of acquisition and the
difference between the fair value and its carrying value shall be charged to the profit or loss
for the period.

The Group shall allocate the cost of combination on the date of acquisition and
recognize the fair value of the identifiable assets, liabilities and contingent liabilities
acquired from the acquiree.

Where the cost of combination is higher than the fair value of the identifiable net
assets acquired from the acquiree in business combination, the Group shall recognize such
difference as goodwill; where the cost of combination is less than the fair value of the
identifiable net assets acquired from the acquiree in business combination, such difference
shall be charged to the profit or loss for the period after review.
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Profit or loss attributable to minority shareholders of a subsidiary is presented separately
in the consolidated balance sheet within shareholders’ equity and in the consolidated income
statement below the net profit line item. Where losses attributable to the minority shareholders of
a subsidiary exceed the minority shareholders’ interest entitled in the shareholders’ equity of the
subsidiary at the beginning of the period, the excess is allocated against the minority shareholders
interest.

For acquisition of subsidiaries due to business combination involving entities under
common control during the reporting period, the opening balance of the consolidated balance
sheet shall be adjusted; the revenue, expense and profit of such subsidiaries from the beginning
to the end of the reporting period when the merger occurs are included in the consolidated income
statement; the cash flows of such subsidiaries from the beginning to the end of the reporting
period when the merger occurs are included in the consolidated cash flow statement, and the
comparative figures of the financial statements should be adjusted simultaneously as if the
consolidated reporting entity had been in existence since prior periods.

For acquisition of subsidiaries due to business combination involving entities not under
common control during the reporting period, the opening balance of consolidated balance sheet
needs not be adjusted; the revenue, expense and profit of such subsidiaries from the date of
acquisition to the end of the reporting period are included in the consolidated income statement;
the cash flows of such subsidiaries from the date of acquisition to the end of the reporting period
are included in the consolidated cash flow statement. In a business combination involving entities
not under common control achieved in stages, the Company remeasures its previously held equity
interest in the acquiree on the acquisition date in light of the fair value of such equity interest on
the date of acquisition. The difference between the fair value and the carsgwrlween thenicrecognise

iccurs
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(VI1) Determination of cash and cash equivalents

In preparing the cash flow statement, the cash on hand and deposits that are available for
payment at any time of the Group are recognised as cash. The short-term (due within 3 months of
the date of purchase) and highly liquid investments that are readily convertible to known amounts
of cash and which are subject to an insignificant risk of value change are recognised as cash
equivalents.

(VIII) Foreign currency transactions
1. Foreign currency transactions

Foreign currency transactions shall be translated into RMB at the spot exchange rate
on the day when the transactions occurred.

Foreign currency monetary items shall be translated using the spot exchange rate at
the balance sheet date. The resulting exchange differences are recognised in profit or loss
for the current period, except for those differences related to the principal and interest on a
specific-purpose borrowing denominated in foreign currency for acquisitions, construction
or production of the qualified assets, which should be capitalised as cost of the assets.
Foreign currency non-monetary items measured in historic cost shall still be translated
using the spot exchange rate when the transaction occurred, and do not change the original
amount. Foreign currency non-momentary items measured in fair value shall be translated
using the spot exchange rate at the date when the fair value was determined. Exchange
differences arising from the differences of exchange rate are included in profit or loss or
capital reserve for the current period.

2. Translation of foreign currency financial statements

All assets and liabilities items in balance sheet are translated based on spot exchange
rate on the balance sheet date; shareholders’ equity items other than “undistributed profit”
are translated at a spot exchange rate when accrued. Revenue and expense items in the
income statement are translated at a spot exchange rate at the transaction occurrence
date. The translation difference of foreign currency financial statements after the above
translation, is stated as a separate item under the “shareholders’ equity” item in balance
sheet.

For disposal of overseas operation, the translation difference as stated in the items
under shareholders’ equity in balance sheet and in the foreign currency financial statements
relating to overseas operation, is accounted for in the profit and loss account in the current
period; for partial disposal of overseas operation, the translation difference for the foreign
currency financial statements relating to the disposed overseas operation is proportionally
calculated, and is accounted for in the profit and loss account in the current period.
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(IX) Financial instruments
Financial instruments include financial assets, financial liabilities and equity instruments.
1. Classification of the financial instruments

According to the purposes of acquisition and holding of financial assets and of the
financial liabilities committed, the management classifies the financial instruments as:
financial assets or financial liabilities carried at fair value through profit or loss for the
current period, including financial assets or liabilities for trading (financial assets or
financial liabilities directly designated as carried at fair value through profit or loss for
the current period); held-to-maturity investments; accounts receivable; available-for-sale
financial assets and other financial liabilities.

2. Recognition and measurement of financial instruments

(1) Financial assets or financial liabilities carried at fair value through profit or loss
for the current period

When obtained, the financial assets or financial liabilities shall be initially
measured at their fair value (except for cash dividends which are declared but not
distributed or interests on bonds of which the maturity interest is not drawn), its
transaction costs are included in the profit or loss for the period.

The interest or cash dividend which was gained in the period are recognized
as investment income. At the balance sheet date, the variation in the fair value of
the financial asset or financial liability shall be included in the profit or loss for the
period.

- 72 —



APPENDIX I

FINANCIAL INFORMATION OF THE GROUP

(3) Accounts receivable

The receivables that are formed in sale of goods or rendering of services to
external parties, and the receivables, except for the debt instruments quoted in an
active market, due to the Group from other entities, including accounts receivable,
other receivables, notes receivable, prepayments, etc., are initially recognised at the
consideration of the contract or agreement to be received from the buyers. Accounts
receivable that are of a financing nature are initially recognised at their present value.

Upon recovery or disposal of accounts receivable, the difference between the
consideration obtained and the carrying amount is charged to profit or loss for the
period.

(4) Available-for-sale financial assets

Available-for-sale financial assets are initially measured at fair value when
obtained (except for cash dividends which are declared but not distributed or interests
on bonds of which the maturity interest is not drawn) plus relevant transaction costs.

The interests or cash dividends to be obtained during the period the available-
for-sale financial assets are held shall be recorded into investment income. By the end
of the reporting period, financial assets are measured at fair value, and the change in
fair value shall be recorded into capital reserves (other capital reserves).

When disposed of, the difference between the consideration obtained and the
carrying amount of the financial assets shall be recorded into investment income;
meanwhile, the corresponding portion of accumulated change in fair value previously
recorded into shareholders’ equity shall be transferred to profit or loss.

(5) Other financial liabilities

Other financial liabilities are initially measured at fair value plus relevant
transaction costs, and subsequently measured at amortised cost.

Recognition and measurement of transfer of financial assets

A financial asset shall be derecognised while the Group has transferred nearly all the

risks and rewards related to the ownership of the financial asset to the transferee, and it
shall not be derecognised if the Group has retained nearly all the risks and rewards related
to the ownerships of the financial asset.

The substance-over-form principle shall be adopted while making a judgment on

whether the transfer of financial assets satisfies the above conditions for termination of
recognition. The transfer of financial assets could be classified into entire transfer and
partial transfer. If the transfer of an entire financial asset satisfies the conditions for
termination of recognition, the difference between the two amounts below shall be recorded
into profit or loss for the period:

(1) The carrying amount of the financial asset transferred;

(2) The consideration received as a result of the transfer, plus the accumulative
amount of the change in fair value previously recorded into the shareholders’
equities (in cases where the transferred financial asset is available-for-sale
financial asset).

- 73 —



APPENDIX I FINANCIAL INFORMATION OF THE GROUP

If the partial transfer of financial assets satisfies the conditions for termination
of recognition, the overall carrying amount of the transferred financial asset shall be
apportioned according to their respective relative fair value between the portion of
derecognised part and the remaining part, and the difference between the two amounts
below shall be recorded into profit or loss for the current period:

(1) The carrying amount of the derecognised portion;

(2) The sum of consideration of the derecognised portion and the corresponding
portion of accumulated change in fair value previously recorded into
shareholders’ equity (in cases where the transferred financial assets are
available-for-sale financial assets).

Financial assets will still be recognised if they fail to satisfy the conditions for
termination of recognition, with the consideration received recognised as a financial
liability.

4. Conditions for derecognition of financial liabilities

When the current obligation under a financial liability is completely or partially
discharged, the whole or relevant portion of the liability is derecognized; an agreement is
entered between the Group and a creditor to replace the original financial liabilities with
new financial liabilities with substantially different terms, derecognize the original financial
liabilities as well as recognize the new financial liabilities.

If all or part of the contract terms of the original financial liabilities are substantially
amended, the original financial liabilities will be derecognized in full or in part, and the
financial liabilities whose terms have been amended shall be recognised as a new financial
liability.

When financial liabilities is derecognized in full or in part, the difference between
the carrying amount of the financial liabilities derecognized and the consideration paid
(including transferred non-cash assets or new financial liability) is recognized in profit or
loss for the current period.

Where the Group repurchases part of its financial liabilities, the carrying amount of
such financial liabilities will be allocated according to the relative fair value between the
continued recognised part and derecognised part on the repurchase date. The difference
between the carrying amount of the financial liabilities derecognized and the consideration
paid (including transferred non-cash assets or new financial liability) is recognized in profit
or loss for the current period.

5. Method of determining the fair values of financial assets and liabilities

All the financial assets and liabilities measured at fair value of the Group refer to the
quotation in an active market at the end of the period.
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X)

6. Impairment provision of financial assets (excluding accounts receivable)

The Group shall assess the carrying amount of financial assets other than those at fair
value through profit or loss at the balance sheet date. If there is objective evidence that the
financial asset is impaired, the Company shall make provision of any impairment.

(1) Impairment provision for available-for-sale financial asset:

While the fair value of available-for-sale financial asset falls significantly,
or judged by the Company that descending trend is not temporary after taking
into account related data comprehensively at the end of the period, they will be
recognised as impaired, the cumulative loss arising from decline in fair value that
had been recognised directly in the shareholders’ equity shall be removed from the
shareholders’ equity and recognised as impairment or loss.

If, after an impairment loss has been recognised on an available-for-sale debt
instrument, the fair value of the debt instrument increases in a subsequent period and
the increase can be objectively related to an event occurring after the impairment loss
was recognised, the impairment loss shall be reversed, with the amount of the reversal
recognised in the profit or loss for the current period.

Impairment losses recognised for an investment in an available-for-sale equity
instrument shall not be reversed through profit or loss.

(2) Impairment provision for held-to-maturity investments:

The measurement of the impairment loss for held-to-maturity investments shall
be treated with reference to that for the accounts receivable.

Accounts receivable
1 Accounts receivable that are individually significant and subject to separate provision

Individually significant accounts receivable: the amount of accounts receivable are
individually more than RMB10 million (including RMB10 million) and other receivables
are individually more than RMBS5 million (including RMBS5 million).

Individually significant accounts receivable are subject to separate impairment test,
and if there are objective evidence that they are impaired, the impairment loss and the
provision for bad debts are determined based on the amount of the present value of the
future cash flows expected to be derived from the receivables below the carrying amount.
Accounts receivable which are not impaired according to the separate impairment test, shall
be categorised into the corresponding groups for provision of bad debts.
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Accounts receivable that are subject to provision by groups

Basis for determination of groups is as follow:

Group 1 Accounts receivable due from governments

Group 2 Accounts receivable due from non-governments
Group 3 Accounts receivable within the scope of combination
Group 4 Retention monies receivable

Group 5 Other receivables

Methods for provision of bad debts by groups

Group 1 Discounting method

Group 2 Aging analysis method
Group 3 No provisions are made
Group 4 No provisions are made
Group 5 Aging analysis method

Where aging analysis method is used for provision of bad debts for groups:

Provision ratios
for accounts

Aging receivable (%)
Within 1 year (including 1 year) 3
1 to 2 years 8
2 to 3 years 30
Over 3 years 100

Provision ratios
for other
receivables (%)

5
10
50

100

Accounting method is used for provision of bad debts for groups which are accounts
receivable due from governments. The customer groups of governments refer to the
customs, public security and traffic departments of the PRC government. For these customer
groups , according to historical information, the average terms of credit is 3 to 5 years, and
thus their liabilities are discounted at the interest rate of the PRC government bond in the
same period to calculate the recoverable amount. Comparison will be made between the
discounted value and the carrying amount. Provision will be made for bad debts if there is
any impairment.
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(XI) Inventories
1. Classification of inventories

Inventories include goods in transit, raw materials, circulating materials, commodity
stocks and goods in processing contract and assets formed by construction contracts, etc.

2. Cost of inventories
Cost of inventories is determined using the weighted average method.

3. Basis for the determination of net realisable value and the method of provisions for
impairment of inventories

At the end of the period, after a thorough inspection of the inventories, provision for
decline in value of inventories will be made and adjusted at the lower of the cost and the net
realizable value.

Net realisable value of held-for-sale commodity stocks, such as goods-in-stock, and
held-for-sale raw materials, during the normal course of production and operation, shall
be determined by their estimated sales less the related selling expenses and taxes; the net
realizable value of material inventories, which need to be processed, during the normal
course of production and operation, shall be determined by the amount after deducting
the estimated cost of completion, estimated selling expenses and relevant taxes from the
estimated selling price of finished goods; the net realizable value of inventories held for
execution of sales contracts or labor contracts shall be calculated on the ground of the
contracted price. If an enterprise holds more inventories than the quantity stipulated in
the sales contract, the net realizable value of the exceeding part shall be calculated on the
ground of general selling price.

Decline in value of inventories is made on an item-by-item basis at the end of the
period. For large quantity and low value items of inventories, provision may be made
based on categories of inventories; for items of inventories relating to a product line that
is produced and marketed in the same geographical area and with the same or similar end
uses or purposes, which cannot be practicable evaluated separately from other items in
that product line, provision for decline in value of inventories may be determined on an
aggregate basis.

Should the factors causing any write-down of the inventories do not exist anymore,
the amount of write-down will be recovered and be reversed from the provision for
diminution in value of inventories that has been made. The reversed amount will be
included in the current profits and losses.

Unless there is evidence clearly shows that abnormality in market price exists as of

the balance sheet date, the net realisable value of inventories is determined based on the
market price as of the balance sheet date.
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4. Inventory system
The perpetual inventory system is adopted.
5. Amortisation of low-value consumables and packaging materials

Low-value consumables and packaging materials are amortised using the immediate
write-off method.

(X11) Long-term equity investments
1. Determination of cost of investment
(I) Long-term equity investments formed through business combination of entities
For business combinations involving entities under common control: where
the Group pays cash, transfers non-cash assets, bear debts or issue equity securities
as consideration of combinations, the initial investment cost of long-term equity
investments are the share with reference to the book value of the shareholders’ equity

of the acquiree on the date of combinations. Capital premium within the capital
reserve is adjusted by differences between initial investment cost of long-term equity
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(2) Long-term equity investments acquired by other means

The initial cost of investment of a long-term equity investment obtained by the
Company by cash payment shall be the purchase cost which is actually paid.

The initial cost of investment of a long-term equity investment obtained by
the Company by means of issuance of equity securities shall be the fair value of the
equity securities issued.

The initial cost of investment of a long-term equity investment contributed by
the investors shall be the value stipulated in the investment contract or agreement
(except for cash dividends or profits which are declared but not distributed) except for
cases where the value stipulated in the contract or agreement is not fair.

If the non-monetary assets transaction is commercial in nature and the fair
value of the assets received or surrendered can be reliably measured, the initial
cost of investment of a long-term equity investment received the non-monetary
assets transaction, shall be determined on the basis of the fair value of the assets
surrendered, unless there are concrete evidence that the fair value of the assets
received is more reliable; For non-monetary assets transaction which does not meet
the above conditions, the initial cost of investment of a long-term equity investment
received shall be the book value of the assets surrendered and the relevant taxes and
expenses payable.

The initial cost of investment of a long-term equity investment obtained by the
Company through debt restructurings shall be ascertained based on their fair value.

Subsequent measurement and recognition of profit or loss
(1) Subsequent measurement

Long-term equity investment in subsidiaries of the Company is accounted for by
cost method, subject to adjustment pursuant to equity method during preparation of
the consolidated financial statement.

Cost method is used to account for a long-term equity investment where the
investor does not have joint control or significant influence over the investee, and
the investment is not quoted in an active market and its fair value cannot be reliably
measured.

Long-term equity investments with joint control or significant influence on the
investee are accounted for using equity method. Where the initial investment cost
of a long-term equity investment exceeds the investor’s interest in the fair value of
the investee’s identifiable net assets at the acquisition date, no adjustment shall be
made to the initial investment cost; where the initial investment cost is less than
the investor’s interest in the fair value of the investee’s identifiable net assets at
the acquisition date, the difference shall be charged to profit or loss for the current
period.

Treatment of the changes in shareholders’ equity other than the share of the
investee’s net profit and loss: As for the changes in shareholders’ equity other
than the share of the investee’s net profit and loss, the Company shall calculate its
proportion, provided that the Company’s proportion of shareholding in the investee
remains unchanged, adjust the book value of the long-term equity investment and
increase or decrease the capital reserve (other capital reserve).
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(2) Recognition of profit or loss
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4. Impairment test method and impairment provision
Where a long-term equity investment is of below significant influence and is not

quoted in an active market and its fair value cannot be reliably measured, its impairment
loss shall be determined based on the difference hD.ment W0929Tw[(1121 shallFor)0 0 ( oencr)0 0 ( equi
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The useful life and annual depreciation rate of each category of fixed assets are as

follows:

Useful lives Estimated Annual
of depreciation residual depreciation
Category (years) value (%) rate (%)
Buildings and structures 30 5 3.17
Machinery and equipment 10 5 9.50
Transportation equipment 5 5 19.00
Electronic and office equipment 3-10 5 9.5-31.67

3. Impairment testing methods and provision for impairment methods on fixed assets

The Group will judge if there is any indication of impairment as at the end of each
period in respect of fixed assets.

If there is any indicator that a fixed asset may be impaired, recoverable amount shall
be estimated. The recoverable amount of a fixed asset is the higher of its fair value less
costs of disposal and the present value of the future cash flows expected to be derived from
the fixed asset.
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On the commencement of the lease, the leased asset shall be recorded at an amount
equal to the lower of the fair value of the leased asset and the present value of the minimum
lease payments, and the minimum lease payments shall be recorded as the carrying amount
of long-term payables. The difference between the recorded amount of the leased asset and
the minimum lease payments shall be accounted for as unrecognised finance charge.

5. Explanation on other matters

Fixed assets of the Group are initially measured at cost. The cost of a purchased
fixed asset comprises the purchase price, import custom duties and other related taxes,
and any directly attributable expenditures for bringing the asset to working condition for
its intended use. The cost of a self-constructed fixed asset comprises those expenditures
necessarily incurred for bringing the asset to working condition for its intended use. The
cost of a fixed asset contributed by an investor will be determined in accordance with the
value stipulated in the investment contract or agreement, whereas the value stipulated in the
contract or agreement is not fair, the fair value shall be the cost. Where the payment for a
fixed asset is delayed beyond the normal credit conditions, which is equivalent to financing
in nature, the cost of fixed assets shall be recognized on the basis of the present value of the
purchase price. Fixed assets will be derecognized on disposal or when no future economic
benefits are expected from its use or disposal. When a fixed asset is sold, transferred,
retired or damaged, the Company shall recognise the amount of the Ipoisposal oessposal or whenf*0 Tw(the mini
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(XV)

The recoverable amount of a construction in progress is the higher of its fair value
less costs of disposal and the present value of the future cash flows expected to be derived
from the construction in progress.

If the recoverable amount of a construction in progress is less than its carrying
amount, the carrying value of the construction in progress will be reduced to its recoverable
amount. The written-down amount will be included in profit and loss for the period and the
corresponding impairment loss on the construction in progress will be provided for.

Once an impairment loss is made for a construction in progress, it shall not be
reversed in subsequent accounting periods.

Borrowing costs
1. Criteria for recognition of capitalised borrowing costs

Borrowing costs refers to the borrowing interests, amortisation of discounts or
premiums, ancillary costs and exchange differences arising from foreign currency
borrowings, etc.

For borrowing costs incurred by the Group that are directly attributable to the
acquisition, construction or production of assets qualified for capitalisation, the costs will
be capitalised and included in the costs of the related assets. Other borrowing costs shall be
recognised as expense in the period in which they are incurred and included in profit or loss
for the current period.

Assets qualified for capitalisation are assets (fixed assets, investment property,
inventories, etc.) that necessarily take a substantial period of time for acquisition,
construction or production to get ready for their intended use or sale.

Capitalisation of borrowing costs begins when the following three conditions are fully
satisfied:

(1) expenditures for the assets (including cash paid, transferred non-currency assets
or expenditure for holding debt liability for the acquisition, construction or
production of assets qualified for capitalisation) have been incurred;

(2) borrowing costs have been incurred;

(3) acquisition, construction or production that are necessary to enable the asset
reach its intended usable or saleable condition have commenced.

2. Capitalisation period of borrowing costs

The capitalisation period shall refer to the period between the commencement and the
cessation of capitalization of borrowing costs, excluding the period in which capitalisation
of borrowing costs is temporarily suspended.

Capitalisation of borrowing costs shall be suspended during periods in which the

qualifying asset under acquisition and construction or production ready for the intended use
or sale.
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If part of an asset being acquired, constructed or produced has been completed
respectively and put into use individually, capitalization of such part of borrowing costs
should be suspended.

If different parts of the assets acquired, constructed or produced are completed
separately, but such asset will not be ready for the intended use or sale until all parts have
been completed, then the borrowing costs will be capitalized until the completion of all
parts of the said asset.

3. Suspension of capitalisation period

Capitalisation of borrowing costs shall be suspended during periods in which the
acquisition, construction or production of a qualifying asset is interrupted abnormally,
when the interruption is for a continuous period of more than 3 months; if the interruption
is a necessary step for making the qualifying asset under acquisition and construction or
production ready for the intended use or sale, the capitalisation of the borrowing costs shall
continue. The borrowing costs incurred during such period shall be recognised as profits
and losses of the current period. When the acquisition and construction or production of the
asset resumes, the capitalisation of borrowing costs commences.

4. Calculation of capitalisation of borrowing costs

The interest costs of specifically borrowed loans (net of the interest income earned on
the unused borrowing loans as a deposit in the bank or as a temporary investment) and their
ancillary costs are capitalized before the qualifying asset under acquisition and construction
or production is ready for the intended use or sale.

The to-be-capitalised amount of interests on the general borrowing shall be calculated
and determined by multiplying the weighted average asset disbursement (based on the
average for each month end) of the part of the accumulative asset disbursements minus the
specifically borrowed loans by the capitalisation rate of the general borrowing used. The
capitalisation rate shall be calculated and determined according to the weighted average
interest rate of the general borrowing.

Where there is any discount or premium for the borrowings, the amount of discounts
or premiums that shall be amortized during each accounting period shall be determined
based on the effective interest method and an adjustment shall be made to the amount of
interests in each period.

(XVI) Intangible assets
1. Valuation method of intangible assets
(1) Intangible assets are initially measured at cost upon acquisition;

The costs of an externally purchased intangible asset include the purchase
price, relevant taxes and expenses paid, and other expenditures directly attributable to
putting the asset into condition for its intended use. If the payment for an intangible
asset is delayed beyond the normal credit conditions and it is of financing nature in

effect, the cost of the intangible assets shall be ascertained based on the present value
of the purchase price.
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3. Judgement basis for the intangible assets with indefinite useful lives

As of the balance sheet date, there weren’t intangible assets with indefinite useful
lives.

4. Impairment provision for intangible assets

For the intangible assets with finite useful life, if there is an obvious sign of
impairment, an impairment test will be conducted at the period-end.

For the intangible assets with infinite useful life, an impairment test will be conducted
at each period-end.

An impairment test is conducted for the intangible assets to estimate its recoverable
amount. Where there is any indicator that an intangible asset may be impaired, the
recoverable amount of an intangible asset will be assessed by the Group on an individual
basis. If assessment of the recoverable amount for individual assets is difficult, the
recoverable amount of an asset group will be determined based on the asset group to which
the intangible asset belongs.

The recoverable amount of an intangible asset is the higher of its fair value less costs
of disposal and the present value of the future cash flows expected to be derived from the
intangible asset.

If the recoverable amount of an intangible asset is less than its carrying amount, the
carrying value of the fixed asset will be reduced to its recoverable amount. The written-
down amount will be included in profit and loss for the period and the corresponding
impairment loss on intangible asset will be provided for.

After the impairment loss for the intangible asset is recognised, the corresponding
adjustment will be made to the depreciation or amortization costs of the impaired intangible
asset in subsequent periods, so as to amortise systematically the adjusted carrying amount
(net of estimated net residual value) of the intangible asset over its remaining useful lives.

Once the impairment loss is recognised for an intangible asset, it will not be reversed
in the subsequent periods.

5. Specific criteria for the division of research phase and development phase for internal
research and development projects of the Company

The expenses for internal research and development projects of the Group are divided
into expenses in the research phase and expenses in the development phase.

Research phase: Scheduled innovative investigations and research activities to obtain
and understand scientific or technological knowledge.

Development phase: Apply the research outcomes or other knowledge to a plan or

design prior to a commercial production or use in order to produce new or essentially-
improved materials, devices, products, etc.
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6. Specific criteria for development phase qualified for capitalization

The expenses in the development phase for internal research and development projects
are recognized as intangible assets if the following conditions are fulfilled:

(1

(2)
(3)

(4)

(5)

it is technically feasible to complete such intangible asset so that it will be
available for use or for sale;

there is intention to complete the intangible asset for use or sale;

the intangible asset can produce economic benefits, including there is evidence
that the products produced using the intangible asset has a market or the
intangible asset itself has a market; if the intangible asset is for internal use,
there is evidence that there exists usage for the intangible asset;

there is sufficient support in terms of technology, financial resources and other
resources in order to complete the development of the intangible asset, and there
is capability to use or sell the intangible asset;

the expenses attributable to the development stage of the intangible asset can be
measured reliably.

Expenses incurred during the development stage which do not meet the above

conditions,

are accounted for in profit or loss for the current period when it is incurred.

Expenses incurred during the research phase are accounted for in the profit or loss for the
current period when it is incurred.

(XVII) Long-term prepaid expenses

Long-term prepaid expenses are expenditures and other expenses which have occurred but
will benefit over 1 year and shall be amortized over the current period and subsequent periods.
Long-term prepaid expenses are amortized evenly over the estimated benefit period.

Type

Renovation fee

e-Card fee

Amortization Amortization

method period Note
Straight-line method S years Benefit period
Straight-line method 5 years Benefit period

(XVIIl) Estimated liabilities

When the Group is involved in litigations, guarantees provided to debts, loss-making
contracts or restructuring which are likely to require to deliver assets or to provide labour in the
future and whose amounts can be measured reliably, estimated liabilities will be recognised.

1. Recognition criteria for estimated liabilities

The Group shall recognise the obligations related to contingencies as estimated
liabilities, when all of the following conditions are satisfied:

(M
(2)

(3)

the obligation is a present obligation of the Group;

it is probable that an outflow of economic benefits will be required to settle the
obligation;

the amount of the obligation can be measured reliably.
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2. Method of measuring the estimated liabilities

Estimated liabilities shall be initially measured at the best estimate of the expenditure
required to settle the related present obligation.

Factors pertaining to a contingency such as risk, uncertainties, and time value of
money shall be taken into account as a whole in reaching the best estimate. Where the effect
of the time value of money is material, the best estimate shall be determined by discounting
the related future cash outflow.

The best estimate will be dealt with separately in the following circumstances:

The expenses required have a successive range (or band), in which the possibilities of
occurrence of each result are the same, and the best estimate should be determined as the
middle value for the range, i.e. the average of the upper and lower limit.

The expenses required does not have a successive range (or band), or although there is
a successive range (or band), the possibilities of occurrence of each result are not the same,
if the contingency is related to individual item, the best estimate should be determined as
the most likely amount; where the contingency is related to a number of items, the best
estimate should be calculated and determined according to the possible results and the
relevant possibilities.

Where some or all of the expenditure required to settle an estimated liability is
expected to be reimbursed by a third party, the reimbursement is separately recognized
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2. Recognition of revenue from use by others of assets and principles of measurement

Revenue from use by others of assets shall be recognised when it is probable that
the economic benefit associated with the transaction can flow into the Company, and the
amount of revenue can be measured reliably:

(1) The amount of interest income will be calculated and determined by the time
when others use the enterprise’s monetary capital and the effective interest rate.

(2) Income from the use of the assets is calculated and determined with reference
to the agreed chargeable hours and calculation method stipulated in the relevant
contracts or agreements.

3. Recognition of revenue from rendering of services and principles of measurement

Revenue from rendering of services of the Company mainly consists of technological
development revenue and maintenance revenue, of which:

(1) Technological development revenue is recognized as realized after completion
of technological developing projects undertaken and inspection of the client;

(2) Maintenance revenue is recognized as realized at the total revenue as stipulated
in relevant contracts amortised over period of rendering of services thereunder.

4. Recognition of revenue from general system integration and principles of
measurement

General system integration projects of the Company are integration projects for
customs logistics. Revenue of such projects is recognized on a one-off basis, which is to be
recognized as realized at receiving the payment or receipt after rendering the services and
inspection of the party receiving the services.

5. Recognition of revenue from construction contract using percentage of completion
method and principles of measurement

(1) Specific criteria for judging recognition of revenue of the Company from
construction contract are determined based on governing construction contracts.

Revenue from intelligent transportation construction development projects of
the Company in progress are recognized using percentage of completion method.
Specific principles are as follows:

| When outcome of contracts of intelligent transportation construction
development projects can be reliably measured, revenue and expenses
related to such contracts are recognized on the balance sheet date using
percentage of completion method. The percentage of completion is
determined as the proportion of work under such contracts performed to
total work estimated in such contracts.
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| When outcome of contracts of intelligent transportation construction
development projects cannot be reliably measured, it shall be treated as
following respectively:

—  If cost of the contracts is recoverable, sales revenue of the projects
are recognized based on the actual recoverable contractual cost,
which is recognized as current contractual expenses;

—  If cost of the contracts is unrecoverable, it is recognized as current
contractual cost at occurrence and is not recognized as sales revenue
of the projects.

(2) Business characteristics relevant to revenue from construction contract using
percentage of completion method and general principles of measurement

Intelligent transportation business of the Company is carried out by direct sales
through tender, in which the Company directly provides customers with complete
system integrating services, specifically: to design industrial solutions by itself,
develop or direct procurement of software systems by itself, purchase in the market
or produce by itself general equipment, engage factories certified to manufacture
hardware equipment of correspondent systems to manufacture special hardware
equipment and finally combine these three elements into a complete information
system through overall coordination, management, installation and adjustment.
Duration of intelligent transportation projects of the Company, being the period
from commencement of work to the completion, is generally 12 months, where the
shortest can be 6 months and the longest more than 24 months. As these projects
involves higher contractual amount and spread over more than one balance sheet date
and accounting period, their revenue is recognized according to their construction
contracts.

(XX) Government grant
1. Types

Government grants are transfer of monetary assets or non-monetary assets from the
government to the Group at no consideration, and are classified into government grant
related to asset and government grant related to income.

2. Methods of accounting treatment

Government grants relating to the purchase of fixed assets, intangible assets and other
long-term assets should be presented as deferred income and recognized as non-operating
income evenly over the useful life of the assets constructed or procured;

A government grant related to income is used for compensation for related expenses
or losses to be incurred by the Group in subsequent periods, the grant shall be recognized
as deferred income, and recognized in non-operating income over the periods in which the
related costs are recognized; if the grant is a compensation for related expenses or losses
already incurred by the Group, the grant shall be recognized immediately in profit or loss
for the current period.
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(XX1) Deferred tax assets and liabilities

Deferred tax assets are recognized to the extent that it is probable that future taxable profits
will be available against which deductible temporary differences can be utilized.

Save as the exceptions, deferred tax liabilities shall be recognised for the taxable temporary
difference.

The exceptions for not recognition of deferred tax assets and liabilities include: the initial
recognition of the goodwill; other transactions or matters other than business combinations in
which neither profit nor taxable income (or deductible loss) will be affected when transactions
occur.

After granted the legal rights of net settlement and with the intention to use net settlement
or obtain assets, repay debt, the Group, at the same time, records the net amount after offsetting
its current income tax assets and current income tax liabilities.

The Group was granted the legal rights of net settlement of current income tax assets and
current income tax liabilities. Deferred income tax assets and deferred income tax liabilities are
related to income tax to be paid by the same entity liable to pay tax to the same tax collection
and management authority or related to different entities liable to pay tax, but the relevant entity
liable to pay tax is intended to apply net settlement of current income tax assets and liabilities
or, at the same time, obtain assets, repay debt whenever every deferred income tax assets and
liabilities with importance would be reversed in the future, the Group records the net amount after
offsetting its current income tax assets and current income tax liabilities.

(XXII) Related party

A party under control or common control or significant influence exercised by or with
control or common control or significant influence on the Company, or in concert with the
Company under control or common control or significant influence exercised by another party
is deemed as a related party. A related party can be a natural person or a corporate entity.
An enterprise merely under common control of the State but without any other related party
connections does not constitute a related party of the Company.

The related parties for the Company including but not limited to:

(1) the parent company of the Company;

(2) the subsidiaries of the Company;

(3) Other enterprises of a common parent;

(4) The investor with common control over the Company;

(5) The investor with significant influence over the Company;

(6) The jointly controlled entities of the Company, including their subsidiaries;

(7) The associates of the Company, including their subsidiaries;

(8) major individual investors of the Company and their close family members;
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©)

(10)

Key management personnel of the Company or its parent company and their close
family members;

Other enterprises under the control, common control or significant influence of the
Company’s major individual investors, key management personnel or their close
family members.

(XXIIl)Change in major accounting policies and accounting estimates

1.

Change in accounting policies

In these financial statements, the Group has early adopted “Accounting Standards for

Business Enterprises No. 9 — Employee Benefits” (Revised)[D OO OOO0OO090O O O
0000000, “Accounting Standards for Business Enterprises No. 30 - Presentation
of Financial Statements” (Revised)(l 0000000300 0000000000003,
“Accounting Standards for Business Enterprises No. 39 — Fair Value Measurement”] [
Oo0ooo390 0 0000D0DOM “Accounting Standards for Business Enterprises No. 40
— Joint Arrangements”’lI 0000000400 O OO0 O OJand “Accounting Standards
for Business Enterprises No. 33 — Consolidated Financial Statements” (Revised)[] [0 [
Joooos33g 0000000 oDdwhich were issued by Ministry of Finance in
January and February 2014.

(1) “Accounting Standards for Business Enterprises No. 9 — Employee Benefits”
(Revised)

Pursuant to “Accounting Standards for Business Enterprises No. 9 — Employee
Benefits” (Revised), the enterprise shall divide the retirement benefit plan into
defined contribution scheme and defined benefit scheme. Defined contribution
scheme refers to the retirement benefit plan in which the Group would no longer
undertake further payment responsibility after the payment of fixed charges to an
independent fund; while the defined benefit scheme refers to the retirement benefit
plan other than the defined contribution scheme. During the accounting period when
the staff provides service, the enterprise shall calculate the amount payable according
to the defined contribution scheme and confirmed the liabilities, and the liabilities
would be calculated into current profits and loss or assets. In respect of the defined
benefit scheme, the Group calculated the responsibilities generated from the defined
contribution scheme using the projected unit credit method and appropriate actuarial
assumptions, and attributed the generated welfare responsibilities to the service period
of the staff pursuant to the formula determined on basis of the defined benefit scheme,
and calculated it into the current profit and loss, while the changes generated from the
re-calculation of the net liabilities or net assets of the defined contribution scheme
would be included in the other comprehensive income. In addition, the standards also
regulate the enterprise provided employees short-term remuneration and other long-
term employee benefits.

(2) “Accounting Standards for Business Enterprises No. 30 — Presentation of
Financial Statements” (Revised)

“Accounting Standards for Business Enterprises No. 30 — Presentation of
Financial Statements” (Revised) further standardizes the presentation of its financial
statements. In addition, the standard requires the presentation of other comprehensive
income in the income statement should be divided into two categories: (1) items that
are not to be re-categorized into profit and loss; (2) items to be re-categorized into
profit and loss when stipulated conditions are satisfied in the subsequent accounting
period.
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2. Change in major accounting estimates

There were no changes in major accounting estimates during the reporting period.

(XXIV) Correction to previous errors

There was no correction to previous errors during the reporting period.

111, TAXATION

M

Main types of taxes and corresponding rates

Tax Name

Value-added Tax (“VAT”)

Business tax

City maintenance and
construction tax

Enterprise income tax

Education surcharge

Local education surcharge

Enterprise income tax

Name of the company

The Company

Tax basis

Output VAT is calculated on product sales and
taxable services revenue, based on tax laws.
The remaining balance of output VAT, after
subtracting the deductible input VAT of the
period, is VAT payable.

Based on taxable revenue

Based on business tax paid and VAT payable

Based on taxable profits

Based on business tax paid and VAT payable
Based on business tax paid and VAT payable

Tax rate Notes

Standard
tax rate

17%, 6%

3%
7%

25%
3%
2%

15% High and new technology enterprise

Jiangsu Intellitrans Company Limited 15% High and new technology enterprise
Jiangsu Raifu Intelligent Tech. Co., Ltd. 15% High and new technology enterprise
Sample Technology (H.K.) Co., Limited 16.5% Overseas company
Federal International Enterprise Limited 16.5% Overseas company
Nanjing City Intelligent Transportation exempted Software company

Co., Ltd.

Other subsidiaries

25%
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(I1) Tax preferential and approval document
1. VAT

The VAT preferential policy relating to the sales revenue of software products are:
(1) In accordance with the requirements of the document (O O [2000]250 ) of Ministry
of Finance and State Administration of Taxation, from 24 June 2000 to the end of 2010, as
for the sales of the self-developed and produced software products by the VAT general tax
payers, after the VAT is levied at a statutory tax rate of 17%, the VAT refund policies will
be applied for the excess of the actual VAT burden over 3%. The refunded tax will be used
by the enterprise for the research and development of software products and the expansion
of production, not as the taxable income for the enterprise income tax and will not levied
the enterprise income tax. (2) On 28 January 2011, the State Council issued the Circular
on the Certain Policies to Further Encourage the Development of the Software Industry
and Integrated Circuit Industry (O O [2011]40 ), pursuant to which, the are:
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2. Enterprise income tax

On 31 October 2011, the Company obtained the High and New Technology Enterprise
certificate jointly issued by the Jiangsu Science and Technology Bureau, Jiangsu State Tax
Bureau and Jiangsu Local Tax Bureau (0O OOO0OOOOODOOOOOOOOOO
00oO00O0bODoOogon), for an effective period of three years. Pursuant to article 28
of the Enterprise Income Tax Law of the People’s Republic of China, the income shall be
taxed at the reduced rate of 15% for the New and High Technology Enterprise, therefore,
the enterprise income tax rate for the Company is 15% in 2013.

On 21 October 2008, Jiangsu Intellitrans Company Limited, a subsidiary of the
Company, obtained the High and New Technology Enterprise certificate jointly issued by
the Jiangsu Science and Technology Bureau, Jiangsu Finance Bureau, Jiangsu State Tax
Bureau and Jiangsu Local Tax Bureau (U0 0000000000 DOOO0O0O0O00O0O0OO
Ogoo0ogobooOdn), for an effective period of three years. This company continued
to obtain the High and New Technology Enterprise certificate on 30 September 2011, with
an effective period of three years. Pursuant to article 28 of the Enterprise Income Tax Law
of the People’s Republic of China, the income shall be taxed at the reduced rate of 15% for
the New and High Technology Enterprise, therefore, its effective tax rate is 15% during the
reporting period.

On 22 December 2009, Jiangsu Raifu Intelligent Tech. Co., Ltd., a subsidiary of the
Company, obtained the High and New Technology Enterprise certificate jointly issued by
the Jiangsu Science and Technology Bureau, Jiangsu Finance Bureau, Jiangsu State Tax
Bureau and Jiangsu Local Tax Bureau (0 0O O0000O00OO0O00OO0O0OO0OODOOOODOOO
goooooooDDO), for an effective period of three years. After the High and New
Technology Enterprise review on 5 Novemebr 2012, the Company continued to be the High
and New Technology Enterprise. Pursuant to article 28 of the Enterprise Income Tax Law
of the People’s Republic of China, the income shall be taxed at the reduced rate of 15% for
the New and High Technology Enterprise. Therefore, its effective tax rate is 15% during the
reporting period.

On 17 September, 2012, Nanjing City Intelligent Transportation Co., Ltd. a subsidiary
of the Company, obtained the Software Enterprise Verification Certificate issued by the
Jiangsu Economic and Information Commission (U OO 000000000 ) and was
identified as software enterprise. According to the relevant provisions of the notice on a
number of preferential policies on enterprise income tax by the Ministry of Finance, State
Administration of Taxation, the software enterprises can enjoy 2-Year Free and 3-Year Half
of enterprise income tax incentives. According to the notice issued by the tax authorities in-
charge of the company, the company is exempted from enterprise income tax in 2012 and
2013.

The other domestic subsidiaries of the Company were taxed at 25% enterprise income
tax rate.

The offshore subsidiaries of the Company were taxed at the local applicable income
tax rate.
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IV. Business combinations and combined financial statements
(All amounts are stated in RMB Yuan unless otherwise stated)
() Subsidiaries

1. Subsidiaries acquired from establishment or investment

Actual Equity

Registered investment at interest~~ Yovating Minority

Typeof Registered and Nature of apital endofperiod  heldbythe  rightsheld  Consolidated interests

Name of subsidiary —~~ subsidiary ~~ operating plae business (10000) Scope of busness ('0000)  Campany (%) (%) armt ('000)

Somple Technology —~~ Wholly-owned ~ HK Consulaton and USDIO Consulation for and m 100 100 Yes -
(HK) Co, Limited ~ subsidiary investment investment in electronic
products and computer

networks

Nanjing Sample Logistic -~ Wholly-owned ~ PRC Computer software 6,000 Development, 6,000 100 100 Yes -
Company Limited ~ subsidiary manufacturing and sales
ofelectronic products,

computer and softwate and
communications products

Nenjing WuLian Wang ~ Wholly-owned ~ PRC Internetof Things 100,000 Research and development 100,000 100 100 Yes -
YanJiv Yuan subidiary fechnology as well a application of
Deelopment Co, {he nteret of Things
Limited fechnalogy
Jiangsu Semple nformation Wholly-owned ~ PRC Internet of Things S0000° Research and development S0.000 100 100 Yes -
Technology Co, Ltd. — subsidiary fechnology s well as application of
{ Inemnetof Things
fechnology
uzho Samgle el \\’hn}ly-owned PRC InteD{as wel asob381 IATION OF ofc[AD(mamuSf TJT2. -Dmentine ine ne e n e ine ne e in wt of Thing YT echnologyTj17.3488 4125 TDJ(50.000)-7193.5(100)-TI93.1(10uo0(Developmen engt

Technology Development sy

(o, Lid.
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Subsidiaries acquired in a business combination involving enterprises not under

common control

Actual

Registred Registered nvestment at

Tyt and aperating ~ Natureof wpital end of period

Name of subsidiary subsidiary  place Dusiness ('0000)  Scope of business ('0000)
iangsu ntelltans
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(IV) New member of consolidation or member be deconsolidated in the reporting period

1. New subsidiary be consolidated in the reporting period
Net assets Net profit
Name at the end of 2013 for 2013

Xuzhou Sample Intelligent Technology

Development Co., Ltd. 70,000,000.00 -
Jiangsu Cross-border e-Commerce
Services Co., Ltd. 20,000,000.00 -

2. No subsidiary be deconsolidated in the reporting period

(V) No business combination involving enterprises under common control happened during
the period

(V1) No business combination involving enterprises not under common control happed
during the reporting period

(V1) No reduction of subsidiary resulting from the disposal of interest which was loss of
controlling power during the reporting period by sales

(V) No reverse acquisition happened during the reporting period
(IX) No combination by way of absorption happened during the reporting period
(X) The exchange rate for main items of consolidation sheet of foreign entity.
The foreign entities of the Group include Sample Technology (H.K.) Co., Limited and
Federal International Enterprise Limited. The exchange rates used in the translation of items of

the financial statements are as follows:

In the balance sheet, except for “long-term equity investments” and other long —term assets
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V. NOTES TO THE MAIN ITEMS OF CONSOLIDATED FINANCIAL STATEMENTS:

(All amounts are stated in RMB Yuan unless otherwise stated)

(I) Cash at bank and on hand

2013 2012
Foreign  Exchange Foreign  Exchange

Items Currency rate RMB Currency rate RMB
Cash on hand

RMB 127,605.39 307,543.34
Bank deposits

RMB 494,268,472.92 269,779,091.83

Hong Kong Dollars

(“HKD”) 43,140,914.93 07862 33,917,387.32  43,338,708.31 0.8108  35,137,593.90

Sub-total 528,185,860.24 304,916,685.73
Others

RMB 50,739,426.20 144,385,497.78
Total 579,052,891.83 449,609,726.85
Of which, details of restricted cash are listed as below:
Items 2013 2012

Deposits for bank accepted bills of exchange
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(I1) Notes receivable

1. Classification of notes receivable
Type 2013 2012
Bank accepted bills of exchange 3,300,000.00 160,000.00

2. Particulars of the top five of bills endorsed by the Company but not yet due by the end

of the year

Drawer Issuing date Maturity date Amount Notes

Nanjing Xingang East 2013-11-15 2014-5-15 1,000,000.00 Bank accepted
District Construction and bills of exchange
Development Co., Ltd.

Nanjing Xingang East 2013-11-15 2014-5-15 1,000,000.00 Bank accepted
District Construction and bills of exchange
Development Co., Ltd.

Nanjing Xingang East 2013-11-15 2014-5-15 500,000.00 Bank accepted
District Construction and bills of exchange
Development Co., Ltd.

Nanjing Xingang 2013-11-25 2014-5-25 500,000.00 Bank accepted
Development Corporation bills of exchange

Nanjing Xingang East 2013-11-15 2014-5-15 200,000.00 Bank accepted
District Construction and bills of exchange

Development Co., Ltd.
Total 3,200,000.00
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(I'11) Accounts receivable

1. The aging analysis of accounts receivable
2013
Closing balance Provision for bad debts
Percentage Percentage
Aging Amount (%) Amount (%)
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In the groups, provision for bad debts for accounts receivable due from governments
are made using discounting method:

2013 2012
Closing  Provision for Closing  Provision for
Category balance bad debts balance bad debts
Due from governments 33,483,226.96 754,024.68  29,541,171.16 297,701.89

In the groups, provision for bad debts for accounts receivable due from non-
governments are made using aging analysis:

2013 2012
Closing balance Closing balance
Percentage Provision for Percentage Provision for
Aging Amount (%) bad debts Amount (%) bad debts
Within 1 year 205,586,617.16 59.35 6,266,150.33  165,267,096.26 61.04 4958,012.88
1102 years 78,643,006.63 2270 6,028,035.66  93,184,327.03 344 7.454,746.16
2to 3 years §5,640,350.53 16.06  16,692,105.17 470581351 1.74 1,411,744.05
Over 3 years 6,505,239.84 1.89 6,505,239.84 1,576,197.71 2.80 1,576,197.71
Total 346,375,214.16 100.00 3549213100 270,733,434.51 100.00  21,400,700.80
3. There were no actual write-off of accounts receivable in the reporting period
4. There were no amount due from shareholders who holds 5% or more voting right of

the Company included in balance of accounts receivable at the end of the year.

— 104



APPENDIX I

FINANCIAL INFORMATION OF THE GROUP

Particulars of the top five of accounts receivable at the end of the year

Percentage

of the total

accounts

Relationship with receivable

Name of unit the Company Closing balance Age (%)

Headquarter fos Kdstrucatioe of
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(V) Other receivables

1. The aging analysis of other receivables
213
Closing balance Provision for had debts
Percentage Percentage

Types Amount (%) Amount (%)
Within | year

(including one year ) 46,497321.30 50.06 §5,937.91 0.18
02 years 28,884,52043 3110 271,268.01 .94
o3 years 9,689,205.62 1043 39,942.33 041
Over 3 years 7.819,612.00 §.41 - -
Total 92,890,751.35 100.00 397,148.25 043

2. Disclosure of other receivables by categories:
213
Closing balance Provision for had debts
PEFCEHI&QE Percentage

Types Amount (%) Amount (%)
Individually significant

and subject to separate

provision - - - -
Subject to provision by

groups - - - -
Including: Retention

monies §8,141,701.79 94.89 - -
Others 4,749,049.56 51 397,148.25 §.36
Sub-total for the group 92.890,751.35 100.00 397,148.25 043
Individually insignificant

but subject to separate

provision - - - -
Total 92,890,751.35 - 397,148.05
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12
Closing balance Provision for bad debts
Percentage Percentage
Amount (%) Amount (%)
117,660,234.79 B4 34043305 19
14,250,361,35 9.4 950437 0.07
1,990,000.00 1.3 - -
16,680,634.10 11.08 - -
150,58