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The following discussion does not deal with the U.S. federal income tax consequences relevant to you if you are in a special tax situation such
as:

¢ banks;

¢ certain financial institutions;

e insurance companies;

¢ broker dealers;

e U.S. expatriates;

o traders that elect to mark-to-market;

e tax-exempt entities;

e persons that have a functional currency other than the U.S. dollar;

e persons liable for alternative minimum tax;

e persons holding an ordinary share as part of a straddle, hedging, conversion or integrated transaction; or

e persons that actually or constructively own 10% or more of our voting stock.

PROSPECTIVE PURCHASERS ARE URGED TO CONSULT THEIR TAX ADVISORS ABOUT THE APPLICATION OF THE
U.S. FEDERAL INCOME TAX RULES TO THEIR PARTICULAR CIRCUMSTANCES AS WELL AS THE STATE, LOCAL AND

FOREIGN TAX CONSEQUENCES TO THEM OF THE PURCHASE, OWNERSHIP AND DISPOSITION OF ORDINARY
SHARES.

For purposes of this discussion, you are a U.S. Holder if you are a beneficial owner of ordinary shares and you are, for U.S. federal income tax
purposes,

¢ acitizen or resident of the United States;

e acorporation (or other entity taxable as a corporation for U.S. federal income tax purposes) organized under the laws of the United States,
any state thereof or the District of Columbia;

¢ an estate whose income is subject to U.S. federal income taxation regardless of its source; or

e atrust that (1) is subject to the primary supervision of a court within the United States and one or more U.S. persons have the authority to
control all substantial decisions of the trust or (2) was in existence on August 20, 1996, was treated as a U.S. person under the Internal
Revenue Code on the previous day and has a valid election in effect under applicable U.S. Treasury regulations to be treated as a U.S.
person.

If you are a partner in a partnership or other entity taxable as a partnership that holds ordinary shares, your tax treatment will depend on your
status and the activities of the partnership. If you are a partner of a partnership holding our ordinary shares, you should consult your tax advisor
regarding the U.S. federal income tax consequences to you of the purchase, ownership and disposition of our ordinary shares.

Taxation of dividends and other distributions on the ordinary shares

Subject to the passive foreign investment company rules discussed below, the gross amount of all our distributions to you with respect to the
ordinary shares will be included in your gross income as dividend income on the date of receipt by you, but only to the extent that the
distribution is paid out of our current or accumulated earnings and profits (as determined under U.S. federal income tax principles). The
dividends will not be eligible for the dividends-received deduction allowed to corporations in respect of dividends received from other U.S.
corporations.
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If you are a non-corporate U.S. Holder, including an individual, for taxable years beginning before January 1, 2011, dividends may constitute
“qualified dividend income” which is taxed at the lower long-term capital gains rate provided that (1) the ordinary shares are readily tradable
on an established securities market in the United States, (2) we are not a passive foreign investment company (as discussed below) for either
our taxable year in which the dividend was paid or the preceding taxable year, and (3) certain holding period requirements are met. Under
Internal Revenue Service authority, our ordinary shares will be considered for the purpose of clause (1) above to be readily tradable on an
established securities market in the United States if they continue to be listed on the New York Stock Exchange. You are urged to consult your
tax advisors regarding the availability of the lower rate for dividends paid with respect to our ordinary shares.

Dividends will constitute foreign source income for U.S. foreign tax credit limitation purposes. For this purpose, dividends distributed by us
with respect to the ordinary shares will be “passive category income” but could, in the case of certain U.S. Holders, constitute “general
category income.”

To the extent that the amount of the distribution exceeds our current and accumulated earnings and profits, it will be treated first as a tax-free
return of your tax basis in your ordinary shares, and to the extent the amount of the distribution exceeds your tax basis, the excess will be taxed
as capital gain. We do not intend to calculate our earnings and profits under U.S. federal income tax principles. Therefore, you should expect
that any distribution we make will be treated as a dividend.

If PRC withholding taxes apply to dividends paid to you with respect to the ordinary shares, such withholding taxes may be treated as foreign
taxes eligible for credit against your U.S. federal income tax liability. U.S. Holders should consult their own tax advisors regarding the
creditability of any PRC tax.

Taxation of disposition of shares

Subject to the passive foreign investment company rules discussed below, you will recognize taxable gain or loss on any sale, exchange or
other taxable disposition of an ordinary share equal to the difference between the amount realized for the ordinary share and your tax basis in
the ordinary share. The gain or loss will be capital gain or loss. If you are a non-corporate U.S. Holder, including an individual, who has held
the ordinary share for more than one year, you will be eligible for reduced tax rates. The deductibility of capital losses is subject to limitations.
Any such gain or loss that you recognize will be treated as U.S. source income or loss for foreign tax credit limitation purposes.

If PRC withholding taxes apply to you on the gain on the sale of ordinary shares, such withholding taxes may be treated as foreign taxes
eligible for credit against your U.S. federal income tax liability. U.S. Holders should consult their own tax advisors regarding the creditability
of any PRC tax.

Passive foreign investment company

We do not believe that we were a passive foreign investment company, or PFIC, for the taxable year that ended December 31, 2007, Our actual
PFIC status in any taxable year will not be determinable until the close of the taxable year. Accordingly, there is no guarantee that we will not
be a PFIC for any future taxable year. As a result, our PFIC status may change. If we are a PFIC for any year during which you hold ordinary
shares, unless you make a mark-to-market election (as described below), we will continue to be treated as a PFIC to you for all succeeding
years during which you hold ordinary shares.

A non-U.S. corporation is considered to be a PFIC for any taxable year if either:
e atleast 75% of its gross income is passive income, or

* atleast 50% of the average quarterly value of its assets during a taxable year is derived from assets that produce, or that are held for the
production of, passive income.

We will be treated as owning a proportionate share of the assets and earnings and a proportionate share of the income of any other corporation
in which we own, directly or indirectly, more than 25% (by value) of the stock.

In applying the asset test described above, the value of our assets will be deemed to be equal to the sum of the aggregate value of our
outstanding equity plus our liabilities. For purposes of the asset test, our goodwill, which is measured as the sum of the aggregate value of
outstanding equity plus liabilities, less the value of known assets, should be treated as a non-passive asset. Therefore, a decrease in the market
price of our ordinary shares and an associated decrease in the value of our goodwill would cause a reduction in the value of our non-passive
assets for purposes of the asset test. If there is such a reduction in goodwill and the value of our non-passive assets, the percentage of the value
of our assets that is attributable to passive assets may increase, and if such percentage, based on an average of the quarterly values during a
taxable year, exceeds 50%, we will be a PFIC for such taxable year. Accordingly, fluctuations in the market price of our shares may result in us
being a PFIC for any taxable year. In addition, the composition of our income and assets will be affected by how, and how quickly, we spend
the cash we raised in the initial public offering of our ordinary shares in May 2007.
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If we are a PFIC for any taxable year during which you hold ordinary shares, dividends paid by us to you in that taxable year or the following
taxable year will not be eligible for the reduced rate of taxation applicable to non-corporate U.S. Holders, including individuals. See “Taxation
of dividends and other distributions on the ordinary shares” above. Additionally, you will be subject to special tax rules, discussed below, with
respect to any “excess distribution” that you receive and any gain you realize from a sale or other disposition (including a pledge) of the
ordinary shares, unless you make a “mark-to-market” election as discussed below. Distributions you receive in a taxable year that are greater
than 125% of the average annual distributions you received during the shorter of the three preceding taxable years or your holding period prior
to the current year for the ordinary shares will be treated as an excess distribution. Under these special tax rules:

¢ the excess distribution or gain will be allocated ratably on a daily basis over your holding period for the ordinary shares,

¢ the amount allocated to the current taxable year, and any taxable year prior to the first taxable year in which we became a PFIC, will be
treated as ordinary income, and

¢ the amount allocated to each other year will be subject to the highest tax rate in effect for that year and the interest charge applicable to
underpayments of tax will be imposed on the resulting tax attributable to each such year.

Alternatively, if the ordinary shares constitute “marketable stock” in a PFIC, you may make a mark-to-market election for the ordinary shares
to elect out of the tax treatment discussed in the two preceding paragraphs. We expect that our ordinary shares will qualify as marketable stock
for U.S. federal income tax purposes. Marketable stock is stock that is regularly traded in other than de minimis quantities on a qualified
exchange, which includes the New York Stock Exchange. If you make a mark-to-market election for the ordinary shares, you will include in
income each year an amount equal to the excess, if any, of the fair market value of the ordinary shares as of the close of your taxable year over
your adjusted basis in such ordinary shares. You are allowed a deduction for the excess, if any, of the adjusted basis of the ordinary shares over
their fair market value as of the close of the taxable year. However, deductions are allowable only to the extent of any net mark-to-market gains
on the ordinary shares included in your income for prior taxable years. Amounts included in your income under a mark-to-market election, as
well as gain on the actual sale or other disposition of the ordinary shares, are treated as ordinary income. Ordinary loss treatment also applies to
the deductible portion of any mark-to-market loss on the ordinary shares, as well as to any loss realized on the actual sale or disposition of the
ordinary shares, to the extent that the amount of such loss does not exceed the net mark-to-market gains previously included for such ordinary
shares. Your basis in the ordinary shares will be adjusted to reflect any such income or loss amounts. The U.S. federal income tax rules that
apply to distributions by corporations that are not PFICs would apply to distributions by us.

In addition, we do not intend to prepare or provide you with the information necessary to make a “qualified electing fund” election.

If you hold ordinary shares in any year in which we are a PFIC, you will be required to file Internal Revenue Service Form 8621 regarding
distributions received on the ordinary shares and any gain realized on the disposition of the ordinary shares.

You are urged to consult your tax advisor regarding the application of the PFIC rules to your investment in ordinary shares.

Information reporting and backup withholding

Dividend payments with respect to ordinary shares and proceeds from the sale, exchange or other disposition of ordinary shares may be subject
to information reporting to the Internal Revenue Service and possible backup withholding at a current rate of 28%. Backup withholding will
not apply, however, if you are a corporation or other exempt recipient or if you furnish a correct taxpayer identification number and make any
other required certification. If you are required to establish your exempt status, you must provide such certification on Internal Revenue Service
Form W-9. You are urged to consult your tax advisor regarding the application of the U.S. information reporting and backup withholding rules.

Backup withholding is not an additional tax. Amounts withheld as backup withholding may be credited against your U.S. federal income tax
liability, and you may obtain a refund of any excess amounts withheld under the backup withholding rules by filing the appropriate claim for
refund with the Internal Revenue Service and furnishing any required information in a timely manner.

F. Dividends and Paying Agents
Not applicable.
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G. Statement by Experts
Not applicable.

H. Documents on Display
We previously filed with the SEC our registration statement on Form F-1 under the Securities Act with respect to our ordinary shares.

In accordance with the New York Stock Exchange Listing Manual Rule 203.01, we will post this annual report on Form 20-F on our website at
www.qxmc.com. In addition, we will provide hard copies of our annual report free of charge to shareholders upon request.

We are subject to the periodic reporting and other informational requirements of the Securities Exchange Act of 1934, as amended, and are
required to file reports and other information with the SEC. Specifically, we are required to file annually a Form 20-F no later than six months
after the close of each fiscal year, which is December 31. Copies of reports and other information, when so filed, may be inspected without
charge and may be obtained at prescribed rates at the public reference facilities maintained by the SEC at 100 F Street, N.E., Room 1580,
Washington, D.C. 20549. The public may obtain information regarding the Washington, D.C. Public Reference Room by calling the SEC at 1-
800-SEC-0330. The SEC also maintains a web site at www.sec.gov that contains reports, proxy and information statements, and other
information regarding registrants that make electronic filings with the SEC using its EDGAR system. As a foreign private issuer, we are
exempt from the rules under the Exchange Act prescribing the furnishing and content of quarterly reports and proxy statements, and officers,
directors and principal shareholders are exempt from the reporting and short-swing profit recovery provisions contained in Section 16 of the
Exchange Act.

I. Subsidiary Information

Not applicable.

ITEM 11. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Foreign Currency Exchange Risk

The value of the Renminbi against the U.S. dollar and other currencies is affected by, among other things, changes in China’s political and
economic conditions. Since July 2005, the Renminbi has no longer been pegged to the U.S. dollar. Although currently the Renminbi exchange
rate versus the U.S. dollar is restricted to a rise or fall of no more than 0.3% per day and the People’s Bank of China regularly intervenes in the
foreign exchange market to prevent significant short-term fluctuations in the exchange rate, the Renminbi may appreciate or depreciate
significantly in value against the U.S. dollar in the medium to long term. This change in policy has resulted in an approximately 11.9%
appreciation of Renminbi against the U.S. dollar from July 2005 to December 31, 2007. Moreover, it is possible that in the future PRC
authorities may lift restrictions on fluctuations in the Renminbi exchange rate and lessen intervention in the foreign exchange market.

Because substantially all of our earnings are denominated in Renminbi, any appreciation or depreciation in the value of the Renminbi relative
to the U.S. dollar would affect our balance sheet position and financial results reported in U.S. dollar terms without giving effect to any
underlying change in our business or results of operations. In addition, fluctuations in the exchange rate between the U.S. dollar and the
Renminbi would affect the relative purchasing power of our U.S. dollar denominated cash assets and the Renminbi value of our U.S. dollar
denominated bank borrowings. Fluctuations in the exchange rate will also affect the relative value of any dividend we may issue that will be
exchanged into U.S. dollars and the earnings from and value of any U.S. dollar-denominated investments we make in the future.

The net assets of Qiao Xing Mobile Communication Co., Ltd., whose functional currency is the U.S. dollar, accounted for 14.5% of our
consolidated net assets as of December 31, 2007, which results in our exposure to foreign currency exchange risk. Primarily as a result of the
appreciation of the Renminbi against the U.S. dollar, the translation of the net assets of Qiao Xing Mobile Communication Co., Ltd. to
Renminbi during consolidation resulted in translation losses of RMB23.1 million ($3.2 million), which were recognized as a component of
other comprehensive income as of December 31, 2007. If the exchange rate of the Renminbi against the U.S. dollar as of December 31, 2007
had decreased by 10% from 7.2946 to 6.5651, and the average exchange rate in 2007 had remained the same, the translation losses in 2007
would have been increased by RMB26.8 million ($3.6 million). In addition, as of December 31, 2007, CECT had U.S. dollar denominated
short-term bank borrowings of approximately $15.0 million. The translation of these U.S. dollar denominated borrowings into Renminbi
resulted in an exchange gain of RMB7.0 million ($1.0 million) for the year ended December 31, 2007. Had the exchange rate of the RMB
against the U.S. dollar increased by 10% from 7.2946 to 8.0241, the translation of these U.S. dollar denominated borrowings would have
resulted in an exchange loss of approximately RMB3.8 million ($0.5 million) in 2007.
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Very limited hedging transactions are available in China to reduce our exposure to exchange rate fluctuations. To date, we have not entered into
any hedging transactions in an effort to reduce our exposure to foreign currency exchange risk. While we may enter into hedging transactions
in the future, the availability and effectiveness of these transactions may be limited and we may not be able to successfully hedge our exposure
at all. In addition, our foreign currency exchange losses may be magnified by PRC exchange control regulations that restrict our ability to
convert Renminbi into foreign currencies.

Interest Rate Risk

Our exposure to interest rate risk primarily relates to the interest rates for our short-term bank deposits and short-term borrowings. We have not
used any derivative financial instruments to manage our interest risk exposure. Interest-bearing instruments carry a degree of interest rate risk.
We have not been exposed, nor do we anticipate being exposed, to material risks due to changes in interest rates. However, our future interest
income may be lower, or interest expenses may be higher, than expected due to changes in market interest rates.

ITEM 12. DESCRIPTION OF SECURITIES OTHER THAN EQUITY SECURITIES

Not Applicable.
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PART II

ITEM 13. DEFAULTS, DIVIDEND ARREARAGES AND DELINQUENCIES

None.

ITEM 14. MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURITY HOLDERS AND USE OF PROCEEDS

We completed the initial public offering of 13,333,334 ordinary shares, representing 12,500,000 new shares offered by us and 833,334 shares
offered by certain selling shareholders, on May 8, 2007. The shares sold in the initial public offering were registered on a Registration
Statement on Form F-1 (file number: 333-142162) declared effective on May 2, 2007. UBS AG, CIBC World Markets and Cowen and
Company, LLC were the underwriters for the initial public offering. After the payment of underwriting fees of $10.5 million and legal,
accounting, professional and other related expenses of approximately $6.9 million, we received net proceeds from the initial public offering of
approximately $132.6 million.

As disclosed in the final prospectus dated May 2, 2007, we had intended to use the net proceeds from the initial public offering of our ordinary
shares for the following purposes. (1) approximately $44.0 million to repay shareholder loans to Xing; (2) approximately $80.0 million to make
loans or capital contribution to CECT, of which approximately $60.0 million would be used to fund our working capital requirements and
approximately $20.0 million would be used to purchase equipment for our new handset manufacturing facility in Huizhou; and (3) the balance
for other general corporate purposes. During 2007, we have utilized $50.0 million of the net proceeds which we received from the initial public
offering to make a capital injection into CECT and have advanced approximately $10.1 million of loans to CECT. In addition, we also utilized
approximately $44.2 million of the net proceeds to repay the shareholder loans owing to Xing.

Of the $20.0 million previously intended to be used for the purchase of equipment for a new handset manufacturing facility in Huizhou, our
board of directors had on April 18, 2008, approved the reallocation of $18.0 million to fund our working capital requirements. The remaining
$2.0 million will continue to be used for the purchase of equipment for the set up of a new facility that will be engaged in the production of
molds, cast components and other handsets parts.

Except for the repayment of the shareholder loans to Xing, none of the initial public offering proceeds were paid, directly or indirectly, to our
directors, officers or their associates or to any person owning ten percent or more of our ordinary shares or to our affiliates.

ITEM 15. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by this report, our management, with the participation of our chief executive officer and chief financial
officer, has performed an evaluation of the effectiveness of our disclosure controls and procedures within the meaning of Rules 13a-15(e) of the
Exchange Act.

Based upon that evaluation, our management has concluded that, as of December 31, 2007, our disclosure controls and procedures were
effective in ensuring that the information required to be disclosed by us in the reports that we file and furnish under the Exchange Act was
recorded, processed, summarized and reported, within the time periods specified in the SEC’s rules and forms.

This annual report does not include a report of management’s assessment regarding internal control over financial reporting or a report on the
effectiveness of our internal control over financial reporting by our registered public accounting firm, due to the revised transition periods
established by rules of the SEC for newly public companies.

Changes in Internal Control over Financial Reporting

There were no changes in our internal controls over financial reporting that occurred during the period covered by this annual report on Form
20-F that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

79



Table of Contents

ITEM 16A. AUDIT COMMITTEE FINANCIAL EXPERT

Our board of directors has determined that Mr. Zacky Sun, an independent director and member of our audit committee, is an audit committee
financial expert.

ITEM 16B. CODE OF ETHICS

Our board of directors has adopted a code of ethics that applies to our directors, officers, employees and advisors. We hereby undertake to
provide to any person without charge, a copy of our code of ethics within ten working days after we receive such person’s written request.

ITEM 16C. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The following table sets forth the aggregate fees by categories specified below in connection with certain professional services rendered by our
independent registered public accounting firm for the periods indicated. We did not pay any other fees to our auditors during the periods
indicated below.

Years ended December 31,

2006 2007
(Amounts in thousands) (RMB) (RMB) (US$)
Audit fees 2,715 8,034 1,101
Audit-related fees Nil Nil Nil

The policy of our Audit Committee is to pre-approve all audit and non-audit services provided by KPMG, other than those for de minimus
services which are approved by the Audit Committee prior to the completion of the audit.

ITEM 16D. EXEMPTIONS FROM THE LISTING STANDARDS FOR AUDIT COMMITTEES
Not applicable.

ITEM 16E. PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AFFILIATED PURCHASERS

None.
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PART III

ITEM 17. FINANCIAL STATEMENTS

We have elected to provide financial statements pursuant to Item 18.

ITEM 18. FINANCIAL STATEMENTS

The consolidated financial statements of Qiao Xing Mobile Communication Co., Ltd. and its subsidiaries are included at the end of this annual
report.

ITEM 19. EXHIBITS

Exhibit

Number Description

1.1 Amended and Restated Memorandum of Association*

1.2 Second Amended and Restated Memorandum and Articles of Association of the Registrant™

4.1 Equity Incentive Plan*

4.2 Form of Employment Agreement between the Registrant and a Senior Executive Officer of the Registrant*

4.3 Software License Agreement, dated October 8, 2005*, which was renewed as of March 10, 2008

4.4 Non-Competition Agreement*

4.5 Agreement of Transfer of Trademark Application Rights*

4.6 Registration Rights Agreement, dated June 13, 2006*

4.7 Guaranty, dated June 13, 2006*

4.8 Technology Licence Agreement, dated June 13, 2007

4.9 Technology Licence Agreement, dated May 25, 2004*

4.10 Technology License Agreement, dated March 13, 2006*

8.1 Subsidiaries of the Registrant

12.1 Certification of Chief Executive Officer required by Section 302 of the Sarbanes-Oxley Act of 2002

12.2 Certification of Chief Financial Officer required by Section 302 of the Sarbanes-Oxley Act of 2002

13.1 Certification of Chief Executive Officer and Chief Financial Officer required by 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

15.1 Consent of KPMG, dated June 26, 2008

* Incorporated by reference from the Registrant’s F-1 registration statement (File No. 333-142162), as amended, first filed with the SEC
on April 17, 2007.
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SIGNATURE
The registrant hereby certifies that it meets all of the requirements for filing on Form 20-F and that it has duly caused and authorized the
undersigned to sign this annual report on its behalf.

QIAO XING MOBILE COMMUNICATION CO., LTD.

Date: June 26, 2008 By: /s/ Zhi Yang Wu
Name: Zhi Yang Wu
Title: Chairman
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Qiao Xing Mobile Communication Co., Ltd.:

We have audited the accompanying consolidated balance sheets of Qiao Xing Mobile Communication Co., Ltd. and its subsidiaries (the
“Company”) as of December 31, 2006 and 2007 and the related consolidated statements of operations, cash flows and shareholders’ equity and
comprehensive income for the year ended December 31, 2005, the period from January 1, 2006 through November 30, 2006 (all “Old Basis”),
the period from November 30, 2006 through December 31, 2006 and the year ended December 31, 2007 (all “New Basis”). These consolidated
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Qiao Xing
Mobile Communication Co., Ltd. and its subsidiaries as of December 31, 2006 and 2007, and the results of their operations and their cash
flows for the year ended December 31, 2005, the period from January 1, 2006 through November 30, 2006, the period from November 30,
2006 through December 31, 2006, and the year ended December 31, 2007, in conformity with U.S. generally accepted accounting principles.

As described in Note 2(a) and Note 3, Qiao Xing Universal Telephone, Inc. (“Xing”) acquired the remaining 20% equity interest of the
Company on November 30, 2006, resulting in the Company becoming wholly owned by Xing at the time. Accordingly, the Company’s
consolidated financial statements as of December 31, 2006 and 2007, for the period from November 30, 2006 through December 31, 2006 and
the year ended December 31, 2007 reflect the new basis of accounting arising from this transaction. As described in Note 1(b) and Note 19(b),
upon completion of the Company’s initial public offering in May 2007 and conversion of the senior convertible notes issued by Xing into the
Company’s ordinary shares previously held by Xing, the Company ceased to be a wholly-owned subsidiary of Xing.

The accompanying consolidated financial statements as of and for the year ended December 31, 2007 have been translated into United States
dollars solely for the convenience of the reader. We have audited the translation and, in our opinion, such financial statements expressed in
Renminbi have been translated into United States dollars on the basis set forth in Note 2(q) to the consolidated financial statements.

/sl KPMG

Hong Kong, China
June 25, 2008
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES

Assets

Current assets:

Cash

Restricted cash

Accounts receivable, net

Bills receivable

Inventories

Prepayments to suppliers

Prepaid expenses and other current assets
Deferred income taxes

Total current assets

Property, machinery and equipment, net
Land use rights

Equity investment, at cost

Goodwill

Other intangible assets, net

Total assets

Liabilities, minority interests and shareholders’ equity

Current liabilities:

Short-term borrowings

Accounts payable

Prepayments from customers
Accrued liabilities

Amounts due to related parties
Other payables and current liabilities
Income taxes payable

Total current liabilities

Deferred income taxes
Total liabilities

Minority interests

Shareholders’ equity:
Ordinary shares:
Par value: nil (2006: US$0.00025)

Authorized: Unlimited (2006: 200,000,000)
Issued and outstanding: 52,500,000 (2006: 40,000,000)

Additional paid-in capital
Retained earnings (accumulated deficit)
Accumulated other comprehensive loss

Total shareholders’ equity

Commitments and contingencies

Total liabilities, minority interests and shareholders’ equity

See accompanying notes to the consolidated financial statements.

CONSOLIDATED BALANCE SHEETS
(amounts in thousands, except share and per share data)

F-3

December 31,
2006 2007

RMB RMB US$
762,086 2,729,982 374,247
119,302 94,384 12,939
546,893 418,564 57,380
27,635 — —
163,833 177,279 24,303
232,008 155,993 21,385
38,193 19,295 2,645
3,960 5,685 779
1,893,910 3,601,182 493,678
190,511 175,469 24,055
38,106 36,106 4,950
7,803 7,803 1,070
112,814 112,814 15,465
93,008 60,728 8,325
2,336,152 3,994,102 547,543
602,790 983,904 134,881
165,326 107,990 14,804
15,389 4,585 629
35,360 41,401 5,676
345,122 4,532 621
20,298 58,630 8,038
22,943 38,722 5,308
1,207,228 1,239,764 169,957
11,740 5,561 762
1,218,968 1,245,325 170,719
76,896 78,235 10,725
83 1,316,726 180,507
1,059,690 802,892 110,067
(19,485) 574,004 78,689
— (23,080) (3,164)
1,040,288 2,670,542 366,099
2,336,152 3,994,102 547,543
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(amounts in thousands, except share and per share data)

Revenues:
External parties
Related parties

Total revenues

Cost of goods sold
Gross profit

Operating expenses:
Selling and distribution
General and administrative
Research and development
In-process research and development
Amortization of other intangible assets

Operating income (loss)

Other income (expense):
Interest income
Interest expense
Foreign currency exchange gain, net
Impairment of equity investment
Gain on disposal of a subsidiary
Other income, net

Earnings (loss) before income tax expense, minority
interests, and extraordinary items

Income tax expense

Earnings (loss) before minority interests, and
extraordinary items

Minority interests

Earnings (loss) before extraordinary items

Extraordinary items:
Gains on acquisitions of additional equity interests in
CECT, net of nil tax

Net income (loss)

Basic and diluted earnings (loss) per share:
Earnings (loss) before extraordinary items
Extraordinary gains

Earnings (loss) per share

Weighted average number of shares outstanding

Old Basis (Note 2(a)) New Basis (Note 2(a))
Year January 1, November
ended 2006 to 30, 2006 to
December November December Year ended
31, 2005 30, 2006 31, 2006 December 31, 2007
RMB RMB RMB RMB US$
1,853,181 2,277,112 255,154 3,127,780 428,780
10,944 4,086 859 13,314 1,825
1,864,125 2,281,198 256,013 3,141,094 430,605
(1,526,378) (1,843,327) (218,882) (2,255,844) (309,248)
337,747 437,871 37,131 885,250 121,357
(15,912) (12,054) (2,707) (36,322) 4,979)
(19,993) (19,879) (1,170) (69,032) (9,464)
(16,072) (15,131) (1,161) (18,599) (2,550)
— — (41,739) — —
(11,880) (10,890) (4,288) (32,280) (4,425)
273,890 379,917 (13,934) 729,017 99,939
5,592 5,320 631 16,373 2,245
(32,332) (27,115) (2,213) (47,034) (6,448)
1,044 9,628 1,502 12,022 1,648
(7,517) — — — —
10,307 — — — —
534 3,857 579 873 120
251,518 371,607 (13,435) 711,251 97,504
(16,719) (55,991) (4,251) (113,377) (15,543)
234,799 315,616 (17,686) 597,874 81,961
(52,349) (27,260) (1,799) (33,074) (4,534)
182,450 288,356 (19,485) 564,800 77,427
48,157 17,796 — 28,689 3,933
230,607 306,152 (19,485) 593,489 81,360
4.56 7.21 (0.49) 11.69 1.60
1.21 0.44 — 0.59 0.08
5.77 7.65 0.49) 12.28 1.68
40,000,000 40,000,000 40,000,000 48,322,000 48,322,000

See accompanying notes to the consolidated financial statements.
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(amounts in thousands)

Old Basis (Note 2(a)) New Basis (Note 2(a))
January 1, November
Year ended 2006 to 30, 2006 to
December November December
31, 2005 30, 2006 31, 2006 Year ended December 31, 2007
RMB RMB RMB RMB US$
Cash flows from operating activities:
Net income (loss) 230,607 306,152 (19,485) 593,489 81,360
Adjustments to reconcile net income (loss) to net
cash provided by (used in) operating activities:
Depreciation 7,450 5,271 499 10,754 1,474
Land use rights expense 1 — 69 817 112
Impairment of equity investment 7,517 — — — —
In-process research and development — — 41,739 — —
Amortization of other intangible assets 11,880 10,890 4,288 32,280 4,425
Bad debt expense (recovery), net 987 (594) @)) 3,384 464
Inventory write-downs 9,130 3,152 46 11,068 1,517
Foreign currency exchange gain, net (1,044) (9,833) (1,498) (12,290) (1,685)
Deferred income taxes (5,498) 260 467) (6,237) (855)
(Gain) loss on disposal of property, machinery and
equipment (329) 8 — 57 8
Gain on disposal of a subsidiary (10,307) — — — —
Minority interests 52,349 27,260 1,799 33,074 4,534
Share-based compensation — 3,522 — 38,626 5,295
Extraordinary gains on acquisitions of additional equity
interests in CECT, net of nil tax (48,157) (17,796) — (28,689) (3,933)
Changes in operating assets and liabilities, net of
effects of purchase of additional interest in CECT
in 2005 and push-down accounting adjustments
in 2006
Accounts receivable (140,971) 106,019 (139,282) 124,945 17,128
Bills receivable (184,347) 179,098 14,425 27,635 3,789
Inventories 25,035 106,883 (102,105) (24,012) (3,292)
Prepayments to suppliers 1,791 (24,302) 552 71,909 9,858
Prepaid expenses and other current assets (2,551) 6,586 2,956 18,898 2,591
Amounts due from related parties 155 — — — —
Accounts payable 98,602 (135,197) (12,283) (57,336) (7,860)
Prepayments from customers (7,805) (24,898) (3,146) (10,804) (1,481)
Accrued liabilities 20,148 12,112 (6,565) 6,041 828
Amounts due to related parties (6,606) — — — —
Other payables and current liabilities 39,405 (33,564) (1,370) 6,136 841
Income taxes payable 13,528 (7,651) 4,718 15,779 2,163
Net cash provided by (used in) operating activities 110,970 513,378 (215,111) 855,524 117,281
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
(amounts in thousands)

Cash flows from investing activities:

Purchase of property, machinery and equipment

Purchase of land use rights

Deposit for purchase of property, machinery and
equipment

Refund of deposit for purchase of property, machinery
and equipment

Restricted cash related to new bank borrowings

Release of restricted cash upon repayment of bank
borrowings

Proceeds from the partial sale of an investment in
affiliate

Purchases of additional equity interests in CECT

Collection of amounts due from China Electronics
Financial Co. Ltd.

Proceeds from disposal of property, machinery and
equipment

Net cash provided by (used in) investing activities

Cash flows from financing activities:

Net proceeds from issuance of ordinary shares, net of
issuance cost of RMB134,531 (US$18,443)

Capital contributed by a minority shareholder of a
subsidiary

Proceeds received from exercise of share options

Proceeds from short-term borrowings

Repayments of short-term borrowings

Proceeds from borrowings from Xing or from related
parties on behalf of Xing

Repayments of borrowings from Xing or from related
parties on behalf of Xing

Repayment of capital lease obligations

Net cash provided by financing activities
Effect of foreign exchange rate changes

Net increase in cash
Cash, beginning of year/period
Cash, end of year/period

Supplemental disclosure of cash flow information:

Interest paid

Income tax paid

Offset of payable for disposal of investment

Share issuance cost in the form of share-based
payment

Payables for purchase of property, machinery and
equipment

Old Basis (Note 2(a)) New Basis (Note 2(a))
January 1, November
Year ended 2006 to 30, 2006 to
December November December
31, 2005 30, 2006 31, 2006 Year ended December 31, 2007
RMB RMB RMB RMB US$
(6,089) (161,467) 2) (1,944) (266)
— (39,004) — — —
— (133,085) — — _
— 66,542 66,543 — —
(102,964) (67,999) (8,864) (222,870) (30,553)
70,338 78,255 5,754 247,788 33,969
50,400 — — — —
(126) _ — _ _
— 7,030 — — —
6,827 411 — 42 6
18,386 (249,317) 63,431 23,016 3,156
— — — 1,026,611 140,736
— — — 2,100 287
_ _ — 30,911 4,238
972,160 1,089,219 23,883 1,496,963 205,215
(970,256) (1,116,271) @ (31,100) (1,108,831) (152,007)
820,381 593,578 242 814 396,998 54,424
(650,097) (496,865) @ (34,930) (727,425) (99,721)
(3,775) — — e =
168,413 69,661 B 200,667 1,117,327 153,172
(133) — — (27,971) (3,835)
297,636 333,722 48,987 1,967,896 269,774
81,741 379,377 713,099 762,086 104,473
379,377 713,099 762,086 2,729,982 374,247
32,332 24,394 3,555 45,576 6,248
8,689 63,382 — 103,835 14,235
(4,900) — — — —
— — — 12,859 —
(474) — — — —

Additional supplemental cash flow information is set out in Note 18.

See accompanying notes to the consolidated financial statements.
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY AND COMPENHENSIVE INCOME
(amounts in thousands, except share data)

Retained Accumulated
Ordinary shares Additional earnings other Total
Number paid-in (accumulated comprehensive comprehensive
of shares Amount capital deficit) loss Total income
RMB RMB RMB RMB RMB RMB
Old Basis (Note 2(a))
Balance as of January 1, 2005 40,000,000 83 308,283 30,990 — 339,356
Net income — — — 230,607 — 230,607 230,607
Comprehensive income 230,607

Balance as of December 31,

2005 40,000,000 83 308,283 261,597 — 569,963
Net income for the period from

January 1 to November 30,

2006 — — — 306,152 — 306,152 306,152
Comprehensive income 306,152
Share-based compensation — — 3,522 — — 3,522

Balance as of November 30,
2006 40,000,000 83 311,805 567,749 — 879,637

New Basis (Note 2(a))
New Basis accounting
adjustments (Note 3) — — 747,885 (567,749) — 180,136
Net loss for the period from
November 30 to
December 31, 2006 — — — (19,485) — (19,485) (19,485)

Comprehensive income (19,485)

Balance as of December 31,

2006 40,000,000 83 1,059,690 (19,485) — 1,040,288
Net income — — — 593,489 — 593,489 593,489
Foreign currency translation
adjustments — — — — (23,080) (23,080) (23,080)
Comprehensive income 570,409
Transfer of additional paid-in
capital to share capital — 308,283 (308,283) — — —
Issuance of ordinary shares 12,500,000 1,021,219 — — — 1,021,219

Share-based compensation:
- options granted to a director

and employees — — 38,626 — — 38,626
- options granted to a

consultant as ordinary share

issuance cost — (12,859) 12,859 — — —
Balance as of December 31,

2007 52,500,000 1,316,726 802,892 574,004 (23,080) 2,670,542
US$ 180,507 110,067 78,689 (3,164) 366,099

See accompanying notes to the consolidated financial statements.
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(amounts in thousands, except share and per share data)

1  Principal activities, organization and significant concentrations and risks
(a) Principal activities
Qiao Xing Mobile Communication Co., Ltd. (the “Company”) and its subsidiaries (collectively, the “Group”) are principally engaged in
the production and sales of mobile phones and accessories in the People’s Republic of China (the “PRC”).
(b) Organization
The Company was incorporated in the British Virgin Islands (the “BVI”) on January 31, 2002. Prior to November 30, 2006, the Company
was 80% owned by Qiao Xing Universal Telephone, Inc. (“Xing” or the “parent company”’). The Company became a wholly owned
subsidiary of Xing on November 30, 2006 when Xing acquired the remaining 20% equity interest in the Company from Galbo Enterprise
Limited (“Galbo”).
On May 3, 2007, the Company listed its ordinary shares on the New York Stock Exchange (the “NYSE”) under the symbol “QXM”. On
May 8, 2007, the Company and certain selling shareholders completed an initial public offering (the “IPO”) of 13,333,334 ordinary
shares. The IPO, which was priced at US$12 per share, consisted of 12,500,000 new ordinary shares issued by the Company and 833,334
ordinary shares offered by the selling shareholders. Immediately prior to the completion of the IPO, the investors of US$40,000 senior
convertible notes issued by Xing (Note 19(b)) exercised an option to convert the entire US$40,000 senior convertible notes into 7,800,000
ordinary shares of the Company that were held by Xing. As a result of the IPO and conversion of the senior convertible notes, Xing’s
100% ownership interest in the Company decreased to 61.33% as of December 31, 2007.
(c) Significant concentrations and risks
The Group is subject to, among others, the following significant concentrations and risks:
Country
As substantially all of the Group’s operations are conducted in the PRC, the Group is subject to special considerations and significant
risks not typically associated with companies operating in North America and Western Europe. These include risks associated with,
among others, the political, economic and legal environments and foreign currency exchange. The Group’s results may be adversely
affected by changes in the political and social conditions in the PRC, and by changes in governmental policies with respect to laws and
regulations, anti-inflationary measures, foreign currency exchange and remittance abroad, and rates and methods of taxation, among other
things.
Revenue concentrations
Individual customers accounting for more than 10% of the Group’s revenue for the year ended December 31, 2005, the period from
January 1, 2006 through November 30, 2006, the period from November 30, 2006 through December 31, 2006, and the year ended
December 31, 2007, are as follows:
Old Basis New Basis
January 1, November
Year ended 2006 to 30, 2006 to Year ended
December November December December
31, 2005 30, 2006 31, 2006 31, 2007
Shenzhen Laidi Technical Co., Ltd. — 30% 13% 12%
Shenzhen Siecom Communication Technology Development Co., Ltd. — 11% 23% 12%
Beijing Beidou Communication & Equipment Co., Ltd. — — — 12%
Beijing Jinsheng Technical Co., Ltd. — 16% 19% —
Beijing Jiasheng Ruitong Electronics Co., Ltd. 23% 15% — —
Xi’an Ruiqiao Electronics Co., Ltd. — — 15% —
Jinan Qiaoxing Telecommunication Co., Ltd. — — 14% —
Wuhan Jiajiali Electronics Co., Ltd. — — 12% —
Total 23% 72% 96 % 36%

As of December 31, 2006 and 2007, the Group’s five largest accounts receivable accounted for approximately 68% and 67%, respectively,
of the Group’s total accounts receivable.
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(amounts in thousands, except share and per share data)

Principal activities, organization and significant concentrations and risks (continued)

Significant concentrations and risks (continued)

Concentrations of cash balances held at financial institutions

As of December 31, 2006 and 2007, cash of RMB762,074 and RMB2,711,907 (US$371,769), respectively, was held in uninsured
accounts at major financial institutions located in the PRC, and cash of RMBNil and RMB17,512 (US$2,401), respectively, was held in
uninsured accounts at major financial institutions located in the Hong Kong Special Administrative Region (the “HK SAR”). Further, as
of December 31, 2006 and 2007, the Company’s cash balance included U.S. dollar denominated bank deposits of US$Nil and US$44,517
(equivalent to RMBNil and RMB324,737), respectively, in uninsured accounts at major institutions located in the PRC, and US$Nil and
US$2,323 (equivalent to RMBNil and RMB16,946), respectively, in uninsured accounts at major financial institutions located in the HK
SAR. Management believes that these major financial institutions are of high credit quality.

Technology

The Group is developing products which incorporate complex and evolving technologies that require substantial expenditures and
resources. These new products may fail to be accepted at the rates or levels the Group anticipates and the Group may fail to realize the
expected benefits from its investments in these new technologies. Further, the Group may experience greater variability in its operating
results than in the past, particularly depending on the general economic conditions and the pace of development and acceptance of new
technologies. Changes in the communication industry are expected to increase competition and change the competitive landscape and may
adversely affect the Group’s operating results.

Suppliers

The Group purchases materials and components from various suppliers in the PRC. The Group believes that there are a number of
suppliers in the PRC with the ability to consistently supply materials and components that meet the Group’s quality standards and
requirements. In the event that a major supplier ceases to sell to the Group, the Group believes that it could shift to other suppliers without
incurring undue costs.

Summary of significant accounting policies
Basis of presentation

The Group’s consolidated financial statements are presented in accordance with accounting principles generally accepted in the United
States of America (“U.S. GAAP”).

On November 30, 2006, Xing acquired an additional 20% equity interest in the Company, which it had not already owned and as a result
obtained 100% equity interest of the Company. Xing’s acquisition of the 20% minority interest in the Company has been accounted for by
Xing using the purchase method. Accordingly, the purchase accounting adjustments as a result of Xing’s acquisition of the 20% minority
interest in the Company have been push-downed and reflected in the accompanying financial statements.

Due to the impact of the changes arising from the push-down accounting adjustments (Note 3), the 2006 statements of operations
presentation separates the results into two periods: (1) the period from January 1, 2006 through November 30, 2006 (“Old Basis”) and
(2) the period from November 30, 2006 through December 31, 2006 (“New Basis”). A vertical black line is inserted to indicate the
application of a new basis of accounting and separate the Old Basis and the New Basis presentations in the consolidated financial
statements.

Principles of consolidation

The consolidated financial statements include the financial statements of the Company and its majority-owned subsidiaries. All significant
inter-company balances and transactions have been eliminated upon consolidation.
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(amounts in thousands, except share and per share data)

Summary of significant accounting policies (continued)
Cash, restricted cash and related party cash management arrangement
Cash consists of cash on hand and interest-bearing deposits placed with banks.

Cash that is restricted as to withdrawal for use or pledged as security is disclosed separately on the face of the consolidated balance sheet,
and is not included in cash in the consolidated statements of cash flows. Restricted cash of RMB119,302 and RMB94,384 (US$12,939) as
of December 31, 2006 and 2007 respectively, represents pledged deposits for securing short-term bank borrowings.

The Group participates in a cash management arrangement at the direction and discretion of Xing. Consequently, the Group periodically
both transfers cash to and receives cash from certain related parties. These cash flows are unrelated to the production and delivery of the
Group’s products and services and are not derived from transactions or other events that enter into the determination of the Group’s net
income (loss). For purposes of the consolidated statements of cash flows, the cash inflows and outflows under this related party financing
arrangement are presented under “cash flows from financing activities”.

Accounts and bills receivables

Accounts receivable are recorded at invoiced amount net of deductions for trade discounts. The Group maintains an allowance for
doubtful accounts for estimated losses resulting from the inability of its customers to make required payments. The Group determines the
allowance for doubtful accounts based on the age of the accounts receivable balance, the customer’s historical payment history and its
current credit-worthiness and current economic trends. Account balances are charged off against the allowance after all means of
collection have been exhausted and the potential for recovery is considered remote. The Group does not have any off-balance-sheet credit
exposure related to its customers.

To reduce the Group’s credit risk, the Group has required certain customers to pay for the sale of the Group’s products by bills receivable.
Bills receivable represents interest-free short-term notes receivable issued by a financial institution that entitles the Group to receive the
full face amount from the financial institution at a stated maturity date, which is within one year from the date of issuance.

In certain circumstances, the Group has sold, with recourse, bills receivables to banks. The recourse obligation represents the amount the
Group would be obligated to repay to the extent that the issuing financial institution does not make payment upon maturity. Because the
discounted bills receivables have not been legally isolated from the Group, the discounted bills receivables sold with recourse have been
accounted for as short-term secured borrowings until the bills receivable are paid. Upon payment of bills receivable, the discounted bills
receivables and related short-term secured borrowings are derecognized. Historically, the Group has experienced no losses on bills
receivable. As of December 31, 2006 and 2007, discounted bills of RMB 17,725 and RMBN{l, respectively are included in short-term
borrowings.

Inventories

Inventories are stated at the lower of cost or market value. Cost is determined using the first-in, first-out method. Costs of finished goods
are composed of direct materials, direct labour and an attributable portion of manufacturing overhead based on normal operating capacity.
Adjustments are recorded to write-down damaged, obsolete and slow-moving items to their estimated net residual value based on the
ageing of the inventories, current and expected future market trends and conditions, and the physical condition of the inventory.

Prepayments to suppliers

Advance payments for purchases of raw materials are included in “prepayments to suppliers” and represent cash deposits paid to vendors
for future purchases. The Group is required to make advance payments for certain new suppliers. Advanced payments are unsecured, non-
interest bearing and expected to be utilized within one year.

The outstanding balance of “prepayments to suppliers” is reduced and reclassified to “inventories” when inventory is received and passes
quality inspection based on the terms of the purchase order. Such reclassifications of RMB452,809, RMB1,178,203, RMB125,528 and
RMB1,909,685 (US$261,794) for the year ended December 31, 2003, the period from January 1, 2006 through November 30, 2006, the
period from November 30, 2006 through December 31, 2006, and the year ended December 31, 2007, respectively, are not reflected as
cash outflows from operating activities.

F-10



Table of Contents

QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(amounts in thousands, except share and per share data)

2 Summary of significant accounting policies (continued)
(g) Property, machinery and equipment

Property, machinery and equipment are stated at cost less accumulated depreciation and impairment. Property, machinery and equipment
acquired in a purchase business combination and upon acquisitions of minority interest are initially recorded based on a purchase price
allocation. In addition, as a result of the application of push-down accounting (Note 3), the Group’s property, machinery and equipment
have been adjusted to a new cost basis, which reflects Xing’s original 80% interest at depreciated cost and Xing’s 20% acquired interest at
fair value as of November 30, 2006.

Major expenditures for betterments and renewals are capitalized. All ordinary repair and maintenance costs are expensed as incurred.
Depreciation on property, machinery and equipment is provided using the straight-line method (after taking into account their respective
estimated residual values) over the following estimated useful lives:

Buildings and improvements 5 — 30 years
Machinery and equipment 5 — 12 years
Furniture and office equipment 5 — 10 years
Motor vehicles 5 — 8 years

Depreciation of property, machinery and equipment attributable to manufacturing activities is capitalized as part of inventory and
expensed to cost of goods sold when the inventory is sold. Depreciation related to abnormal amounts from idle capacity is charged to cost
of goods sold in the period. When items are retired or otherwise disposed of, income is charged or credited for the difference between the
net book value and proceeds received thereon. Assets to be disposed of are separately presented on the consolidated balance sheet and
reported at the lower of their carrying amount or fair value less costs to sell, and are no longer depreciated.

(h) Land use rights

Land use rights represent the exclusive right to occupy and use a piece of land in the PRC during the contractual period of the rights. Land
use rights are carried at cost, subject to adjustments resulting from the effects of purchase accounting and push-down accounting, and are
charged to expense on a straight-line basis over 50 years, the respective periods of the rights.

(i) Goodwill and other intangible assets

Goodwill represents the excess of the cost of an acquisition over the fair value of net assets acquired. Goodwill is not amortized, but is
instead tested for impairment at least annually.

Acquired intangible assets are recognized if it satisfies either the “contractual-legal” or “separability” criterion specified under U.S.
GAAP. Such intangible assets are initially measured and recorded at fair value. As a result of the application of push-down accounting,
other intangible assets have been adjusted to a new cost basis, which reflects Xing’s original 80% interest at amortized cost and the 20%
acquired interest at fair value as of November 30, 2006.

Intangible assets with determinable useful lives are amortized as follows:

Customer relationships 3 — 5 years
Completed technology 1.8 — 5 years
Core technology 4 — 5 years
Backlog 4 — 5 months
Licences 5 years

Management has determined that the Group’s “CECT” brand name held by its subsidiary, CEC Telecom Co., Ltd. (“CECT”), does not
have a determinable useful life. Consequently, the carrying amount of this brand name is not amortized but rather tested for impairment
annually or more frequently if events or changes in circumstances indicate that the assets might be impaired. Such impairment test consists
of a comparison of the fair value of the brand name with its carrying amount and an impairment loss is recognized if and when the carrying
amount of the brand name exceeds its fair value.
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(amounts in thousands, except share and per share data)

Summary of significant accounting policies (continued)
Impairment of long-lived assets

Long-lived assets with determinable useful lives, such as property, machinery and equipment and amortizable intangible assets, are tested
for impairment if events or changes in circumstances indicate that the asset might be impaired. Recoverability of such assets to be held
and used is measured by a comparison of the carrying amount of the asset to the estimated undiscounted future cash flows expected to be
generated by the asset. If the carrying amount of an asset exceeds its estimated future undiscounted cash flows, an impairment charge is
recognized by the amount by which the carrying amount of the asset exceeds the fair value of the asset.

Goodwill and the CECT brand name which are not subject to amortization are tested annually for impairment, and are tested for
impairment more frequently if events and circumstances indicate that the asset might be impaired. An impairment loss would be
recognized on the CECT brand name to the extent that the carrying amount of the CECT brand name exceeds its fair value. For goodwill,
the impairment determination is made at the reporting unit level and consists of two steps. In the first step, the Company determines the
fair value of its reporting unit and compares it to its carrying amount, including goodwill. Second, if the carrying amount of the reporting
unit exceeds its fair value, an impairment loss is recognized for any excess of the carrying amount of the reporting unit’s goodwill over the
implied fair value of that goodwill. The implied fair value of goodwill is determined by allocating the fair value of the reporting unit in a
manner similar to a purchase price allocation. The residual fair value after this allocation is the implied fair value of the reporting unit
goodwill. Management has determined that CECT is the reporting unit for testing goodwill impairment. The fair value of the CECT is
determined based on the market approach, under which the fair value is estimated based on market multiples of earnings for comparable
companies.

Revenue recognition

The Group derives revenues principally from the sales of mobile phones and accessories in the PRC, and to a lesser extent the rendering of
technical, processing and other related services.

Sales of mobile phones and accessories

Sales represent the invoiced amount, net of discounts, returns, volume rebates and price guarantees granted to customers. The Group
recognizes revenue when products are received by the customers at the location designated by the customer and the customer takes
ownership and assumes risk of loss, collection of the relevant receivable is probable, persuasive evidence of an arrangement exists and the
selling price is fixed or determinable.

The Group recognizes a liability for price guarantees, which generally cover a period of between three to four months, based on
management’s estimates of future price reductions and the level of unsold inventories held by customers at the dates of expected price
adjustments. Price guarantees reported as a reduction of revenues amounted to RMB28,299, RMB26,619, RMBNil and RMB2,943
(US$403), respectively for the year ended December 31, 2005, the period from January 1, 2006 through November 30, 2006, the period
from November 30, 2006 through December 31, 2006, and the year ended December 31, 2007.

In the PRC, value-added-tax (“VAT”), at a rate of 17% of invoiced amount is collected on behalf of the PRC tax authorities. Revenue is
recorded net of VAT. VAT collected from customers is offset against VAT paid for purchases and is recorded as a liability on the
consolidated balance sheet until paid.

Provision of services

Revenues from the provision of technical, processing and other related services are recognized in the period when performance of the
service is completed as agreed to in each written service agreement, the fee is fixed or determinable, and collection of relevant receivable
is reasonably assured.
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES
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2 Summary of significant accounting policies (continued)

(1) Product warranties

The Group provides a warranty to customers that its products will meet the functionality standards agreed to in each sales arrangement. The
Group provides for the estimated warranty costs under these guarantees based upon historical experience and management’s estimate of the

level of future claims, and accrues for specific items at the time their existence is known and the amounts are estimable. Provisions of
product warranty costs, which are charged to cost of goods sold, are analyzed as follows:

Old Basis New Basis
January 1, November
Year ended 2006 to 30, 2006 to
December November December Year ended
31, 2005 30, 2006 31,2006 December 31, 2007
RMB RMB RMB RMB US$
Balance at beginning of year/period 3,775 3,922 6,905 6,809 933
Provision 9,220 13,751 908 14,960 2,051
Utilization (9,073) (10,768) (1,004) (13,672) (1,874)
Balance at end of year/period 3,922 6,905 6,809 8,097 1,110

(m) Research and development costs and advertising costs

(n)

(0)

Research and development costs are expenses as incurred.

Adverting costs are charged to selling and distribution expenses when incurred. Advertising costs amounted to RMB13,787, RMB10,382,
RMB2,491 and RMB26,445 (US$3,625) for the year ended December 31, 2005, the period from January 1, 2006 through November 30,
2006, the period from November 30, 2006 through December 31, 2006, and the year ended December 31, 2007, respectively.

Retirement and other postretirement benefits

Pursuant to relevant PRC regulations, the Group’s subsidiaries are required to make contributions to various defined contribution plans
organized by the PRC government. The contributions are made for each qualifying PRC employee at 20% of a standard salary base as
determined by the PRC governmental authority. Contributions to the defined contribution plans are charged to expense as the service is
provided. For the year ended December 31, 2005, the period from January 1, 2006 through November 30, 2006, the period from
November 30, 2006 through December 31, 2006, and the year ended December 31, 2007, contributions to the defined contribution plans
were RMB647, RMB606, RMB45 and RMB624 (US$86) respectively. The Group has no other obligation for the payment of employee
benefits associated with these plans beyond the contributions described above.

Share-based payments

The Group accounts for share based payments under the provisions of Statement of Financial Accounting Standards (“SFAS”) No. 123
(revised 2004), “Share-Based Payment” (“SFAS No. 123R”). SFAS No. 123R requires that all compensation cost related to share options
or similar equity instruments be measured at the fair value of the award and recognized over the requisite service period, which is
generally the same as the vesting period. When no future services are required to be performed by the employee in exchange for the
reward, and if such award does not contain a performance or market condition, the cost of the award (as measured based on the grant-date
fair value) is expensed on the grant date.
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Summary of significant accounting policies (continued)
Income taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial statements carrying amounts of existing assets and liabilities and their
respective tax bases and operating loss and tax credit carry forwards. Deferred tax assets and liabilities are measured using enacted tax
rates expected to apply to taxable income in the years in which those temporary differences are expected to be recovered or settled. The
effect on deferred tax assets and liabilities of a change in tax rates or laws is recognized in the statement of operations in the period that
the change in tax rates or tax laws is enacted.

On January 1, 2007, the Group adopted Financial Accounting Standards Board (“FASB”) Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes, an interpretation of Statement of Financial Accounting Standards No. 109” (“FIN 48”). FIN 48 clarifies the
accounting for uncertain tax positions. This interpretation requires that an entity recognizes in the consolidated financial statements the
impact of a tax position, if that position is more likely than not of being sustained upon examination, based on the technical merits of the
position. The Group has elected to classify interest and penalties related to unrecognized tax benefits, if and when required, as part of
income tax expense in the statement of operations. The adoption of FIN 48 on January 1, 2007 did not have any effect on the Group’s
consolidated financial statements.

Foreign currency transactions
The reporting currency of the Group is Renminbi (“RMB”).

Through May 2, 2007, the Company’s functional currency was RMB. Effective May 3, 2007, the Company changed its functional
currency to United States dollars (“U.S. dollar” or “US$”) due to the significant changes in the Company’s economic facts and
circumstances upon the completion of the Company’s listing on the NYSE, which resulted in the Company’s financing activity being
predominately denominated in and expected to continue to be predominately denominated in U.S. dollar.

The functional currency of all other companies within the Group is the RMB. Monetary assets and liabilities which are denominated in
currencies other than RMB are translated into RMB using the applicable exchange rates quoted by the People’s Bank of China (the
“PBOC?”) at each balance sheet date. Transactions of the Company through May 2, 2007 and of all other companies within the Group
denominated in currencies other than RMB are translated into RMB at the exchange rates quoted by the PBOC prevailing at the dates of
transactions. Foreign exchange gains or losses resulting from the settlement of foreign currency transactions and from the translation at
each period of assets and liabilities denominated in foreign currencies are recorded as foreign currency exchange gain, net in the
consolidated statements of operations.

Effective from May 3, 2007, assets and liabilities of the Company are translated into RMB using the exchange rate as of the balance sheet
date. Income and expenses are translated at average exchange rates prevailing during the period from May 3, 2007 through December 31,
2007. The gains and losses resulting from translation of financial statements of the Company are recorded as accumulated other
comprehensive loss, a separate component within shareholders’ equity.

RMB is not freely convertible into foreign currencies. All foreign exchange transactions involving RMB must take place either through
the PBOC or other institutions authorized to buy and sell foreign currency. The exchange rate adopted for foreign exchange transactions
are the rates of exchange quoted by the PBOC which are determined largely by supply and demand.

For the convenience of readers, certain 2007 RMB amounts included in the accompanying consolidated financial statements have been
translated into U.S. dollars at the rate of US$1.00 = RMB7.2946, being the noon buy rate for U.S. dollars in effect on December 31, 2007
in the City of New York for cable transfer in RMB per U.S. dollar as certified for custom purposes by the Federal Reserve Bank. No
representation is made that RMB amounts could have been, or could be, converted into U.S. dollars at that rate or at any other certain rate
on December 31, 2007, or at any other date.

F-14



Table of Contents

(r)

(s)

(1)

()

(v)

QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(amounts in thousands, except share and per share data)

Summary of significant accounting policies (continued)
Earnings per share

Basic earnings per share is computed by dividing net income by the weighted average number of ordinary shares outstanding during the
year/period. Diluted earnings per share is calculated by dividing net income by the weighted average number of ordinary and dilutive
ordinary shares equivalents outstanding during the year/period. Potential dilutive securities are not included in the calculation of diluted
earnings (loss) per share if the impact is anti-dilutive. There were no ordinary shares equivalents outstanding during the year ended
December 31, 2005, the period from January 1, 2006 through November 30, 2006 and the period from November 30, 2006 through
December 31, 2006. Ordinary shares equivalents outstanding for the year ended December 31, 2007, consist of shares issuable pursuant to
the Company’s stock option plan. Such ordinary share equivalents were anti-dilutive and accordingly excluded from the calculation of
diluted earnings per share during the year ended December 31, 2007.

Use of estimates

The preparation of the consolidated financial statements in accordance with U.S. GAAP requires management of the Group to make a
number of estimates and assumptions relating to the reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at the date of the consolidated financial statements and the reported amounts of revenues and expenses during the reporting
period. Significant items subject to estimates and assumptions in the Group’s consolidated financial statements include determining the
fair values of assets and liabilities acquired in business combinations and purchase of additional equity interests in CECT from the
minority interest holder, the estimated useful lives of property, machinery and equipment and intangible assets with determinable lives,
recoverability of the carrying values of property, machinery and equipment, goodwill and other intangible assets, the fair value of share-
based payments, allowances for doubtful receivables, realizable value of inventories, and deferred income tax assets, warranty obligations
and price guarantees. Actual result could differ from those estimates.

Segment information

The Group uses the “management approach” in determining reportable operating segments. The management approach considers the
internal organization and reporting used by the Group’s chief operating decision maker for making operating decisions and assessing
performance as the source for determining the Group’s operating segments. Management, including the chief operating decision maker,
reviews operating results solely by monthly revenue and operating results of CECT, the operating subsidiary in the PRC. As such,
management has determined that CECT is the Group’s only operating segment, as that term is defined by SFAS No. 131, “Disclosures
about Segments of an Enterprise and Related Information.” As the Group’s operations and customers are principally all located in the
PRC, no geographic information has been presented.

Contingencies

In the normal course of business, the Group is subject to contingencies, including legal proceedings and claims arising out of the business
that relate to a wide range of matters. The Group recognizes a liability for such contingency if it determines it is probable that a loss has
occurred and a reasonable estimate of the loss can be made. The Group may consider many factors in making these assessments including
past history and the specifics of each matter. As the Group has not become aware of any claims since operations commenced, the Group
has not recognized a liability for any claims.

Reclassification

Certain reclassifications have been made to the prior years’ financial statements to conform to the current year’s presentation.
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Summary of significant accounting policies (continued)
Recently issued accounting standards
SFAS No. 157, “Fair Value Measurements”

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”. SFAS No. 157 defines fair value, establishes a
framework for measuring fair value in generally accepted accounting principles, and expands disclosures about fair value measurements.
Under SFAS No. 157, fair value refers to the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants in the market in which the reporting entity transacts. SFAS No. 157 is effective for financial
statements issued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years, with early adoption
permitted. In November 2007, the FASB proposed a one-year deferral of SFAS No. 157’s fair value measurement requirements for non-
financial assets and liabilities that are not required or permitted to be measured at fair value on a recurring basis. Management does not
expect the adoption of SFAS No. 157 will have a material impact on the Group’s consolidated financial statements.

SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities — including an amendment of FASB Statement
No. 115”

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities — including an
amendment of FASB Statement No. 115.” SFAS No. 159 permits companies to measure certain financial instruments and certain other
items at fair value. The standard requires that unrealized gains and losses on items for which the fair value option has been elected be
reported in earnings. SFAS No. 159 is effective for the Group on January 1, 2008, although earlier adoption is permitted. The Group has
elected not to adopt the fair value option as permitted under SFAS No. 159.

SFAS No. 141R, “Business Combinations”

In December 2007, the FASB issued SFAS No. 141R, a revision of SFAS No. 141, “Business Combinations”. SFAS No. 141R
establishes requirements for the recognition and measurement of acquired assets, liabilities, goodwill, and non-controlling interests
(formerly minority interests). SFAS No. 141R also provides disclosure requirements related to business combinations. SFAS No. 141R is
effective for fiscal years beginning after December 15, 2008. SFAS No. 141R will be applied prospectively to business combinations with
an acquisition date on or after the effective date.

SFAS No. 160, “Non-Controlling Interests in Consolidated Financial Statements, an amendment of ARB No. 51"

In December 2007, the FASB issued SFAS No. 160, “Non-Controlling Interests in Consolidated Financial Statements an amendment of
ARB No. 51”. SFAS No. 160 establishes new standards for the accounting for and reporting of non-controlling interests and for the loss
of control of partially owned and consolidated subsidiaries. SFAS No. 160 does not change the criteria for consolidating a partially owned
entity. SFAS No. 160 is effective for fiscal years beginning after December 15, 2008. The provisions of SFAS No. 160 will be applied
prospectively upon adoption except for the presentation and disclosure requirements, which will be applied retrospectively. SFAS

No. 160 states that accounting and reporting for minority interests will be recharacterized as non-controlling interests and classified as a
component of equity. The calculation of earnings per share will continue to be based on income amounts attributable to the parent. FAS
160 applies to all entities that prepare consolidated financial statements, except not-for-profit organizations, but will affect only those
entities that have an outstanding non-controlling interest in one or more partially owned and consolidated subsidiaries. Except for the
classification of minority interest as a component of equity, management does not expect the initial adoption of SFAS No. 160 will have a
material impact on the Group’s consolidated financial statements.

SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities — an amendment of FASB Statement No. 133"

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities — an amendment of
FASB Statement No. 133.” This statement requires enhanced disclosures for derivative instruments and hedging activities that include
how and why an entity uses derivatives, how these instruments and the related hedged items are accounted for under SFAS No. 133 and
related interpretations, and how derivative instruments and related hedged items affect the entity’s financial position, results of operations
and cash flows. SFAS No. 161 is effective for financial statements issued for fiscal years and interim periods beginning after November
15, 2008.

FASB Staff Position (“FSP”) No. Accounting Principles Board (“APB”) 14-1, “Accounting for Convertible Debt Instruments That May
Be Settled in Cash upon Conversion (Including Partial Cash Settlement)”

In May 2008, the FASB issued FSP No. APB 14-1, “Accounting for Convertible Debt Instruments That May Be Settled in Cash upon
Conversion (Including Partial Cash Settlement).” FSP No. APB 14-1 requires the issuer of convertible debt instruments with cash
settlement features to account separately for the liability and equity components of the instrument. The debt would be recognized at the
present value of its cash flows discounted using the issuer’s nonconvertible debt borrowing rate at the time of issuance. The equity
component would be recognized as the difference between the proceeds from the issuance of the note and the fair value of the liability.
FSP No. APB 14-1 will also require an accretion of the resultant debt discount over the expected life of the debt. The proposed transition
guidance requires retrospective application to all periods presented, and does not grandfather existing instruments. FSP No. APB 14-1 is
effective for fiscal years beginning after December 15, 2008. The Company is currently evaluating the impact of the adoption of APB 14-
1 on its consolidated financial statements.
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3 New Basis accounting adjustments

On November 30, 2006, Xing acquired the remaining 20% equity interest in the Company from Galbo for a total consideration of
RMB356,064. As a result, the Company became a wholly owned subsidiary of Xing at the time and a new basis of accounting in the
Group’s consolidated financial statements was required to push-down the effect of Xing’s acquisition of the 20% equity interest in the
Company.

The original 80% equity interest held by Xing had no significant effect on the application of push-down accounting since it was obtained by
Xing in 2002 in connection with the formation of the Company for which no purchase adjustments were recorded. The cost of the
acquisition of the 20% equity interest has been allocated by Xing to the fair value of the Company’s identifiable net assets at the date of the
acquisition based on the additional 20% ownership interest acquired.

The following presents the fair values attributable to the assets acquired and liabilities assumed by Xing. These values exclude the historical
carrying values attributable to Xing’s original 80% equity interest in the Company:

November 30,
2006
RMB
Inventories 28,530
Property, machinery and equipment 36,737
Net deferred income tax liabilities (8,746)
Other tangible assets and liabilities acquired 100,048
Intangible assets:
- In-process research and development 41,739
- Other intangible assets 63,656
Goodwill (Note 8) 94,100
Purchase price allocated 356,064
Satisfied by:
- Cash consideration 170,343
- Fair value of Xing’s share issued (1,562,348 shares @ US$15.17 each) 185,721
Total consideration 356,064

The effects of the push-down accounting adjustments consist of the following:

(i)  Fair value adjustments to the extent of Xing’s additional 20% acquired interest relating to inventories of RMB 1,053, property,
machinery and equipment of RMB1,478 and other intangible assets of RMBS55,247. In addition, the accumulated depreciation and
accumulated amortization balances as of November 30, 2006 related to Xing’s original 80% ownership interest in the Company have
been eliminated against the gross carrying value of the respective property, machinery and equipment, and other intangible assets to
establish a new cost basis of these assets.

(i) In-process research and development of RMB41,739, representing Xing’s acquired interest in the estimated fair value of product
technologies under development as of November 30, 2006. These product development projects and related research and development
activities have no alternative future use, and were charged to expense by Xing and pushed down to the Group’s consolidated
statements of operations for the period from November 30, 2006 to December 31, 2006. In-process research and development as of
November 30, 2006 was valued using the multi-period excess earnings method. Under this method, the value of the in-process
research and development asset is determined as the present value of the incremental after-tax cash flows attributable only to that asset.

(iii)) Adjustments to deferred income taxes related to the temporary differences resulting from the above push-down accounting
adjustments. In accordance with EITF Issue No. 96-7, “Accounting for Deferred Taxes on In-Process Research and Development
Activities Acquired in a Purchase Business Combination”, in-process research and development is charged to expense on a gross basis
and does not reflect any tax benefit.
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3 New Basis accounting adjustments (continued)

(iv) Adjustments to goodwill under the new basis of accounting, which represented the sum of 80% of the goodwill arising from the initial
acquisition of CECT on February 8, 2003 and the goodwill arising from Xing’s acquisition of the remaining 20% interest in the
Company. In addition, retained earnings of the Group as of November 30, 2006, excluding the effect of the in-process research and
development charge, have been eliminated with a corresponding adjustment to additional paid-in capital.

4 Acquisitions

The Company accounts for its step-up acquisitions of the equity interests in CECT using the purchase method. This method requires that the
acquisition cost to be allocated to the assets acquired, including separately identifiable intangible assets, and liabilities assumed, based on a
pro-rata share of their estimated fair values. The Company makes estimates and judgments in determining the fair value of the assets
acquired and liabilities assumed based on independent appraisal reports as well as its experience in valuation of similar assets and liabilities.
If different judgments or assumptions were used, the amounts assigned to the individual acquired assets or liabilities could be materially
different. For each of the Group’s acquisitions the fair value of underlying net assets, representing the Company’s additional equity interest
acquired in CECT, exceeded the Company’s purchase price, giving rise to negative goodwill. Such negative goodwill was first allocated to
reduce the purchase price allocated to certain assets. The remaining unallocated negative goodwill has been recognized as an extraordinary
gain in the consolidated statements of operations in the year of acquisition.

Subsequent to the acquisition of an initial 65% equity interest (Note 8), the Company’s acquisitions of additional equity interest in CECT
include the following:

Acquisition of additional equity interest in CECT on July 31, 2005

On July 31, 2005, the Company completed the acquisition of an additional 25% equity interest in CECT from Huizhou Qiao Xing
Communication Industry Ltd. (“QXCI”), a subsidiary of Xing, for a total consideration of RMB75,000. QXCI acquired the 25% equity
interest in CECT from China Electronics Corporation (“CEC”) at the same consideration of RMB75,000 on July 29, 2005 on behalf of the
Company and in contemplation that the 25% equity interest in CECT acquired would be transferred to the Company on the same terms
shortly after the purchase. The transaction was structured to facilitate the governmental approval process for the acquisition. The favorable
purchase price primarily reflected the facts that (i) CEC sought to dispose of its interest in CECT on an accelerated basis to complete its own
group restructuring plans, and (ii) it became easier for domestic enterprises to manufacture mobile handsets in China due to regulatory
changes, which reduced the marketability and demand for the license held by CECT.

Additional capital injection into CECT on July 31, 2006

On July 31, 2006, the Company injected additional capital of US$18,750 (RMB149,600) into CECT in the form of cash. The minority
shareholder did not participate in the capital injection and as a result, the Company’s equity interest in CECT increased from 90% to
93.41%.

Additional capital injection into CECT on June 30, 2007

On June 30, 2007, the Company injected additional capital of US$50,000 (RMB380,425) into CECT in the form of cash. The minority
shareholder did not participate in the capital injection and as a result, the Company’s equity interest in CECT increased from 93.41% to
96.55%.
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4 Acquisitions (continued)

The following table summarizes the purchase price allocated to the fair value of the Company’s share of net assets acquired for each
acquisition at acquisition dates:

July 31, July 31,
2005 2006 June 30, 2007
RMB RMB RMB US$

Consideration:
Total cash consideration 4,607 149,600 380,425 52,152
Less: Ownership interest in cash consideration — (139,742) (367,295) (50,352)
Net cash consideration 4,607 9,858 13,130 1,800
Additional consideration:
- Investment in China Electronics Financial Co., Ltd. (Note (a)) 20,000 — — —
- Investment in Beijing Jinxin Hengtong Technology Company Limited

(Note (b)) 50,393 — — —

Total purchase consideration 75,000 9,858 13,130 1,800
Fair value of assets acquired:
Property, machinery and equipment 9,810 1,511 5,929 813
Land use rights — — 1,222 168
Other tangible assets and liabilities acquired 123,157 27,654 41,819 5,733
In-process research and development 65,237 6,287 7,981 1,094
Other intangible assets 67,617 13,914 16,009 2,195

Fair value of net assets acquired 265,821 49,366 72,960 10,003
Negative goodwill 190,821 39,508 59,830 8,203
Allocation of negative goodwill:
Property, machinery and equipment (9,810) (1,511) (5,929) (813)
Land use rights — — (1,222) (168)
In-process research and development (65,237) (6,287) (7,981) (1,094)
Other intangible assets (67,617) (13,914) (16,009) (2,195)

Negative goodwill allocated to fair value of long term assets (142,664) (21,712) (31,141) 4,270)
Extraordinary item — gain on acquisition of additional equity

interest in CECT 48,157 17,796 28,689 3,933

(a) Investment in China Electronics Financial Co., Ltd. (“CEFCL”)

CECT’s 3.86% interest in CEFCL, which was invested prior to the Company’s initial acquisition of CECT on February 8, 2003, had an
original investment costs of RMB20,000. The investment in CEFCL had continued to be accounted for under the cost method up till

July 29, 2005, when such investment was transferred to QXCI (and thereafter to CEC) at a consideration of RMB20,000. No dividends or
other distributions were received from CEFCL during this holding period and accordingly, the carrying value of the investment remained
at RMB20,000 as at July 29, 2005, when the Company was offered by CEC to repurchase the 3.86% non-controlling interest at
RMB20,000 and use that as part of the total consideration for the Company’s acquisition of the additional 25% equity interest in CECT.

F-19



Table of Contents

(b)

QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(amounts in thousands, except share and per share data)

Acquisitions (continued)
Investment in Beijing Jinxin Hengtong Technology Company Limited (“BJHTCL”)

BJHTCL was 90% owned by CECT at the date of the Company’s initial acquisition of CECT on February 8, 2003. Prior to the transfer to
QXCI (and thereafter to CEC) as part of the consideration for the Company’s acquisition of the additional 25% equity interests in CECT,
the major assets of BJHTCL were buildings and structures located in Beijing, and the related land use right. Based on an external
valuation report, the aggregate fair value of buildings and structures, and the land use right held by BIHTCL was RMB48,700 at July 29,
2005, which together with the aggregate carrying amount of cash and other receivables of RMB886, gave an estimated fair value of
BJHTCL of RMB49,586. Management has considered that the difference of RMB807 between the estimated fair value of RMB49,586
and the offer by CEC of RMB50,393 is immaterial.

The gain on disposal of BIHTCL of RMB10,307, as recognized in the consolidated statements of operations for the year ended
December 31, 2005, is calculated as follows:

RMB

Fair value of investment in BIHTCL 50,393
Net assets disposed of (Note 18) (40,086)

Gain on disposal of subsidiary 10,307
5 Accounts receivable, net

Accounts receivable, net consists of the following:
December 31,
2006 2007
RMB RMB US$

Accounts receivable 548,938 423,993 58,124
Less: Allowance for doubtful accounts (2,045) (5,429) (744)

Accounts receivable, net 546,893 418,564 57,380

The following table presents the movement of the allowance for doubtful accounts:
Old Basis New Basis
January 1, November
Year ended 2006 to 30, 2006 to
December November December Year ended
31,2005 30, 2006 31, 2006 December 31, 2007
RMB RMB RMB RMB US$

Balance at beginning of year/period 1,653 2,640 2,046 2,045 280
Bad debt expense 1,001 — — 3,384 464
Bad debt recovery (14) (594) (1) — =

Balance at end of year/period 2,640 2,046 2,045 5,429 744

The Group has a credit policy in place and the exposure to credit risk is monitored on an ongoing basis. Credit evaluations are performed
on all customers requiring credit over a certain amount. These receivables are due within 30 to 90 days from the date of billing. Normally,
the Group does not obtain collateral from customers.
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6 Inventories

Inventories by category consist of the following:

December 31,

2006 2007
RMB RMB US$
Raw materials 131,998 119,373 16,365
Finished goods 31,835 57,906 7,938
Total inventories 163,833 177,279 24,303

Inventories write-downs of RMB9,130, RMB3,152, RMB46 and RMB11,068 (US$1,517) for the year ended December 31, 2005, the
period from January 1, 2006 through November 30, 2006, the period from November 30, 2006 through December 31, 2006, and the year
ended December 31, 2007, respectively, were charged to cost of goods sold.

Inventories sold during the year ended December 31, 2005, the period from January 1, 2006 through November 30, 2006, the period from
November 30, 2006 through December 31, 2006, and the year ended December 31, 2007, include recovery of previously written down
inventory of RMB5,996, RMB16,033, RMBNil and RMB266 (US$36), respectively, as a result of the subsequent sale of such inventory
at amounts that were higher than the written down value.

7 Property, machinery and equipment, net

Property, machinery and equipment consist of the following:

December 31,
2006 2007
RMB RMB US$
Buildings and improvements 153,741 148,956 20,420
Machinery and equipment 34,608 32,915 4,512
Furniture and office equipment 1,962 1,948 267
Motor vehicles 699 1,728 237
Total property, machinery, and equipment 191,010 185,547 25,436
Less: accumulated depreciation (499) (10,078) (1,381)
Property ,machinery, and equipment, net 190,511 175,469 24,055

All the Group’s property, machinery and equipment are located in the PRC.

Applications for the property ownership certificates of three buildings with net book value of approximately RMB2,557 as of

December 31, 2007, were still in progress and have not been issued to the Group by the relevant offices of the State-owned Land Bureau
in the PRC.

Depreciation charge for each of the year/period was allocated to the following expenses items:

Old Basis New Basis
January 1, November
Year ended 2006 to 30, 2006 to
December November December Year ended
31,2005 30, 2006 31, 2006 December 31, 2007
RMB RMB RMB RMB US$
Cost of goods sold 4,172 3,584 344 9,192 1,260
Selling and distribution expenses 75 53 — 6 1
General and administrative expenses 3,203 1,634 155 1,556 213
Total 7,450 5,271 ﬂ 10,754 1,474

F-21



Table of Contents

QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(amounts in thousands, except share and per share data)

8 Goodwill

On February 8§, 2003, the Company completed the acquisition of its initial 65% equity interest in CECT which resulted in the recognition
of goodwill of RMB23,393 (“Old Basis™). Such historical goodwill was subsequently adjusted to RMB18,714 to reflect the effects of the
application of push-down accounting on November 30, 2006 (“New Basis™). Goodwill also includes RMB94,100, which arose from
Xing’s acquisition of the remaining 20% interest in the Company, which upon application of push-down accounting was recognized on
the Company’s consolidated financial statements (Note 3).

9 Other intangible assets, net

Intangible assets, which arose from the acquisition of the Group’s initial 65% equity interest in CECT on February 8, 2003, and from the
push-down accounting adjustments on November 30, 2006 upon Xing’s acquisition of an additional 20% equity interest in the Company
(as discussed in Note 3), comprise the following components:

December 31, 2006

Gross Other
carrying Accumulated intangibles
amount amortization assets, net

RMB RMB RMB

“CECT” brand 39,835 — 39,835
Customer relationships 5,418 (306) 5,112
Completed technology 16,950 (823) 16,127
Core technology 24,193 (742) 23,451
Backlog 9,175 (2,294) 6,881
Licenses 1,725 (123) 1,602
Total 97,296 (4,288) 93,008
December 31, 2007
Gross
carrying Accumulated
amount amortization Other intangible assets, net
RMB RMB RMB US$
“CECT” brand 39,835 — 39,835 5,461
Customer relationships 5,418 (4,470) 948 130
Completed technology 16,950 (10,866) 6,084 834
Core technology 24,193 (10,455) 13,738 1,883
Backlog 9,175 9,175) — —
Licenses 1,725 (1,602) 123 17
Total 97,296 (36,568) 60,728 8,325

The fair value of the “CECT” brand name was estimated using the Relief-from-Royalty Method, a discounted cash flow approach which
brings into play, in the case of CECT, a single set of estimated cash flows and a discount rate commensurate with the risk. The cash flow
contribution from the brand name comes from savings in royalty that CECT would have to pay to a third party for the use of its brand
name if CECT had not had the right to use it but nevertheless had wanted its products to have a recognized brand. The cash flow
contribution of the “CECT” brand name is linked to the cash inflow from the sales revenue of CECT. As there is a lack of publicly
available information about comparable licensing transactions in the PRC suitable for the Group’s purpose, the royalty savings as a
percentage of sales revenue is estimated by comparing the operational profit margin as a percentage of sales revenue of CECT with its
superior “CECT” brand name with those of comparable companies in the PRC which operate on an OEM sub-contractor basis or with an
inferior brand. Also, marketing expense is required to maintain the brand name for CECT. An average of marketing expense as a
percentage of sales revenue is taken from the statements of operations of CECT in the medium term forecast. This percentage is then used
to estimate cash outflow relating to marketing expense in the cash flow forecast under the Relief-from-Royalty Method.
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9 Other intangible assets, net (continued)

Amortization of other intangible assets is recognized on a straight-line basis over the estimated useful lives. The expected future
amortization expense is as follows:

RMB
Year ending December 31,
- 2008 11,727
- 2009 4,733
-2010 4,433
Total 20,893
10  Short-term borrowings
Short-term borrowings consist of the following:
December 31,
2006 2007
RMB RMB US$
Bills payable 216,978 197,335 27,052
Bank loans 368,087 786,569 107,829
Other borrowings, secured by bills receivable 17,725 — —
Total short-term borrowings 602,790 983,904 134,881

Bills payable represents bank borrowings with payment terms of not more than 180 days and are non-interest bearing unless they become
trust receipt loans which then bear interest at the prevailing bank lending rates.

During each of the periods presented, the Group entered into various loan agreements with commercial banks in the PRC at terms ranging
from three months to one year. The weighted average interest rate on bank loans was 5.8%, 6.0%, 6.4% and 6.7% per annum for the year
ended December 31, 2005, the period from January 1, 2006 through November 30, 2006, the period from November 30, 2006 through
December 31, 2006, and the year ended December 31, 2007, respectively. The principal amounts of these short-term loans are repayable
at the end of the loan period, while the related interest expense of these short-term loans is payable on a monthly or quarterly basis.

Short-term borrowings of RMB78,087 and RMB73,046 as of December 31, 2006 and 2007, respectively are subject to certain financial
covenants relating to certain of the Group’s and Xing’s tangible net worth, borrowing to tangible net worth plus minority interest, current
ratio, and interest to earnings before interest and taxes ratios. If the Group were to breach the covenants the drawn down facilities would
become payable on demand. The Group was in compliance with these financial covenants as of December 31, 2006 and 2007.

Short-term borrowings are secured by the following:

December 31,

2006 2007

RMB RMB US$
Pledged by: 119,302 94,384 12,939
- Bank deposits 17,725 — —
- Bills receivable
Guarantees provided by:
- Qiao Xing Group Limited (“QXGL”) 449,000 160,000 21,934
- QXGL and directors of the Company 400,000 570,000 78,140
- Xing 78,087 338,006 46,336

- director of the Company 60,000 — —
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11 Segment information

The Group has one operating segment — CECT, the operating subsidiary in the PRC. The results of CECT used by the management to
evaluate business performance are based on U.S. GAAP and those accounting policies are consistent with those used in the preparation of
the consolidated financial statements.

Segment income is determined based on income before income tax expense, minority interests and extraordinary items and further excludes
amortization of other intangible assets, in-process research and development, impairment of equity investment, fair value adjustments on
inventories, property, machinery and equipment, and land use rights and interest income, administrative expenses and net foreign currency
exchange gains or losses of the Company. Segment assets consist of total assets of CECT excluding goodwill, other intangible assets, fair
value adjustments on property, machinery and equipment, and land use rights, and assets held by the Company.

Old Basis New Basis
Year January 1, November
ended 2006 to 30, 2006 to
December November December Year ended
31, 2005 30, 2006 31, 2006 December 31, 2007

RMB RMB RMB RMB US$
Revenues
- Sales of mobile phones and accessories 1,806,076 2,239,458 254,546 3,113,756 426,858
- Services and other revenues 58,049 41,740 1,467 27,338 3,747

Total segment and consolidated revenue 1,864,125 2,281,198 256,013 3,141,094 430,605

Segment income 269,159 377,723 32,320 746,618 102,352
Segment assets 1,733,016 1,927,111 2,136,120 3,492,959 478,842
Interest income 5,592 5,320 631 10,619 1,456
Interest expense (32,332) (27,115) (2,213) (47,034) (6,448)
Depreciation (8,051) (6,677) (630) (12,504) 1,714)
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11 Segment information (continued)

A reconciliation of segment income to consolidated income (loss) before income tax expense, minority interests and extraordinary items for
the year ended December 31, 2005, the period from January 1, 2006 through November 30, 2006, the period from November 30, 2006
through December 31, 2006 and the year ended December 31, 2007 is as follows:

Old Basis New Basis
January 1, November
Year ended 2006 to 30, 2006 to
December November December Year ended
31, 2005 30, 2006 31, 2006 December 31, 2007
RMB RMB RMB RMB US$
Segment income — CECT 269,159 377,723 32,320 746,618 102,352
In-process research and development — — (41,739) — —
Amortization of other intangible assets (11,880) (10,890) (4,288) (32,280) (4,425)
Impairment of other equity investment (7,517) — — — —
Fair value adjustment on property, machinery and
equipment 601 1,406 131 1,750 240
Fair value adjustment on inventories — — (1,053) (502) (69)
Fair value adjustment on land use rights — — — 13 2
Interest income, administrative expenses and net foreign
currency exchange gain (loss) of the Company 1,155 3,368 1,194 (4,348) (596)
Consolidated earnings (loss) before income tax
expense, minority interests, and extraordinary
items 251,518 371,607 (13,435) 711,251 97,504

A reconciliation of segment assets to consolidated total assets as of December 31, 2006 and 2007 is as follows:

December 31,

2006 2007

RMB RMB US$
Total segment assets — CECT 2,136,120 3,492,959 478,842
- Goodwill 112,814 112,814 15,465
- Other intangible assets, net 93,008 60,728 8,325
- Property, machinery and equipment, net (9,658) (14,042) (1,925)
- Land use rights — (1,169) (160)
- Assets held by the Company 3,868 342,812 46,996

Total assets 2,336,152 3,994,102 547,543
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12 Income taxes

The Company and its subsidiaries are subject to income tax on an entity basis on income arising in or derived from the tax jurisdictions in
which they operate.

The Company was incorporated under the International Business Companies Act of the BVI and, accordingly, is exempt from BVI income
taxes.

Substantially all of the Group’s income before income tax expense, minority interests, and extraordinary items is generated in the PRC by
CECT, which was regarded as a “high-tech enterprise” by the PRC government and was granted a preferential PRC enterprise income tax
rate of 15%. Further, CECT was granted a tax holiday from the PRC enterprise income tax for the period from May 22, 2000 to
December 31, 2002, and entitled to a 7.5% PRC enterprise income tax rate from January 1, 2003 through December 31, 2005. The branch
of CECT at Huizhou, the PRC, is subject to the PRC enterprise income tax at a rate of 24% as the branch is regarded as a manufacturing
entity located at the coastal zone.

On March 16, 2007, the Fifth Plenary Session of the Tenth National People’s Congress passed the Enterprise Income Tax Law of the PRC
(the “New Tax Law”) which took effect on January 1, 2008. Further, on December 6, 2007, the State Council released the implementation
rules to the Enterprise Income Tax Law. According to the New Tax Law, from January 1, 2008 the applicable enterprise income tax rates
for enterprises in the PRC will be 25%. However, certain “qualifying high-technology enterprises” will be entitled to a reduced enterprise
income tax rate of 15% if they are recognized and obtain the approval as “qualifying high-technology enterprises” under the New Tax Law.
The detailed application of the newly introduced preferential tax policies have yet to be made public.

Under the New Tax Law and before obtaining any “qualifying high-technology enterprise” status, CECT, including its Huizhou branch,
would be subject to the enterprise income tax rate of 25% commencing from the year beginning January 1, 2008. The deferred tax assets
and liabilities of CECT are measured using the enacted tax rate of 25% that is expected to apply in the years in which those temporary
differences are expected to be recovered or settled. In the event that CECT is subsequently granted the “qualifying high-technology
enterprise” status under the New Tax Law, adjustments will be made to the deferred tax balance of CECT in the year that such status is
obtained.

The New Tax Law also imposes a 10% withholding income tax for dividends distributed by a foreign invested enterprise to its immediate
holding company outside China for distribution of earnings generated after January 1, 2008. Under the New Tax Law the distribution of
earnings generated prior to January 1, 2008 are exempt from the withholding tax, therefore, the Company has not recognized a deferred tax
liability for the undistributed earnings through December 31, 2007.

Income tax expense consists of the following:

Old Basis New Basis
Year January 1, November
ended 2006 to 30, 2006 to
December November December Year ended
31,2005 30,2006 31,2006 December 31, 2007

RMB RMB RMB RMB US$
Current expense 22,217 55,731 4,718 119,614 16,398
Deferred expense (benefit) (5,498) 260 467) (6,237) (855)

Total income tax expense 16,719 55,991 4,251 113,377 15,543
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12 Income taxes (continued)
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Substantially all of the taxable income of the Group is generated by CECT, the Group’s subsidiary located in the PRC that is subject to the
PRC enterprise income tax. A reconciliation of the expected income tax expense (based on the PRC statutory income tax rate) to the actual

income tax expense is as follows:

Expected tax based on PRC statutory income tax rate at

33%
Tax effect of preferential tax rates
Tax effect of tax holidays
Tax rate differential of the Company

Non-deductible in-process research and development

Non-deductible advertising expenses

Non-deductible share-based compensation expenses —

Other non-deductible expenses
Non-taxable income

Actual income tax expense

Effect of tax holidays per share

Old Basis New Basis
Year January 1, November
ended 2006 to 30, 2006 to
December November December Year ended
31, 2005 30, 2006 31, 2006 December 31, 2007
RMB RMB RMB RMB US$
83,001 122,630 (4,434) 234,713 32,176
(46,200) (67,160) (4,753) (134,627) (18,455)
(24,120) — — — —
(381) (2,274) (394) 2,189 300
— 13,775 —
2,315 1,239 54 — —
149 — 10,037 1,376
2,112 1,407 3 1,065 146
®) — — — —
16,719 55,991 4,251 113,377 15,543
0.60 — — — —

Deferred income tax assets and liabilities reflect the net tax effect of temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant components of those amounts shown
on the consolidated balance sheets are as follows:

Deferred tax assets:

Allowance for doubtful accounts
Inventory write-off’s

Accrued product warranties

Property, machinery and equipment, net
Land use rights

Total deferred tax assets

Deferred tax liability:
Other intangible assets, net

Net deferred tax asset (liability)
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December 31,
2006 2007

RMB RMB US$
352 868 119
2,587 3,602 494
1,021 1,215 166
2,212 3,268 448
— 281 39
6,172 9,234 1,266

(13,952) (9,110) (1,249)

(7,780) 124 17
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Income taxes (continued)

In assessing the realizability of deferred income tax assets, management considers whether it is more likely than not that some portion or
all of the deferred tax assets will not be realized. The ultimate realization of deferred tax assets is dependent upon the generation of future
taxable income during the periods in which those temporary differences become deductible. Management considers the scheduled
reversal of deferred tax liabilities, projected future taxable income, and tax planning strategies in making this assessment.

Based upon the level of historical taxable income and projections for future taxable income over the periods in which the deferred tax
assets are deductible, management believes that it is more likely than not that the Group will realize the benefits of the deductible
differences as of December 31, 2006 and 2007. The amount of the deferred tax assets considered realizable, however, could be reduced in
the near term if estimates of future taxable income are reduced.

As of January 1, 2007, the Group has no material unrecognized tax benefit which would favorably affect the effective income tax rate in
future periods and does not believe there will be any significant increases or decreases within the next twelve months. According to the
PRC Tax Administration and Collection Law, the statute of limitations is three years from 2005 to 2007 if the underpayment of taxes is
due to computational errors made by the taxpayer or the withholding agent. The statute of limitations extends to five years from 2003 to
2007 under special circumstances, which are not clearly defined. In the case of a related party transaction, the statute of limitation is ten
years from 1998 to 2007. There is no statute of limitation in the case of tax evasion.

Distribution of income

For the year ended December 31, 2005, the period from January 1, 2006 through November 30, 2006, the period from November 30,
2006 through December 31, 2006, and the year ended December 31, 2007, substantially all of the Group’s income was contributed by
CECT. Income of CECT, as determined under generally accepted accounting principles in the PRC (the “PRC GAAP”), is distributable
after transfer to dedicated statutory reserve funds, namely, the general reserve, the enterprise expansion fund, and the staff welfare and
bonus fund, pursuant to the laws applicable to Foreign Investment Enterprises in the PRC and the Company’s articles of association.
These reserve funds can only be used for specific purposes and are not distributable as cash dividends. Under the relevant regulations,
CECT is required to transfer at least 10% of its annual PRC GAAP income to the general reserve until such reserve reaches 50% of its
registered capital.

Transfers to the enterprise expansion fund and the staff welfare and bonus fund are at the discretion of the board of directors of CECT.
For the year ended December 31, 2005, the period from January 1, 2006 through November 30, 2006, the period from November 30,
2006 through December 31, 2006, and the year ended December 31, 2007, CECT had made transfers to the general reserve of
approximately RMB24,228, RMBNil, RMB29,118 and RMB65,796 (US$9,020), respectively. The board of directors of CECT did not
recommend any transfers to the enterprise expansion fund and the staff welfare and bonus fund for the year ended December 31, 2005,
the period from January 1, 2006 through November 30, 2006, the period from November 30, 2006 through December 31, 2006 and the
year ended December 31, 2007. The accumulated balance of statutory reserve funds maintained at CECT as of December 31, 2006 and
2007 were RMB67,131 and RMB137,126 (US$18,798), respectively.

Ordinary shares

Pursuant to a shareholders’ resolution of the Company passed on January 8, 2007, the par value of the Company’s shares was reduced to
nil and the Company was authorized to issue an unlimited number of ordinary shares. As a result, the Company’s additional paid-in
capital account as of January 8, 2007 of approximately RMB308,283, which relates to the proceeds from issuance of ordinary shares in
prior periods, was transferred to and became part of the Company’s ordinary share capital.

On April 13, 2007, the Company’s Board of Directors and Xing approved and executed a 40-for-one split of the Company’s ordinary
shares. All shares and per share amounts presented in the accompanying consolidated financial statements have been presented on a
retroactive basis to reflect the effect of the share split.

On May 3, 2007, the Company issued 12,500,000 new ordinary shares at US$12 per share in connection with its [IPO on the NYSE. The
net proceeds from the IPO, after deduction of related expenses, amounted to approximately RMB1,021,219 (US$139,997).
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Share-based compensation
Xing 2005 Stock Plan

On December 2, 2005, the shareholders of the Company’s parent company, Xing, approved and adopted the 2005 Stock Compensation
Plan of Xing (the “Xing 2005 Stock Plan”), which allows for the issuance of either incentive stock options and or non-qualified stock
options to certain directors, employees and external advisors of Xing and its subsidiary companies. A total of 2,000,000 common shares
were authorized and reserved for issuance under the Xing 2005 Stock Plan as of December 31, 2005.

On February 24, 2006, pursuant to the Xing 2005 Stock Plan, Xing granted a total of 2,000,000 share options, of which 120,000 share
options were granted to a director and 1,880,000 share options were granted to certain employees of the Group, as compensation for
services rendered by them to the Group. The fair value of these options was estimated at the date of grant to be US$3.6495 each by using
the Black-Scholes option pricing model. These options, each of which gives the holder the right to subscribe for one ordinary share of
Xing at an exercise price of US$7.00, vested immediately and were exercisable within a period of ten years from the date of grant. The
options granted are not exercisable into ordinary share of the Company. The Group recorded share-based compensation expense of
RMB3,522 (US$451), being the fair value of the options at the date of grant as computed using the Black-Scholes option pricing model,
in the period from January 1, 2006 through November 30, 2006 and a corresponding credit to additional paid-in capital. No other options
were granted to the directors or the employees of the Group pursuant to the Xing 2005 Stock Plan for the period from November 30, 2006
to December 31, 2006 and for the year ended December 31, 2007.

OXMC 2007 Stock Plan

Pursuant to a shareholders’ resolution passed on March 19, 2007, the Company adopted an equity incentive plan (the “QXMC 2007 Stock
Plan”) under which the Company may grant incentive stock options, nonstatutory stock options, restricted stock, stock appreciation
rights, restricted stock units, performance units, performance shares and other stock based awards to certain qualifying directors,
employees and consultants of the Group in accordance with the provisions of the QXMC 2007 Stock Plan.

On March 19, 2007, the Company granted stock options to a director and various employees of the Group to purchase 2,716,520 shares of
the Company’s ordinary shares at an exercise price of US$7.50 per share. The options granted have terms ranging from 2 to 6 years from
the date of grant and vest on various dates commencing from November 1, 2007.

The fair value of the share options on the date of grant was estimated by management using the Black-Scholes option pricing based on the
following assumptions:

Fair value of underlying ordinary shares on grant date US$ 10.43
Expected share price volatility 47.50%
Expected dividend yield 0.0%
Expected term (in years) 35
Risk-free interest rate 5.0%

The estimated fair value of the Company’s underlying shares on the date of grant was determined by management considering the
valuation performed by American Appraisal China Limited, an unrelated independent valuation firm. Because the Company did not have
a trading history at the time the options were issued, the weighted average expected volatility of 47.50% was estimated based on the
average volatility of several comparable listed companies in the telecommunication equipment sector. The risk-free rate for periods
within the contractual life of the options is based on the market yield of U.S. dollar China International Government Bonds in effect at the
time of grant. The expected dividend yield was based on historical dividends. The expected term was estimated based on the average
vesting and contractual terms as the Company does not have sufficient data on which to estimate the expected future exercises of the
option granted. Changes in these subjective input assumptions could materially affect the fair value estimates.
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Share-based compensation (continued)
QXMC 2007 Stock Plan (continued)

The Company recognizes compensation cost based on the grant date fair value over the period that the employees are required to provide
services in exchange for the award. The amount of share-based compensation expense recognized for the options was approximately
US$5,119 (RMB38,626) during the year ended December 31, 2007, of which 1% was charged to selling and distribution expenses, 94%
to general and administrative expenses and 5% to research and development expenses, with a corresponding increase in additional paid-in
capital. As of December 31, 2007, the total unrecognized compensation cost related to unvested share options amounted to US$9,080,
which is expected to be recognized over a remaining weighted average vesting periods of 2.2 years.

In addition, on March 19, 2007, in consideration of services rendered in connection with the Company’s IPO, the Company also granted
an option to a consultant to purchase up to 1,200,000 shares of the Company’s common stock at an exercise price of US$18.00 per share
with a term of four years commencing from the grant date. The option vested on April 1, 2007 and will expire on March 18, 2011. The
estimated fair value of the option, which amounted to approximately RMB 12,859 (US$1,763) as computed using the Black-Scholes
option-pricing model on the grant date, was credited to additional paid-in capital and included as ordinary shares issuance costs during the
year ended December 31, 2007.

The fair value of the share options on the date of grant was US$1.385 per share option which was estimated by management using the
Black-Scholes option pricing based on the following assumptions:

Fair value of underlying ordinary shares on grant date US$ 10.43
Expected share price volatility 48.90%
Expected dividend yield 0.0%
Expected term (in years) 2.0
Risk-free interest rate 5.1%

Stock option activity of the Company during the year ended December 31, 2007, was as follows:

Weighted Weighted
average average
exercise remaining Aggregate
Number of price contractual intrinsic
options per share term value
US$ US$
Balance as of January 1, 2007 — —
Granted on March 19, 2007 3,916,520 10.72
Balance as of December 31, 2007 3,916,520 10.72 3.7 years 2,581
Exercisable as of December 31, 2007 2,031,720 13.70 2.4 years 790
16  Fair value of financial instruments

The carrying amount of cash, accounts receivable, prepaid expenses and other current assets, amounts due to related parties, accrued
liabilities and other payables and current liabilities and short-term borrowings, approximates their fair values because of the short
maturity of these instruments.
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17 Commitments and contingencies

(a) Operating lease commitments

The Group has operating lease agreements for office and factory premises, which extends through December 2010. As of December 31,
2007, the Group’s future minimum lease payments required under non-cancellable operating leases are as follows:

RMB
Year ending December 31,
- 2008 4,531
- 2009 3,052
- 2010 3,051
Total 10,634

Lease expenses of the Group for the year ended December 31, 2005, the period from January 1, 2006 through November 30, 2006, the
period from November 30, 2006 through December 31, 2006, and the year ended December 31, 2007 were approximately RMB3,433,
RMB3,347, RMB323 and RMB4,560 (US$625), respectively.

(b) Guarantees

The Group had provided guarantees to banks in respect of borrowings granted to QXCI to the extent of RMB 190,000 and RMB 150,000
(US$20,563) as of December 31, 2006 and 2007, respectively. Such borrowings were utilized by QXCI to the extent of RMB 145,700 and
RMB107,550 (US$14,744) as of December 31, 2006 and 2007, respectively.

18 Supplemental disclosure of cash flow information

As more fully described in Note 4, the Company purchased an additional equity interest in CECT on July 31, 2005. Part of the purchase
consideration was the Company’s investment in CEFCL, which had a carrying value of RMB20,000 at July 31, 2005, and the Group’s net
investment in BJHTCL. At July 31, 2005, the carrying amounts of BJHTCL’s assets and liabilities that were transferred to QXCI (and
thereafter to CEC) in the above transaction consisted of:

RMB
Cash 126
Other receivables 751
Property, machinery and equipment, net 37,826
Lease prepayments 1,383
Net assets disposed of (Note 4) 40,086

The net cash outflow in respect of the acquisition of the additional equity interest in CECT and the disposal of BIHTCL for the year
ended December 31, 2005 is as follows:

RMB
Cash disposed of 126
Plus: additional cash consideration agreed to 4,607
Less: Prepaid consideration as of December 31, 2004 (1,000)
Less: Consideration paid by Xing on behalf of the Group (Note 19(c)) (3,607)
Net cash outflow in respect of acquisition of additional interest in CECT 126
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19 Related party transactions

(a) Name and relationship of related parties

Name of related party

Existing relationship with the Company

Qiao Xing Universal Telephone, Inc. (“Xing”)

Huizhou Qiao Xing Communication Industry Ltd. (“QXCI”)
Qiao Xing Communication Holdings, Ltd. (“QXCH”)

Qiao Xing Group Limited (“QXGL”)

Qiao Xing Electronics Holdings Co., Ltd. (“QXEH”)

China Electronics Corporation (“CEC”)

China Electronics Beijing Real Estate Management Co., Ltd.

Parent company

Subsidiary of Xing

Subsidiary of Xing

A company controlled by certain directors of the Company
A company controlled by certain directors of the Company
Minority shareholder of CECT until July 29, 2005

CEC is a shareholder

(“CEBREM”)

(b) Summary of related party transactions

®

(ii)

(iii)

@iv)

™)

(vi)

During the year ended December 31, 2005 and the period from January 1, 2006 through November 30, 2006, the Group sold mobile
phones and accessories to QXCI, a subsidiary of Xing, in the ordinary course of its business at similar terms as the Group traded
with its independent customers, amounting to RMB4,710 and RMB1,377 respectively.

During the year ended December 31, 2005, the Group purchased handset components from QXCI in the normal course of its
business at similar terms as the Group traded with its independent suppliers, amounting to RMB61,972. The amounts charged to
cost of goods sold when sold during the year ended December 31, 2007.

During the year ended December 31, 2005, the period from January 1, 2006 through November 30, 2006, the period from
November 30, 2006 through December 31, 2006, and the year ended December 31, 2007, the Group received processing fee income
from QXCI for handset processing services rendered, amounting to RMB6,234, RMB2,709, RMB859 and RMB13,314 (US$1,825)
respectively.

During the year ended December 31, 2005, the Group paid rental expenses to CEC, a minority shareholder of CECT until July 29,
2005, for renting an office premise in Beijing, the PRC, amounting to RMB1,325. CEC was no longer a related party to the Group
since July 29, 2005.

During the year ended December 31, 2005, the Group paid property management fees to CEBREM for an office premise in Beijing,
the PRC, amounting to RMB852. CEBREM was no longer a related party to the Group since July 29, 2005.

The Company provided guarantee in respect of US$40,000 of senior convertible notes issued by Xing to two strategic investors in
June 2006. Immediately prior to the listing of the Company’s ordinary shares on the NYSE on May 3, 2007, the two strategic
investors converted the US$40,000 convertible notes into 7,800,000 ordinary shares of the Company that were then owned by Xing.

The Group also participates in a cash management arrangement at the direction and discretion of Xing as further described below. Other
transactions with related parties are set out in other Notes to the consolidated financial statements.
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19 Related party transactions (continued)

(c) Summary of related party balances

December 31,
2006 2007
RMB RMB US$
Amount due to Xing (345,122) (4,532) (621)

The amount represents non-interest bearing net advances to and from Xing which are unsecured and have no fixed repayment terms, as a
result of the Group’s participation in a cash management and arrangement at the direction and discretion of Xing, as of December 31,
2006 and 2007 in respect of the following advances to and from the related parties of Xing:

December 31,

2006 2007

RMB RMB US$
Amounts due from(to) related parties before the execution of the deed of assignment:
- Xing (264,171) (54,848) (7,519)
- QXCH (78,639) — —
- QXGL 30,727 (1,914) (262)
- QXEH (26,420) — —
- Shareholder of Xing: Wu Li Zhi Jian (9,492) — —
- Director: Wu Zhi Yang (837) (737) (101)
- QXCI 3,710 52,967 7,261

Net advances from Xing (345,122) 4,532) (621)

The above related party balances are principally the result of the Group’s participation in a cash management arrangement at the direction
and discretion of Xing. Under the arrangement, the Group periodically both transfers cash to and receives cash from these related parties
(Note 2(c)).

Included in the gross balance due to Xing as of December 31, 2006 was an amount of RMB3,607 (Note 18) paid by Xing on behalf of the
Group for the acquisition of an additional interest in CECT.

20 Subsequent event

Pursuant to a Securities Purchase Agreement and Registration Rights Agreement signed on May 15, 2008, the Company issued to two
existing shareholders of the Company (the “Investors”) US$70,000 worth of 3-year senior convertible notes (the “Notes”) with warrants.
The Notes have a 4.0% annual coupon and are redeemable at par. The consideration paid on May 15, 2008 by the Investors for the Notes
comprised a combination of 6,966,666 shares of the Company’s common stock that were owned by the Investors, valued at
approximately US$48,349 based on the closing market price of the Company’s shares on May 14, 2008 and cash of US$21,651. All
shares submitted by the Investors in exchange for the Notes will be cancelled. The net cash proceeds raised by the Company are expected
to be used for general corporate purposes, including funding potential ventures which the Company is currently evaluating.
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Exhibit 4.3
SOFTWARE LICENSE AGREEMENT
BETWEEN
CEC TELECOM CO., LTD.
AND
ACCESS (BEJING) TECHNOLOGY CO., LTD.
(TRANSLATION)

SOFTWARE LICENSE AGREEMENT

This Software License Agreement (this “Agreement”) is entered into in _Beijing ,the People’s Republic of China (the “PRC”) on [March 10th,
2008] by and between CEC Telecom Co., Ltd. (“Party A”), with its address being at Floor 10, China Electronics and Information Building, 6
Zhongguancun South Street, Haidian District, Beijing, and its legal representative being Wu Zhiyang, and ACCESS (Beijing) Technology Co.,
Ltd., with its address being at Floor 3, China Shumagang Building, #1 Wangjing north road, Chaoyang District, Beijing, 100102, and its legal
representative being Su Fabao. Party A and Party B are hereinafter collectively referred to as the “Parties”.

Whereas, Party B has developed relevant software to be used to operate such functions on the mobile phones (each an “MP” and collectively
“MPs”) as mMMs, mWapBrowser, WapStack1.2.1 or WapStack 2.0 (“Party B’s Software”, as further defined herein below) and is the owner
of Party B’s Software and the intellectual property rights therein.

Whereas, Party A has adopted certain MP products developed and designed by third parties or independently developed by Party A based on
SkyWorks, Philips and Ti MP hardware platforms (not limited to such three kinds of platforms, subject to further consultations between the
Parties based on the actual situation).



Whereas, Party A desires to use Party B’s Software in the foregoing MP products developed and designed by third parties and sold under Party
A’s owned brand “CECT” (the “Licensed Products”) and is willing to pay Party B software licensing royalties (‘“Royalties”).

NOW, THEREFORE, after friendly consultations and pursuant to the Contract Law of the PRC and other relevant PRC laws and regulations,
Party A and Party B hereby reach agreements as follows:

ARTICLE 1 DEFINITIONS

In order to avoid any doubt, unless otherwise defined in other places herein, the following terms shall have the meanings ascribed thereto
below:

1.1 “Party B’s Software” means the application software developed and owned by Party B which is used to operate such functions on the MPs
as [receipt and delivery of mobile multimedia messages and WAP browsing], in particular, nMMS, mWapBrowser and WapStack 1.2; and if
Party A intends to obtain Party B’s license with respect to any software owned by or licensed to Party B other than Party B’s Software, the
Parties shall execute separate supplemental licensing provisions.

1.2 “Technical Documentation” means all the know-hows, experiences, drawings, requirement specifications, design specifications, encoding
rule specifications, source codes, testing directions, and other technical materials and information in which the copyrights are owned by Party B
or which are related to Party B’s Software, that are owned by Party B, related to Party B’s Software or are of reasonable commercial interests
to Party B.

1.3 “IMEI No.” means the International Mobile Equipment Identity (“IMEI”’) Number issued by a neutral issuing agency authorized by the
GSM Alliance (“the Notify Body”) based on the Testing Report of the FTA Certification Lab, which is used to identify an MP and shall be
unique throughout the world.

1.4 “Delivery Quantity” means the sum of the quantity of the Licensed Products supplied to Party A’s agents by Party A (including both the
products sold to end users and the products not yet sold to end users) and the quantity of the Licensed Products directly sold to end users by
Party A or its affiliates.



1.5 “Improvement” means any enhancement of, or modification or amendment to any part of Party B’s Software at any version, or any work
performed to increase the scope of use, functions or any other features of Party B’s Software.

1.6 “Derivative Work™ means any technology or work product relating to Party B’s Software that developed or obtained by the Parties in
connection with the performance of this Agreement, including without limitation to:

(i) with respect to any content covered under any copyright interests or granted copyright, any translation (including the translation into any
other computer language), modification, correction, addition, extension, upgrade, improvement, compilation or abridgement thereof, or any
work in any other form that has been remanufactured or converted or adapted from any existing work product;

(i1) with respect to any content covered under any patent application or granted patent, any improvement thereto; and

(iii) with respect to any content under the protection as a trade secret, any new content developed from existing trade secret, including any new
content that is entitled to the protection as copyright, patent and/or trade secret.

1.7 “Confidential Information” means any and all the proprietary or confidential information, data, Technical Documentation, trade secrets or
know-hows that may be provided by either Party to the other in written, oral, physical or digital electronic form in connection with the
performance of this Agreement, including but not limited to, software, inventions, processes, formulae, technologies, designs, patterns,
database, computer programs, IP developments, business plans, information about market situation, marketing, financial budgets and business,
business cooperation, commercial transactions, research materials, products and product plans, services, customer information and customer
lists. The Parties hereby acknowledge and confirm that the foregoing confidential information is owned by the disclosing Party. I is not
publicly available and can bring economic interests to the disclosing Party and is of value. The disclosing Party has taken appropriate actions to
protect such information and data.

1.8 “Intellectual Property Rights” means all rights in any intellectual property in any jurisdiction in the world, including patent, trademark,
copyright, proprietary technique, trade secret, service mark, trade name,



design, good will and know-how, including the right to apply for the same, whether recordable, recorded, registered or granted.

1.9 “Affiliate” means, with respect to either Party, a person which is controlled by, or controls, or is under common control with such Party,
whether directly or indirectly, in each case, through the ownership of 50% or more of the equity interest. For purposes of this definition, a
“person” refers to an individual, corporation, partnership, joint venture, enterprise, association, joint venture company, joint stock company,
limited liability company or legal person.

ARTICLE 2 GRANT OF LICENSE

2.1 Subject to the terms and conditions in this Agreement, Party B hereby grants Party A a nonexclusive, non-solely occupied and non-
transferable license to use Party B’s Software in Licensed Products within the term of this Agreement in accordance with this Agreement (the
“License”). Party B shall have the full right to grant any third party a license to use Party B’s Software and may use Party B’s Software for its
own benefit at any time out of its own need, in each case, with no need to obtain the consent from Party A or give notice to Party A.

2.2 Without written authorization or consent from Party B, Party A shall not license, grant a license to, or permit any third party, to use or have
any right in Party B’s Software.

2.3 If requested by Party A, Party B may provide Party A with such services as technical support and training, which shall be subject to further
consultations(including the scope of services and fees) and written agreement between the Parties.

2.4 After the effectiveness of this Agreement, if Party B or an Affiliate thereof has improved or upgraded Party B’s Software or developed a
new version thereof, the authorized use of such Improvement, upgrade or new version and the payment for such use shall be subject to further
consultations and written agreement between the Parties.

ARTICLE 3 INTELLECTUAL PROPERTY RIGHTS

3.1 The Parties hereby acknowledge that Party B shall have the good and exclusive ownership of the Intellectual Property Rights in, Party B’s
Software at whichever version and any Improvement thereto, any work product developed, generated or obtained by either Party in connection
with the performance of this Agreement within the term of this Agreement,



irrespective of the form or media in which it is expressed or saved, including but not limited to the Derivative Work thereof, and the Technical
Documentation and the Confidential Information related thereto, and have the right to use such Intellectual Property Rights all over the world,
including the PRC, the right to apply to the relevant authorities for the recording or registration of or a grant of a right with respect to such
Intellectual Property Rights in any other jurisdiction, and the right to make any amendment or Improvement in any form to the foregoing
software, Improvement, work product, Technical Information and Confidential Information of Party B. Party A hereby further acknowledge
that in no case shall Party A or any third party have the ownership of or Intellectual Property Rights in any of the foregoing Party B’s Software,
Improvement, Derivative Work or relevant Technical Documentation or Confidential Information, including such right as to apply for, record,
register or license the same.

3.2 Party A shall endeavor to take necessary actions to protect Party B’s Software from infringement and promptly notify in writing Party B of
any infringement upon Party B’s Software or any challenge from any person to Party A’s use right with respect to Party B’s Software as
contemplated hereunder or any claim of ownership on Party B’s Software upon its discovery of the same, and cooperate with Party B in the
handling of such infringement, challenge or claim.

3.3 Party B undertakes that it has the legal title to and Intellectual Property Rights in Party B’s Software and it has the right to provide Party A
with relevant Party B’s Software and the Technical Documentation thereof and grant a use right to Party A with respect to Party B’s Software
as contemplated hereunder. Party B’s Software and the Technical Documentation delivered to Party A hereunder shall not constitute any
infringement upon or impediment to any rights or interests of any third party. Party B shall be responsible for defending against or handling
any liability, dispute, action or claim resulting from any dispute with any third party due to Party B’s delivery of any software or Technical
Documentation and shall indemnify Party A against any direct economic loss caused thereby, including the damages determined in the final
judgment, decree or award or agreed by Party B in a written agreement. In order to be indemnified by Party B as above, Party A shall promptly
notify Party B of and assist Party B to handle the relevant liability, dispute, action or claim. However, if such liability, dispute, action or claim
is caused by the improper use of or unauthorized amendment to Party B’s Software by either Party A or any third party, Party B shall not be
responsible for handling the same or indemnifying Party A against the same.



3.4 Each Party agrees and confirms that any document, data and relevant equipment furnished or delivered to it by the other Party may only be
used to effectuate the foregoing purposes and the furnishing Party shall retain the ownership of and the Intellectual Property Rights in the
technical secrets, Technical Documentation and any other information contained in such document and data. Nothing in this Agreement may be
interpreted as the assignment to the other Party from the furnishing Party of its Intellectual Property Rights in such document or data, but only a
permission to the other Party to use such document, data and relevant equipment.

3.5 This Article shall survive the expiration or termination of this Agreement for whatever reason.

ARTICLE 4 CONFIDENTIALITY OBLIGATIONS

4.1 The Parties hereby agree and warrant that within and after the term of this Agreement, unless otherwise required for the performance of this
Agreement or otherwise provided herein, each Party shall not, and shall cause its employees and service providers not to, disclose to any third
party any provision or content of this Agreement or any content of any agreement, document, correspondence or notice between the Parties in
connection with the execution of this Agreement, or permit the disclosure of any such provision or content in any leaflets, literatures, or
professional prints or any other media, vehicle or occasion.

4.2 The Parties hereby agree and warrant that any Confidential Information and Technical Documentation provided or disclosed by either Party
to the other shall be used only for the purposes and uses contemplated hereunder. The Party receiving any data or information (in such case the
“Receiving Party”) from the other Party may not use any Confidential Information or Technical Documentation for any unfair competition.

4.3 The Parties hereby agree and warrant that within and after the term of this Agreement the Receiving Party shall take all necessary and
reasonable actions to keep the confidentiality of and properly maintain, all the Confidential Information and Technical Documentation
furnished or disclosed to it by the other Party (the “Disclosing Party”), and without the prior written consent of the Disclosing Party, unless
otherwise required for the performance of this Agreement, shall not for any purpose, disclose or divulge to any person irrelevant to this
Agreement or any third party, any Confidential Information, Technical Documentation or any technical secret or data involved herein, or use
the same for any purpose other than those provided herein.



4.4 Notwithstanding the foregoing, the Parties hereby confirm that if the Receiving Party is required by any law, any competent court, arbitral
body or any other governmental authority that has jurisdiction over it to disclose the above-mentioned Confidential Information or Technical
Documentation, the Receiving Party may make such disclosure; provided however that, such disclosure shall be limited to the scope and
subject matter so required and subject to prior written notice to the Disclosing Party.

4.5 The above restrictions shall not apply to the following data:

(a) any data or information that is disclosed to the Receiving Party by any third party without breach of any confidentiality obligations
hereunder;

(b) any information or data that is or becomes publicly known prior to being disclosed to the Receiving Party not as a result of any action or
inaction of the Receiving Party;

(c) any information or data that is or becomes known to the Receiving Party prior to the provision of the same by the Disclosing Party and
can be located in any document or record of the Receiving Party dated earlier than the disclosure;

(d) any data or information that is independently developed by the Receiving Party without reference to any data or information provided by
the Disclosing Party as demonstrated by any document or any other strong evidence of the Receiving Party; and

(e) any data or information that is published upon the written approval of the Disclosing Party.

4.6 All the Confidential Information provided to one Party by the other hereunder shall be expressly marked as “Confidential” in writing and
any Confidential Information that is disclosed in oral or visual form for the first time shall be marked as “Confidential” in writing and notified
to the other Party of such fact within thirty (30) days as of such first disclosure.

4.7 The Parties hereby agree and warrant that any Technical Documentation furnished by one Party to the other shall be the exclusive property
of the furnishing Party, and, upon the termination of this Agreement for whatever reason, the Receiving Party shall (i) immediately return to the



Disclosing Party or any entity or individual designated thereby or (ii) at the request of the Disclosing Party, completely destroy any and all the
materials, documents and disks related to any Confidential Information or Technical Documentation furnished or disclosed by the Disclosing
Party and any other vehicle on which any of the foregoing is saved, that are in the possession or control of the Receiving Party (the
“Information”); and that unless otherwise provided herein, any content of the Information shall be trade secret and the Receiving Party may not
reproduce any Information on any vehicle or retain any reproduction of any Information; and further, upon the performance of the foregoing
actions, the Receiving Party shall deliver to the Disclosing Party a written certificate that all the relevant Information has been returned or
destroyed and none of the Receiving Party or any of its current or former investors, directors, officers, employees, agents, consultants or other
representatives, or any of its supervising authorities (if any) or affiliated companies or agencies or units holds any such trade secret or any other
Information containing any such trade secret.

4.8 The Receiving Party shall, upon the expiration of this Agreement or at any time upon the request of the Disclosing Party, return all or any
portion of the Confidential Information of the Disclosing Party and may not retain any vehicle related to any Confidential Information without
the consent of the Disclosing Party.

4.9 The Parties hereby recognize and acknowledge that any Confidential Information and Technical Document owned by either Party are
unique and confidential data and information and any disclosure by either Party to any third party of any such information or data without the
consent from the Disclosing Party will seriously damage the business or other interests of the Party owning such data and information. In case
of a breach or threatened breach of any confidentiality obligations herein by either Party, the other Party shall have the right to take any legal
actions or any other lawful measures to protect its own legal interests, including but not limited to, preventing by any lawful means, or
requesting the breaching Party to cease, such breach, early terminating this Agreement or requesting the breaching Party to indemnify it against
all the direct economic loss caused by such breach.

4.10 Obligations set forth in this Article shall survive the expiration or termination of this Agreement for whatever reason.

ARTICLE 5 REPRESENTATIONS, WARRANTIES AND COVENANTS OF PARTY A



5.1 Party A is a company duly established and validly existing under the laws of the PRC and is in good standing and has obtained all the valid
authorizations for its execution and performance of this Agreement. The execution and performance of this Agreement by Party A will not
conflict with Party A’s bylaws or documents of similar nature, applicable laws, or any contract/agreement or commitment between Party A and
any third party, or any other document or provision binding upon Party A.

5.2 At the execution of this Agreement, there is no any action or administrative proceeding pending before any governmental or judicial
authority, against Party A or involving Party A’s assets or business that may materially endanger or have an adverse effect on Party A’s ability
to perform this Agreement.

5.3 Party A hereby agrees that after one week as of the formal launch of one model of MPs using Party B’s Software, including such product as
Party A’s brand name MPs, OEM MPs or ODM MPs, it shall notify Party B in writing of the actual model of such MPs and at the same time
Party B shall provide Party A with use instructions. After confirmation by Party A of such use instructions, Party A shall lend Party B one MP
equipped with complete and stable software and hardware functions for Party B to provide follow-up technical support services for Party B’s
Software installed in such model of MPs.

5.4 Party A hereby agrees that Party B may publicize in any manner the fact that Party A has adopted Party B’s Software in the Licensed
Products.

ARTICLE 6 REPRESENTATIONS, WARRANTIES AND COVENANTS OF PARTY B

6.1 Party B is a company duly established and validly existing under the laws of the PRC and is in good standing and has obtained all the valid
authorizations for its execution and performance of this Agreement. The execution and performance of this Agreement by Party B will not
conflict with Party B’s bylaws or documents of similar nature, applicable laws, or any contract/agreement or commitment between Party B and
any third party, or any other document or provision binding upon Party B.

6.2 At the execution of this Agreement, there is not any action or administrative proceeding pending before any governmental or judicial
authority, against Party B or involving Party B’s assets or business that may materially endanger or have an adverse effect on Party B’s ability
to perform this Agreement.



6.3 Party A hereby expressly acknowledges and agrees that (i) Party B does not warrant that Party B’s Software hereunder [or services
(including technical support or training)] is [are] fit for any particular purpose not disclosed by Party A, (ii) Party B does not warrant that Party
B’s Software is free from any defect or all the defects in Party B’s Software will be cured immediately, or (iii) to the extent permitted by
applicable laws and regulations, any representations or warranties not made herein by Party B, whether expressly or impliedly, are hereby
disclaimed by Party B.

ARTICLE 7 NOTICES

7.1 The Parties hereby confirm that any document or information in connection with this Agreement as well as any communication between the
Parties shall be delivered to the Party to which the same is addressed by personal delivery, express mail service, registered mail, fax or email at
the address set forth below:

Party A:
CEC TELECOM CO., LTD.

Floor 10, China Electronics and Information Building
6 Zhongguancun South Street, Haidian District, Beijing
Attention:

Postal Code:

Telephone:

Fax:

Email:

Party B:
ACCESS (Beijing) Technology Co., Ltd.

Floor 3, China Shumagang Building, #1 Wangjing north road, Chaoyang District, Beijing,
Attention:

Postal Code: 100102

Telephone:

Fax:

Email:

7.2 Any document, information, notice or demand shall be deemed to have been made, (a) upon delivery, if delivered by fax as evidenced by
the
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transmission report, (b) upon delivery, if sent by email, (c) seven (7) days as from delivery, if delivered by express mail services or registered
mail (with postage paid fully), or (d) upon acknowledgement of receipt, if delivered by person.

7.3 In case of a change to the address or means of contact of either Party, it shall notify the other Party in writing as set forth above seven
(7) days prior to the use of such new address or means of contact.

ARTICLE 8 EFFECTIVENESS AND TERMINATION OF AGREEMENT

8.1 This Agreement shall take effect upon being affixed with the signature of the authorized representative and the company seal of each of
Party A and Party B. The Agreement shall be in effect for 2 years, unless in the case of early termination or extension. Subject to Party A’s
written application for extension and Party B’s written approval thereto one month prior to the expiration of the effective term of this
Agreement, this Agreement may be extended accordingly. The term of such extension and the rate of the Royalties, technical support fees and
training fees during such extension shall be re-determined by the Parties then subject to further negotiations.

8.2 Either Party shall have the right to choose to forthwith terminate this Agreement if such Party has sufficient firm evidence that:
(a) the other Party is unable to perform any of its material obligations hereunder;

(b) the operating status of the other Party is deteriorating seriously, including the commencement of bankruptcy, liquidation or dissolution
proceedings against the other Party; or

(c) the other Party fails to pay any of the [project research and development fees, Royalties, technical support and maintenance fees or training
fees] pursuant to this Agreement and has been more than three months in arrears with the payment of the same.

The Party that intends to terminate this Agreement based on any of the foregoing reasons (the “Terminating Party”) shall promptly notify the
other Party of its intention in writing. Where the non-terminating party provides an economic guarantee in favor of the Terminating Party that
is acceptable to the Terminating Party, the Terminating Party shall resume its performance of this Agreement. Where the term of such
economic guarantee expires prior to the non-terminating Party’s resumption of its
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ability for the performance of this Agreement within the reasonable period of time allowed for it, the Terminating Party may terminate this
Agreement upon the expiration of such economic guarantee.

8.3 This Agreement may be terminated by mutual agreement between the Parties.
8.4 Either Party may terminate this Agreement by written notice to the other Party if

(a) either Party has breached this Agreement so that the purposes of this Agreement are rendered unable to be effectuated and the breaching
Party fails to cure such breach within thirty (30) days as of its receipt of a written notice from the other Party;

(b) either Party has transferred its rights, obligations or property under this Agreement to any third party other than its Affiliate without the
prior written consent of the other Party;

(c) a Force Majeure event has occurred so that the purposes of this Agreement are rendered unable to be effectuated or the performance of this
Agreement is rendered impossible;

(d) either Party has discovered that any representation or warranty by the other Party hereunder is false in any aspect and even after such Party
has pointed out the same the other Party fails to cure the same accordingly pursuant to the requirements of such Party; or

(e) any other circumstance specified herein upon the occurrence of which this Agreement may be terminated or cancelled.

8.5 Upon any termination of this Agreement as provided herein, Party B shall reserve its right to terminate, at its sole discretion, the license
granted to Party A to use Party B’s Software in any of its Party A’s MPs, including but not limited to, any of Party A’s MPs manufactured prior
to such termination.

ARTICLE 9 LIABILITY FOR BREACH OF AGREEMENT

9.1 In case Party A fails to pay Party B any Royalties in accordance with Article 1.6 of Appendix 1 hereto, in addition to immediately paying
Party B such Royalties, Party A shall also pay Party B liquidated damages equal to 0.5% of the Royalties for each day beginning from the day
immediately after the date on which such Royalties fall due; provided however that,

12



the liquidated damages in aggregate may not exceed 10% of the Royalties payable.

9.2 In case either Party fails to perform any of its obligations hereunder or its performance of any of its obligations hereunder fails to satisfy the
requirements of this Agreement, or any of its statements, representations, warranties is false or inaccurate, such Party shall be deemed to have
breached this Agreement and the non-breaching Party shall have the right to have the breaching Party perform its obligations and indemnify the
non-breaching Party against the loss caused by such breach. To the extent permitted by applicable laws and regulations, the breaching Party
shall be liable only for the direct loss or damage suffered by the non-breaching Party and not for any indirect, incidental, special or punitive
loss or damage suffered by the non-breaching Party, including but not limited to, loss of profit or good will or any other intangible property,
and the indemnity shall not exceed the total amount of the Royalties paid by Party A hereunder.

ARTICLE 10 FORCE MAJEURE

10.1 “Force Majeure” means an earthquake, typhoon, epidemic, flood, windstorm, tide or any other act of god, war, riot, unforeseeable
economic disaster, or any interruption or impediment in transportation or any other facilities, or any other event that is unforeseeable or
unavoidable by or beyond the control of either Party or is agreed by both Parties as an event of exemption, including any change in any PRC
law that will have a material effect on the performance of this Agreement.

10.2 The Party encountering the Force Majeure shall notify the other Party of the occurrence of such Force Majeure in writing, and shall within
fifteen (15) days, provide the other Party with the details of such Force Majeure, relevant certificates issued by the relevant authorities and a
report on its inability to perform its obligations hereunder, whether in whole or in part, and its reasons for the need to extend its performance of
this Agreement, and shall take all steps possible to mitigate losses caused by such Force Majeure. In the case of a Force Majeure event, neither
Party shall be liable for any damage suffered by or any increase in expenses and losses incurred by the other Party caused by the inability of
either Party to perform this Agreement or the delay by either Party in its performance of this Agreement. The Party claiming the occurrence of
a Force Majeure event shall take appropriate actions to mitigate or eliminate the impact of such Force Majeure event and endeavor to resume
its performance of its obligations hereunder affected by such Force Majeure event within the shortest period possible.
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10.3 Upon the occurrence of a Force Majeure event, Party A and Party B shall consult with each other to find a reasonable solution and shall
make all efforts to mitigate the consequence of such Force Majeure event.

10.4 Where either Party is rendered unable to perform any of its obligations hereunder for thirty (30) consecutive days due to the occurrence of
such Force Majeure event, either Party may terminate this Agreement.

ARTICLE 11 GOVERNING LAW

11.1 This Agreement shall be governed by and construed in accordance with the laws of the PRC.

ARTICLE 12 DISPUTE RESOLUTIONS

12.1 Any dispute arising from or in connection with this Agreement shall be resolved by the Parties through good faith negotiations. In case
any dispute fails to be so resolved within sixty (60) days as of the delivery by either Party of a request for such negotiations, either Party may
submit such dispute to a court located in the place where Party A has its domicile.

12.2 Unless otherwise agreed between the Parties, any court shall not have jurisdiction over any dispute hereunder.

12.3 During the period when any dispute between the Parties is under arbitration, each of Party A and Party B shall continue with the
performance of its respective obligations and responsibilities hereunder other than the matter in dispute.

ARTICLE 13 MISCELLANEOUS

13.1 Any amendment or modification to this Agreement shall be subject to the friendly negotiations between the Parties and shall not take
effect unless the Parties have executed a written agreement with respect thereto.

13.2 In case any provision in this Agreement is held illegal, invalid or unenforceable, the legality, validity or enforceability of the remaining
provisions herein shall not be affected or prejudiced in any aspect thereby.

13.3 Unless otherwise agreed between the Parties or expressly required by any law of the PRC, any waiver by either Party of any one or more
of
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its rights hereunder shall not operate as its waiver of any other right hereunder or any other waiver of the same right or rights in other
circumstances and any delay by either Party in its exercise of any one or more of its rights hereunder shall not operate as its waiver of or
prejudice its exercise of the same right or rights.

13.4 Without the prior written consent of the other Party, either Party may not assign any of its rights, obligations or property hereunder to any
third party other than its Affiliate. Where either Party needs to assign any of its rights, obligations or property hereunder to any of its Affiliates
(the “Assignment”),it shall notify the other Party in writing in advance but need not obtain the consent of the other Party. At the same time, the
assigning Party shall provide the non-assigning Party with evidence that the intended assign is an Affiliate of the assigning Party. Such
Assignment shall take effect as of the receipt by the non-assigning Party of the said written notice and evidence from the assigning Party.

13.5 This Agreement shall constitute the entire agreement between the Parties with respect to the subject matter hereof and shall supersede any
and all the understandings, agreements or discussions between the Parties with respect to the subject matter hereof.

13.6 The Appendices hereto, including Appendix 1: Royalties and the Payment and Appendix 2: Statement of the Royalties for Party B’s
Software, shall form an integral part hereof and have the equal legal force as this Agreement.

13.7 This Agreement shall be executed in two (2) counterparts, with each Party A and Party B to hold one and each counterpart shall have the
equal legal force.

IN WITNESS WHEREQOF, the Parties have executed this Agreement on the date first written above:
PARTY A: CEC TELECOM CO., LTD. (affixed with company seal)

Legal Representative: Wu Zhiyang

Address: Floor 10, China Electronics and Information Building, 6 Zhongguancun South Street, Haidian District, Beijing
Authorized Representative:

Dated:
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PARTY B: ACCESS (Beijing) Technology Co., Ltd.(affixed with company seal)

Legal Representative: Su Fabao Address: Floor 3, China Shumagang Building, #1 Wangjing north road,
Chaoyang District, Beijing, 100102

Authorized Representative: /s/ (illegible)

Dated:

APPENDIX 1 ROYALTIES AND PAYMENT

Article 1 Royalties

1.1 In consideration of Party A’s use of Party B’s Software in the License Products, Party A shall pay Party B the Royalties in accordance with
the following provisions and the Royalties payable to Party B shall be calculated on the basis of the formula set forth in the table below:

Party B’s Software

Aggregate quantity of the Licensed Products (in unit) sold out Rate of the Royalties (including the VAT at 17%)
0~200,000 RMB3.8 per unit
> 200,000 RMB3.4 per unit

1.2 The Parties acknowledge that the Delivery Quantity and the Royalties payable hereunder shall be reviewed and settled on a quarterly basis,
or in other words, every three months. The Royalties shall be calculated on the basis of the aggregate Delivery Quantity and the rate of the
Royalties. The Royalties shall accrue from the first day on which the first model of the Licensed Products using Party B’s Software is launched
and shall be settled by the quarter. Within the first Seven (7) days of each quarter, Party A shall provide Party B in writing with a statement of
the accurate Delivery Quantity for the previous quarter (the “Statement”) and the corresponding list of IMEI Numbers and shall pay Party B all
the Royalties payable for the previous quarter in accordance with this Article 1.6. Party B shall review the Royalties payable for the previous
quarter based on the Statement provided by Party A and the IMEI Numbers of Party A’s MPs.

1.3 Party A must ensure that its Statement is true and reliable and that each IMEI No. of each of the Licensed Products provided to Party B
shall be the unique number marked on such product for identification.
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1.4 Party B shall have the right to understand and obtain from the designers of the Licensed Products or the suppliers of Party A’s chips, parts
and components, the relevant information regarding Party A’s purchase and the Delivery Quantity using Party B’s Software, and use the same
as reference for reviewing and calculating the Royalties payable.

1.5 In case Party B discovers that the difference between the Delivery Quantity reflected in the Statement provided by Party A and the actual
Delivery Quantity known by Party B through the information obtained by Party B from the designers of the Licensed Products or the suppliers
of Party A’s chips, parts and components exceeds 100 units, or that any of Party A’s MP using Party B’s Software is used in the market does
not fall into the scope of the IMEI Numbers provided by Party A, Party B shall notify Party A in writing and Party A shall, upon its receipt of
such notice, immediately conduct investigations, review and verifications (the “Verifications”) and provide Party B with the result of the
Verifications and relevant evidence. The Parties confirm that the above difference shall be handled as follows depending on the result of the

Verifications acknowledged by the Parties:

(a) If such difference is caused by any negligence in Party A’s operations, including any error in calculation, and Party A has paid the
Royalties for such portion of the Licensed Products not reflected in the Statement or not covered under the IMEI Numbers provided by Party
A to Party B (the “Omitted MPs”), Party A shall provide relevant evidence therefor, or if the Royalties for the Omitted MPs have not been
paid by Party A, then Party A shall, upon Party B’s written confirmation of the same, Party A shall pay Party B the Royalties for the

Omitted MPs; or
(b) If the Verifications indicate that Party A has not paid the Royalties, then Party A shall, within fourteen (14) days as of its receipt from
Party B the written notice for the payment of the Royalties, pay Party B the Royalties for such Omitted Royalties in accordance with Article
1.1 and Article 1.6 of this Appendix.
1.6 The Parties agree and confirm that they will, within the weekdays of the first week of each quarter, calculate and verify the Delivery
Quantity and the Royalties payable for the previous quarter (the previous three months) and Party A shall, within five (5) working days as of its
receipt of the special VAT invoice from Party B, pay Party B the Royalties by remitting the same through wire transfer to the following
account of Party B or any other account designated by Party B in writing:

17



Name of Account Owner: ACCESS (Beijing) Technology Co., Ltd.
Bank of Deposit: Beijing Air China Electronics of Branch, China Construction Bank
RMB Bank Account Number: 11001079500056029869

Article 2 Right of Auditing

2.1 Party B shall have the right to appoint an independent accounting firm designated by Party B or mutually recognized by Party A and Party
B in writing (the “Auditor”) to conduct audits (the “Audit”) during normal working hours on the relevant records about the use of Party B’s
Software in the Licensed Products. The purpose and scope of the Audits are mainly to inspect and verify: (1) the quantity of the Licensed
Products using Party B’s Software; (2) the accuracy of the information furnished by Party A to Party B pursuant to Article 1.2 of this
Appendix, and whether Party A has paid the full amount of the Royalties to Party B. The representatives of the Auditor shall comply with the
generally accepted accounting principles when conducting the Audits, and take care to protect the confidentiality of Party A’s information, and
abide by Party A’s reasonable security requirements when conducting the Audits at Party A’s premises. If the results of the Audits show that
Party A has not paid Party B the full amount of the Royalties, Party A shall be deemed to be in default and such default shall be handled
pursuant to Article 9 of this Agreement. In addition, Party A shall pay Party B the Royalties pursuant to Article 1.6 of this Appendix within two
weeks (14 days) as of its receipt of Party B’s notice for the payment of the Royalties.

2.2 The Audits under this Article shall be conducted no more than once every six months, and the expenses for the Audits shall generally be
borne by Party B. However, if the Audits indicate that as of the date of the Audits the shortfall in the payment of the Royalties exceed 50%
(including 50%) of the total amount of the Royalties payable to Party B by Party A, all expenses for the Audits shall be borne by Party A.

2.3 Party A shall not, without due cause, deny, withhold or delay the grant of a written consent to Party B with respect to Party B’s designation
of the accounting firm. Where Party B delivers a written notice to Party A requesting Party A to recognize the accounting firm designated by it,
Party A shall provide its feedback and confirmation within seven (7) days as of its receipt of such notice. Party A’s failure to provide any
feedback within the above period shall be deemed as acceptance to Party B’s request.
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APPENDIX 2 STATEMENT OF THE ROYALTIES FOR PARTY B’S SOFTWARE

STATEMENT OF THE QUANTITY OF THE PRODUCTS OF (PARTY A)
USING THE SOFTWARE OF ACCESS (Beijing) Technology Co., Ltd. (PARTY B)

Title of Contract:

Title of Contract:

Party A:

Party B:

Calculation Frequency of the Royalties

Time of Execution of the Contract:

Period Covered:

Party B’s Commercial Representative:

Party B’s
Brand Model Software Used

Time of Product
Launch

2008

Items Q1 Q2 Q3

Q4

Total

IMEI No.
Range
Quantity
Unit Price
Amount

IMEI No.
Range
Quantity
Unit Price
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Party B’s Time of Product 2008
Brand Model Software Used Launch Items Q1 Q2 Q3 Q4 Total
Amount
Quantity
Total Amount
Note: Please attach hereto a separate list of the IMEI Numbers of the relevant products.
Remark:  Party A warrants that the data provided above are true, accurate and valid.
Financial Representative of Party A: (Signature) Title: Date: Tel.:
Commercial Representative of Party A: (Signature) Title: Date: Tel.:
Company Seal: Date:

20



Exhibit 4.8

English Translation of Chinese Original

HANDWRITTEN CHINESE CHARACTERS RECOGNITION
TECHNOLOGY LICENSE CONTRACT

PARTY A: CEC Telecom Co., Ltd.

Address: F10, China Electronics and Information Building
6 South Street Zhongguancun, Beijing

PARTY B: Hanwang Technology Co., Ltd.

Address: 5 Building, Zhongguancun Software Park
Haidian District, Beijing

After mutual friendly consultation, Party A and Party B hereby reach the following agreements with respect to the licensing of the Hanwang
Software (defined as below) by Party B to Party A for the purpose of Party A to use such licensed technology in the products independently
developed by Party A or the ODM/OEM mobile phone series of Party A (“Products”):

1. Hanwang Software

1.1 Definition: “Hanwang Software” refers to Hanwang handwritten Chinese characters recognition technology system (including Hanwang
Handwritten Chinese Characters Recognition Core Software PDA 2.0 Version), which is to be used in the Products and the recognition
ratio of the Chinese characters in regular scrip style of which shall meet the requirements of Party A.

1.2 Authorization: Party B hereby grants Party A a license to use the Hanwang Software in the Products according to this Contract during
the licensing period agreed hereunder. Party A shall pay royalties to Party B for the use of Hanwang Software.

1.3 Provision of the Technology: Party B shall provide Party A with the Hanwang Software meeting the specifications set forth under the
Technology Specifications attached hereto as exhibits. If Party A needs to use the Hanwang Software on different platforms, the parties
shall enter into a separate Technology Specifications with respect thereto.

2.  Rights and Obligations of Party A



2.1
2.2

2.3

24

3.1

3.2

3.3

34

English Translation of Chinese Original

Party A hereby warrants that it will use the Hanwang Software provided by Party B in its application program.

Party A hereby warrants that, without prior written consent of Party B, Party A shall not sell, transfer, lease or sub-license all or any part
of the Hanwang Software or any documents with respect thereto.

Party A shall notify Party B of the launching time, models and actual sales volume for those Products with Hanwang Software. Party A
shall notify Party B of the sales volume every three month after the Products are commercially launched, i.e., it shall notify Party B in
writing of the sales volume before the 10th of all of the fourth months immediately following all such three months. Party B shall confirm
the sales volume provided by Party A within five (5) business days and upon confirmation, it shall issue invoices every quarter based on
the actual shipments for the sales over 50,000 units. Party A shall pay royalties to Party B within seven (7) business days following the
receipt of such invoices issued by Party B.

Party A shall not disclose the price offered by Party B in this contract to any third party, including but not limited to any end customers of
each party hereto. Any such disclosure shall be regarded as breach of this contract by Party A.

Rights and Obligations of Party B:
Party B shall have the right to display its name and the logo of the Products in the Hanwang Software provided by Party B hereunder.

Party B warrants that the Hanwang Software provided hereunder is covered by legitimate copyright and Party B has obtained the required
governmental approvals for such Hanwang Software, and it shall provide Party A with all relevant proof documents with respect thereto.

Party B warrants that all the Hanwang Software it provides to Party A hereunder shall have met the requirements of Party A. In case of
any problems occurs to the use of the Products due to reasons attributable to Party B, Party B shall carry out repair work with respect to
such problems, and shall provide the repaired software to Party A free of charge. If Party A sustains any significant losses from such
problems, Party B shall compensate Party A accordingly.

If, according to the investigation of Party B, there is any difference between the actual sales volume of the Products and the sales volume
reported by Party A, Party A shall make up such difference, and Party B

3.4.1 shall have the right to request Party A to assume any and all expenses incurred by Party A in connection with such investigation;

3.4.2 shall have the right to request Party A to compensate Party B for all the losses arising therefrom, which shall be calculated as
follows: the difference



4.2

5.1
5.2

6.2

English Translation of Chinese Original
between the actual sales volume and the sales volume provided by Party A X RMB 7, and/or
3.4.3 may terminate this Contract and withdraw the license it grants to Party A hereunder.
Licensing Period

The term of this Contract shall be one (1) years from the date it becomes effective, and may be automatically extended unless otherwise
terminated according to Section 4.2.

Upon the expiration of the initial term of this Contract, it may be automatically extended for a term of one (1) year, unless either party
notifies the other party of its intent to terminate this Contract ninety (90) days prior to the expiration of each term of this Contract.

Licensing Price for Hanwang Software:
Development Fee: For each platform using the technology of Party B, Party A does not need to pay Party B any development fee.

Copyright Fee: Party A agrees to pay a copyright fee to Party B as follows: (in which, “per piece” means one piece of “Software” used in
any “Product”):

1 to 200,000 piece(s) RMB 3.5 per piece
200,001 to 500,000 pieces RMB 3.0 per piece
above 500,000 pieces to be discussed separately

Payment method:
Initial Purchase Order

The two parties agree that Party A shall place an initial order for 50.000 pieces of Hanwang Software. The price of each piece of
Hanwang Software subject to the initial purchase order shall be RMB 3.5, including a value-added tax calculated on a tax rate of 17%.
Party A shall pay RMB 105,000 to Party B within five (5) business days from the date of this contract, representing 60% of the payment
for the initial purchase order, and shall pay the remaining 40% of the payment, which shall be RMB 70,000 by November 30, 2007.

After Party A sells the 50,000 Products incorporating the Hanwang Software provided by Party B, Party A shall continue to purchase
Hanwang Software licensed hereunder for the prices agreed under Section 5.2 hereof.
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6.3

10.
10.1

10.2

English Translation of Chinese Original

Payment Delay: If Party A fails to make payments in time according to this contract, Party A shall pay liquidated damages of 0.1% of the
overdue payment for each day when such payment is delayed.

Delivery and Check and Acceptance of Hanwang Software

Delivery: Upon the effectiveness of this contract, Party B shall submit the Hanwang Software meeting the technical specifications of
Party A within two (2) business days following its receipt of the RMB 105.000 paid to it.

Check and acceptance: Party A shall issue a check and acceptance report with respect to the Hanwang Software delivered by Party A
within ten (10) business days following its receipt of such software. If Party A fails to provide such report during the period, it shall be
deemed that Party A has accepted such Hanwang Software.

Payment Account

Account Name: Hanwang Technology Co., Ltd.
Bank: Bank of Beijing, Zhongguancun branch
Account Number: 01090302900120105472974
Confirmation on Sales Volume:

Party A hereby designates Song Shuo from its Product Department (Position: Software Manager; Tel: 010-62501728-2099) to provide a
written report to Party B with respect to the actual sales volume of the Products with Hanwang Software, and Party B hereby designates
Xu Hao from its Third Department of Key Client (Position: Client Manager: Tel: 010-82786699-8186) to check the data provided by
Party A and reply to Party A in writing to confirm the sales volume.

Technology and Service

The Hanwang Software to be delivered by Party B to Party A includes interface function and design documents, but does not include any
key original code.

With respect to the problems resulted from the quality of the Hanwang Software, either raised during the distribution of the Products by
Party A or raised by the customers, Party B undertakes to solve such problems and send its resolution to Party A within ten (10) business
days following its receipt of the written notice with respect thereto from Party A. If Party B fails to solve the problems within such ten
(10) business days, Party B shall explain the reasons to Part A in writing, and the parties shall negotiate to solve such problems.
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10.3
10.4

10.5

10.6

10.7

11.
11.1

11.2

English Translation of Chinese Original
Party B shall provide free training and services with respect to the Hanwang Software to Party A by phone, facsimile, mails or e-mail.

If the services provided in Section 10.3 fails to solve the problems caused by the Hanwang Software, Part B shall provide free face to face
technical support service.

If, during the term of this Contract, there is any upgrade version of the Hanwang Software, Part B shall inform Party A of such upgrade
version and the Hanwang Software that have been delivered to Party A may be upgraded free of charge.

If, after the Hanwang Software is accepted by Party A according to the Technology Specifications, Party A requests any technical
changes that is beyond the Technology Specifications, such technical changes shall be deemed as a request for a new software, and Party
B shall endeavor to satisfy Party A’s such request.

If Party B makes any adjustment or change to the system environment on which the Hanwang Software is based, which causes the
compatible issue between the Hanwang Software and such system environment, Party B shall, upon the request of Party A, provide free
upgrades and technical support.

Intellectual Property Rights and Confidentiality

The ownership and intellectual property rights of the Hanwang Software under this contract shall be vested in Party B, and Party A is
licensed hereunder to use such software. Party B warrants that the Hanwang Software does not infringe any intellectual property rights or
any other legitimate interests of any third parties. If Party A or any third party sustains any losses arising from such infringements, Party
B shall be solely responsible for such losses.

Both parties shall keep confidential this contract, the cooperative relationship between the two parties hereunder and any confidential
information received by one party (the “Receiving Party”) from the other party (“Disclosing Party”) during their performance of this
contract, including but not limited to the related technical materials and information regarding the corporate structure, operation method,
marketing, operation and finance of the Disclosing Party, no matter in writing, verbal, graphics, electromagnetic or any other form. With
respect to verbal information, the Disclosing Party shall record such information in writing and send such record to the Receiving Party
within a reasonable period of time after it notifies the Receiving Party of such verbal information. The Receiving Party shall neither
disclose such confidential information to any third parties, including the employees of the Receiving Party or its affiliates who do not
participating in the transactions contemplated hereunder or who have not execute any confidentiality contract, nor use such confidential
information for any purposes other than those as agreed herein. The Receiving Party may not reverse compile, disassemble, analyze or
modify any technology or software it



11.3

11.4

12.

English Translation of Chinese Original

receives from the Disclosing Party. In the event that the Disclosing Party requests, in writing, the Receiving Party to return all the
confidential information it disclosed to the Receiving Party, the Receiving Party shall immediately return to the Disclosing Party all such
written or tangible confidential information and all documents describing or summarizing such confidential information.

If the two parties need to enter into a separate confidentiality contract, the rights and obligations with respect to the confidential
information shall follow the terms and conditions set forth under such confidentiality contract.

The term of the obligations to keep the confidential information in confidence shall be from the date of this contract to the third year
following the termination of this contract.

Termination

In the event of any of the following events, this contract may be terminated upon prior written notice of either party:

12.1

12.2
12.3

12.4

12.5

13.
13.1

Either Party A or Party B seriously violates its substantial obligations hereunder, and upon written notice of the non-breaching party, such
breaching party fails to take any effective remedies to correct its breaching activity;

Party A intentionally reports a wrong sales volume of the Products;

If, for the benefit of the creditors of a party hereto, such party has been appointed a receiver or a transferee for its assets, or becomes
bankrupt or insolvent or is unable to perform this contract due to any other reasons, other than the circumstances prohibited under the
applicable bankruptcy law;

Upon the termination or expiration of this contract, Party A shall cease to produce any products incorporating the Hanwang Software;
provided however that, with respect to the Products which have been produced prior to the termination of this contract, Party A must
notify Party B in writing of the inventory of such Products ten (10) days prior to the termination or expiration of this contract, and shall
undertake that it will not produce any new Products after it sells such inventory.

Upon the termination of this Contract for whatever reasons, the provisions regarding confidentiality, intellectual property rights, dispute
resolution, liabilities for breach of contract and any other provision which shall continue to be effective in its nature shall survive this
Contract, without prejudice to the rights of the party sustaining losses to seek any other remedies available to it.

Default Liabilities

Each of Party A and Party B shall strictly perform its respective obligations hereunder. Where either party hereto breaches any of its
obligations hereunder,



13.2

13.3

13.4

14.
15.
16.

English Translation of Chinese Original

it shall take effective remedial measures in accordance with relevant provisions hereunder. Where such remedial measures fail to
compensate for the direct economic losses suffered by the non-breaching party, the breaching party shall compensate the non-breaching
party for any difference therebetween.

The breaching party shall indemnify the non-breaching party against any direct economic losses suffered by the non-breaching party
arising from the breach, including without limitation, litigation costs and other direct economic losses.

Any liquidated damages and indemnities payable by the breaching party to the non-breaching party hereunder shall within ten (10) days
as from the date on which the default liabilities are determined, be paid up by the breaching party or directly deducted by the non-
breaching party from any relevant amounts hereunder. Any liquidated damages or indemnities fail to be so paid up or directly deducted
shall be treated as overdue payment.

In case this contract is rendered unable to be performed or the performance of this contract is delayed as a result of the occurrence of any
of the following events (each a “Force Majeure Event”), neither party hereto shall be liable for any loss so caused:

(A) any governmental action or change to any law or regulation;
(B) awar, civil riot, flood, fire, typhoon or earthquake or any other act of God or similar event; or
(C) any other event that is beyond the control of either party hereto.

provided, however that, the party affected by the Force Majeure Event shall take all actions possible to mitigate any losses caused by the
failure to perform or the delay in the performance of this contract, notify the other party in a timely manner, and provide the other party
with evidence of the occurrence of the Force Majeure Event issued by relevant governmental authorities. In the case of a Force Majeure
Event, the parties hereto shall consult with each other to determine whether to continue with the performance of this contract or terminate
this contract.

Venue for Contract Execution. This contract shall be executed in Beijing.
Governing Law. This con