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Mr. Kok Seong Tan is our chief financial officer and principal accounting officer. Mr. Tan joined our company in September 2006. From 
February 2005 to May 2006, he was an independent director and member of the audit committee of Zhonghui Holdings Ltd., a Singapore Stock 
Exchange listed company. Mr. Tan worked at the Shanghai Office of Capgemini, a French public company engaged in consulting, technology 
and outsourcing, from 2004 to 2005. He was a senior manager of the Audit & Assurance Business Services Department of Ernst & Young Hua 
Ming in Beijing from 2001 to 2004. From 1995 to 2001, Mr. Tan was a manager at Ernst & Young’s Singapore Office. Mr. Tan is a Singapore 
certified public accountant. He holds an honors degree in Accounting from the Nanyang Technological University in Singapore.  

B. Compensation  

Cash Compensation of Directors and Executive Officers  

In 2008, we paid aggregate cash compensation of RMB3.0 million ($0.4 million) to our directors and executive officers.  

Equity Incentive Plan  

We adopted our 2007 equity incentive plan in March 2007. Our equity incentive plan provides for the grant of options as well as restricted 
share units, share appreciation rights and other share-based awards, referred to as “awards.” The purpose of the plan is to attract and retain the 
best available personnel for positions of substantial responsibility, provide additional incentive to employees, directors and consultants and 
promote the success of our business. Our board of directors believes that our company’s long-term success is dependent upon our ability to 
attract and retain superior individuals who, by virtue of their ability, experience and qualifications, make important contributions to our 
business.  

Administration  

Our 2007 equity incentive plan may be administered by our board of directors or any of its committees. The administrator is authorized to 
interpret the plan, to prescribe, amend and rescind any rules and regulations relating to the plan, and to make any other determinations that it 
deems necessary or desirable for the administration of the plan. The administrator determines the fair market value, terms and conditions of 
each award agreement, including but not limited to, the exercise price, the time or times when awards may be exercised, any vesting 
acceleration or waiver of forfeiture, or repurchase restrictions, and other applicable terms.  

Options  

The terms and conditions of options granted under our 2007 equity incentive plan are set forth in an award agreement. The term of options 
granted under the 2007 equity incentive plan will be ten years from the date of grant or such shorter term as provided in the individual award 
agreement. The compensation committee will determine the acceptable form of consideration for exercise of an option. Such consideration may 
consist entirely of cash, check, promissory note, ordinary shares, consideration received by us in a cashless exercise, a reduction in the amount 
of any company liability to the participant, or any combination of the foregoing methods of payment. Under the individual award agreements, 
to exercise the options granted on March 19, 2007, the optionees are obligated to pay for the consideration entirely by cash.  

In the event of termination of employment, a participant may exercise his or her vested options within such period of time as is specified in the 
individual award agreement, generally 90 days after the date of termination, and any unvested options are immediately forfeited. In no event 
may a participant exercise an option after its original term has expired.  

Change of control  

In the event of a change of control, each outstanding option shall be assumed or substituted for by the successor corporation or a parent or 
subsidiary of the successor corporation. Unless determined by the administrator, if the successor corporation refuses to assume or substitute for 
the awards, the participant may fully vest in and have the right to exercise the awards, including those that would not otherwise be vested or 
exercisable. If an award is not assumed or substituted for, the administrator shall notify the participant that the award shall be exercisable for a 
period up to fifteen days from the date of such notice, and the award shall terminate upon the expiration of such period.  

Amendment and termination of plan and awards  

Our board of directors may at any time amend, alter, suspend or terminate our 2007 equity incentive plan. Amendments to our 2007 equity 
incentive plan are subject to shareholder approval, to the extent required by law, or by stock exchange rules or regulations. Any amendment, 
suspension or termination of our 2007 equity incentive plan may not adversely affect awards already granted without written consent of the 
recipients of such awards .  

In the event of a participant’s termination of employment, his or her unvested awards are generally immediately forfeited, and any vested 
awards are treated in accordance with the terms of the applicable award agreement.  

Our board of directors and shareholders authorized the issuance of up to 8,000,000 ordinary shares upon exercise of awards granted under our 
2007 equity incentive plan. On March 19, 2007, we granted options to purchase 3,916,520 of our ordinary shares to one of our directors, 
officers, key employees and one consultant. In 2008, options to purchase 565,000 of our ordinary shares were exercised and options to 
purchase 140,000 of our ordinary shares were forfeited, and in March 2009, options to purchase 266,720 of our ordinary shares expired. As a 
result, options to purchase 2,944,800 of our ordinary shares remained outstanding as of June 12, 2009. The following table sets forth certain 
information regarding our outstanding options under our 2007 equity incentive plan as of June 12, 2009.  
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Employment Agreements  

We have entered into employment agreements with each of our executive officers, which have substantially similar terms. Under these 
agreements, each of our executive officers is employed for a specified time period, but we may terminate his or her employment for “cause” at 
any time. These agreements do not provide for any special termination benefits, nor do we have any other arrangements with these executive 
officers for special termination benefits. Each executive officer has agreed to hold in strict confidence and not to use, except for the benefit of 
our company, any proprietary information, technical data, trade secrets and know-how of our company or the confidential or proprietary 
information of any third party, including our affiliated entities and our subsidiaries, received by our company. Each of these executive officers 
has also agreed not to engage in any other employment, occupation, consulting or other business activity directly related to the business in 
which we are involved, or engage in any other activities that conflict with his or her obligations to us during the term of his or her employment 
and for three years following the termination of his or her employment.  

C. Board Practices  

Board Composition  

Our board of directors consists of five members, three of whom are independent directors within the meaning of Section 303A of the NYSE 
Manual and Rule 10A-3 under the Securities Exchange Act of 1934, as amended.  

We are a “controlled company” as defined under NYSE Manual Section 303A. As a result, for so long as we remain a controlled company as 
defined in that rule, we are exempt from, and our shareholders generally are not provided with the benefits of, some of the NYSE corporate 
governance requirements, including:  

Board Committees  

To enhance our corporate governance, we have established three committees under the board of directors: the audit committee, the nominating 
and corporate governance committee and the compensation committee. We have adopted a charter for each of these committees. The 
committees have the following functions and members.  

Audit committee  

Our audit committee reports to the board of directors regarding the appointment of our independent public accountants, the scope and results of 
our annual audits, compliance with our accounting and financial policies and management’s procedures and policies relating to the adequacy of 
our internal accounting controls. The current members of our audit committee are Mr. Zacky Sun, Mr. Xin Zhang and Professor Pei De Lou. 
Mr. Zacky Sun, Mr. Xin Zhang and Professor Pei De Lou satisfy the “independence” requirements of Section 303A of the NYSE Manual and 
Rule 10A-3 under the Securities Exchange Act of 1934, as amended. Mr. Zacky Sun acts as the chairman of our audit committee and meets the 
criteria of our audit committee financial expert as set forth under applicable SEC rules. The audit committee will oversee our accounting and 
financial reporting processes and the audits of the financial statements of our company. The audit committee is responsible for, among other 
things.  
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  Ordinary shares  Exercise     
  underlying  price     
Name  options granted  ($/Share)  Grant date  Expiration date
Zhi Yang Wu   20,000 7.50 March 19, 2007  March 18, 2010
    1,250,000 7.50 March 19, 2007  March 18, 2013
David Li   120,000 7.50 March 19, 2007  March 18, 2013
Others(1)   1,200,000 18.00 March 19, 2007  March 18, 2011
    354,800 7.50 March 19, 2007  March 18, 2013

 

(1)  Consists of one consultant and employees that are not our directors or executive officers.

•  the establishment of a compensation committee composed entirely of independent directors; and
 

•  the establishment of a nomination committee composed entirely of independent directors.

•  the appointment, re-appointment, evaluation, compensation, oversight and termination of the work of our independent auditor (including 
resolution of disagreements between management and the independent auditor regarding financial reporting);

 

•  ensuring that it receives from our independent auditor a formal written statement attesting to the auditor’s independence and describing 
all relationships between the independent auditor and us;

 

•  pre-approving any audit and non-audit services, including tax services, to be provided by our independent auditor in accordance with 
NYSE rules;

 

•  reviewing and discussing our annual audited financial statements and quarterly financial statements with management and our 
independent auditor;
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Nominating and corporate governance committee  

Our nominating and corporate governance committee assists the board of directors in identifying individuals qualified to become members of 
our board of directors and in determining the composition of the board and its committees. The current members of our nominating and 
corporate governance committee are Mr. Xin Zhang, who acts as the chairman of our nominating and corporate governance committee, 
Professor Pei De Lou and Mr. Zhi Yang Wu. Mr. Xin Zhang and Professor Pei De Lou satisfy the “independence” requirements of 
Section 303A of the NYSE Manual.  

Our nominating and corporate governance committee will be responsible for, among other things:  
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•  reviewing and discussing with our independent auditor all critical accounting policies and practices to be used by us in preparing our 
financial statements, all alternative treatments of financial information within U.S. GAAP, and other material communications between 
our independent auditor and management;

 

•  reviewing and discussing our policies with respect to risk assessment and risk management;
 

•  reviewing and discussing, with management and counsel, any legal matters that may have a material impact on us and any material 
reports or inquiries from regulatory or governmental agencies;

 

•  establishing procedures for the receipt, retention and treatment of complaints regarding accounting, internal accounting controls, auditing 
matters or potential violations of law, and the confidential, anonymous submission by our employees of concerns regarding questionable 
accounting or auditing matters or potential violations of law;

 

•  annually reviewing the independent auditors’ report describing the auditing firm’s internal quality control procedures, any material issues 
raised by the most recent internal quality control review, or peer review of the independent auditors and all relationships between the 
independent auditors and us;

 

•  setting hiring policies for employees or former employees of the independent auditors;
 

•  reviewing reports prepared by management or the independent auditors relating to significant financial reporting issues and judgments;
 

•  reviewing major issues as to the adequacy of our internal controls and any special audit steps adopted in light of material control 
deficiencies;

 

•  annually reviewing and reassessing the adequacy of our audit committee charter;
 

•  meeting separately and periodically with management, the internal auditors and the independent auditors and reporting regularly to the 
full board of directors; and

 

•  reviewing and approving policies and procedures with respect to proposed transactions between us and our related parties, and approving 
in advance all proposed related-party transactions as defined in Item 404 of Regulation S-K promulgated by the SEC.

•  identifying and recommending to the board nominees for election or re-election to the board, or for appointment to fill any vacancy;
 

•  reviewing annually with the board the current composition of the board in light of the characteristics of independence, age, skills, 
experience and availability of service to us;

 

•  reviewing the continued board membership of a director upon a significant change in such director’s principal occupation;
 

•  identifying and recommending to the board the names of directors to serve as members of the audit committee and the compensation 
committee, as well as the nominating and corporate governance committee itself;

 

•  advising the board periodically with respect to significant developments in the law and practice of corporate governance as well as our 
compliance with applicable laws and regulations, and making recommendations to the board on all matters of corporate governance and 
on any corrective action to be taken;

 

•  establishing criteria and processes for, and leading the board and each committee of the board in, its annual performance self-evaluation;
 

•  monitoring compliance with our code of business conduct and ethics, including reviewing the adequacy and effectiveness of our 
procedures to ensure proper compliance; and

 

•  ensuring that the composition of the board facilitates our ability to maintain our status as a foreign private issuer.
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Compensation committee  

Our compensation committee assists the board in reviewing and approving the compensation structure of our directors and executive officers, 
including all forms of compensation to be provided to our directors and executive officers. In addition, the compensation committee reviews 
share-based compensation arrangements for all of our other employees. Members of the compensation committee are not prohibited from direct 
involvement in determining their own compensation. Our chief executive officer may not be present at any committee meeting during which 
his or her compensation is deliberated. The current members of our compensation committee are Professor Pei De Lou, who acts as the 
chairman of our compensation committee, Mr. Zacky Sun and Mr. Zhi Yang Wu. Mr. Zacky Sun and Professor Pei De Lou satisfy the 
“independence” requirements of Section 303A of the NYSE Manual.  

Our compensation committee will be responsible for, among other things:  

Duties of Directors  

Under British Virgin Islands law, our directors have a duty to act honestly, in good faith and with a view to our best interests. Our directors also 
have a duty to exercise the care, diligence and skills that a reasonably prudent person would exercise in comparable circumstances. In fulfilling 
their duty of care to us, our directors must ensure compliance with our memorandum and articles of association. A shareholder has the right to 
seek damages if a duty owed by our directors is breached.  

Our board of directors has all the powers necessary for managing, and for directing and supervising, our business affairs. The functions and 
powers of our board of directors include, among others:  

Interested Transactions  

A director may vote in respect of any contract or transaction in which he is interested, provided that the nature of the interest of any director in 
such contract or transaction shall be disclosed by him or her at or prior to its consideration and any vote on that matter. A general notice or 
disclosure to the directors or otherwise contained in the minutes of a meeting or a written resolution of the directors or any committee of 
directors that a director is a shareholder of any specified firm or company and is to be regarded as interested in any transaction with such firm 
or company will be sufficient disclosure, and, after such general notice, it will not be necessary to give special notice relating to any particular 
transaction.  

Remuneration and Borrowing  

With the prior or subsequent approval by our shareholders, our directors may determine the remuneration to be paid to the directors. The 
emoluments of all officers are to be fixed by our directors. Our compensation committee will assist our directors in reviewing and approving 
the compensation structure for our directors. Our directors may exercise all the powers of our company to borrow money and to mortgage or 
charge its undertaking, property and uncalled capital or any part thereof and to issue debentures, debenture stock and other securities whether 
outright or as security for any debt, liability or obligation of our company or of any third party subject to our amended and restated articles of 
association.  
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•  approving and overseeing the total compensation package for our executives;
 

•  reviewing and making recommendations to the board with respect to the compensation of our directors and officers;
 

•  reviewing and approving corporate goals and objectives relevant to the compensation of our chief executive officer, evaluating the 
performance of our chief executive officer in light of those goals and objectives, and setting the compensation, including any bonus 
compensation, of our chief executive officer based on this evaluation;

 

•  reviewing the results of, and procedures for, the evaluation of the performance of other executive officers, including any bonus 
compensation;

 

•  reviewing periodically and making recommendations to the board regarding any long-term incentive compensation or equity plans, 
programs or similar arrangements, administering these plans and reviewing and determining share-based compensation for our directors 
and officers;

 

•  reviewing and making recommendations to the board regarding all new employment, consulting, retirement and severance agreements 
and arrangements proposed for our executives; and

 

•  selecting peer groups of companies to be used for purposes of determining competitive compensation packages.

•  convening shareholders’ annual general meetings and reporting its work to shareholders at such meetings;
 

•  declaring dividends and distributions;
 

•  appointing officers and determining the term of office of the officers;
 

•  exercising the borrowing powers of our company and mortgaging the property of our company; and
 

•  approving the transfer of shares in our company, including the registering of such shares in our share register.
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Qualification  

There is no shareholding qualification for directors. Further, shareholding qualification for directors may not be fixed by our company in a 
general meeting.  

Terms of Directors and Executive Officers  

At each general meeting of the shareholders of our company, all such directors whose term expires are required to retire from office and are 
eligible for re-election. All of these directors will retain office until the close of such general meeting.  

Limitation on Liability and Indemnification Matters  

British Virgin Islands law allows us to indemnify our directors, officers and auditors acting in relation to any of our affairs against actions, 
costs, charges, losses, damages and expenses incurred by reason of any act done or omitted in the execution of their duties as our directors, 
officers and auditors.  

Under our amended and restated memorandum and articles of association, we may indemnify our directors, officers, employees and agents 
against expenses (including attorneys’ fees), judgments, fines and amounts paid in settlement actually and reasonably incurred by such persons 
in connection with actions, suits or proceedings to which they are party or are threatened to be made a party by reason of their acting as our 
directors, officers, employees or agents. To be entitled to indemnification, these persons must have acted honestly and in good faith and in the 
best interest or not opposed to the interest of our company and they must have had no reasonable cause to believe their conduct was unlawful.  

D. Employees  

See “Item 4. Information on the Company—B. Business Overview—Employees.”  

E. Share Ownership  

The following table sets forth information with respect to the beneficial ownership, within the meaning of Rule 13d-3 of the Exchange Act, of 
our ordinary shares as of April 30, 2009 for:  
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•  each of our current directors and executive officers; and
 

•  each person known to us to own beneficially more than 5.0% of our shares.
         
  Shares beneficially owned(1)(2)(3)

  Number  Percentage

Directors and executive officers:     
Zhi Yang Wu(4)   32,720,000 68.0%
Rui Lin Wu(5)   32,200,000 67.6%
David Li(6)   48,000 *
All Directors and Executive Officers as a Group   32,768,000 68.0%
          
Principal shareholder:     
Qiao Xing Universal Telephone, Inc.(7)   32,200,000 67.6%

 

*  Less than 1%.
 

(1)  Beneficial ownership is determined in accordance with the rules of the SEC and includes voting or investment power with respect to the 
ordinary shares.

 

(2)  The percentage of beneficial ownership of each listed person is based on 47,609,731 ordinary shares outstanding as of April 30, 2009 
and any ordinary shares underlying share options exercisable by such person within 60 days of the date of this annual report but 
excludes ordinary shares underlying options held by any other person.

 

(3)  As of April 30, 2009, the outstanding amount of the Notes was approximately $61.7 million. Given that the conversion price of the Notes 
was reset to US$4.05 per share on November 15, 2008, the outstanding Notes could be converted into approximately 15,246,556 
ordinary shares of our company. The holders of the Notes also held 1,648,721 warrants to purchase our ordinary shares as of April 30, 
2009. As a result, immediately after giving effect to the conversion of the Notes into our ordinary shares and the exercise of the right to 
purchase our ordinary shares under the warrants, the holders of the Notes and warrants would beneficially own approximately 26.2% of 
our ordinary shares. However, the SPA provides that neither the Notes nor the warrants could be converted or exercised, if, after giving 
effect to such conversion or exercise, the holders of the Notes (together with their affiliates) would beneficially own in excess of 9.99% of 
our ordinary shares outstanding immediately after giving effect to such conversion or exercise. The notes and warrants were held by 
DKR SoundShore Oasis Holding Fund Ltd., CEDAR DKR Holding Fund Ltd. and Chestnut Fund Ltd. as of April 30, 2009. The 
registered address of DKR SoundShore Oasis Holding Fund Ltd. and Chestnut Fund Ltd. is c/o Codan Trust Company (Cayman) 
Limited, Cricket Square, Hutchins Drive, P.O. Box 2681, Grand Cayman, KY1-1111, Cayman Islands. The registered address of CEDAR 
DKR Holding Fund Ltd. is c/o Walkers SPV Limited, PO Box 908GT, Walker House, Mary
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None of our existing shareholders has voting rights that will differ from the voting rights of other shareholders. We are not aware of any 
arrangement that may, at a subsequent date, result in a change of control of our company.  

As of June 12, 2009, our company had a total of 47,609,731 of its ordinary shares held by six record holders.  

ITEM 7. MAJOR SHAREHOLDERS AND RELATED PARTY TRANSACTIONS  

A. Major Shareholders  

See “Item 6. Directors, Senior Management and Employees—E. Share Ownership.”  

B. Related Party Transactions  

Equity Incentive Plan  

In March 2007, we granted share options to purchase an aggregate of 3,916,520 ordinary shares in our company to certain of our employees, 
officers, a director and one consultant. See “Item 6. Directors, Senior Management and Employees—B. Compensation— Equity Incentive 
Plan.” In January 2008, we issued 565,000 ordinary shares at $7.50 per share upon the exercise of share options by a director and certain 
employees.  

Sales of Mobile Handsets and Accessories  

CECT sold mobile handsets and accessories to QXCI for cash consideration of RMB1.4 million in 2006.  

Service Transactions  

CECT received handset processing fees of approximately RMB3.6 million, RMB13.3 million and RMB6.6 million ($1.0 million) in 2006, 
2007 and 2008, respectively from QXCI.  

Cash Advances To and From Related Parties  

In prior years, we made cash advances to, and received cash advances from a group of related parties at the direction and discretion of Xing. 
The group of related parties consists of Xing, Mr. Zhi Jian Wu Li, Mr. Zhi Yang Wu, Qiao Xing Group, QXCI, Qiao Xing Communication 
Holdings, Ltd., or Communication Holdings, and Qiao Xing Electronics Holdings Co., Ltd., or Electronics Holdings. Mr. Zhi Jian Wu Li is the 
brother of our chairman, Mr. Zhi Yang Wu, and the son of our vice chairman, Mr. Rui Lin Wu, and is also a shareholder of Xing. Each of Qiao 
Xing Group and Electronics Holdings is controlled by Mr. Zhi Yang Wu and Mr. Rui Lin Wu. Each of Communication Holdings and Hui Zhou 
Qiao Xing is a subsidiary of Xing.  

In 2006, we made advances and repayments to, and received advances and repayments from, the related party group of RMB531.8 million and 
RMB836.4 million, respectively. The net balance due to the related parties as of December 31, 2006 was RMB345.1 million. In 2007, we made 
advances and repayments to, and received advances and repayments from, the related party group of RMB727.4 million and  
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  Street, George Town, Grand Cayman, Cayman Islands. DKR Oasis Management Company L.P., with its principal address at 1281 East 
Main Street, 3rd Floor, Stamford, CT 06902-3565, United States, acts as the discretionary investment manager of DKR SoundShore 
Oasis Holding Fund Ltd., CEDAR DKR Holding Fund Ltd. and Chestnut Fund Ltd., and is responsible for directing the formulation of 
the investment program of the three funds, and has the authority to do any and all acts on behalf of the three funds with respect to the 
investment program, maintenance and administration of the three funds, including voting any shares held by them. Oasis Management 
Holdings LLC, for which Mr. Seth Fischer is a managing member, is the non-managing general partner of DKR Oasis Management 
Company L.P. On March 31, 2009, Xing and Mr. Ru Lin Wu, the chairman of Xing and vice chairman of our company, entered into 
agreements to purchase our outstanding Notes of approximately US$61.7 million from the three holders of the Notes, DKR SoundShore 
Oasis Holding Fund Ltd., CEDAR DKR Holding Fund Ltd. and Chestnut Fund Ltd. (collectively, the “Sellers”). Under the terms of the 
agreements, Xing agreed to purchase US$30.0 million of the outstanding Notes for an aggregate purchase price of US$24.0 million, 
payable in three installments to the Sellers on or before the close of business, New York time, on May 1, 2009. Mr. Ru Lin Wu agreed to 
purchase the remaining Notes for an aggregate purchase price of US$26.0 million, payable in full to the Sellers on or before the close of 
business, New York time, on August 31, 2009.

 

(4)  Includes 520,000 ordinary shares issuable upon exercise of options held by Mr. Zhi Yang Wu and 32,200,000 ordinary shares held by 
Xing. Mr. Zhi Yang Wu is the vice chairman of Xing. Excluding equity interest owned by his brother, Mr. Zhi Jian Wu Li, and his father, 
Mr. Rui Ling Wu, he does not own any equity interest in Xing. Mr. Zhi Yang Wu disclaims ownership of the ordinary shares held by Xing 
except to the extent of his pecuniary interest therein.

 

(5)  Includes 32,200,000 ordinary shares held by Xing. Mr. Rui Lin Wu is the chairman and chief executive officer of Xing. Mr. Zhi Jian Wu 
Li, brother of our chairman and son of our vice chairman, owned an aggregate of 9.3% equity interest in Xing through Qiao Xing Trust 
and Wu Holdings Ltd. as of April 30, 2009. Mr. Ru Lin Wu also owned 43.7% equity interest in Xing as of April 30, 2009. Mr. Rui Lin Wu 
disclaims ownership of the ordinary shares held by Xing except to the extent of his pecuniary interest therein.

 

(6)  Includes 48,000 ordinary shares issuable upon exercise of options held by Dr. David Li.
 

(7)  Xing is a British Virgin Islands company currently listed on the Nasdaq Global Market. Mr. Zhi Jian Wu Li, brother of our chairman and 
son of our vice chairman, owned an aggregate of 9.3% equity interest in Xing through Qiao Xing Trust and Wu Holdings Ltd. as of 
April 30, 2009. Mr. Ru Lin Wu also owned a 43.7% equity interest in Xing as of April 30, 2009. The address of Xing is Qiao Xing Science 
Technological & Industrial Zone, Tangquan, Huizhou, Guangdong, 516023, People’s Republic of China.
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RMB397.0 million, respectively. Taking into account the exchange differences of RMB10.2 million arising from the translation of foreign 
currency-denominated debts, the net balance due to the related parties as of December 31, 2007 was RMB4.5 million. In 2008, we made 
advances and repayments to, and received advances and repayments from, the related party group of RMB49.6 million ($7.3 million) and 
RMB57.7 million ($8.5 million), respectively. Taking into account the exchange differences of RMB1.4 million arising from the translation of 
foreign currency-denominated debts, the net balance due to the related parties as of December 31, 2008 was RMB11.2 million ($1.6 million).  

The cash advances were unsecured, non-interest bearing and had no fixed repayment terms.  

Arrangements in Connection with the Senior Convertible Notes Issued by Xing  

Xing and our company entered into a securities purchase agreement with DKR SoundShore Oasis Holding Fund Ltd. and CEDAR DKR 
Holding Fund Ltd. in April 2006, under which Xing issued $36 million and $4 million in senior convertible notes in June 2006 to DKR 
SoundShore Oasis Holding Fund Ltd. and CEDAR DKR Holding Fund Ltd., respectively. Upon the execution and delivery of this agreement, 
we and the two holders of these senior convertible notes entered into a registration rights agreement under which we agreed to provide 
registration rights to these holders. This registration rights agreement provides that, upon the initial public offering of our ordinary shares and 
to the extent that less than 100% of (i) the senior convertible notes are converted into the common stock of Xing prior to the initial public 
offering of our ordinary shares and (ii) our shares received by the holders upon conversion of the senior convertible notes are sold in the initial 
public offering of our ordinary shares, we are obligated to file with the SEC a registration statement on Form F-3 (or any comparable form for a 
registration acceptable to the requesting holders) to cover the resale of all of the registrable securities upon the request of such holders. Under 
this registration rights agreement, in the case of our failure to file such registration statement as required under this registration rights 
agreement or to obtain and maintain the effectiveness of the registration statement, we will be required to, among others, pay penalties to the 
holders of such notes. Xing has agreed to indemnify us for any losses, claims, damages, liabilities, judgments, fines, penalties, charges, and 
costs resulting from our failure to make any registration or obtain and maintain the effectiveness of the relevant registration statement. In 
addition, we provided a guaranty to the two holders of the senior convertible notes under which we unconditionally and irrevocably guarantee 
the payment of all obligations of Xing under the securities purchase agreement and other related documents. Immediately prior to the listing of 
our ordinary shares on the NYSE on May 3, 2007, DKR SoundShore Oasis Holding Fund Ltd. and CEDAR DKR Holding Fund Ltd. 
exchanged all of their senior convertible notes for 7,800,000 of our ordinary shares held by Xing under the terms of the securities purchase 
agreement. Subsequent to the exchange and prior to the initial public offering of our shares in May 2007, we were 80.50% held by Xing, 
17.55% held by DKR SoundShore Oasis Holding Fund Ltd. and 1.95% held by CEDAR DKR Holding Fund Ltd.  

Guarantees and Pledges  

Certain affiliates also provided guarantees and pledges for CECT’s short-term borrowings. Qiao Xing Group made guarantees for CECT of 
RMB449.0 million, RMB160.0 million and RMB160.0 million ($23.5 million) as of December 31, 2006, 2007 and 2008, respectively. Qiao 
Xing Group and certain of our directors jointly provided guarantees for CECT of RMB400.0 million, RMB570.0 million and RMB360.0 
million ($52.8 million) as of December 31, 2006, 2007 and 2008, respectively. Xing provided guarantees of RMB78.1 million, 
RMB338.0 million and RMB336.0 million ($49.2 million) as of December 31, 2006, 2007 and 2008, respectively. Certain directors provided 
guarantees of RMB60.0 million, nil and RMB218.5 million ($32.0 million) as of December 31, 2006, 2007 and 2008, respectively. We have 
not made any personal loans to our directors or officers in the past. We provided guarantees to QXCI for bank borrowings in the amount of 
RMB190.0 million, RMB150.0 million and RMB150.0 million ($22.0 million) as of December 31, 2006, 2007 and 2008, respectively. We also 
provided a guarantee in respect of $40.0 million of senior convertible notes issued by Xing to its two strategic investors in June 2006, which 
were exchanged into our ordinary shares immediately prior to the completion of the initial public offering of our ordinary shares in May 2007. 
See “—Arrangements in connection with the senior convertible notes issued by Xing.”  

Non-Competition Arrangement  

In connection with the initial public offering of our ordinary shares in May 2007, we entered into a non-competition agreement with Xing, 
QXCI and Mr. Rui Lin Wu, which will remain valid until Xing or Mr. Rui Lin Wu or any family member of Mr. Rui Lin Wu does not directly 
or indirectly own any of our shares, or until termination of such agreement through the written consent of the parties. This agreement provides 
that Xing, QXCI and Mr. Rui Lin Wu will not and will procure their subsidiaries and Mr. Wu’s family members will not, solely or jointly, or 
through any person, company, enterprise or unit other than us and our subsidiaries, develop, carry on, participate in, engage in, or be involved 
in any businesses or activities that result in or may result in direct or indirect competition with our business, including but not limited to 
(i) making investments in businesses that result in or may result in direct or indirect competition with our business; (ii) soliciting any business, 
for itself or for other persons, from any person that has business relationships with us; (iii) soliciting the employment of, or hiring, any officer, 
directors or employee of our company and (iv) interfering with our business or encouraging other persons to interfere with our business. This 
arrangement will also prohibit Xing and Mr. Rui Lin Wu from using knowledge of our business and strategy to our detriment and provide our 
company with the right of first refusal over new business opportunities that come to the attention of Xing, QXCI or Mr. Rui Lin Wu and his 
family members, which are reasonably likely to result in direct or indirect competition with our business or are reasonably associated with our 
business. This non-competition arrangement will not affect QXCI’s ability to conduct its current business, which includes the manufacture and 
sale of COSUN-branded economy mobile handsets for the PRC market.  

Transfer of Trademark Application Rights  

We entered into a transfer agreement of trademark application rights with Ms. Hong Su, the wife of our chairman, on December 12, 2006. 
Ms. Hong Su purchased the application rights of the three trademarks relating to our brand name “CECT” from a third party, who submitted the 
application with the China Trademark Office, received the approval for the initial application and had these trademarks  
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registered under its name pending the final approval of the China Trademark Office. Under the transfer agreement between Ms. Hong Su and 
us, she transferred all the rights and obligations in connection with the trademark application to us for no consideration when she was 
announced as the new applicant of the three trademarks by the China Trademark Office in March 2007. We subsequently submitted our 
application for the registration of these three trademarks to the China Trademark Office and expect to receive the final approval in the second 
half of 2009.  

C. Interests of Experts and Counsel  

Not applicable.  

ITEM 8. FINANCIAL INFORMATION  

A. Consolidated Statements and Other Financial Information  

See our consolidated financial statements filed as part of this annual report.  

Legal Proceedings  

From time to time, we are involved in a number of legal proceedings, both as plaintiff and as defendant, arising in the ordinary course of our 
business, including intellectual property right infringement claims that have been brought against us. We do not expect any of these claims or 
actions, individually or in the aggregate, to have a material adverse effect on our business, results of operations or financial condition and we 
are not aware of any pending or threatened litigation, arbitration or administrative proceedings against us that could have such an effect.  

Dividend Policy  

We have never declared or paid dividends, nor do we have any present plan to pay any cash dividends on our ordinary shares in the foreseeable 
future. We currently intend to retain most, if not all, of our available funds and any future earnings to operate and expand our business.  

Our board of directors has complete discretion on whether to pay dividends. Even if our board of directors decides to pay dividends, the form, 
frequency and amount will depend upon our future operations and earnings, capital requirements and surplus, general financial condition, 
contractual restrictions and other factors that the board of directors may deem relevant. Cash dividends on our ordinary shares, if any, will be 
paid in U.S. dollars.  

B. Significant Changes  

Except as disclosed elsewhere in this annual report, we have not experienced any significant changes since the date of our audited consolidated 
financial statements included in this annual report.  

ITEM 9. THE OFFER AND LISTING  

A. Offering and Listing Details  

Our ordinary shares have been listed on the NYSE since May 3, 2007 under the symbol “QXM.” The following table sets forth the high and 
low daily closing trading prices of our ordinary shares on the NYSE for the periods indicated:  

59

    
  Trading price
  High  Low
  ($)  ($)
Annual highs and lows:    
Year ended December 31, 2007 (from May 3, 2007)   15.48 6.76
Year ended December 31, 2008   8.89 1.56
          
Quarterly highs and lows:    
Second quarter 2007 (from May 3, 2007)   12.45 8.53
Third quarter 2007   10.75 6.92
Fourth quarter 2007   15.48 6.76
First quarter 2008   8.89 5.50
Second quarter 2008   7.88 4.78
Third quarter 2008   6.47   2.79 
Fourth quarter 2008   3.40 1.56
First quarter 2009   2.95 1.32
     
Monthly highs and lows:    
December 2008   3.18 2.15
January 2009   2.95 1.84
February 2009   2.70   1.70 
March 2009   2.40 1.32
April 2009   2.82 2.00
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B. Plan of Distribution  

Not applicable.  

C. Markets  

Our ordinary shares have been listed on the NYSE since May 3, 2007 under the symbol “QXM.”  

D. Selling Shareholders  

Not applicable.  

E. Dilution  

Not applicable.  

F. Expenses of the Issue  

Not applicable.  

ITEM 10. ADDITIONAL INFORMATION  

A. Share Capital  

Not applicable.  

B. Memorandum and Articles of Association  

We incorporate by reference into this annual report the description of our amended and restated memorandum of association contained in our 
F-1 registration statement (File No. 333-142162), as amended, first filed with the SEC on April 17, 2007. Our shareholders adopted our 
amended and restated memorandum and articles of association by a special resolution on March 19, 2007, which took effect upon filing on 
May 3, 2007.  

C. Material Contracts  

We have not entered into any material contracts other than in the ordinary course of business and other than those described elsewhere in this 
annual report.  

D. Exchange Controls  

Pursuant to the Foreign Currency Administration Rules promulgated in 1996 and amended in 1997 and 2008 and various regulations issued by 
SAFE and other relevant PRC government authorities, RMB is freely convertible only to the extent of current account items, such as trade 
related receipts and payments, interest and dividends. Capital account items, such as direct equity investments, loans and repatriation of 
investment, require prior approval from SAFE or its provincial branch for conversion of RMB into a foreign currency, such as U.S. dollars, and 
remittance of the foreign currency outside the PRC.  

Payments for transactions that take place within the PRC must be made in RMB. Unless otherwise approved, PRC companies must repatriate 
foreign currency payments received from abroad. Foreign invested enterprises may retain foreign exchange in accounts with designated foreign 
exchange banks subject to a cap set by SAFE or its local counterpart. Unless otherwise approved, domestic enterprises must convert all of their 
foreign currency receipts into RMB.  

E. Taxation  

British Virgin Islands Taxation  

We are exempt from all provisions of the Income Tax Act of the British Virgin Islands, including with respect to all dividends, interests, rents, 
royalties, compensation and other amounts payable by us to persons who are not persons resident in the British Virgin Islands. Capital gains 
realized with respect to any of our shares, debt obligations or other securities by persons who are not persons resident in the British Virgin 
Islands are also exempt from all provisions of the Income Tax Act of the British Virgin Islands. No estate, inheritance, succession or gift tax 
rate, duty, levy or other charge is payable by persons who are not persons resident in the British Virgin Islands with respect to any of our 
shares, debt obligations or other securities.  

No stamp duty is payable in the British Virgin Islands on a transfer of shares in a British Virgin Islands business company.  

U.S. Federal Income Taxation  

The following discussion describes the material U.S. federal income tax consequences to you if you are a U.S. Holder (as defined below) of an 
investment in the ordinary shares and you hold the ordinary shares as capital assets. This discussion is based on the tax laws of the United 
States as in effect on the date of this annual report, including the Internal Revenue Code of 1986, as amended, U.S. Treasury  
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  Trading price
  High  Low
  ($)  ($)
May 2009   4.06 2.76
June 2009 (through June 12, 2009)   4.33 3.25
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regulations in effect as of the date of this annual report and judicial and administrative interpretations thereof available on or before such date. 
All of the foregoing authorities are subject to change, which change could apply on a retroactive basis and could affect the tax consequences 
described below.  

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:  

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,  

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.  

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.”  
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•  banks;
 

•  certain financial institutions;
 

•  insurance companies;
 

•  broker dealers;
 

•  U.S. expatriates;
 

•  traders that elect to mark-to-market;
 

•  tax-exempt entities;
 

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

•  persons liable for alternative minimum tax;
 

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

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

•  an individual citizen or resident of the United States;
 

•  a corporation (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
 

•  a trust 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.
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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 ordinary 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 believe that we were a passive foreign investment company, or PFIC, for our taxable year that ended December 31, 2008, and we may 
continue to be a PFIC in the current and future taxable years. Our actual PFIC status in any taxable year will not be determinable until the close 
of the 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 timely 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:  

For purposes of the asset test and the income test described above, 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.  

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 timely “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:  

For the purposes of the PFIC rules, if we are a PFIC for any taxable year during which you hold ordinary shares, you generally would be 
treated as owning a proportional share of the stock of any of our non-U.S. subsidiaries, or any non-U.S. corporation in which we have an equity 
investment, that is a PFIC.  
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•  at least 75% of its gross income is passive income, or
 

•  at least 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.

•  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.
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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 above with respect to the ordinary shares. 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. We expect that our ordinary shares will 
qualify as marketable stock for these purposes. 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. You may make a timely mark-to-market 
election by filing Internal Revenue Service From 8621 with your original or amended U.S. federal income tax return for the first taxable year in 
which we are a PFIC and you hold ordinary shares by the due date of the return (including extensions). If we are a PFIC for any taxable year, 
you would not be able to make a mark-to-market election with respect to any of our non-U.S. subsidiaries, or any non-U.S. corporation in 
which we have an equity investment, that is a PFIC that you would be treated as indirectly owning under the PFIC rules.  

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.  

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.  
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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 by 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 20% 
appreciation of Renminbi against the U.S. dollar from July 2005 to June 12, 2009. 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 liabilities. 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 8.2% of our 
consolidated net assets as of December 31, 2008, which results in our exposure to foreign currency exchange risk. The translation of the net 
assets of Qiao Xing Mobile Communication Co., Ltd. to Renminbi during consolidation resulted in a translation loss of RMB7.8 million 
($1.1 million) in 2008, which was recognized as a component of other comprehensive loss as of December 31, 2008. In addition, Qiao Xing 
Mobile Communication Co., Ltd. also recorded an exchange loss of RMB11.5 million ($1.7 million) on the revaluation of the principal amount 
of the Notes outstanding as at December 31, 2008, which was recognized as an expense in 2008. If the exchange rate of the Renminbi against 
the U.S. dollar as of December 31, 2008 had decreased by 10% from 6.8225 to 6.1403, and the average exchange rate in 2008 had remained the 
same, the loss on the translation of the net assets of Qiao Xing Mobile Communication Co., Ltd. in 2008 would have been decreased by 
RMB31.7 million ($4.6 million) and the loss on revaluation of the Notes would have increased by RMB47.6 million ($7.0 million).  

Only 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 bank deposits and 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  

None.  

ITEM 15T . 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, 2008, 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.  

Management’s Report on Internal Control over Financial Reporting  

Our management is responsible for establishing and maintaining adequate internal control over financial reporting, as defined in U.S. Securities 
Exchange Act Rules 13a-15(f) and 15d-15(f). For the year ended December 31, 2008, under the supervision, and with the participation of our 
company’s management, including our principal executive officer and principal financial officer, we conducted an assessment of the 
effectiveness of our internal control over financial reporting based on criteria established in the framework in Internal Control — Integrated 
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based on this evaluation, our management 
has concluded that our internal control over financial reporting was effective as of December 31, 2008.  

Internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting 
and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. Because of its 
inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of 
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree 
of compliance with the policies and procedures may deteriorate.  

This annual report does not include an attestation report of our registered public accounting firm regarding internal control over financial 
reporting. Management’s report was not subject to attestation by our registered public accounting firm pursuant to temporary rules of the SEC 
that permit the company to provide only management’s report in this annual report.  

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.  

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.  

65

     
  Year ended December 31,
(Amounts in thousands)  2007  2008(1)

  (RMB)  (RMB)  ($)
      
Audit fees   8,034   1,354   198 
Audit-related fees —   — —
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The policy of our Audit Committee is to pre-approve all audit and non-audit services provided by our independent registered public accounting 
firm, 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  

In connection with the issuance of the Notes on May 15, 2008, we issued approximately $48,349,000 in principal amount of the Notes in 
exchange for 6,966,666 of our ordinary shares that were then owned by the Investors of the Notes. All ordinary shares submitted by the 
Investors in exchange for the Notes were subsequently cancelled.  

On September 17, 2008, our board of directors approved a share repurchase program under which we may repurchase up to an aggregate of 
$20.0 million worth of our issued and outstanding ordinary shares. The repurchases will be made from time to time on the open market at 
prevailing market prices, in negotiated transactions off the market, in block trades, pursuant to a 10b5-1 plan or otherwise. The repurchases will 
be made subject to restrictions relating to volume, price and timing. The timing and extent of any purchases will depend upon market 
conditions, the trading price of our shares and other factors. As of the date of this report, we have not made any repurchase of our ordinary 
shares under the approved program.  

ITEM 16F. CHANGE IN REGISTRANT’S CERTIFYING ACCOUNTANT  

On September 11, 2008, our board of directors, on the recommendation of our audit committee, approved the appointment of Grobstein, 
Horwath & Company LLP, or GHC, to serve as our independent registered public accounting firm. Our previous independent registered public 
accounting firm, KPMG, was dismissed on the same date.  

During each of the two most recent fiscal years ended December 31, 2007 and the subsequent interim period through the date of appointment of
GHC, we did not consult GHC with respect to the application of accounting principles to a specified transaction, either completed or proposed, 
or the type of audit opinion that might be rendered on our consolidated financial statements, or any other matter that was either the subject of a 
disagreement, as that term is defined in Item 304(a)(1)(iv) of Regulation S-K, or a reportable event, as that term is defined in Item 304(a)(1)(v) 
of Regulation S-K.  

The audit report of KPMG on our consolidated financial statements for 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, did not contain any adverse opinion or 
disclaimer of opinion, nor were they qualified or modified as to uncertainty, audit scope or accounting principles, except that their report 
contained an explanatory paragraph that states that Xing acquired the remaining 20% equity interest in our company on November 30, 2006, 
resulting in our company becoming wholly owned by Xing and accordingly the consolidated financial statements for the period from 
November 30, 2006 through December 31, 2006 and the year ended December 31, 2007 reflected the new basis of accounting arising from the 
transaction, and that upon completion of our initial public offering in May 2007 and conversion of the senior convertible notes issued by Xing 
into our ordinary shares previously held by Xing, we ceased to be a wholly owned subsidiary of Xing.  

During the periods covered by our consolidated financial statements for 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, there were no disagreements with KPMG 
on any matter of accounting principles or practices, financial statement disclosure, or auditing scope or procedures which, if not resolved to the 
satisfaction of KPMG, would have caused KPMG to make reference to the matter in their reports on the financial statements for such periods.  

On January 8, 2009, we were notified that effective December 8, 2008, the personnel of GHC joined Crowe Horwath LLP, or Crowe, resulting 
in the resignation of GHC as our independent registered public accounting firm. On January 12, 2009, our board of directors appointed Crowe 
as our new independent registered public accounting firm.  

ITEM 16G. CORPORATE GOVERNANCE  

There are no significant differences in the corporate governance practices followed by us as compared to those followed by US domestic 
companies under the NYSE Listing Standards, except as follows:  
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(1)  The audit fees billed by KPMG, our prior independent registered public accounting firm, in connection with the re-issuance of their audit 
report on our financial statements for the period from January 1, 2006 through November 30, 2006, the period from November 30, 2006 
to December 31, 2006 and the year ended December 31, 2007 was $48,000. The audit fees billed by Crowe Horwath LLP, our 
independent registered public accounting firm, in connection with the audit of our financial statements for the year ended December 31, 
2008 was $150,000.

•  As a “controlled company” as defined under Section 303A of the NYSE Listed Company Manual, we are exempt from certain corporate 
governance requirements. Relying on this exemption, Mr. Zhi Yang Wu, who does not satisfy the “independence” requirements of 
Section 303A of the NYSE Listed Company Manual, serves as a member of our nominating and corporate governance committee and 
compensation committee;

 

•  We do not have formal corporate governance guidelines similar to those required for U.S. domestic companies; and
 

•  Our non-management directors do not schedule regular executive sessions similar to those followed by U.S. domestic companies.
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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  

67

   
Exhibit   
Number Description
    
1.1   Amended and Restated Memorandum of Association(1)

    
1.2   Second Amended and Restated Memorandum and Articles of Association of the Registrant(1)

    
4.1   Equity Incentive Plan(1)

    
4.2   Form of Employment Agreement between the Registrant and a Senior Executive Officer of the Registrant(1)

    
4.3   Software License Agreement, dated October 8, 2005(1), which was renewed on March 10, 2008(2)

    
4.4   Non-Competition Agreement(1)

    
4.5   Technology Licenses Agreement, dated June 13, 2007(2)

    
4.6   Securities Purchase Agreement, dated May 15, 2008(3)

    
4.7   Registration Rights Agreement, dated May 15, 2008(3)

    
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 Crowe Horwath LLP, dated June 30, 2009
    
15.2   Consent of KPMG, dated June 30, 2009

 

(1)  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.

 

(2)  Incorporated by reference from the Registrant’s annual report on Form 20-F for the year ended December 31, 2007 (File Na 1-33430) 
filed with the SEC on June 26, 2008.

 

(3)  Incorporated by reference from the Registrant’s 6-K furnished on May 19, 2008.
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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.  
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 QIAO XING MOBILE COMMUNICATION CO., LTD. 

 

Date: June 30, 2009 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 sheet of Qiao Xing Mobile Communication Co., Ltd. and subsidiaries (the 
“Company”) as of December 31, 2008, and the related consolidated statements of operations, cash flows and shareholders’ equity and 
comprehensive income for the year then ended. These financial statements are the responsibility of the Company’s management. Our 
responsibility is to express an opinion on these consolidated financial statements reporting based on our audit.  

We conducted our audit 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. The Company is not required to have, nor were we engaged to perform, an audit of its internal control over financial reporting. 
Our audit included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting. 
Accordingly, we express no such opinion. 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 audit provides a reasonable basis for our opinion.  

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial position 
of Qiao Xing Mobile Communication Co., Ltd. and subsidiaries as of December 31, 2008, and the consolidated results of their operations and 
their cash flows for the year then ended in conformity with U.S. generally accepted accounting principles.  

Our audit also included the translation of Renminbi (RMB) amounts into United States dollar (US$) amounts and, in our opinion, such 
translation, where provided, has been made in conformity with the basis stated in the last paragraph of Note 2(q) to the consolidated financial 
statements. Such United States dollar amounts are presented for the convenience of the readers.  

/s/ Crowe Horwath LLP  

Sherman Oaks, California 
June 27, 2009  

F-2
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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 sheet of Qiao Xing Mobile Communication Co., Ltd. and subsidiaries (the 
“Company”) as of December 31, 2007 and the related consolidated statements of operations, cash flows and shareholders’ equity and 
comprehensive income for 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 subsidiaries as of December 31, 2007, and the results of their operations and their cash flows for 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 21(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.  

/s/ KPMG  

Hong Kong, China 
June 25, 2008  

F-3
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES  
CONSOLIDATED BALANCE SHEETS 

(amounts in thousands, except share and per share data) 

See accompanying notes to the consolidated financial statements.  

F-4  

     
  December 31,
  2007  2008
  RMB  RMB  US$
Assets     
      
Current assets:     
Cash 2,729,982   2,907,148 426,112
Restricted cash   94,384   136,299   19,978 
Accounts receivable, net 418,564   462,282 67,758
Bills receivable —   43,516 6,378
Inventories 177,279   183,169 26,848
Prepayments to suppliers 155,993   363,907 53,339
Prepaid expenses and other current assets 19,295   38,996 5,716
Deferred income taxes 5,685   6,994 1,025
Deferred debt issuance costs, net   —   34,689   5,084 
    

 
      

 
 

Total current assets 3,601,182   4,177,000 612,238
      
Property, machinery and equipment, net 175,469   167,233 24,512
Land use rights   36,106   35,304   5,175 
Equity investment, at cost 7,803   7,803 1,144
Goodwill 112,814   112,814 16,536
Other intangible assets, net 60,728   22,766 3,337
             

Total assets   3,994,102   4,522,920   662,942 
    

 

      

 

 

      
Liabilities, minority interests and shareholders’ equity     
              
Current liabilities:     
Short-term borrowings 983,904   983,950 144,221
Accounts payable 107,990   52,047 7,629
Prepayments from customers 4,585   42,551 6,237
Accrued liabilities 41,401   50,014 7,331
Amounts due to related parties 4,532   11,155 1,635
Other payables and current liabilities   58,630   7,227   1,059 
Income taxes payable 38,722   38,462 5,638
Embedded derivative liability —   124,130 18,194
Convertible notes —   206,211 30,225
             

              
Total current liabilities 1,239,764   1,515,747 222,169

      
Deferred income taxes 5,561   320 47
             

Total liabilities 1,245,325   1,516,067 222,216
    

 
      

 
 

      
Minority interests 78,235   92,065 13,494
             

      
Shareholders’ equity:     
Ordinary shares:     

Par value: nil     
Authorized: Unlimited     
Issued and outstanding: 47,609,731 (2007: 52,500,000) shares 1,316,726   1,064,421 156,016

Additional paid-in capital   802,892   883,410   129,485 
Retained earnings 574,004   997,808 146,253
Accumulated other comprehensive loss (23,080)   (30,851) (4,522)
    

 
      

 
 

Total shareholders’ equity 2,670,542   2,914,788 427,232
    

 
      

 
 

      
Commitments and contingencies     
      
Total liabilities, minority interests and shareholders’ equity 3,994,102   4,522,920 662,942
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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) 

See accompanying notes to the consolidated financial statements.  

F-5

       
  Old Basis    
  (Note 2(a))   New Basis (Note 2(a))
  January 1,   November   
  2006 to   30, 2006 to   
  November   December  Year ended December 31,
  30, 2006   31, 2006  2007  2008
  RMB   RMB  RMB  RMB  US$
        
Revenues:       

External parties   2,277,112 255,154 3,127,780   2,147,300 314,738
Related parties   4,086 859 13,314   6,573 963

                     

Total revenues   2,281,198 256,013 3,141,094   2,153,873 315,701
        
Cost of goods sold  (1,843,327) (218,882) (2,255,844)   (1,287,096) (188,654)
                     

Gross profit   437,871    37,131   885,250   866,777   127,047 
        
Operating expenses:       

Selling and distribution  (12,054) (2,707) (36,322)   (146,551) (21,481)
General and administrative  (19,879) (1,170) (69,032)   (44,231) (6,483)
Research and development  (15,131) (1,161) (18,599)   (29,242) (4,286)
In-process research and development   — (41,739) —   — —
Amortization of other intangible assets   (10,890)    (4,288)   (32,280)   (11,727)   (1,719)
Impairment of other intangible assets   — — —   (26,235) (3,845)

        
 
   

 
   

 
    

Operating income (loss)   379,917 (13,934) 729,017   608,791 89,233
        
Other income (expense):                      

Interest income   5,320 631 16,373   24,405 3,577
Interest expense  (27,115) (2,213) (47,034)   (165,506) (24,259)
Foreign currency exchange gain (loss), net   9,628 1,502 12,022   (5,142) (754)
Gain on remeasurement of embedded derivatives   — — —   144,939 21,244
Loss on extinguishment of convertible debts   — — —   (10,634) (1,559)
Gain on disposal of subsidiaries   — — —   2,269 333
Other income (loss), net   3,857    579   873   (3,700)   (541)

        
 
   

 
   

 
    

Earnings (loss) before income tax expense, minority 
interests, and extraordinary items   371,607 (13,435) 711,251   595,422 87,274

Income tax expense  (55,991) (4,251) (113,377)   (155,717) (22,824)
                     

Earnings (loss) before minority interests, and 
extraordinary items   315,616 (17,686) 597,874   439,705 64,450

Minority interests  (27,260) (1,799) (33,074)   (15,901) (2,331)
                     

Earnings (loss) before extraordinary items   288,356 (19,485) 564,800   423,804 62,119
        
Extraordinary items:       
        
Gains on acquisitions of additional equity interests in 

CECT, net of nil tax   17,796 — 28,689   — —
        

 
   

 
   

 
    

        
Net income (loss)   306,152 (19,485) 593,489   423,804 62,119
        

 

   

 

   

 

    

        
Basic earnings (loss) per share:       

Earnings (loss) before extraordinary items   7.21 (0.49) 11.69   7.52 1.10
Extraordinary gains   0.44 — 0.59   — —

                     

Earnings (loss) per share   7.65 (0.49) 12.28   7.52 1.10
        

 

   

 

   

 

    

                       
Diluted earnings (loss) per share:       

Earnings (loss) before extraordinary items   7.21 (0.49) 11.69   6.99 1.02
Extraordinary gains   0.44 — 0.59   — —

                     

Earnings (loss) per share   7.65    (0.49)   12.28   6.99   1.02 
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES  
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(amounts in thousands) 

F-6  

      
  Old Basis    
  (Note 2(a))   New Basis (Note 2(a))
  January 1,   November   
  2006 to   30, 2006 to     
  November   December  Year ended December 31,
  30, 2006   31, 2006  2007  2008
  RMB   RMB  RMB  RMB  US$
       
Cash flows from operating activities:      
       
Net income (loss)  306,152 (19,485) 593,489   423,804 62,119
       
Adjustments to reconcile net income (loss) to net cash

provided by (used in) operating activities:      
       
Depreciation  5,271 499 10,754   11,957 1,753
Amortization of land use rights  — 69 817   802 117
In-process research and development  — 41,739 —   — —
Amortization of other intangible assets  10,890 4,288 32,280   11,727 1,719
Impairment of other intangible assets   —    —   —   26,235   3,845 
Bad debt expense (recovery), net  (594) (1) 3,384   682 100
Inventory write-downs  3,152 46 11,068   6,650 975
Foreign currency exchange gain (loss), net  (9,833) (1,498) (12,290)   5,142 754
(Gain) loss on disposal of property, machinery and 

equipment  8 — 57   (15) (2)
Accretion of discount on convertible notes  — — —   70,512 10,335
Amortization of deferred debt issuance costs   —    —   —   10,851   1,590 
Gain on remeasurement of embedded derivatives  — — —   (144,939) (21,244)
Loss on extinguishment of convertible debts  — — —   10,634 1,559
Accrued interest settled through the issuance of ordinary 

shares on the conversion of convertible notes  — — —   316 46
Gain on disposal of subsidiaries  — — —   (2,269) (333)
Minority interests  27,260 1,799 33,074   15,901 2,331
Deferred income taxes   260    (467)   (6,237)   (6,550)   (960)
Share-based compensation  3,522 — 38,626   14,668 2,150
Extraordinary gains on acquisitions of additional equity 

interests in CECT, net of nil tax  (17,796) — (28,689)   — —
       
Changes in operating assets and liabilities, net of 

effects of push-down accounting adjustments in 
2006                      

       
Accounts receivable  106,019 (139,282) 124,945   (53,844) (7,892)
Bills receivable  179,098 14,425 27,635   (43,516) (6,378)
Inventories  106,883 (102,105) (24,012)   (15,527) (2,276)
Prepayments to suppliers  (24,302) 552 71,909   (195,018) (28,585)
Prepaid expenses and other current assets  6,586 2,956 18,898   (13,684) (2,006)
Accounts payable   (135,197)    (12,283)   (57,336)   (50,844)   (7,452)
Prepayments from customers  (24,898) (3,146) (10,804)   37,966 5,565
Accrued liabilities  12,112 (6,565) 6,041   9,213 1,350
Other payables and current liabilities  (33,564) (1,370) 6,136   (20,488) (3,003)
Income taxes payable  (7,651) 4,718 15,779   (260) (38)
                       

Net cash provided by (used in) operating activities   513,378    (215,111)   855,524   110,106   16,139 
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED) 

(amounts in thousands)  

Additional supplemental cash flow information is set out in Note 5.  

See accompanying notes to the consolidated financial statements.  

F-7

       
  Old Basis    
  (Note 2(a))   New Basis (Note 2(a))
  January 1,   November   
  2006 to   30, 2006 to       
  November   December  Year ended December 31,
  30, 2006   31, 2006  2007  2008
  RMB   RMB  RMB  RMB  US$
        
Cash flows from investing activities:       
        
Purchase of property, machinery and equipment  (161,467) (2) (1,944)   (14,895) (2,183)
Purchase of land use rights  (39,004) — —   — —
Deposit for purchase of property, machinery and 

equipment  (133,085) — —   — —
Refund of deposit for purchase of property, machinery 

and equipment   66,542 66,543 —   — —
Restricted cash related to new bank borrowings  (67,999) (8,864) (222,870)   (108,858) (15,956)
Release of restricted cash upon repayment of bank 

borrowings   78,255 5,754 247,788   66,943 9,812
Collection of amounts due from China Electronics 

Financial Co. Ltd.   7,030 — —   — —
Net cash outflow on disposal of subsidiaries   — — —   (1,162) (170)
Proceeds from disposal of property, machinery and 

equipment   411 — 42   309 45
                       

Net cash provided by (used in)investing activities   (249,317)    63,431   23,016   (57,663)   (8,452)
    

 
    

 
   

 
   

 
   

 
 

        
Cash flows from financing activities:       
        
Net proceeds from issuance of common stock   —    —   1,026,611   —   — 
Net proceeds from issuance of convertible notes   — — —   128,887 18,891
Capital contributed by a minority shareholder of a 

subsidiary   — — 2,100   — —
Proceeds received from exercise of share options   — — 30,911   — —
Proceeds from short-term borrowings   1,089,219 23,883 1,496,963   1,650,123 241,865
Repayments of short-term borrowings  (1,116,271) (31,100) (1,108,831)   (1,643,314) (240,867)
Proceeds from borrowings from Xing or from related 

parties on behalf of Xing   593,578 242,814 396,998   57,681 8,455
Repayments of borrowings from Xing or from related 

parties on behalf of Xing  (496,865) (34,930) (727,425)   (49,639) (7,276)
                       

Net cash provided by financing activities   69,661    200,667   1,117,327   143,738   21,068 
    

 
    

 
   

 
   

 
   

 
 

        
Effect of foreign exchange rate changes   — — (27,971)   (19,015) (2,787)
                       

        
Net increase in cash   333,722 48,987 1,967,896   177,166 25,968
Cash, beginning of year/period   379,377 713,099 762,086   2,729,982 400,144
                       

Cash, end of year/period   713,099    762,086   2,729,982   2,907,148   426,112 
    

 

    

 

   

 

   

 

   

 

 

        
Supplemental disclosure of cash flow information:       
                       
Interest paid   24,394 3,555 45,576   77,622 11,377
Income tax paid   63,382 — 103,835   162,527 23,822
Share issuance costs in the form of share-based payment  — — 12,859   — —
Warrant issuance costs in the form of share-based 

payment   — — —   2,500 366
Convertible note issuance costs in the form of share-

based payment   —    —   —   31,451   4,610 
Ordinary shares repurchased through the issuance of 

convertible notes   — — —   338,165 49,566
Ordinary shares issued on partial conversion of 

convertible notes   — — —   55,054 8,070
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES  
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY AND COMPREHENSIVE INCOME 

(amounts in thousands, except share data) 

See accompanying notes to the consolidated financial statements.  

F-8

         
              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, 2006   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     
Net income   — — — 423,804 —   423,804 423,804
Foreign currency translation adjustments   —   —   —   —   (7,771)   (7,771)  (7,771)
                             

Comprehensive income                           416,033 
                             

Issuance of ordinary shares   2,076,397   85,860   —   —   —   85,860     
Cancellation of ordinary shares   (6,966,666) (338,165) — — —   (338,165)
Issuance of stock purchase warrants to convertible 

note investors and external consultants   — — 70,012 — —   70,012
Warrant issuance costs   —   —   (4,162)  —   —   (4,162)    
Share-based compensation   — — 14,668 — —   14,668
    

 
   

 
   

 
   

 
      

 
     

Balance as of December 31, 2008   47,609,731 1,064,421 883,410 997,808  (30,851)   2,914,788
    

 

   

 

   

 

   

 

      

 

     

                              
US$    156,016 129,485 146,253  (4,522)   427,232
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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) 

          Country  

F-9

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 sale 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. The Company listed its ordinary shares on 
the New York Stock Exchange (the “NYSE”) under the symbol “QXM” on May 3, 2007. 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.

 

  As of December 31, 2008, the Company was 67.6% (2007: 61.3%) owned by Qiao Xing Universal Telephone, Inc. (“Xing”), a company 
listed on the Nasdaq National Market.

 

  Details of the Group’s subsidiaries are as follows:
                 
  Percentage of equity interest
      Place of  attributable to the Group
Name of subsidiary  Note  incorporation as of December 31,
  2007 2008

                  
CEC Telecom Co., Ltd. (“CECT”) PRC   96.6% 96.6%
      
Beijing CECT Yitong Technology Co., Ltd (“BCYT”) (i) PRC   64.4% —
      
Huizhou CEC Telecom Co., Ltd. (“HCECT”) (ii) PRC   — —

 

(i)  The Group’s interest in BCYT as of December 31, 2007 was held through CECT, which owned a 66.7% equity interest in BCYT. The 
Group’s interest in BCYT was disposed of during the year ended December 31, 2008.

 

(ii)  HCECT was incorporated in January 2008 and was owned as to 100% by CECT. The Group’s interest in HCECT was disposed of 
subsequently during the year ended December 31, 2008.

(c)  Significant concentrations and risks
 

  The Group is subject to, among others, the following significant concentrations and risks:

  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.
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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)  

          Concentrations of cash balances held at financial institutions  

          Technology  

          Suppliers  

F-10  

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

(c)  Significant concentrations and risks (continued)
 

  Revenue concentrations 
 

  Individual customers accounting for more than 10% of the Group’s revenue for the period from January 1, 2006 through November 30, 
2006, the period from November 30, 2006 through December 31, 2006, and the years ended December 31, 2007 and 2008, are as follows:

      
 Old Basis New Basis
  January 1,   November   
  2006 to   30, 2006 to   
  November   December  Year ended December 31,
  30, 2006   31, 2006  2007  2008
                   
Beijing U-life International Technology Co., Ltd. — —   — 53%
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. 15% —   — 12%
Xi’an Ruiqiao Electronics Co., Ltd.   —    15%   —   — 
Jinan Qiaoxing Telecommunication Co., Ltd. — 14%   — —
Wuhan Jiajiali Electronics Co., Ltd. — 12%   — —
    

 
    

 
      

 
 

Total 72% 96%   36% 65%
    

 

    

 

      

 

 

  As of December 31, 2007 and 2008, the Group’s five largest accounts receivable accounted for approximately 67% and 91%, 
respectively, of the Group’s total accounts receivable.

  As of December 31, 2007 and 2008, cash of RMB2,711,907 and RMB2,904,187 (US$425,678), respectively, was held in uninsured 
accounts at major financial institutions located in the PRC, and cash of RMB17,512 and RMB2,961 (US$434), 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, 2007 and 2008, the Company’s cash balance included U.S. dollar denominated bank deposits of US$44,517 and 
US$5,196 (equivalent to RMB324,737 and RMB35,450), respectively, in uninsured accounts at major institutions located in the PRC, 
and US$2,323 and US$429 (equivalent to RMB16,946 and RMB2,928), 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.

  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.

  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.
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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)  

F-11

2  Summary of significant accounting policies

(a)  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”).

 

  Prior to November 30, 2006, the Company was 80% owned by Xing. 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”). 
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 pushed-
down 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.

(b)  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.

(c)  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 RMB94,384 and RMB136,299 (US$19,978) 
as of December 31, 2007 and 2008, 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”.

(d)  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 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, 2007 and 2008, discounted bills of nil and RMB40,000 (US$5,863), respectively are included in short-
term borrowings.
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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)  

F-12

2  Summary of significant accounting policies (continued)

(e)  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 labor 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.

(f)  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 RMB1,178,203, RMB125,528, RMB1,909,685 and 
RMB1,492,267 (US$218,727) for the period from January 1, 2006 through November 30, 2006, the period from November 30, 2006 
through December 31, 2006, and the years ended December 31, 2007 and 2008, respectively, are not reflected as cash outflows from 
operating activities.

(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 contractual period of the rights.
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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)  

F-13

2  Summary of significant accounting policies (continued)

(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
Licenses 5 years

  Management has determined that the Group’s “CECT” brand name held by its subsidiary, CECT, does not have a determinable useful 
life. Consequently, the carrying amount of this brand name is not amortized but is 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.

(j)  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.

(k)  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.
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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)  

F-14

2  Summary of significant accounting policies (continued)

(k)  Revenue recognition (continued)
 

  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 RMB26,619, RMBNil, RMB2,943 and RMB91 (US$13) 
for the period from January 1, 2006 through November 30, 2006, the period from November 30, 2006 through December 31, 2006, and 
the years ended December 31, 2007 and 2008, respectively.

 

  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.

(l)  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   
  2006 to   30, 2006 to   
  November   December  Year ended December 31,
  30, 2006   31, 2006  2007  2008
  RMB   RMB  RMB  RMB  US$
       
Balance at beginning of period/year   3,922    6,905   6,809   8,097   1,187 
Provision  13,751 908 14,960   7,485 1,097
Utilization  (10,768) (1,004) (13,672)   (10,553) (1,547)
    

 
    

 
   

 
       

Balance at end of period/year  6,905 6,809 8,097   5,029 737
    

 

    

 

   

 

       

(m)  Research and development costs, advertising costs, and shipping and handling costs
 

  Research and development costs are expenses as incurred.
 

  Adverting costs are charged to selling and distribution expenses when incurred. Advertising costs amounted to RMB10,382, RMB2,491, 
RMB26,445 and RMB137,166 (US$20,105) for the period from January 1, 2006 through November 30, 2006, the period from 
November 30, 2006 through December 31, 2006, and the years ended December 31, 2007 and 2008, respectively.

 

  The costs of shipping and distributing products are included in cost of sales.

(n)  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 period from January 1, 2006 through November 30, 2006, the period from November 30, 2006 through December 31, 
2006, and the years ended December 31, 2007 and 2008, contributions to the defined contribution plans were RMB606, RMB45, 
RMB624 and RMB2,228 (US$327), respectively. The Group has no other obligation for the payment of employee benefits associated 
with these plans beyond the contributions described above.
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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)  

F-15

2  Summary of significant accounting policies (continued)

(o)  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.

(p)  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. Interest and penalties related to unrecognized tax benefits, if and when required, are 
classified as part of income tax expense in the statement of operations.

(q)  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 corresponding adjustment 
attributable to current-rate translation of non-monetary assets as of the date of the change was immaterial and has been recorded as 
accumulated other comprehensive loss, a separate component within shareholders’ equity.

 

  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 the average exchange rate prevailing during the reporting period. 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 2008 RMB amounts included in the accompanying consolidated financial statements have been 
translated into U.S. dollars at the rate of US$1.00 = RMB6.8225, being the noon buy rate for U.S. dollars in effect on December 31, 2008 
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, 2008, or at any other date.
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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)  

F-16

2  Summary of significant accounting policies (continued)
 

(r)  Earnings (loss) per share
 

  Basic earnings (loss) per share is computed using the “two-class” method by dividing net income allocated to ordinary shareholders 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.

 
(s)  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, the fair values of conversion options and other derivatives embedded in convertible notes, the fair value of ordinary 
share warrants granted in connection with the issuance of the convertible notes, 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.

 
(t)  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.

 
(u)  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.

 
(v)  Recently issued accounting standards
 

  In September 2006, the FASB issued Statement of Financial Accounting Standards (“SFAS”) No. 157, “Fair Value Measurements,” 
which defines fair value, provides a framework for measuring fair value, and expands the disclosures required for assets and liabilities 
measured at fair value. SFAS No. 157 applies to existing accounting pronouncements that require fair value measurements; it does not 
require any new fair value measurements. In February 2008, FASB issued FASB Staff Position (“FSP”) No. FAS 157-2, “Effective Date 
of FASB Statement No. 157” (“FSP 157-2”), which delays the effective date of SFAS No. 157 for all nonfinancial assets and 
nonfinancial liabilities, except for items that are recognized or disclosed at fair value in the financial statements on a recurring basis (at 
least annually), until fiscal years beginning after November 15, 2008, and interim periods within those fiscal years. The Company 
adopted the effective portions of SFAS No. 157 beginning the year ended December 31, 2008, with no material impact to its consolidated 
financial statements. Management does not expect the adoption of FSP 157-2 to have a material impact on the Group’s consolidated 
financial statements.

 

  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.



[E/O] BOWNE OF HONG KONG 30-JUN-2009 15:26:15.80 CRC: 22231 Validation: Y BOM  H03465  216.00.00.00 0/1

/O
]

B
O

W
N

E
 O

F
 H

O
N

G
 K

O
N

G
30

-J
U

N
-2

00
9 

15
:2

6:
15

.8
0

C
R

C
: 

22
23

1
V

al
id

at
io

n:
 Y

B
O

M
  H

03
46

5 
 2

16
.0

0.
00

.0
0 

0/
1

                    

Table of Contents 

QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
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F-17

2  Summary of significant accounting policies (continued)
 

(v)  Recently issued accounting standards (continued)
 

  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. SFAS 
No. 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.

 

  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 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 161 is effective for financial statements issued for fiscal years and interim periods beginning after November 15, 
2008. Management does not expect the adoption of SFAS 161 to have a material impact on the Group’s consolidated financial statements.

 

  In April 2008, the FASB issued FSP No. FAS 142-3, “Determination of the Useful Life of Intangible Assets” (“FSP 142-3), which 
amends the factors that should be considered in developing renewal or extension assumptions used to determine the useful life of a 
recognized intangible asset under SFAS No. 142, “Goodwill and Other Intangible Assets.” FSP 142-3 is effective for fiscal years 
beginning after December 15, 2008 and interim periods within those fiscal years. Early adoption is prohibited. The guidance for 
determining the useful life of a recognized intangible asset in FSP 142-3 shall be applied prospectively to intangible assets acquired after 
the effective date. Management does not expect the adoption of FSP 142-3 to have a material impact on Group’s consolidated financial 
statements.

 

  In May 2008, the FASB issued SFAS No. 162, “The Hierarchy of Generally Accepted Accounting Principles,” which identifies the 
sources of accounting principles and the framework for selecting the principles used in the preparation of financial statements of 
nongovernmental entities that are presented in conformity with U.S. GAAP. SFAS No. 162 became effective November 15, 2008. 
Management does not expect the adoption of SFAS No. 162 to have a material impact on the Group’s consolidated financial statements.

 

  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 14-1”), which 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 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 14-1 is effective for fiscal 
years beginning after December 15, 2008. Management does not expect the adoption of FSP 14-1 to have a material impact on the 
Group’s consolidated financial statements.

 

  In June 2008, the Emerging Issue Task Force (“EITF”) issued EITF Issue No. 07-5, “Determining Whether an Instrument (or Embedded 
Feature) is Indexed to an Entity’s Own Stock” (“EITF 07-5”). EITF 07-5 clarifies the determination of whether an instrument (or an 
embedded feature) is indexed to an entity’s own stock, which would qualify as a scope exception under SFAS No. 133, “Accounting for 
Derivative Instruments and Hedging Activities.” EITF 07-5 is effective for financial statements issued for fiscal years beginning after 
December 15, 2008. EITF 07-5 does not permit early adoption for an existing instrument. Management does not expect the adoption of 
EITF 07-5 to have a material effect on the Group’s consolidated financial statements.
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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)  

F-18

2  Summary of significant accounting policies (continued)
 

(v)  Recently issued accounting standards (continued)
 

  In June 2008, the FASB issued FSP EITF Issue No. 03-6-1, “Determining Whether Instruments Granted in Share-Based Payment 
Transactions Are Participating Securities” (“FSP 03-6-1”). FSP 03-6-1 clarifies that share-based payment awards that entitle their holders 
to receive non-forfeitable dividends or dividend equivalents before vesting should be considered participating securities. FSP 03-6-1 is 
effective for fiscal years beginning after December 15, 2008 on a retrospective basis. The Company has not granted any share-based 
payment awards that contain non-forfeitable rights to dividends or dividend equivalents before vesting since incorporation. Management 
does not expect the adoption of FSP 03-6-1 to have a material impact on Group’s consolidated financial statements.

 

  On October 10, 2008, the FASB issued FSP No. FAS 157-3, “Determining the Fair Value of a Financial Asset When the Market for that 
Asset is Not Active” (FSP 157-3), which clarifies the application of SFAS No. 157 in a market that is not active. Additional guidance is 
provided regarding how the reporting entity’s own assumptions should be considered when relevant observable inputs do not exist, how 
available observable inputs in a market that is not active should be considered when measuring fair value, and how the use of market 
quotes should be considered when assessing the relevance of inputs available to measure fair value. FSP 157-3 became effective 
immediately upon issuance. Its adoption did not have a material effect on the Group’s consolidated financial statements.

 

  In November 2008, the FASB ratified EITF Issue No. 08-7, “Accounting for Defensive Intangible Assets” (“EITF 08-7”). EITF 08-7 
applies to defensive intangible assets, which are acquired intangible assets that the acquirer does not intend to actively use but intends to 
hold to prevent its competitors from obtaining access to them. As these assets are separately identifiable, EITF 08-7 requires an acquiring 
entity to account for defensive intangible assets as a separate unit of accounting. Defensive intangible assets must be recognized at fair 
value in accordance with SFAS No. 141R and SFAS No. 157. EITF 08-7 is effective for defensive intangible assets acquired in fiscal 
years beginning on or after December 15, 2008. Management does not expect the adoption of EITF 08-7 to have a material impact on 
Group’s consolidated financial statements.
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES 
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F-19

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 9)  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 RMB1,053, property, 
machinery and equipment of RMB1,478 and other intangible assets of RMB55,247. 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.

 

 (ii)  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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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 

(amounts in thousands, except share and per share data)  

F-20  

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
 

  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%.

 

  The Company accounted for the above step-up acquisitions of the equity interests in CECT using the purchase method. This method 
requires 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 the 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 the 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.
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES 
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(amounts in thousands, except share and per share data)  

F-21

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 the respective acquisition date:

    
  July 31,  June 30,
  2006  2007
  RMB  RMB
     
Consideration:    
Total cash consideration   149,600 380,425
Less: Ownership interest in cash consideration   (139,742) (367,295)
    

 
   

 
 

Net cash consideration   9,858 13,130
          

     
Fair value of assets acquired:         
Property, machinery and equipment   1,511 5,929
Land use rights   — 1,222
Other tangible assets and liabilities acquired   27,654 41,819
In-process research and development   6,287 7,981
Other intangible assets   13,914 16,009
          

Fair value of net assets acquired   49,366 72,960
    

 
   

 
 

     
Negative goodwill   39,508   59,830 
    

 
   

 
 

     
Allocation of negative goodwill:    
Property, machinery and equipment   (1,511) (5,929)
Land use rights   —   (1,222)
In-process research and development   (6,287) (7,981)
Other intangible assets   (13,914) (16,009)
    

 
   

 
 

Negative goodwill allocated to fair value of long-term assets   (21,712) (31,141)
          

     
Extraordinary item — gain on acquisition of additional equity interest in CECT   17,796 28,689
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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)  

F-22  

5  Disposals
 

  The Group disposed of its interests in BCYT and HCECT during the year ended December 31, 2008. The condensed historical balances 
of the subsidiaries’ assets and liabilities that were disposed of consisted of:

     
  BCYT  HCECT  Total
  RMB  RMB  RMB
      
Cash 924   238 1,162
Other current assets 20,866   14,616 35,482
Property, machinery and equipment   —   10,876   10,876 
Current liabilities —   (5,808) (5,808)
Minority interests (2,071)   — (2,071)
    

 
   

 
   

 
 

Net assets disposed of 19,719   19,922 39,641
    

 

   

 

   

 

 

  The gain on disposal of subsidiaries reflected in the consolidated statement of operations for the year ended December 31, 2008 is 
calculated as follows:

     
 BCYT  HCECT Total
  RMB  RMB  RMB
      
Consideration   20,000   21,910   41,910 
Net assets disposed of (19,719)   (19,922) (39,641)
       

 
    

Gain on disposal 281   1,988 2,269
       

 

    

  The net cash outflow in respect of the disposal of subsidiaries during the year ended December 31, 2008 is as follows:
     
  BCYT  HCECT  Total
  RMB  RMB  RMB
      
Consideration 20,000   21,910 41,910
Cash disposed of   (924)   (238)   (1,162)
Consideration paid for through set-off of payables (20,000)   (13,146) (33,146)
Unpaid consideration as at December 31, 2008 —   (8,764) (8,764)
       

 
    

Net cash outflow (924)   (238) (1,162)
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QIAO XING MOBILE COMMUNICATION CO., LTD. AND SUBSIDIARIES 
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F-23

6  Accounts receivable, net
 

  Accounts receivable, net consists of the following:
     
  December 31,
  2007  2008
  RMB  RMB  US$
      
Accounts receivable 423,993   468,325 68,644
Less: Allowance for doubtful accounts (5,429)   (6,043) (886)
            

Accounts receivable, net 418,564   462,282 67,758
       

 

    

  The following table presents the movement of the allowance for doubtful accounts:
      
  Old Basis   New Basis
  January 1,   November   
  2006 to   30, 2006 to   
  November   December  Year ended December 31,
  30, 2006   31, 2006  2007  2008
  RMB   RMB  RMB  RMB  US$
       
Balance at beginning of period/year  2,640 2,046 2,045   5,429 796
Bad debt expense  — — 3,384   1,277 187
Bad debt recovery  (594) (1) —   (595) (87)
Bad debt write-off  — — —   (68) (10)
                      

Balance at end of period/year  2,046 2,045 5,429   6,043 886
    

 

    

 

      

 

   

 

 

  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.

 
7  Inventories
 

  Inventories by category consist of the following:
     
 December 31,
 2007  2008
  RMB  RMB  US$
              
Raw materials 119,373   116,195 17,031
Finished goods 57,906   66,974 9,817
       

 
    

Total inventories 177,279   183,169 26,848
       

 

    

  Inventories write-downs of RMB3,152, RMB46, RMB11,068 and RMB6,650 (US$975) were charged to cost of goods sold during the 
period from January 1, 2006 through November 30, 2006, the period from November 30, 2006 through December 31, 2006, and the years 
ended December 31, 2007 and 2008, respectively.

 

  Inventories sold during the period from January 1, 2006 through November 30, 2006, the period from November 30, 2006 through 
December 31, 2006, and the years ended December 31, 2007 and 2008, include recovery of previously written down inventory of 
RMB16,033, nil, RMB266 and RMB1,228 (US$180), respectively, as a result of the subsequent sale of such inventory at amounts that 
were higher than the written down value.
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F-24

8  Property, machinery and equipment, net
 

  Property, machinery and equipment consist of the following:
     
  December 31,
  2007  2008
  RMB  RMB  US$
      
Buildings and improvements 148,956   148,956 21,833
Machinery and equipment 32,915   32,554 4,772
Furniture and office equipment 1,948   2,407 353
Motor vehicles   1,728   3,483   510 
       

 
    

Total property, machinery, and equipment 185,547   187,400 27,468
Less: accumulated depreciation (10,078)   (20,167) (2,956)
            

Property, machinery, and equipment, net 175,469   167,233 24,512
       

 

    

  All the Group’s property, machinery and equipment are located 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  
  2006 to   30, 2006 to   
  November   December  Year ended December 31,
  30, 2006 31, 2006 2007  2008
  RMB   RMB  RMB  RMB  US$
       
Cost of goods sold   3,584    344   9,192   10,134   1,485 
Selling and distribution expenses  53 — 6   4 1
General and administrative expenses  1,634 155 1,556   1,819 267
    

 
    

 
   

 
   

 
   

 
 

Total  5,271 499 10,754   11,957 1,753
    

 

    

 

   

 

   

 

   

 

 

9  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).

 

  The impairment tests conducted by the Group on goodwill for the years ended December 31, 2006, 2007 and 2008 did not result in any 
impairment charges.
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F-25

10  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, 2007
  Gross      Other
  carrying  Accumulated  intangibles
  amount  amortization  assets, net
  RMB  RMB  RMB
      
“CECT” brand 39,835   — 39,835
Customer relationships 5,418   (4,470) 948
Completed technology   16,950   (10,866)   6,084 
Core technology 24,193   (10,455) 13,738
Backlog 9,175   (9,175) —
Licenses 1,725   (1,602) 123
             

Total 97,296   (36,568) 60,728
    

 

   

 

    

        
  December 31, 2008
  Gross       
  carrying  Accumulated  Accumulated   
  amount  amortization  impairment  Other intangible assets, net
  RMB  RMB  RMB  RMB  US$
         
“CECT” brand   39,835 — (26,235)   13,600 1,993
Customer relationships   5,418   (5,118)   —   300   44 
Completed technology   16,950 (16,950) —   — —
Core technology   24,193 (15,327) —   8,866 1,300
Backlog   9,175 (9,175) —   — —
Licenses   1,725 (1,725) —   — —
                     

Total   97,296   (48,295)   (26,235)   22,766   3,337 
    

 

   

 

      

 

   

 

 

  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.

 

  The impairment tests conducted by the Group on the “CECT” brand name for the years ended December 31, 2006 and 2007 did not result 
in any impairment charges. For the year ended December 31, 2008, due to the Group’s strategic shift to focus more on its high-end 
VEVA-branded handsets, the Group recorded an impairment charge of RMB26,235 (US$3,845) on its “CECT” brand name.

 

  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, 
— 2009 4,733
— 2010 4,433
     

Total 9,166
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F-26

11  Short-term borrowings
 

  Short-term borrowings consist of the following:
     
  December 31,
  2007  2008
  RMB  RMB  US$
      
Bills payable 197,335   39,850 5,841
Bank loans 786,569   904,100 132,517
Other borrowings, secured by bills receivable —   40,000 5,863
    

 
       

Total short-term borrowings 983,904   983,950 144,221
    

 

       

  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 outstanding as of December 31, 2007 and 2008 was 
6.8% and 7.3%, 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 RMB73,046 and RMB68,000 (US$9,967) as of December 31, 2007 and 2008, 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, 2007 and 
2008.

 

  Short-term borrowings are secured by the following:
     
 December 31,
  2007  2008
 RMB  RMB US$
              
Pledged by:     
— Bank deposits 94,384   136,299 19,978
— Bills receivable —   40,000 5,863
      
Guarantees provided by:     
— Qiao Xing Group Limited (“QXGL”) 160,000   160,000 23,452
— QXGL and directors of the Company   570,000   360,000   52,767 
— Xing 338,006   336,000 49,249
— directors of the Company —   218,500 32,026
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F-27

12  Convertible notes
 

  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 of senior convertible notes (the “Notes”) that came with warrants to 
purchase 1,648,721 ordinary shares of the Company (the “Investor Warrants”). The consideration paid on May 15, 2008 by the Investors 
for the Notes comprised a combination of 6,966,666 ordinary shares of the Company that were owned by the Investors, valued at 
approximately US$48,349 based on the closing market price of the Company’s ordinary shares on May 14, 2008, and cash of US$21,651. 
All ordinary shares submitted by the Investors in exchange for the Notes were cancelled. In addition, the Company also issued warrants to
its placement agent to purchase up to 942,127 ordinary shares of the Company at terms identical to the Investor Warrants (the “Agent 
Warrants” and collectively with the Investor Warrants, the “Warrants”).

 

  The material terms and conditions of the Notes are summarized as follows:

 •  the Notes are unsecured and mature on May 15, 2011;
 

 •  the Notes bear interest at a rate of 4.0% per annum, payable in cash in arrears on a calendar semi-annual basis beginning June 30, 
2008 and the default rate is 15%;

 

 •  the Notes are convertible at the holders’ option into ordinary shares of the Company at an initial conversion price of $7.43 per 
share. The conversion price is subject to reset if the average of the daily volume weighted average price (“VWAP”) of the 
Company’s ordinary shares for the five consecutive trading days ending on each three-month anniversary of the issuance date of the 
Notes until maturity (each a “Reset Date”) is less than $6.76. In that event, the conversion price is reset to a price equal to the 
greater of US$4.05 or 92.5% of the arithmetic average of the daily VWAP of the Company’s ordinary shares for the five trading 
days ending on the applicable Reset Date. The conversion price of the Notes was reset to US$4.05 on November 15, 2008;

 

 •  the Notes cannot be converted if, after giving effect to such conversion, the holders of the Notes (together with their affiliates) 
would beneficially own in excess of 9.99% of the Company’s ordinary shares outstanding immediately after giving effect to the 
conversion;

 

 •  the Notes require an automatic re-pricing of the conversion price if the Company make certain sales of its ordinary shares or 
ordinary share equivalents in a capital-raising transaction at a price below the conversion price;

 

 •  the holders of the Notes have the right to require the Company to redeem the Notes at any time on or after the 18 month anniversary 
of the issuance date of the Notes in an amount equal to the sum of (a) the outstanding principal of the Notes, and (b) the accrued and 
unpaid interest thereon. Accordingly, the Notes were classified as current liabilities on the consolidated balance sheet as of 
December 31, 2008;

 

 •  in the event of a default, change of control and certain other fundamental transactions, the holders of the Notes have the right to 
require the Company to redeem all or any portion of the Notes at a price equal to the greater of (i) the amount to be redeemed 
multiplied by a redemption premium of 125% and (ii) the amount to be redeemed multiplied by the quotient determined by dividing 
the closing bid price of the Company’s ordinary shares on the date immediately preceding such event by the conversion price of the 
Notes;

 

 •  all principal, interest, late charges and other amounts due under the Notes that are payable in cash shall be settled in U.S. dollars in 
an amount equal to the applicable U.S. dollar cash payment due under the terms of the Notes multiplied by 6.99 and divided by the 
exchange rate of one U.S. dollar to RMB on the date such payment is due; and

 

 •  the Company is required under the terms of the Registration Rights Agreement to file with the Securities and Exchange 
Commission (“SEC”) a registration statement to register the ordinary shares issuable upon the conversion of the Notes and the 
exercise of the Warrants to permit the resale of such ordinary shares to the public. The registration statement was filed by the 
Company on June 27, 2008 and was declared effective by the SEC on July 11, 2008.

  The material terms and conditions of the Warrants are summarized as follows:

 •  the initial exercise price of each Warrant is $8.91 per share, subject to adjustments as provided for in the Warrant;
 

 •  the Warrants are exercisable at any time during a period of five years from May 15, 2008;
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F-28

12  Convertible notes (continued)

 •  the Warrants contain a “cashless exercise” feature if the registration statement covering the shares underlying the Warrants is not 
available for the resale upon the exercise of the Warrants;

 

 •  the Warrants contain certain limitations on the exercise thereof in the event that the holder would beneficially own in excess of 
9.99% of the Company’s ordinary shares outstanding immediately after giving effect to such exercise; and

 

 •  the Warrants require an automatic re-pricing of the exercise price if the Company makes certain sales of its ordinary shares or 
ordinary share equivalents in a capital-raising transaction at a price below the exercise price of the Warrants.

  The Notes included on the consolidated balance sheet as of December 31, 2008 are analyzed as follows:
    
  RMB  US$
     
Gross proceeds   489,601   71,763 
Discount on notes:    
— Equity-classified Investor Warrants   (36,062) (5,286)
— Liability-classified embedded derivatives   (304,037) (44,564)
          

Value of debt component at date of issue   149,502 21,913
Foreign currency realignment   7,484   1,097 
Accretion of discount   70,512 10,335
Partial conversion of Notes into ordinary shares   (21,287) (3,120)
    

 
   

 
 

Net value at end of year   206,211 30,225
    

 

   

 

 

  The terms and features of the Investor Warrants were evaluated under the guidance set forth in EITF Issue No. 00-19, “Accounting for 
Derivative Financial Instruments Indexed to a Company’s Own Stock” and the Company concluded that all indicators for equity 
classification provided in EITF Issue No. 00-19 were present.

 

  Pursuant to APB Opinion No. 14, “Accounting for Convertible Debt and Debt Issued with Stock Purchase Warrants,” the gross proceeds 
from the issuance of the Notes were allocated to the Investors Warrants and the Notes on a relative fair value basis. The fair value of the 
Investors Warrants applied for the purposes of the aforementioned allocation was estimated using a multi-period binomial option pricing 
model on the grant date of the warrants and amounted to approximately RMB59,415 (US$8,709). As a result of the allocation, 
approximately RMB36,062 (US$5,286) of the gross proceeds from the issuance of the Notes was allocated to the value of the Investor 
Warrants, which was recorded as a discount to the face value of the Notes and credited to additional paid-in capital.

 

  The Notes are a form of hybrid instrument that comes with embedded derivatives, including the right to convert the Notes into ordinary 
shares of the Company by the note holders, a put option conditional upon certain events of default and a put option conditional upon a 
change of control. In accordance with the guidance of SFAS No. 133, as amended, “Accounting for Derivative Instruments and Hedging 
Activities,” and EITF Issue No. 00-19, the embedded derivatives must be removed from the debt host and accounted for separately as 
derivative instruments. Based on EITF No. 00-19, the embedded derivatives were determined to be classified as liabilities on the balance 
sheet. The value of the embedded compound derivatives on the date of initial recognition has been deducted as a discount to the face 
value of the Notes and recorded as a liability on the balance sheet. Subsequent to initial recognition, the liability-classified embedded 
derivatives are marked-to-market at the end of each reporting period with the resulting gain or loss recognized in the consolidated 
statement of operations. The valuation of the embedded derivatives at each period-end is derived from various valuation methods which 
uses significant unobservable inputs (Level 3), including Monte Carlo Simulation and Backward Dynamic Programming.
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12  Convertible notes (continued)
 

  The embedded derivative liability included on the consolidated balance sheet as of December 31, 2008 is analyzed as follows:
    
  RMB  US$
     
Value on initial recognition   304,037 44,564
Foreign currency realignment   (6,551) (961)
Gain on remeasurement included in earnings   (144,939) (21,244)
Settled on conversion of Notes   (28,417) (4,165)
    

 
   

 
 

Net value at end of year   124,130 18,194
    

 

   

 

 

     
Gain on remeasurement for the period include in earnings attributable to the change in unrealized 

gain of liabilities still outstanding at end of year   (138,206) (20,257)
    

 

   

 

 

  The discount arising from the Investors Warrants and the embedded derivatives is accreted to interest expense to the first put date of the 
Notes using the effective interest method.

 

  Costs associated with the issuance of the Notes, which have been classified as deferred debt issuance costs on the consolidated balance 
sheet, are analyzed as follows:

    
  RMB  US$
     
Amount attributed to Agent Warrants   31,451 4,610
Other cash costs   20,887 3,061
    

 
   

 
 

Total deferred debt issuance costs on initial recognition   52,338 7,671
Foreign currency realignment   (1,198) (176)
Amortization   (10,851) (1,590)
Written-off on conversion of Notes   (5,600) (821)
          

Net value at end of year   34,689 5,084
    

 

   

 

 

  The fair value of the Agent Warrants on the grant date, which was estimated using a multi-period binomial option pricing model, 
amounted to approximately RMB33,951 (US$4,976). Of this amount, RMB31,451 (US$4,610) was debited to deferred debt issuance 
costs as cost associated with the issuance of the Notes and while the balance of RMB2,500 (US$366) was debited to additional paid-in 
capital as cost associated with the issuance of the Investor Warrants.

 

  The deferred debt issuance costs are amortized to expense to the first put date of the Notes using the effective interest method.
 

  On August 19, 2008, the holders of the Notes exercised the option to convert US$8,251 of the principal amount of the Notes and accrued 
interest thereon of US$46 into 1,511,397 ordinary shares of the Company at a conversion price of US$5.49 per share. The extinguishment 
of the convertible debts that arose from the conversion resulted in a loss of RMB10,634 (US$1,559) computed as follows:

    
  RMB  US$
     
Fair value of ordinary shares issued (@ US$5.31 per share)   55,054 8,069
(Less) add: Carrying amount of:    
— Notes   (21,287)   (3,120)
— Accrued interest   (316) (46)
— Embedded derivatives   (28,417) (4,165)
— Deferred debt issuance costs   5,600 821
          

Loss on extinguishment of convertible debts   10,634   1,559 
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F-30

13  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, impairment of other intangible assets, in-process research and development, impairment 
of equity investment, fair value adjustments on inventories, property, machinery and equipment, land use rights, and income (loss) before 
income tax expense of the Company. Segment assets consist of total assets of CECT excluding goodwill, other intangible assets, fair 
value adjustments on property, machinery and equipment, land use rights, and other assets held by the Company.

       
  Old Basis   New Basis
  January 1,   November   
  2006 to   30, 2006 to   
  November   December  Year ended December 31,
  30, 2006   31, 2006  2007  2008
  RMB   RMB  RMB  RMB  US$
        
Revenues       
— Sales of mobile phones and accessories   2,239,458 254,546 3,113,756   2,140,346 313,719
— Services and other revenues   41,740 1,467 27,338   13,527 1,982
           

 
   

 
   

 
 

        
Total segment and consolidated revenue   2,281,198 256,013 3,141,094   2,153,873 315,701

           

 

   

 

   

 

 

        
Segment income   377,723 32,320 746,618   606,853 88,949
        
Segment assets   1,927,111 2,136,120 3,492,959   4,327,502 634,299
        
Interest income   5,320    631   10,619   22,758   3,336 
        
Interest expense  (27,115) (2,213) (47,034)   (72,562) (10,636)
        
Depreciation  (6,677) (630) (12,504)   (13,898) (2,037)



[E/O] BOWNE OF HONG KONG 30-JUN-2009 15:26:15.80 CRC: 31089 Validation: Y BOM  H03465  230.00.00.00 0/3

/O
]

B
O

W
N

E
 O

F
 H

O
N

G
 K

O
N

G
30

-J
U

N
-2

00
9 

15
:2

6:
15

.8
0

C
R

C
: 

31
08

9
V

al
id

at
io

n:
 Y

B
O

M
  H

03
46

5 
 2

30
.0

0.
00

.0
0 

0/
3

  

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)  

F-31  

13  Segment information (continued)

  A reconciliation of segment income to consolidated income (loss) before income tax expense, minority interests and extraordinary items 
for the period from January 1, 2006 through November 30, 2006, the period from November 30, 2006 through December 31, 2006 and 
the years ended December 31, 2007 and 2008, is as follows:

                      
  Old Basis   New Basis
  January 1,   November   
  2006 to 30, 2006 to  
  November December Year ended December 31,
  30, 2006   31, 2006  2007  2008
  RMB RMB RMB  RMB US$
                       
Segment income — CECT  377,723 32,320 746,618   606,853 88,949
In-process research and development  — (41,739) —   — —
Amortization of other intangible assets  (10,890) (4,288) (32,280)   (11,727) (1,719)
Impairment of other intangible assets  — — —   (26,235) (3,845)
Fair value adjustment on property, machinery and 

equipment  1,406 131 1,750   1,941 285
Fair value adjustment on inventories   —    (1,053)   (502)   —   — 
Fair value adjustment on land use rights  — — 13   26 4
Income (loss) before income tax expense of the 

Company  3,368 1,194 (4,348)   24,564 3,600
                       

                       
Consolidated earnings (loss) before income tax 

expense, minority interests, and extraordinary 
items  371,607 (13,435) 711,251   595,422 87,274

    

 

    

 

   

 

   

 

   

 

 

  A reconciliation of segment assets to consolidated total assets as of December 31, 2007 and 2008 is as follows:
     
  December 31,
  2007  2008
  RMB  RMB  US$
      
Total segment assets — CECT 3,492,959   4,327,502 634,299
— Goodwill 112,814   112,814 16,536
— Other intangible assets, net 60,728   22,766 3,337
— Property, machinery and equipment, net   (14,042)   (12,101)   (1,774)
— Land use rights (1,169)   (1,144) (168)
— Assets held by the Company 342,812   73,083 10,712
    

 
      

 
 

Total assets 3,994,102   4,522,920 662,942
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F-32

14  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. Prior to January 1, 2008, CECT 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 was entitled to a 7.5% PRC enterprise income tax rate from January 1, 2003 through 
December 31, 2005. Prior to January 1, 2008, 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. Under the New Tax Law, effective January 1, 2008, the applicable 
enterprise income tax rates in the PRC was revised to 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 a “qualifying high-technology enterprise” 
under the New Tax Law.

 

  Under the New Tax Law and before obtaining any “qualifying high-technology enterprise” status, CECT, including its Huizhou branch, is 
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 is exempt from the withholding tax. In addition, as CECT will not be distributing its earnings 
for the year ended December 31, 2008 to the Company, no deferred tax liability has been recognized for the undistributed earnings of 
CECT through December 31, 2008.

 

  Income tax expense consists of the following:
      
  Old Basis   New Basis
  January 1,   November   
  2006 to   30, 2006 to   
  November   December  Year ended December 31,
  30, 2006   31, 2006  2007  2008
  RMB   RMB  RMB  RMB  US$
       
Current expense  55,731 4,718 119,614   162,267 23,784
Deferred expense (benefit)  260 (467) (6,237)   (6,550) (960)
                       

       
Total income tax expense  55,991 4,251 113,377   155,717 22,824
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14  Income taxes (continued)

  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:

                      
  Old Basis   New Basis
  January 1,   November   
  2006 to 30, 2006 to  
  November December Year ended December 31,
  30, 2006   31, 2006  2007  2008
  RMB RMB RMB  RMB US$
                       
Expected tax based on PRC statutory income tax rate at 

25% (33% for periods prior to 2008)  122,630 (4,434) 234,713   148,855 21,818
Tax effect of preferential tax rates  (67,160) (4,753) (134,627)   — —
Tax rate differential of the Company  (2,274) (394) 2,189   (5,972) (875)
Non-deductible expenses:      

— In-process research and development  — 13,775 —   — —
— Advertising expenses   1,239    54   —   —   — 
— Share-based compensation expenses  149 — 10,037   3,667 537
— Other  1,407 3 1,065   9,257 1,357

Non-taxable income  — — —   (90) (13)
                       

Actual income tax expense   55,991    4,251   113,377   155,717   22,824 
    

 

    

 

   

 

   

 

   

 

 

  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:

     
  December 31,
  2007  2008
  RMB  RMB  US$
      
Deferred tax assets:     
Tax losses carried forward —   1,288 189
Allowance for doubtful accounts 868   1,033 151
Inventory write-off’s 3,602   3,919 574
Accrued product warranties   1,215   754   111 
Property, machinery and equipment, net 3,268   2,821 414
Land use rights 281   275 40
       

 
    

Total deferred tax assets 9,234   10,090 1,479
              
Deferred tax liability:     
Other intangible assets, net (9,110)   (3,416) (501)
       

 
    

      
Net deferred tax asset   124   6,674   978 
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14  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, 2007 and 2008. 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 December 31, 2007 and 2008, the Group has no material unrecognized tax benefit which would favorably affect the effective 
income tax rate in future periods and does not believe that there will be any significant increases or decreases of unrecognized tax 
benefits within the next twelve months. No interest or penalties relating to income tax matters have been imposed on the Group during the
year ended December 31, 2006, 2007 and 2008, and no provision for interest and penalties is deemed necessary as of December 31, 2007 
and 2008.

 

  According to the PRC Tax Administration and Collection Law, the statute of limitations is three years if the underpayment of taxes is due 
to computational errors made by the taxpayer or its withholding agent. The statute of limitations extends to five years under special 
circumstances, which are not clearly defined. In the case of a related party transaction, the statute of limitation is ten years. There is no 
statute of limitation in the case of tax evasion.

15  Distribution of income

  For the period from January 1, 2006 through November 30, 2006, the period from November 30, 2006 through December 31, 2006, and 
the years ended December 31, 2007 and 2008, 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 period from January 1, 2006 through November 30, 2006, the period from November 30, 2006 through December 31, 2006, and 
the years ended December 31, 2007 and 2008, CECT made transfers to the general reserve of approximately nil, RMB29,118, 
RMB65,796 and RMB46,429 (US$6,805), 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 period from January 1, 2006 through November 30, 2006, the 
period from November 30, 2006 through December 31, 2006 and the years ended December 31, 2007 and 2008. The accumulated 
balance of statutory reserve funds maintained at CECT as of December 31, 2007 and 2008 were RMB137,126 and RMB183,555 
(US$26,904), respectively.
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16  Earnings (loss) per share

  The following represents a reconciliation from basic earnings (loss) per share to diluted earnings (loss) per share:
       
  Old Basis   New Basis
  January 1,   November   
  2006 to   30, 2006 to   
  November   December  Year ended December 31,
  30, 2006   31, 2006  2007  2008
  RMB   RMB  RMB  RMB  US$
        
Net income (loss) before extraordinary items   288,356 (19,485) 564,800   423,804 62,119
Amount allocated to participating convertible notes   — — —   (53,889) (7,899)
                      

Net income (loss) before extraordinary items 
available to ordinary shareholders   288,356 (19,485) 564,800   369,915 54,220

Extraordinary items   17,796 — 28,689   — —
        

 
   

 
   

 
   

 
 

Basic net income (loss) after extraordinary items 
available to ordinary shareholders   306,152 (19,485) 593,489   369,915 54,220

        

 

   

 

   

 

   

 

 

        
Net income (loss) before extraordinary items available 

to common stockholders   288,356    (19,485)  564,800   369,915   54,220 
Net income allocated to participating convertible notes   — — —   53,889 7,899
Interest on convertible notes   — — —   92,944 13,623
Exchange loss on revaluation of convertible notes   — — —   11,471 1,681
Loss on extinguishment of convertible notes   — — —   10,634 1,559
Gain on remeasurement of derivatives embedded in 

convertible notes   — — —   (144,939) (21,244)
        

 
   

 
   

 
   

 
 

Fully diluted net income (loss) before extraordinary 
items   288,356 (19,485) 564,800   393,914 57,738

Extraordinary items   17,796 — 28,689   — —
                      

Fully diluted net income (loss) after extraordinary 
items   306,152 (19,485) 593,489   393,914 57,738

        

 

   

 

   

 

   

 

 

        
Weighted average ordinary shares:       
Basic   40,000,000 40,000,000 48,322,000   49,216,000 49,216,000
Effect of dilutive ordinary share equivalents   — — —   7,170,000 7,170,000
                      

Diluted   40,000,000    40,000,000   48,322,000   56,386,000   56,386,000 
        

 

   

 

   

 

   

 

 

        
Basic earnings (loss) per common share:                      
Before extraordinary items   7.21 (0.49) 11.69   7.52 1.10
Extraordinary items   0.44 — 0.59   — —
        

 
   

 
   

 
   

 
 

After extraordinary items   7.65 (0.49) 12.28   7.52 1.10
        

 

   

 

   

 

   

 

 

        
Diluted earnings(loss) per common share:       
Before extraordinary items   7.21 (0.49) 11.69   6.99 1.02
Extraordinary items   0.44    —   0.59   —   — 
        

 
   

 
   

 
   

 
 

After extraordinary items   7.65 (0.49) 12.28   6.99 1.02
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  There were no ordinary share equivalents outstanding during the period from January 1, 2006 through November 30, 2006 and the period 
from November 30, 2006 through December 31, 2006. Ordinary share equivalents outstanding during the year ended December 31, 2007, 
which consist of share options issued pursuant to the Company’s stock option plan, were anti-dilutive and accordingly, were excluded 
from the calculation of diluted earnings per share for the year ended December 31, 2007. Except for the convertible notes issued in 
May 2008, all other ordinary share equivalents outstanding during the year ended December 31, 2008, including share options and 
warrants, were anti-dilutive and accordingly, were excluded from the calculation of diluted earnings per share for the year ended 
December 31, 2008.

17  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 8, 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).

 

  On January 7, 2008, the Company issued 565,000 new ordinary shares at US$7.50 per share upon the exercise of share options granted to 
a director and certain of the Company’s employees.

 

  On May 15, 2008, the Company repurchased 6,966,666 of its issued ordinary shares at US$6.94 per share from two existing shareholders 
of the Company through the issuance of the Notes discussed in note 12 to the consolidated financial statements. All ordinary shares 
repurchased were subsequently cancelled.

 

  On August 19, 2008, the holders of the Notes exercised the option to convert US$8,251 of the principal amount of the Notes and accrued 
interest thereon of US$46 into 1,511,397 ordinary shares of the Company at a conversion price of US$5.49 per share. The stock price of 
the Company’s ordinary shares was US$5.31 at the date of exercise of the option to convert.

18  Share options and warrants

(a)  Xing 2005 Stock Plan
 

  On December 2, 2005, the shareholders of 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, 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 or for the years ended December 31, 2007 and 2008.
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18  Share options and warrants (continued)

(b)  QXMC 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 weighted-average fair value of the share options on the date of grant was US$5.23 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 47.50%
Expected dividend yield 0.0%
Expected term (in years) 3.5
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.

 

  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) and US$2,111 (RMB14,668) during the years ended December 31, 2007 and 2008, respectively. Of the expense 
recognized in 2007, 1% was charged to selling and distribution expenses, 94% to general and administrative expenses and 5% to research 
and development expenses. Of the expense recognized in 2008, 2% was charged to selling and distribution expenses, 83% to general and 
administrative expenses and 15% to research and development expenses. As of December 31, 2008, the total unrecognized compensation 
cost related to unvested share options amounted to US$6,378, which is expected to be recognized over a remaining weighted average 
vesting periods of 3.3 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 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 RMB12,859 (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%
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18  Share options and warrants (continued)

(b)  QXMC 2007 Stock Plan (continued)
 

  Stock option activity of the Company during the year ended December 31, 2008 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, 2008 3,916,520 10.72   
Exercised (565,000) 7.50   
Forfeited (140,000) 7.50   
                 

Balance as of December 31, 2008 3,211,520 11.42  3.1 years —
       

 

  

 

   

Vested and expected to vest as of December 31, 2008   3,211,520   11.42  3.1 years   — 
       

 

  

 

   

Exercisable as of December 31, 2008 1,847,680 14.32  2.3 years —
       

 

  

 

   

(c)  Warrants
 

  The Company did not have any outstanding warrants during 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. Warrants outstanding during the year 
ended December 31, 2008 relates to the Warrants issued in connection with the issuance of the Notes discussed in note 12 to the 
consolidated financial statements. Information about the warrants outstanding as of December 31, 2008 is as follows:

             
   Weighted Weighted
      average  average
      exercise  remaining
  Number of  price  contractual
  warrants  per share  term
      US$     
      
Investor Warrants 1,648,721   8.91 4.4 years
Agent Warrants   942,127   8.91  4.4 years
    

 
   

 
  

 

Total 2,590,848   8.91 4.4 years
    

 

   

 

  

 

Exercisable as of December 31, 2008 2,590,848   8.91 4.4 years
    

 

   

 

  

 

  The fair value of the Warrants on the date of grant was US$5.15 per warrant, which was estimated by management using a multi-period 
binomial option pricing model based on the following assumptions:

 
Stock price of underlying ordinary share on grant date US$7.45
Risk-free interest rate 4.3%
Expected dividend yield 0%
Expected term 5 years
Expected stock price volatility   65.38%
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19  Fair value of financial instruments

  The carrying amounts for cash, restricted cash, accounts receivable, bills receivable, prepayments to suppliers, prepaid expenses and other 
current assets, short-term borrowings, accounts payable, prepayments from customers, accrued liabilities, amounts due from related 
parties, and other payables and current liabilities, approximate their fair values because of the short maturity of these instruments.

 

  The carrying amount and the estimated fair value of the Group’s convertible notes at December 31, 2008 was RMB206,211 (US$30,225) 
and RMB357,621 (US$52,418), respectively. The liability-classified embedded derivatives relating to the convertible notes are measured 
at fair value at the end of each reporting period (see note 12).

20  Commitments and contingencies

(a)  Operating lease commitments
 

  The Group has operating lease agreements for office and factory premises which extend through December 2010. As of December 31, 
2008, the Group’s future minimum lease payments required under non-cancellable operating leases are as follows:

 
  RMB
  
Year ending December 31, 
— 2009 4,362
— 2010   3,456 
     

Total 7,818
     

  Lease expenses of the Group for the period from January 1, 2006 through November 30, 2006, the period from November 30, 2006 
through December 31, 2006, and the years ended December 31, 2007 and 2008 were approximately, RMB3,347, RMB323, RMB4,560 
and RMB4,998 (US$733), respectively.

(b)  Guarantees
 

  The Group had provided guarantees to banks in respect of borrowings granted to QXCI to the extent of RMB150,000 as of December 31, 
2007 and 2008. Such borrowings were utilized by QXCI to the extent of RMB107,550 and RMB105,655 (US$15,486) as of 
December 31, 2007 and 2008, respectively.

21  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”)  Parent company
  
Huizhou Qiao Xing Communication Industry Ltd. (“QXCI”)   Subsidiary of Xing
  
Qiao Xing Group Limited (“QXGL”)  A company controlled by certain directors of the Company

(b)  Summary of related party transactions

 (i)  During 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 RMB1,377.

 

 (ii)  During the period from January 1, 2006 through November 30, 2006, the period from November 30, 2006 through December 31, 
2006, and the years ended December 31, 2007 and 2008, the Group received processing fee income from QXCI for handset 
processing services rendered, amounting to RMB2,709, RMB859, RMB13,314 and RMB6,573 (US$963), respectively.
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21  Related party transactions (continued)

(b)  Summary of related party transactions (continued)

 (iii)  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.

(c)  Summary of related party balances
             
  December 31,
  2007  2008
  RMB  RMB  US$
      
Amount due to Xing (4,532)   (11,155) (1,635)
    

 

   

 

   

 

 

  The amount represents non-interest bearing net advances to and from Xing which are unsecured and have no fixed repayment terms. The 
amount resulted principally from the Group’s participation in a cash management arrangement at the direction and discretion of Xing 
(Note 2(c)) and represents the netting of the following advances to and from the related parties of Xing:

     
  December 31,
  2007  2008
  RMB  RMB  US$
      
Amounts due (to) from related parties before execution of netting arrangement:     
— Xing (54,848)   (14,047) (2,059)
— QXGL   (1,914)   (4,364)   (640)
— Director: Wu Zhi Yang (737)   (147) (21)
— QXCI 52,967   7,403 1,085
    

 
       

Net advances from Xing (4,532)   (11,155) (1,635)
    

 

       

22  Subsequent events

(a)  On March 5, 2009, CECT incorporated a wholly-owned subsidiary, Beijing VEVA Technology Co., Ltd. (“BVT”), in the PRC to engage 
in the sale of mobile phones and accessories. The registered and paid-up capital of BVT was RMB50,000.

 

(b)  On March 31, 2009, Xing and Mr. Wu Ruilin, the chairman of Xing and vice chairman of the Company, entered into agreements to 
purchase the outstanding Notes of the Company of approximately US$61,749 from the three holders of the Notes, DKR SoundShore 
Oasis Holding Fund Ltd., CEDAR DKR Holding Fund Ltd. and Chestnut Fund Ltd. (collectively, the “Sellers”). Under the terms of the 
agreements, Xing agreed to purchase US$30,000 of the outstanding Notes for an aggregate purchase price of US$24,000, payable in three 
installments to the Sellers on or before the close of business, New York time, on May 1, 2009. Mr. Wu Ruilin agreed to purchase the 
remaining Notes for an aggregate purchase price of US$26 million, payable in full to the Sellers on or before the close of business, New 
York time, on August 31, 2009.
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Exhibit 8.1
   
 Jurisdiction of
Name of Subsidiary  Incorporation

1. CEC Telecom Co., Ltd.  PRC
2. Beijing VEVA Technology Co., Ltd.  PRC
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EXHIBIT 12.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF 

THE SARBANES-OXLEY ACT OF 2002  

     I, David Li, chief executive officer of Qiao Xing Mobile Communication Co., Ltd., or Qiao Xing Mobile, certify that:  

     1. I have reviewed this annual report on Form 20-F of Qiao Xing Mobile;  

     2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material fact 
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to 
the period covered by this annual report;  

     3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all 
material respects the financial condition, results of operations and cash flows of Qiao Xing Mobile as of, and for, the periods presented in this 
annual report;  

     4. Qiao Xing Mobile’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13A-
15(f) and 15d-15(f)) for Qiao Xing Mobile and have:  

     5. Qiao Xing Mobile’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to Qiao Xing Mobile’s auditors and the audit committee of Qiao Xing Mobile’s board of directors (or persons performing the 
equivalent functions):  

 a.  designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to Qiao Xing Mobile, including its consolidated subsidiaries, is made 
known to us by others within those entities, particularly during the period in which this report is being prepared;

 

 b.  designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles;

 

 c.  evaluated the effectiveness of Qiao Xing Mobile’s disclosure controls and procedures and presented in this report our conclusions 
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and

 

 d.  disclosed in this report any change in Qiao Xing Mobile’s internal control over financial reporting that occurred during the period 
covered by the annual report that has materially affected, or is reasonably likely to materially affect, Qiao Xing Mobile’s internal 
control over financial reporting; and

 a.  all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect Qiao Xing Mobile’s ability to record, process, summarize and report financial information; and

 

 b.  any fraud, whether or not material, that involves management or other employees who have a significant role in Qiao Xing Mobile’s 
internal control over financial reporting.

 
 
Date: June 30, 2009 By:  /s/ David Li   
 David Li 
  Chief Executive Officer  
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EXHIBIT 12.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302 OF 

THE SARBANES-OXLEY ACT OF 2002  

     I, Kok Seong Tan, chief financial officer of Qiao Xing Mobile Communication Co., Ltd., or Qiao Xing Mobile, certify that:  

     1. I have reviewed this annual report on Form 20-F of Qiao Xing Mobile;  

     2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material fact 
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to 
the period covered by this annual report;  

     3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all 
material respects the financial condition, results of operations and cash flows of Qiao Xing Mobile as of, and for, the periods presented in this 
annual report;  

     4. Qiao Xing Mobile’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13A-
15(f) and 15d-15(f)) for Qiao Xing Mobile and have:  

     5. Qiao Xing Mobile’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to Qiao Xing Mobile’s auditors and the audit committee of Qiao Xing Mobile’s board of directors (or persons performing the 
equivalent function):  

 a.  designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to Qiao Xing Mobile, including its consolidated subsidiaries, is made 
known to us by others within those entities, particularly during the period in which this report is being prepared;

 

 b.  designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles;

 

 c.  evaluated the effectiveness of Qiao Xing Mobile’s disclosure controls and procedures and presented in this report our conclusions 
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and

 

 d.  disclosed in this report any change in Qiao Xing Mobile’s internal control over financial reporting that occurred during the period 
covered by the annual report that has materially affected, or is reasonably likely to materially affect, Qiao Xing Mobile’s internal 
control over financial reporting; and

 a.  all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect Qiao Xing Mobile’s ability to record, process, summarize and report financial information; and

 

 b.  any fraud, whether or not material, that involves management or other employees who have a significant role in Qiao Xing Mobile’s 
internal control over financial reporting.

 
 
Date: June 30, 2009 By:  /s/ Kok Seong Tan   
 Kok Seong Tan 
  Chief Financial Officer  
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EXHIBIT 13.1

CERTIFICATION PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  

     Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (Subsections (a) and (b) of section 1350, chapter 63 of title 18, United States 
Code), the undersigned officers of Qiao Xing Mobile Communication Co., Ltd. (the “Company”), hereby certifies, to such officers’ knowledge, 
that:  

     The Annual Report on Form 20-F for the year ended December 31, 2008 (the “Report”) of the Company fully complies with the 
requirements of Section 13(a) of the Securities Exchange Act of 1934, and the information contained in the Report fairly represents, in all 
material respects, the financial condition and results of operations of the Company.  

     A signed original of this written statement required by Section 906 has been provided to the Company, and will be retained by the Company 
and furnished to the Securities and Exchange Commission or its staff upon request.  

     This certification will not be deemed “filed” for the purposes of Section 18 of the Securities Exchange Act of 1934, or otherwise subject to 
the liability of that section. This certification will not be deemed to be incorporated by reference into any filing under Securities Act of 1933 or 
the Securities Exchange Act of 1934 even if the document with which it is submitted to the Securities and Exchange Commission is so 
incorporated by reference.  

 
 
Date: June 30, 2009 By:  /s/ David Li   
 David Li 
 Chief Executive Officer 
 
 
Date: June 30, 2009 By:  /s/ Kok Seong Tan   
 Kok Seong Tan 
 Chief Financial Officer 
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Exhibit 15.1

Consent of Independent Registered Public Accounting Firm  

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

We consent to the incorporation by reference in Registration Statement No. 333-147177 on Form S-8 of Qiao Xing Mobile Communication 
Co., Ltd. and subsidiaries of our report dated June 27, 2009 appearing in this Annual Report on Form 20-F of Qiao Xing Mobile 
Communication Co., Ltd and subsidiaries for the year ended December 31, 2008.  

/s/ Crowe Horwath LLP 
Sherman Oaks, California  

June 30, 2009  
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Exhibit 15.2

Consent of Independent Registered Public Accounting Firm  

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

We consent to the incorporation by reference in the registration statement (No. 333-147177) on Form S-8 of Qiao Xing Mobile Communication 
Co., Ltd. of our report dated June 25, 2008 with respect to the consolidated balance sheet of Qiao Xing Mobile Communication Co., Ltd. as of 
December 31, 2007, the related consolidated statements of operations, cash flows, and shareholders’ equity and comprehensive income for 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”), which report appears in the December 31, 2008 annual report on Form 20-F of Qiao 
Xing Mobile Communication Co., Ltd.  

Our report contains an explanatory paragraph that states that 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 and accordingly the consolidated 
financial statements as of December 31, 2007 and, 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 the transaction, and that 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.  

/s/ KPMG  

Hong Kong, China 
June 30, 2009  




