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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2009

6. TURNOVER

Turnover represents revenue arising from water supply, sewage treatment, water supply related installation
and construction, turnover from investments as well as revenue from manufacturing and trading of
ceramic sewage materials.

An analysis of the Group’s turnover for the year is as follows:

2009 2008
HK$'000 HK3$°000
Provision of water supply 84,201 78,547
Water supply related installation and construction revenue 85,536 65,942
Sewage treatment 18,543 25,285
Water supply and sewage treatment infrastructure
construction income 13,828 23,744
Interest income from debt securities - 47
Dividends from listed securities - 527
Proceeds from disposal of available-for-sale investments 113,014 -
Proceeds from trading of securities (note) - 19,132
Proceeds from trading of held-for-trading investments - 61,535

Proceeds from trading of financial assets at fair value

through profit or loss 11,774 14,282
Revenue from manufacturing and trading of ceramic

sewage materials 8,938 834

335,834 289,875

Note:

The amount represented the proceeds from disposal of securities, including unlisted equity and debt securities.

The unlisted equity securities were issued by a private entity incorporated in Japan. During the year ended 31 December
2008, the Group disposed of unlisted equity securities with carrying amount of HK$10,500,000, which had been carried
at cost less impairment before the disposal. No gain or loss arised from the disposal.

The unlisted debt securities, with fixed interest of 5.4% and maturity date on 20 June 2008, are measured at fair value
which determined by reference to the quoted prices provided by the financial institutions. During the year ended 31
December 2008, the Group disposed of unlisted debt securities at considerations of approximately HK$8,632,000 of

which the net gain on disposal of debt securities amounted to HK$1,142,000.
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7. SEGMENT INFORMATION

The Group has adopted HKFRS 8 Operating Segments with effect from 1 January 2009. HKFRS 8 is a
disclosure standard that requires operating segments to be identified on the basis of internal reports
about components of the Group that are regularly reviewed by the chief operating decision maker who
are directors of the Company, for the purpose of allocating resources to segments and assessing their
performance. In contrast, the predecessor standard (HKAS 74 Segment Reporting) required an entity to
identify two sets of segments (business and geographical) using a risks and returns approach. In the past,
the Group’s primary reporting format was business segments. The application of HKFRS 8 has resulted in
a redesignation of the Group’s reportable segments as compared with the primary reportable segments
determined in accordance with HKAS 14.

In prior years, segment information reported externally was analysed on the basis of the types of goods
supplied and services provided by the Group’s operating divisions (i.e. (a) provision of water supply and
sewage treatment; (b) construction of water supply and sewage treatment infrastructure; (c) investment
in financial and investment products; (d) trading of watches and accessories; and (e) Others). However,
information reported to the chief operating decision maker is more specifically focused on the category
of customer for each type of goods and services. The Group’s operating and reportable segments under
HKFRS 8 are therefore as follows:

(a) Provision of water supply and Provision of water supply and sewage treatment and
sewage treatment as well as construction of water supply and sewage treatment
construction services infrastructure

(b) Investments in financial products Investments in financial and investment products

(0) All others Mainly represents manufacturing and trading of ceramic

sewage materials and others

Information regarding the above segments is reported below. Amounts reported for the prior year have
been restated to conform to the requirements of HKFRS 8.
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SEGMENT INFORMATION (Continued)

Segment information about these businesses is presented below:

Segment Revenue and Results

For the year ended 31 December

Provision of
water supply and
sewage treatment

as well as
construction services

2009 2008

Investments in

financial products
2009 2008

For the year ended 31 December 2009

All others Consolidated
2009 2008 2009 2008

HK$'000  HK$'000

HK$'000  HK$'000

HK$'000  HK$'000  HK$'000  HK$'000

SEGMENT REVENUE
Sales to external customers 202,108 193,518 - 574 8,938 834 211,046 194,926
SEGMENT RESULTS (31,739) 34,019 (10,126) 10,238 (34,241) (331)  (76,106) 43,926

Unallocated corporate income
and expenses

(Loss) profit before tax

(258,044) 21,820

(334,150) 65,746

The accounting policies of the reportable segments are the same as the Group’s accounting policies

described in note 4. Segment profit (loss) represents the profit earned by/loss from each segment without

allocation of central administration costs, changes in fair value of convertible bonds, directors’ and

supervisors’ salaries, interest income and finance costs. This is the measure reported to the chief operating

decision maker for the purposes of resource allocation and performance assessment.
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7. SEGMENT INFORMATION (Continued)
Segment Revenue and Results (Continued)

For the year ended 31 December

Provision of
water supply and
sewage treatment

as well as
construction services

2009 2008

HK$'000  HK$'000

OTHER SEGMENT INFORMATION:
Amounts included in the measure
of segment profit or loss or

segment asset:
Addition to non-current assets (note) 60,011 127,211
Interests in an associate 57,853 55,783
Share of results of an associate (2,183) 3,265

Depreciation of property, plant and
equipment and amortisation of

prepaid lease payments 6,883 5223
Amortisation of concession intangible
assets 14,864 16,625

Amortisation of intangible asset - -
Bad debt directly written off on

trade and other receivables 2,807 101
Write down of inventories (included

in cost of sales) 1,682 1,800
Gain on disposal of subsidiaries (7,504) -
Loss on disposal of a business 4,760 -

Net loss on disposal of

available-for-sale investments - -
Net gain on disposal of debt securities - -
Net gain on disposal of listed trading

securities - -
Increase in fair values of financial

assets at fair value through profit

or loss - -
Impairment loss on trade and other

receivables 1,952 8,311
Loss (gain) on disposal of property,
plant and equipment 54 (57)

Impairment loss on goodwill 66,069 7,837

R OET

financial products

2009
HK$'000

37

10,283

22,121

(1,729)

2008
HK$'000

73

All others

2009
HK$'000

1,442

314

172

32,616

2008
HK$'000

2,056

98

Consolidated

2009
HK$000

61,457
57,853
(2,183)

7,234

14,864
10,283

2,807
1,682
(7,504)

4,760

22,121

(1,729)

2,724

54
98,685

2008
HK$'000

129,408
55,783
3,265

(2,620)

8,311

(57)
7,837
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7. SEGMENT INFORMATION (Continued)
Segment Revenue and Results (Continued)

For the year ended 31 December

Provision of
water supply and
sewage treatment
as well as Investments in

construction services financial products All others Consolidated
2009 2008 2009 2008 2009 2008 2009 2008
HKS$'000  HK$'000  HK$'000  HK$'000  HKS$'000  HK$'000  HK$'000  HK$'000

Loss on partial disposal of a subsidiary - - - 140 - - - 140
Discount on acquisition of a business - (12,443) - - - - - (12,443)
Gain on deemed partial disposal of

a subsidiary - - (21,323) - - - (21,323 -

Impairment loss recognised on
concession intangible assets 2,222 - - - - - 2,222 -

Amounts regularly provided to the
chief operation decision maker but
not included in measure of segment
profit or loss or segment assets:

Interest income (218) (1,266) (9) (1,145) 2) 3) (229) (2,414)
Finance costs 11,993 9,260 2,472 963 465 57 14,930 10,280
Income tax expense 8,222 6,937 - - 113 - 8,335 6,937
Change in fair value of convertible

bonds - - 204,404 (64,537) - - 204404 (64,537)
Impairment loss on other receivables 5,720 - - - - - 5,720 -

Note: Non-current assets exclude financial instruments, intangible asset, goodwill and deposit paid for acquisition of

subsidiaries.
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7. SEGMENT INFORMATION (Continued)

Segment Assets and Liabilities

As at 31 December

Provision of
water supply and
sewage treatment
as well as Investments in

construction services financial products All others Consolidated
2009 2008 2009 2008 2009 2008 2009 2008
HKS$'000  HK$'000  HK$'000  HK$'000  HKS$'000  HK$'000  HK$'000  HK$'000

Assets

Segment assets 864,420 1,231,849 1,247,145 134,002 29,070 60,058 2,140,635 1,425,909
Unallocated segment assets 140,017 159,036
Consolidated total assets 2,280,652 1,584,945
Liabilities

Segment liabilities 192,306 261,365 - - 3,438 898 195,744 262,263
Unallocated segment liabilities 741,374 611,741
Consolidated total liabilities 937,118 874,004

For the purposes of monitoring segment performances and allocating resources between segments:

o all assets are allocated to reportable segments, other than deposit paid for acquisition of
subsidiaries, amount due from a minority shareholder of a subsidiary, bank balances and cash and
assets which are not able to allocate into reportable segments.

o all liabilities are allocated to reportable segments, other than bank borrowings, other loans,
amounts due to minority shareholders of subsidiaries, tax payables, loan from an associate,
convertible bonds, convertible bonds of a subsidiary, deferred tax liabilities, and liabilities which are

not able to allocate into reportable segments.
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SEGMENT INFORMATION (Continued)
Geographical information

The following table provides an analysis of the Group’s turnover by geographical market, irrespective of
the origin of the goods/services:

2009 2008

HK$°000 HK3$°000

Europe - 15,078
The PRC, Hong Kong and Taiwan 335,834 193,599
North America - 48,579
Australia - 10,729
Japan - 10,269
Asia Pacific (other than Japan) - 8,263
Others - 3,358
335,834 289,875

All segment assets and additions of property, plant and equipment and concession intangible assets are
located in the PRC, Hong Kong and Taiwan.

Information about major customers

For the year ended 31 December 2009 and 2008, the Group does not have any single significant customer
with the transaction value over 10% of the turnover.

OTHER OPERATING INCOME

2009 2008

HK$’000 HK3$°000

Handling charges 746 250
Interest income 229 2,414
Gain on disposal of property, plant and equipment - 57
Gain on disposal of convertible bond receivables - 1,328
Write back of long outstanding payables 61 -
Government subsidies (note) - 1,910
Penalty income 643 532
Others 3,706 2,970
5,385 9,461

Note: The amounts represented the unconditional subsidies granted from the PRC government in relation to the repair

and maintenance of the underground water pipelines due to the snow disaster for the year ended 31 December
2008 (2009: Nil).
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9. FINANCE COSTS

2009 2008
HK$'000 HK$'000
Interest on:

— Interest on convertible bonds 963 963

— Imputed interest expenses on convertible bonds
of a subsidiary (note 36) 2,472 -
— Bank borrowings wholly repayable within five years 2,628 2,470
— Bank borrowings wholly repayable more than five years 1,762 2,770
— Other loans wholly repayable within five years 5,214 2,130
— Other loans wholly repayable more than five years 1,394 1,298
— Amounts due to minority shareholders of subsidiaries 278 361
— Loan from an associate 219 288

14,930 10,280




y . China Water Industr}’Group lJnited e Annual Report 2009
i s / )
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2009

10. (LOSS) PROFIT BEFORE TAX

2009 2008
HK$'000 HK$’'000
(Loss) profit before tax has been arrived at after charging:

Amortisation of prepaid lease payments 1,362 1,164

Amortisation of concession intangible assets
(included in cost of sales) 14,864 16,625
Amortisation of an intangible asset 10,283 -
Auditors’ remuneration 960 930
Bad debts directly written off on trade receivables - 101
Bad debts directly written off on other receivables 2,807 -
Cost of inventories recognised as expenses 25,026 20,187
Depreciation of property, plant and equipment 5,872 4,230
Impairment loss on concession intangible assets 2,222 -
Write down of inventories (included in cost of sales) 1,682 1,800
Loss on partial disposal of a subsidiary - 140
Loss on disposal of concession intangible assets 309 -
Loss on disposal of property, plant and equipment 54 -
Minimum lease payment under operating leases 3,580 3,020
Net exchange loss 94 953

Staff costs excluding directors’ emoluments
— Salaries, wages and other benefits 37,085 33,211
— Retirement benefits scheme contributions 6,120 5,308

Total staff costs 43,205 38,519
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11. EMOLUMENTS FOR DIRECTORS AND EMPLOYEES
(a) Directors’ emoluments

The emolument paid or payable to each of the 13 (2008: 14) directors were as follows:

For the year ended 31 December 2009

Salaries, Retirement

allowance benefits

and benefits scheme
Fees in kind contributions Total
HK$’000 HK$'000 HK$°000 HK$°000

Executive directors:

Li Yu Gui - 390 26 416
Yang Bin - 391 12 403
Zhong Wen Sheng' - 546 - 546
Liu Bai Yue - 468 12 480
Shi De Mao? - 86 - 86
Chu Yin Yin, Georgiana - 546 12 558
Li Wen Jun? - 210 7 217

Liu Peng Cheng? - - - -

- 2,637 69 2,706
Non-executive directors:
Huang Yuan Wen# - 36 - 36
Pan Shi Ying* - 36 - 36
- 72 - 72
Independent
non-executive directors:
Chang Kin Man 120 - - 120
Wu Tak Lung 144 - = 144
Gu Wen Xuan 120 - - 120
384 - - 384
Total 384 2,709 69 3,162

' Resigned on 4 January 2010
2 Resigned on 31 May 2009
& Appointed on 3 June 2009
<2 Resigned on 10 June 2009
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11. EMOLUMENTS FOR DIRECTORS AND EMPLOYEES (Continued)

(a) Directors’ emoluments (Continued)

For the year ended 31 December 2008

Salaries, Retirement

allowance benefits
and benefits scheme
in kind contributions
HK$'000 HK3$°000

Executive directors:

Li Yu Gui - 325 - 325
Liu Peng Cheng - 146 7 153
Zhong Wen Sheng - 539 - 539
Liu Bai Yue - 462 12 474
Shi De Mao - 154 - 154
Chu Yin Yin, Georgiana - 539 12 551
Yang Bin? - 71 - 71
Sze Chun Ning, Vincent' - 355 11 366
Wang Chia Chin? - 500 - 500

- 3,091 42 3,133

Non-executive directors:

Huang Yuan Wen - 85 - 85
Pan Shi Ying - 85 - 85
- 170 - 170
Independent

non-executive directors:
Chang Kin Man 120 - - 120
Wu Tak Lung 144 - - 144
Gu Wen Xuan 120 - - 120
384 - - 384
Total 384 3,261 42 3,687

i Resigned on 21 November 2008.
¢ Resigned on 10 June 2008.
2 Appointed on 23 December 2008.




China Water Industryhroup Limited ¢ Annual Report 2009 =

g

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2009

11.

12.

EMOLUMENTS FOR DIRECTORS AND EMPLOYEES (Continued)
(a) Directors’ emoluments (Continued)

There was no arrangement under which directors waived or agreed to waive any emoluments
during the two years ended 31 December 2009.

The remuneration of directors is determined by the remuneration committee having regard to the
performance of individuals and market trends.

(b) Employees’ emoluments

Details of the five highest paid individuals included four (2008: four) directors whose emoluments
are set out in (a) above. The emolument of the remaining one (2008: one) highest paid individual
was as follow:

2009 2008

HK$°000 HK$'000

Salaries, allowance and benefits in kind 578 382
Retirement benefits scheme contributions 12 12
590 394

No emolument was paid to the directors of the Company or the five highest paid individuals as an
inducement to join or upon joining the Group or as compensation for loss of office, during the two
years ended 31 December 2009.

INCOME TAX EXPENSE

2009 2008
HK$°000 HK$'000

PRC Enterprise Income Tax (“EIT")
— Current 6,203 3,987
— Under provision in prior years 294 -
6,497 3,987
Deferred tax (note 38) 1,838 2,950
8,335 6,937

On 26 June 2008, the Hong Kong Legislative Council passed the Revenue Bill 2008 which reduced
corporate profits tax rate from 17.5% to 16.5% effective from the year of assessment 2008/2009.
No tax is payable on the profit for the year ended 31 December 2009 arising in Hong Kong since the

assessable profit is wholly absorbed by tax losses brought forward.
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12.

13.

For the year ended 31 December 2009

INCOME TAX EXPENSE (Continued)

Hong Kong Profits Tax has not been provided for in the consolidated financial statements for the year
ended 31 December 2008 as there was no estimated assessable profit derived.

Pursuant to the relevant laws and regulations in the PRC, certain subsidiaries of the Group are exempted
from PRC EIT for two years from the first profit making year, followed by a 50% reduction for the next

three years.

Under the Law of the EIT and Implementation Regulation of the Law of the EIT, the tax rate of the other
PRC subsidiaries is at 25% from 1 January 2008 onwards.

The income tax expense for the year can be reconciled to the (loss) profit before tax per the consolidated

statement of comprehensive income as follows:

2009 2008
HK$°000 HK$'000
(Loss) profit before tax (334,150) 65,746
Tax at the domestic income tax rate of 25% (2008: 25%) (83,538) 16,436
Tax effect of share of results of an associate (546) 816
Tax effect of expenses not deductible for tax purpose 74,293 14,783
Tax effect of income not taxable for tax purpose (5,547) (15,587)
Effect of different tax rates of subsidiaries operating
in other jurisdictions 22,618 (5,409)
Effect of tax exemption granted to PRC subsidiaries (1,824) (7,550)
Tax effect of deductible temporary differences not recognised 2,065 2,127
Utilisation of tax losses previously not recognised (221) -
Under provision for taxation in prior years 294 -
Deferred tax liabilities arising on undistributed profit of PRC
subsidiaries from 1 January 2008 onwards 741 1,321
Income tax expense for the year 8,335 6,937
DIVIDEND

No dividend was paid or proposed during the year ended 31 December 2009, nor has any dividend been
proposed since the end of the reporting period (2008: Nil).
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14. (LOSS) EARNINGS PER SHARE

The calculation of basic and diluted (loss) earnings per share attributable to owners of the Company for
the year is based on the following data:

2009 2008
HK$’000 HK$°000
(Loss) earnings
(Loss) earnings for the purposes of basic (loss) earnings
per share ((loss) earnings for the year attributable to
owners of the Company) (354,239) 43,942
Effect of dilutive potential shares:
— interest on convertible bonds 963 963
— change in fair value of convertible bonds 204,404 (64,537)
(Loss) profit for the purposes of diluted (loss) earnings
per share (148,872) (19,632)
Number of shares ‘000 ‘000

Weighted average number of ordinary shares for the purpose
of basic (loss) earnings per share 2,259,686 1,890,900
Effect of dilutive potential shares:
— share options issued by the Company (note) - -
— conversion of convertible bonds 338,908 338,908

Weighted average number of ordinary shares for the purpose
of diluted (loss) earnings per share 2,598,594 2,229,808

Note: The computation of diluted earnings per share does not assume the exercise of the Company's outstanding
share options as exercise price of those options is higher than the average market price of shares for the years
ended 31 December 2009 and 2008.

Diluted loss per share was same as the basic loss per share for the year ended 31 December 2009, as the
effect of the conversion of the Company’'s outstanding share options and convertible bonds as well as

the outstanding convertible bonds and non-redeemable preference shares issued by iMerchants was anti-
dilutive for the year ended 31 December 2009.
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15. PROPERTY, PLANT AND EQUIPMENT

Plant and Leasehold Motor Water  Construction
Buildings machinery  improvements vehicles pipeline in progress Total
HK$'000 HK$'000 HK$'000 HK$000 HK$'000 HK$'000 HK$'000
(€]
At 1 January 2008 14,434 1,017 4,486 4,683 22,281 10,464 57,370
Acquired on acquisition
of subsidiaries/business 18,438 737 3,795 1373 22,810 12,488 59,641
Additions 9,910 M7 1,207 3,810 161 2,338 17,843
Transfers 10,259 - - - 29 (10,288) -
Disposals (405) (134) (724) (523) - - (1,786)
Exchange realignment 1,040 12 73 288 1,419 19 2,851
At 31 December 2008 53,676 2,049 8,837 9,636 46,700 15,021 135,919
Additions 125 763 674 959 116 1,399 4,036
Transfers 3,198 - 39 - - (3.237) -
Disposals (170) (17) (54) (196) (252) - (689)
Disposal of subsidiaries/
business (18,212) (2,420) (5,756) (1,176) - (60) (27,624)
Exchange realignment 172 33 19 81 a7 102 824
At 31 December 2009 38,789 408 3,759 9,304 46,981 13,225 112,466

ACCUMULATED DEPRECIATION

At 1 January 2008 522 167 721 367 741 - 2,518
Provided for the year 1,343 171 669 1,060 987 - 4,230
Eliminated on disposals (324) (103) - (453) - - (880)
Exchange realignment 17 17 5 19 46 - 104
At 31 December 2008 1,558 252 1,395 993 1,774 - 5,972
Provided for the year 1,687 166 592 1,609 1,818 - 5,872
Eliminated on disposals - - (44) (36) - - (80)
Disposal of subsidiaries/

business (660) (394) (1,273) (184) - - (2,51)
Exchange realignment 12 3 3 9 22 - 49
At 31 December 2009 2,597 21 673 2,391 3,614 - 9,302
CARRYING VALUES
At 31 December 2009 36,192 381 3,086 6,913 43,367 13,225 103,164

At 31 December 2008 52,118 1,797 7,442 8,643 44,926 15,021 129,947
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15. PROPERTY, PLANT AND EQUIPMENT (Continued)

The above items of property, plant and equipment are depreciated on a straight-line basis at the following
rates per annum:

Buildings Over the shorter of the term of the lease, or 30 years
Plant and machinery 5 to 10 years

Leasehold improvements Over the shorter of the term of the lease, or 5 to 10 years
Motor vehicles 5 years

Water pipeline 15 to 25 years

The buildings are situated in the PRC and are situated on land under medium-term land use rights.

As at 31 December 2009, the property usage permits of certain buildings have not been granted by
relevant government authorities with the aggregate carrying values of approximately HK$3,150,000 (2008:
HK$3,223,000). In the opinion of the directors of the Company, the absence of property usage permits
to these buildings does not impair the value of the relevant buildings to the Group. The directors of the
Company also believe that property usage permits to these buildings will be granted to the Group in due
course.

The Group has pledged buildings with carrying amount of approximately HK$2,186,000 (2008:
HK$5,636,000) to secure the bank and other borrowings granted to the Group.




China Water Industry Group Wnited e Annual Report 2009

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2009

16. PREPAID LEASE PAYMENTS

2009 2008

HK$'000 HK3$°000
COST
At 1 January 79,554 10,501
Acquired on acquisition of subsidiaries/businesses - 51,032
Addition - 17,034
Disposal of subsidiaries/business (33,889) -
Exchange realignment 361 987
At 31 December 46,026 79,554
ACCUMULATED AMORTISATION
At 1 January 1,317 137
Provided for the year 1,362 1,164
Eliminated on disposals of subsidiaries/business (699) -
Exchange realignment 11 16
At 31 December 1,991 1,317
CARRYING VALUES
At 31 December 44,035 78,237

The Group’s prepaid lease payments in relation to land use rights are under medium-term leases in the
PRC, and analysed for reporting purposes as:

2009 2008

HK$’000 HK$°000

Current assets 1,181 1,794
Non-current assets 42,854 76,443
44,035 78,237

At 31 December 2009, legal titles to land use rights with carrying values of HK$14,440,000 (2008:
HK$47,958,000) has not been granted by the relevant government authorities. The Group is in process to
obtain the land use rights certificate and in the opinion of the directors of the company, the formal title of
the land use rights will be granted to the Group in due course.

As at 31 December 2009, the Group had pledged prepaid lease payments with carrying amount of
approximately HK$12,881,000 (2008: HK$10,908,000) to secure bank and other borrowings granted to
the Group.
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For the year ended 31 December 2009

17. CONCESSION INTANGIBLE ASSETS

HK$°000

COST

At 1 January 2008 194,830
Acquired on acquisition of subsidiaries/business 325,353
Additions 94,531
Exchange realignment 14,453
At 31 December 2008 629,167
Additions 57,421
Disposals (373)
Disposal of subsidiaries/business (244,371)
Exchange realignment 3,698
At 31 December 2009 445,542

ACCUMULATED AMORTISATION AND IMPAIRMENT

At 1 January 2008 3,476
Provided for the year 16,625
Exchange realignment 340
At 31 December 2008 20,441
Provided for the year 14,864
Eliminated on disposal (30)
Disposal of subsidiaries/business (8,957)
Impairment loss recognised during the year 2,222
Exchange realignment 284
At 31 December 2009 28,824

CARRYING VALUES
At 31 December 2009 416,718

At 31 December 2008 608,726
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CONCESSION INTANGIBLE ASSETS (Continued)

During the year, the directors of the Company identified that some of the Group’s concession intangible
assets were impaired due to adverse market changes in the industries. Accordingly, impairment loss of
approximately HK$2,222,000 has been recognised in concession intangible assets, which are used in the
Group's reportable segment of provision of water supply and sewage treatment as well as construction
services. The recoverable amounts of the concession intangible assets have been determined by using
value-in-use calculation by reference to the valuation performed by Asset Appraisal Limited (“Asset
Appraisal”), a qualified valuer not connected with the Group. That calculation uses cash flow projections
based on financial budgets approved by management covering a 5 year periods, and discount rate of
12.55%. Cash flows beyond the 5 year periods have been extrapolated using a steady 3% growth rate.
This growth rate is based on the relevant industry growth forecasts and does not exceed the average long-
term growth rate for the relevant industry.

(a) The subsidiaries of the Group, Yichun Water Industry Co. Limited (“Yichun Water”), Linyi Fenghuang
Water industry Co., Ltd (“Linyi Fenghuang”), Danzhou Qingyuan Water Industry Company Limited
("Danzhou Qingyuan”) and Yingtan Water Supply Co., Ltd (”Yingtan Water Supply”) entered
into service concession arrangements with the respective local government whereby the above
subsidiaries are required to build the infrastructure of a water supply plant and was granted with an
exclusive operating right for provision of water supply services to the public users for a period of 30
years commencing from the operation of the respective water supply plant.

(b) The subsidiaries of the Group, Yichun Fangke Sewage Treatment Company Limited (“Yichun
Fangke”) and lJining City Haiyuan Water Treatment Company Limited (“Jining Haiyuan”) entered
into service concession arrangements with the respective local government whereby the above
subsidiaries are required to build the infrastructure of a waste treatment plant and was granted
with an exclusive operating right for provision of waste treatment services to the public users for
a period ranging from 25 to 29 years, commencing from the operation of the respective waste
treatment plant.

Amortisation for the above concession intangible assets has been provided on a straight-line basis over the
remaining terms of the operating rights, ranging from 25 to 30 years, since commencement of operations.
The receipt from these service concession arrangement, are contingent on the extent that public uses the
services.

As at 31 December 2009, the Group had pledged concession intangible assets with carrying amount of
approximately HK$19,392,000 (2008: HK$19,575,000) to secure bank borrowings granted to the Group.
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18. INTANGIBLE ASSET

HK$°000

COoSsT

At 1 January 2008 and 31 December 2008 -
Acquired through acquisition of subsidiary 925,584
At 31 December 2009 925,584

ACCUMULATED AMORTISATION
At 1 January 2008 and 31 December 2008 -
Provided for the year 10,283

At 31 December 10,283

CARRYING VALUES
At 31 December 2009 915,301

At 31 December 2008 -

The intangible asset represented the exclusive right which derived from a management agreement
(“Management Agreement”) to receive management fee equivalent to 70% of the net profits of Shenzhen
Careall Capital Investment Co., Ltd (“Careall Capital”), a company established in the PRC and being
an independent third party of the Group. Under the Management Agreement, Careall Capital shall
irrevocably and unconditionally warrant, guarantee and undertake to and with Supreme Luck International
Limited (“Supreme Luck”) that the net profits during the one-year period commencing from the date
of the Management Agreement shall not be less than approximately HK$113,380,000 (equivalent to
RMB100,000,000); the second one-year period commencing from the date of the Management Agreement
shall not less than approximately HK$170,070,000 (equivalent to RMB150,000,000); and the third one-
year period commencing from the date of the Management Agreement shall not less than approximately
HK$226,760,000 (equivalents to RMB200,000,000). Careall Capital is principally engaged in venture
investment, venture investment advisory and management services, with the objective of investment in the
equities of the new technology-based enterprises in the PRC. The exclusive right was acquired through the
acquisition of the entire issued share capital of Supreme Luck during the year ended 31 December 2009.
Details of which are set out in note 41.

The intangible asset are amortised on straight-line basis over its estimated useful lives of 15 years.
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19. GOODWILL

Provision of

water supply  Investments

and sewage in financial
treatment products Others Total
HK$'000 HK$'000 HK$'000 HK$'000

CosT
At 1 January 2008 77,333 - - 77,333
Arising on acquisition of

subsidiaries 207,291 45,614 49,569 302,474

Arising on acquisition of
additional interests in

a subsidiary - 15,176 - 15,176
Released in a partial disposal

of a subsidiary - (3,799) - (3,799)
At 31 December 2008 284,624 56,991 49,569 391,184

Released in a deemed partial
disposal of interest in

a subsidiary - (5,580) - (5,580)
Released in disposal of
subsidiaries (note 43) (35,924) - - (35,924)
At 31 December 2009 248,700 51,411 49,569 349,680
IMPAIRMENT

At 1 January 2008 - - — _
Impairment loss recognised

in the year 7,837 - - 7,837
At 31 December 2008 7,837 - - 7,837
Released in disposal of

subsidiaries (note 43) (7,837) - - (7,837)
Impairment loss recognised

during the year 66,069 - 32,616 98,685
At 31 December 2009 66,069 - 32,616 98,685

CARRYING VALUES
At 31 December 2009 182,631 51,411 16,953 250,995

At 31 December 2008 276,787 56,991 49,569 383,347
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19.

GOODWILL (Continued)
Impairment Testing On Goodwill

Goodwill was allocated to three individual cash generating units (“CGU"), including provision of water
supply and sewage treatment, investments in financial products and others.

Goodwill from acquisition of Blue Mountain Hong Kong Group Limited (“Blue Mountain”), Danzhou
Lian Shun Tong Water Pipe Company Limited* (“Danzhou Lian Shun Tong”), Onfar International Limited
("Onfar”), Jining City Haiyuan Water Treatment Company Limited* (“Jining Haiyuan”), and Anhui Dang
Shan Water Industry Company Limited* (“Anhui Dang Shan”) was allocated to the CGU of provision of
water supply and sewage treatment. Goodwill from acquisition of iMerchants was allocated to the CGU
of investments in financial products. Goodwill from acquisition of Plenty One Limited (“Plenty One”) was
allocated to the CGU of others.

During the year ended 31 December 2009, the Group recognised an impairment loss with an aggregate
amount of HK$98,685,000 (2008: HK$7,837,000) in relation to goodwill arising on acquisition of Danzhou
Lian Shun Tong, Onfar, Jining Haiyuan, Anhui Dang Shan and Plenty One which are allocated to the CGUs
of provision of water supply and sewage treatment and investment products and others.

The basis of the recoverable amount of the CGUs and the major underlying assumptions are summarised
below:

Water supply and sewage treatment

The recoverable amount of this CGU has been determined on the basis of value-in-use calculation with
reference to a valuation performed by Asset Appraisal. That calculation uses cash flow projections based
on financial budgets approved by management covering a 5 year periods, and discount rate of 12.55%
(2008: 12.14%). Cash flows beyond the 5 year periods have been extrapolated using a steady 3% (2008:
3%) growth rate. This growth rate is based on the relevant industry growth forecasts and does not exceed
the average long-term growth rate for the relevant industry. The directors of the Company are of the
opinion that the recoverable amount is less than its respective carrying amount as at 31 December 2009,
accordingly an impairment loss of approximately HK$66,069,000 (2008: HK$7,837,000) was recognised.

Investment in financial products

The recoverable amount of this CGU has been determined on the basis of value-in-use calculation. That
calculation uses cash flow projections based on financial budges approved by management covering a 5
year periods (the “Forecast”), and discount rate of 12.92% (2008: 12.14%). Cash flows beyond the 5 year
periods have been extrapolated using a steady 3% (2008: 3%) growth rate. The management determined
the budgeted growth rate based on past performance and its expectation on the relevant industry growth
forecasts and does not exceed the average long term growth rate for the relevant industry. The directors
of the Company are of the opinion, based on the Forecast and with reference to the valuation performed
by Grant Sherman Appraisal Limited, a qualified valuer not connected with the Group, that the recoverable
amount of this CGU exceeds it carrying amount in the consolidated statement of financial position and
no impairment loss of goodwill is necessary. The directors of the Company were of the opinion, based on
the Forecast, that the recoverable amount exceeds its carrying amount in the consolidated statement of
financial position and no impairment loss was necessary.
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20.

21.

For the year ended 31 December 2009

GOODWILL (Continued)
Others

The recoverable amount of this CGU has been determined on the basis of value-in-use calculation with
reference to a valuation performed by Asset Appraisal. That calculation uses cash flow projections based
on financial budgets approved by management covering a 5 year periods, and discount rate of 17.58%
(2008: 12.14%). Cash flows beyond the 5 year periods have been extrapolated using a steady 3% (2008:
3%) growth rate. This growth rate is based on the relevant industry growth forecasts and does not exceed
the average long-term growth rate for the relevant industry.

AVAILABLE-FOR-SALE INVESTMENTS

2009 2008
HK$°000 HK3$°000

Available-for-sale investments comprise:
— Equity securities listed in Hong Kong 65,040 59,519

The fair values of the above listed securities are determined based on the quoted market bid prices
available on the Stock Exchange.

INTEREST IN AN ASSOCIATE

2009 2008

HK$°000 HK3$°000

Unlisted associate in the PRC 52,794 52,794
Share of post-acquisition results and other comprehensive

income, net of dividends received 5,059 2,989

57,853 55,783

As at 31 December 2009 and 2008, the Group had equity interests in the following associate:

Proportion

Form of of equity

business Place of interests held

Name of entit structure establishment by the Group

Jinan Hongquan Water Incorporated PRC 35%  Provision of water

Production Co., Ltd supply
BRI FIKA R AR

("Jinan Hongquan”)
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21. INTEREST IN AN ASSOCIATE (Continued)

The summarised financial information in respect of the Group’s associate as at the end of the reporting
period is set out below:

2009 2008

HK$'000 HK$'000

Total assets 338,569 369,371
Total liabilities (173,274) (209,992)
Net assets 165,295 159,379
Group’s share of net assets of associate 57,853 55,783
Revenue 273,921 245,178
Profit (loss) for the year 6,238 (11,941)
Group’s share of results of associate for the year 2,183 (3,265)

During the year ended 31 December 2008, the Group increased its investment costs of HK$15,584,000
in an associate, Shangqiu Zhengyuan Water industry Company Limited* (“Shangqiu Zhenyuan”). After
the capital injection, Shanggiu Zhenyuan became a subsidiary of the Group. During the year ended 31
December 2008, the Group’s share of loss of Shanggiu Zhenyuan recognised in the consolidated statement
of comprehensive income amounted to approximately of HK$4,065,000.

22. DEPOSIT PAID FOR ACQUISITION OF SUBSIDIARIES

On 18 September 2009, Swift Surplus Holdings (“Swift Surplus”), a wholly-owned subsidiary of the Group,
entered into an agreement with independent third parties, Sihui South China Waterworks Development
Co., Ltd.* (ME&mER/KFEERE B A7), Shenzhen City South China Waterworks Group Co., Ltd.* (&
Y ERKEEB AR AF) and Da Xin Waterworks management (Huizhou) Co., Ltd.* GEEKEERE (&
M) BBRZAR]), pursuant to which Swift Surplus has conditionally agreed to acquire 70% of the registered
capital of Foshan City Gaoming Huaxin Sewage treatment Company Ltd.* (LT =R RE(Z)5/KER AR
AF)); 70% of the registered capital of Tangshan City Hongxiang Waterworks Limited* (& L8 HH/K#EA
FRA7F]) and 100% equity interests in Boluo phase Il Project Company (8% —HiTE B 2 7)), respectively, at
a total consideration of HK$170,000,000. As at 31 December 2009, the Group has paid HK$50,901,000
as a deposit for the acquisition and the remaining amount will be paid upon the completion of the
transaction. Details of this transaction are stated in the Company’s announcement dated 20 September
2009.
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24.

For the year ended 31 December 2009

INVENTORIES

2009 2008
HK$°000 HK$'000
Raw materials 228 98
Finished goods 13,076 12,784
13,304 12,882

TRADE AND OTHER RECEIVABLES
2009 2008
HK$’'000 HK$°000
Trade receivables 14,983 21,341
Less: impairment loss recognised (5,807) (4,754)
9,176 16,587
Other receivables 76,619 93,035
Less: impairment loss recognised (14,400) (6,931)
Deposits and prepayments 3,205 3,219
74,600 105,910

As at 31 December 2009, included in other receivables is amount due from Construction Bureau of
Yingtan City (EE % /@) amounting to approximately HK$22,770,000 (equivalent to RMB20,000,000)
(2008: HK$22,901,000) which are unsecured and repayable on demand. As at 31 December 2008,
included in other receivables were refundable deposit paid for potential investment projects with an
amount of HK$20,401,000, the amounts have been refunded during the year ended 31 December 2009.

The Group allows an average credit period of 30 days to 180 days given to its customers.
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24. TRADE AND OTHER RECEIVABLES (Continued)

An aged analysis of the trade receivables net of impairment loss recognised as at the end of the reporting
period, based on invoice date was as follows:

2009 2008

HK$'000 HK$'000

Within 90 days 3,537 10,760
91 to 180 days 4,889 5,192
181 to 365 days 710 511
Over 1 year 40 124
9,176 16,587

Included in the Group's trade receivable balance are debtors with aggregate carrying amount of
HK$1,858,000 (2008: HK$1,593,000) which were past due at the end of the reporting period and for
which the Group has not provided for impairment loss. Ageing of trade receivables which are past due but
not impaired:

2009 2008

HK$°000 HK$'000

Within 90 days 939 942
91 to 180 days 169 16
181 to 365 days 710 511
Over 1 year 40 124
Total 1,858 1,593

Trade receivables that were neither past due nor impaired relate to a wide range of customers for whom
there was no recent history of default. The Group does not hold any collateral over these balances.

Trade receivables that were past due but not impaired related to a number of independent customers
that have a good track record with the Group. Based on past experience, management believes that no

impairment allowance is necessary in respect of these balances as there has not been a significant change
in credit quality and the balance are still considered fully recoverable.




g o v
22 o Ms ) V.
e _#
i - - China Water Industry Group Ifnited ® Annual Report 2009

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2009

24. TRADE AND OTHER RECEIVABLES (Continued)

The movements in impairment loss of trade receivables were as follows:

2009 2008

HK$°000 HK$'000

Balance at beginning of the year 4,754 2,093
Recognised during the year 1,006 2,526
Arising on acquisition of subsidiaries - 10
Exchange realignment 47 125
Balance at end of the year 5,807 4,754

Included in the impairment loss are individually impaired trade receivables with an aggregate balance of
HK$5,807,000 (2008: HK$4,754,000) which are due to long outstanding. The Group does not hold any
collateral over these balances.

The movements in impairment loss of other receivables were as follows:

2009 2008

HK$°000 HK$'000

Balance at beginning of the year 6,931 1,084
Recognised during the year 7,438 5,785
Amounts written off as uncollectible (10) -
Exchange realignment 41 62
Balance at end of the year 14,400 6,931

Included in the impairment loss are individually impaired other receivables with an aggregate balance of
HK$14,400,000 (2008: HK$6,931,000) which are due to long outstanding. The Group does not hold any
collateral over these balances.

During the year ended 31 December 2009, other receivables with an amount of HK$2,807,000 (2008:
nil) was written off directly due to the directors of the Company considered the recovery of the respective
debtors were remote and irrecoverable.

25. AMOUNT DUE FROM A MINORITY SHAREHOLDER OF A SUBSIDIARY

The amount due from a minority shareholder of a subsidiary was unsecured, interest-free and the amount

has been fully settled during the year ended 31 December 2009.
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26. CASH HELD AT FINANCIAL INSTITUTIONS/BANK BALANCES AND CASH

Cash held at financial institutions represents amounts of approximately HK$212,474,000 (2008:
HK$13,170,000) deposited in financial institutions in Hong Kong carry interest rate ranging from 0% to
0.001% (2008: 0.2555% to 6.57%) per annum.

Bank balances and cash comprise cash held by the Group and short-term bank deposits with an original
maturity of three months or less. The deposits carry interest at prevailing market rates.

27. TRADE AND OTHER PAYABLES

The following is an aged analysis of trade payables at the end of reporting period, based on invoice date:

2009 2008

HK$'000 HK$'000

Within 30 days 5,067 3,110
31 to 90 days 1,907 1,232
91 to 180 days 555 1,946
181 to 365 days 587 1,050
Over 1 year 2,464 21,912
10,580 29,250

Other payables 61,323 118,221
Interest payables 67,056 61,744
138,959 209,215

There was no specific credit period for payment granted by suppliers. The Group has financial risk
management policies in place to ensure that all payables are settled within the timeframe agreed with the
respective suppliers.

As at 31 December 2009, included in other payables with an amount of HK$1,100,000 (2008: Nil) was the
deferred consideration payable arising from the acquisition of an intangible asset through acquisition of
a subsidiary (note 41). The amount is required to settle within 6 months since the completion date of the

acquisition.
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28. AMOUNTS DUE FROM/(TO) CUSTOMERS FOR CONTRACT WORKS

2009 2008
HK$'000 HK$'000

Contracts in progress at the end of reporting period:
Contract costs incurred plus recognised profits to date 24,222 -
Less: progress billings (13,995) -
10,227 -

Analysed for reporting purposes as:

Amounts due from contract customers 10,884 -
Amounts due to contract customers (657) -
10,227 -

At 31 December 2009, there were no retentions held by customers for contract work (2008: Nil).

29. BANK BORROWINGS

2009 2008
HK$°000 HK3$°000
Secured loans 56,926 59,792
Carrying amount repayable:

On demand overdue balances (notes (ii) 29,601 29,332
On demand or within one year 3,416 3,384
More than one year but not exceeding two years 3,417 3,385
More than two years but not more than five years 10,246 10,153
More than five years 10,246 13,538
56,926 59,792

Less: Amount due within one year shown under
current liabilities (33,017) (32,716)

Amount due after one year 23,909 27,076
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29.

BANK BORROWINGS (Continued)

Notes:

()

(if)

As at 31 December 2009, included in bank borrowings of approximately HK$27,325,000 (equivalent to
RMB24,000,000) (2008: HK$30,460,000, equivalent to RMB27,000,000) which carries interest at Peoples’ Bank
of China Base Lending Rate plus 10% per annum and secured by a pledge over the subsidiary’s revenue from
the provision of sewage treatment.

As at 31 December 2009, in respect of bank borrowings with carrying amounts of approximately HK$29,601,000
(equivalent to RMB26,000,000) (2008: HK$29,332,000, equivalent to RMB26,000,000) borrowed from
Agricultural Bank of China, Danzhou Branch, are overdue and are classified as current liabilities (the “Overdue
Loans”). The Overdue Loans were arisen from the acquisition of a business on 31 March 2008 (note 42). The
Overdue Loans are secured floating-rate borrowings which carry interest at the People’s Bank of China Base
Lending Rate. Pursuant to the respective loan agreements, the Group is subject to additional interests for the
overdue amounts which are calculated based on the overdue interest rate published by the People’s Bank of
China. On 26 June 2008, Agricultural Bank of China, Danzhou Branch had filed a claim against the Group for

the repayment of the bank borrowings together with the interests thereon. On 13 November 2009, a verdict
was issued by the Intermediate People’s Court of Hainan (the “Court”), the Group is ordered to fully pay the
said bank borrowings together with the interests thereon. Details are set out in note 51.
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30. OTHER LOANS

2009 2008
HK$’000 HK$'000
Other loans comprises of:
Government loans 70,062 70,389
Overdue loans (note iii) 4,554 5,802
Loans from independent companies and non-bank institutions 4,099 12,144
78,715 88,335
Analysed as:
Secured 6,831 5,802
Unsecured 71,884 82,533
78,715 88,335
Carrying amount repayable:
On demand overdue loans 4,554 5,802
On demand or within one year 29,259 36,593
More than one year but not exceeding two years 9,108 6,461
More than two years but not more than five years 24,431 24,825
More than five years 11,363 14,654
78,715 88,335
Less: Amount due within one year shown under
current liabilities (33,813) (42,395)
Amount due after one year 44,902 45,940

Notes:

(i)

(i)

(iii)

As at 31 December 2009, government loans of approximately HK$59,725,000 (2008: HK$59,181,000),
HK$9,148,000 (2008: HK$10,029,000) and HK$1,189,000 (2008: HK$1,179,000) are fixed-rate borrowings,
floating-rate borrowings and interest-free borrowings, respectively. The fixed-rate borrowings carry interest
ranging from 2.28% to 5% (2008: 2.28% to 5%) per annum and the floating-rate borrowings carry interest at
fixed deposit rate as stipulated by the People’s Bank of China plus 0.3% per annum for the two years ended 31
December 2009. The government loans are repayable ranging from within one year to twelve years.

At 31 December 2009, loans from independent companies and non-bank institutions and overdue loans with
an aggregate amount of approximately HK$8,653,000 (2008: HK$17,946,000) are fixed-rate borrowings carry
interest ranging from 6% to 21.970% (2008: 6.048% to 21.970%) per annum.

At 31 December 2009, overdue loans with carrying amounts of approximately HK$4,554,000 (equivalent to
RMB4,000,000) (2008: HK$5,802,000) and interest payable (included in interest payables) of approximately
HK$12,140,000 (2008: HK$11,039,000) are overdue and are classified as current liabilities. Up to the date of
the issue of the consolidated financial statements, the Group is still in progress to negotiate with the lenders for
the purpose of reaching a debt restructuring arrangement.
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31. AMOUNTS DUE TO MINORITY SHAREHOLDERS OF SUBSIDIARIES

Carrying amounts analysed as follows:

2009 2008
HK$'000 HK$'000
Within one year 8,258 105,802
More than one year but not exceeding two years - 10,051
More than two years but not more than five years - 25,640
More than five years - 45,736
8,258 187,229

Less: Amount due within one year shown under
current liabilities (8,258) (105,802)
Amount due after one year - 81,427

The amounts are unsecured, other than an amount of approximately HK$2,457,000 (2008: HK$2,256,000)
included in amounts due within one year carries interest at 14.88% (2008: 14.88%) per annum, the
remaining amounts are interest-free.

32. SHARE CAPITAL

2009 2008
Number Number
of shares Amount of shares
HK$’000
Authorised:
Ordinary shares of HK$0.1 each
At the beginning of the year 4,000,000,000 400,000 4,000,000,000 400,000
Increase during the year (note 1) 4,000,000,000 400,000 - -
8,000,000,000 800,000 4,000,000,000 400,000
Convertible preference shares of
HK$0.1 each (note 1) 2,000,000,000 200,000 - -
10,000,000,000 1,000,000 4,000,000,000 400,000
Issued and fully paid:
Ordinary shares of HK$0.1 each
At the beginning of the year 1,890,900,000 189,090 1,890,900,000 189,090
Issue of shares (note 2) 815,479,000 81,548 - -

At the end of the year 2,706,379,000 270,638  1,890,900,000 189,090
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Note:

(1

For the year ended 31 December 2009

SHARE CAPITAL (Continued)

Pursuant to an ordinary resolution passed at the annual general meeting held on 29 June 2009, the Company's
authorised share capital was increased from HK$400,000,000 to HK$1,000,000,000 by the creating of
4,000,000,000 ordinary shares of HK$0.1 each and 2,000,000,000 convertible preference shares of HK$0.1
each.

On 19 June 2009, pursuant to a placing and subscription agreement entered into with existing shareholders, the
Company placed out 365,000,000 new ordinary shares of HK$0.1 each in the Company at a price of HK$0.33
per share. A sum of net amount approximately HK$116,910,000 was raised and used as working capital of the
Group.

On 6 August 2009, pursuant to a placing and subscription agreement entered into with existing shareholders,
the Company placed out 450,479,000 new ordinary shares of HK$0.1 each in the Company at a price of
HK$0.295 per share. A sum of net amount approximately HK$128,990,000 was raised and used as working
capital of the Group.

All new shares issued during the year ended 31 December 2009 rank pari passu in all respects with other shares
in issue.

NON-REDEEMABLE CONVERTIBLE PREFERENCE SHARES OF A SUBSIDIARY
Number of shares Amount
‘000 HK$°000
Authorised:
At 1 January 2008, 31 December 2008 and 1 January 2009
Non-redeemable convertible preference shares of HK$0.2 each 4,000,000 800,000
Subdivision of share of HK$0.2 each into five shares of
HK$0.04 each (note) 16,000,000 -
At 31 December 2009, HK$0.04 each 20,000,000 800,000
Issued and fully paid:
At 1 January 2008, 31 December 2008 and 1 January 2009 - -
Issue of preference shares of a subsidiary, HK$0.2 each 2,938,478 587,696
Subdivision of share of HK$0.2 each into five shares of
HK$0.04 each (note) 11,753,912 -
At 31 December 2009, HK$0.04 each 14,692,390 587,696

Note:

Pursuant to an ordinary resolution passed by the iMerchants’ shareholders at an extraordinary general meeting
held on 30 October 2009, the existing issued and unissued for both ordinary and non-redeemable convertible
preference shares of HK$0.2 each in the share capital of iMerchants are subdivided into 5 shares of HK$0.04
each. The authorised share capital of iMerchants was remained at HK$1,200,000,000. The share subdivision
took place on 2 November 2009.
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33.

NON-REDEEMABLE CONVERTIBLE PREFERENCE SHARES OF A SUBSIDIARY
(Continued)

On 23 October 2009, iMerchants issued approximately 2,938,478,000 non-redeemable convertible
preference shares with a par value of HK$0.2 each, as a partial consideration for the acquisition of an
intangible asset through the acquisition of a subsidiary (note 41).

The valuation of the convertible preference shares was carried out by Grant Sherman Appraisal Limited,
an independent qualified professional valuer not connected to the Group. The inputs for the calculation
of the fair value were a blockage discount rate of 40% on convertible preference shares based on the
restriction that the convertible preference shares cannot be converted into ordinary shares immediately.
The variables and assumptions used in computing the fair value of the convertible preference shares are
based on the directors’ best estimate.

The fair value of the convertible preference shares as at 23 October 2009 amounted to approximately
HK$567,126,000, representing HK$0.193 per convertible preference share. The amount of shortage
was approximately HK$20,570,000 which represented the fair value was less than the par value of the
non-redeemable convertible preference shares, is charged to the special capital reserves in the equity of
iMerchants.

The non-redeemable convertible preference shares can be converted into ordinary shares of iMerchants
at HK$0.2 per share (subject to adjustment). The conversion price was subsequently adjusted to HK$0.04
per share as a result of the share subdivision by an ordinary resolution in an extraordinary general meeting
of iMerchants held on 30 October 2009. The major terms of the above-mentioned convertible preference
shares are set out below:

(1) The convertible preference share holders has the right, exercisable at any time perpetual as from the
date of issue, to convert the preference shares into fully paid ordinary shares, provided that (i) any
conversion of the convertible preference shares does not trigger a mandatory offer obligation under
Rule 36 of the Hong Kong Code on Takeovers and Mergers; (ii) the number of shares to be allotted
and issued upon the exercise of the conversion rights attaching to the convertible preference
shares, in aggregate with the new ordinary shares issued and new ordinary shares to be issued
upon the exercise of the conversion rights attaching to the convertible bonds as held by the holders
and parties acting in concert with it, represents not more than 9.9% of the then issued ordinary
share capital of iMerchants; and/or (iii) the public float of the shares of iMerchants shall not less
than 15% of the shares of iMerchants at any time.

(2) The convertible preference shares are transferable other than to connected persons, as defined
under the Listing Rules of the GEM, of iMerchants and do not carry the right to vote. The

convertible preference shares holders shall not be entitled to any dividend nor distribution.

(3) The convertible preference shares shall rank pari passu with any and all current and future preferred
equity securities of the Company.

(4) The convertible preference shares are non-redeemable.

Based on their terms and conditions, the convertible preference shares have been classified as equity
instrument in the consolidated statement of financial position of iMerchants.
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35.

For the year ended 31 December 2009

LOAN FROM AN ASSOCIATE

As at 31 December 2008, the amount represented the loan from an associate obtained by a non-wholly
owned subsidiary, Linyi Guanghua Water Industry Co. Ltd. (“Linyi Guanghua”). The loans carried interest at
6.12% per annum and repayable in five years. During the year ended 31 December 2009, Linyi Guanghua
was disposed of together with its immediate holding company, Longwide Investment Limited.

CONVERTIBLE BONDS
2009 2008

HK$°000 HK$’000

Convertible bonds issued by the Company:

At the beginning of the year 262,335 362,872
Change in fair value of convertible bonds 204,404 (64,537)
At the end of the year 466,739 262,335

Analysed as:
Current portion 466,739 -
Non-current portion - 262,335
466,739 262,335

On 3 August 2007, the Company issued convertible bonds (“CB I”) in aggregate principal amounts of
HK$385 million. CB | bears interest at the rate of 0.25% per annum, starting from 3 August 2007, payable
semi-annually in arrear on 3 February and 3 August each year. CB | may be converted at the option of the
convertible bonds holder at a conversion price of HK$1.42 per ordinary share at any time on or after 13
September 2007 and up to 27 July 2012.

The conversion price was subsequently adjusted to HK$1.136 on 3 February 2008 in accordance with the
terms and conditions stated in the bond purchase agreement dated 30 July 2007.

Since the conversion price for the bonds is subject to change, the conversion will not result in settlement
by the exchange of a fixed number of equity instruments. Therefore, upon application of HKAS 32 and
HKAS 39, it was determined that the bonds do not contain any equity component and the entire bonds
were designated as “financial liabilities at fair value through profit or loss” which requires that bonds to
be carried at fair value at the end of the reporting period and the changes in fair values are recognised in

the consolidated statement of comprehensive income.
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35.

36.

CONVERTIBLE BONDS (Continued)

The fair value of approximately HK$466,739,000 (2008: HK$262,335,000) of CB | is determined taking
into account a valuation carried out by Asset Appraisal, using the Monte Carlo Simulation Model.

The Company reclassified the CB | from non-current liabilities to current liabilities during the year ended 31

December 2009 as CB | are redeemable at the option of the bondholders on 3 August 2010 in accordance

with the terms and conditions of the CB I.

The fair value of the bonds at the end of each reporting period was calculated using the market value

basis. Major parameters adopted in the calculation of the fair value are summarised below:

2009 2008

HK$0.232
Subject to
adjustment but
not less than

Stock price
Exercise price

80% of
HK$1.42
Expected volatility 53.02%
Risk-free rate 1.117%
Option life 2.592 years

CONVERTIBLE BONDS OF A SUBSIDIARY

HK$0.098
Subject to
adjustment but
not less than
80% of
HK$1.42
58.16%
0.920%

3.592 years

On 23 October 2009, iMerchants issued zero-coupon convertible bonds (“CB II”) with an aggregate

principal amount of HK$200,000,000 to vendors as a partial consideration for the acquisition of an

intangible asset through acquisition of a subsidiary (note 41). CB Il entitled the holders to convert the

bonds into ordinary shares of iMerchants at any time between the date of issue of the bonds and their
settlement date on 23 October 2014 in multiples of HK$1,000,000 at the conversion price of HK$0.2
(subject to adjustment) per conversion share. The conversion price was subsequently adjusted to HK$0.04

per share as a result of the share subdivision of iMerchants on 30 October 2009. No conversion shall

be made, if immediately upon such conversion, the bondholder and its parties acting in concert with in

aggregate hold more than 9.9% of the issued share capital of iMerchants from time to time; and/or the

public float of iMerchants’ shares is less than 15% of the total issued shares of iMerchants. iMerchants

has an early redemption option to redeem in whole or in part at par before the maturity date by serving

seven days’ prior written notice, any amount of the bonds remains outstanding on the maturity date shall

be redeemed at its then outstanding amount. The fair value of such early redemption option at the date of

issue and subsequent reporting period is insignificant.

The convertible bonds contain two components, liability and equity elements. The equity element is

presented in equity heading “equity component of convertible bonds of a subsidiary”. The effective

interest rate of the liability component is 11.52% per annum.
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36. CONVERTIBLE BONDS OF A SUBSIDIARY (Continued)

The movement of CB Il element is as follows:

Liability Equity
component component Total
HK3$°000 HK$°000 HK$'000
At date of issue 115,955 84,045 200,000
Imputed interest charged for the year 2,472 - 2,472
At 31 December 2009 118,427 84,045 202,472

37. GOVERNMENT GRANTS

HK$'000
At 1 January 2008 50,787
Addition 2,078
Exchange realignment 2,898
At 31 December 2008 and 1 January 2009 55,763
Addition 3,766
Exchange realignment 511
At 31 December 2009 60,040

Yichun Water has been granted by the local government of the PRC for the expansion and construction
of water plants and pipelines. As at 31 December 2009 and 2008, the construction of water plants and

pipelines was in progress.
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38. DEFERRED TAX LIABILITIES

The following are the major deferred tax liabilities recognised and movements thereon during the current

and prior years:

Withholding tax Service
on undistributed concession
profits arrangement Total
HK3$°000 HK3$°000 HK3$°000
At 1 January 2008 - 1,414 1,414
Charge to consolidated statement of
comprehensive income for the year 1,321 1,629 2,950
At 31 December 2008 and 1 January 2009 1,321 3,043 4,364
Charge to consolidated statement of
comprehensive income for the year 741 1,097 1,838
Release upon disposal of subsidiaries (168) (637) (805)
At 31 December 2009 1,894 3,503 5,397

At 31 December 2009, the Group had unused tax losses of HK$82,732,000 (2008: HK$84,069,000)
available to offset against future profits. No deferred tax asset has been recognised in respect of such
losses due to the unpredictability of future profit streams. Such losses may be carried forward indefinitely.

At 31 December 2009, the Group also has other deductible temporary differences of approximately
HK$21,889,000 (2008: HK$11,685,000). No deferred tax asset has been recognised in relation to such
deductible temporary differences as it is not probable that taxable profit will be available against which
the deductible temporary differences can be utilised.

According to the New Law as mentioned in note 12, starting from 1 January 2008, 10% withholding
income tax will be imposed on dividends relating to profits earned by the companies established in the
PRC in calendar year 2008 onwards to their foreign shareholders. For investors incorporated in Hong
Kong which hold at least 25% of equity interest of those PRC companies, a preferential rate of 5% will
be applied. Deferred tax has been provided for in respect of the temporary difference attributable to such
profits amounting to approximately HK$37,880,000 (2008: HK$26,430,000). The Group has applied the
preferential rate of 5% as all the Group’s subsidiaries and an associate in the PRC are directly held by an
investment holding company incorporated in Hong Kong. No deferred tax liability has been provided for
the remaining of such profits of approximately HK$1,123,000 (2008: HK$2,667,000) as the Group is able
to control the timing of the reversal of the temporary difference and it is probable that the temporary
difference will not reverse in the foreseeable future.
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39. CAPITAL RISK MANAGEMENT

The Group manages its capital to ensure that entities in the Group will be able to continue as a going
concern while maximising the return to stakeholders through the optimisation of the debt and equity
balance.

The capital structure of the Group consists of debt, which includes various types of borrowings, cash and
cash equivalents and equity attributable to equity holders of the Company, comprising issued share capital,
reserves and accumulated losses.

The directors of the Company review the capital structure regularly. As part of this review, the directors of
the Company consider the cost of capital and the risks associated with each class of capital. Based on the
recommendations of the directors, the Group will balance its overall capital structure through the raise of
bank borrowings and new shares issues.

40. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

(a) Categories of financial instruments

2009 2008
HK$’000 HK$°000
Financial assets
— Loans and receivables (including cash and
cash equivalents) 347,216 252,078
— Available-for-sale investments 65,040 59,519
Financial liabilities
— At amortised cost 378,686 534,804
— At fair value through profit and loss 466,739 262,335

(b) Financial risk management objectives and policies

The Group’s major financial instruments include trade and other receivables, amount due from a
minority shareholder of a subsidiary, cash held at financial institutions, bank balances and cash,
trade and other payables, amounts due to a minority shareholder of subsidiaries, bank borrowings,
other loans, loans from an associate and convertible bonds. Details of these financial instruments
are disclosed in respective notes. The risks associated with these financial instruments and the
policies on how to mitigate these risks are set out below. The management manages and monitors
these exposures to ensure appropriate measures are implemented on a timely and effective manner.

T ———”
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40. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)
(b) Financial risk management objectives and policies (Continued)
Market risk
Currency risk

Other than the subsidiaries established in the PRC whose functional currency is RMB, the Company
and subsidiaries’ functional currency is HK$. However, certain bank balances, cash held in financial
institutions and other receivables are denominated in currencies other than HK$. Foreign currencies
are also used to settle expenses for overseas operations.

As at 31 December 2009 As at 31 December 2008
United States

dollar
(“USD"”)’000 RMB’000 USD'000 RMB’'000

Assets 808 17,907 227 794

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

The following table details the Group’s sensitivity to a reasonably possible change of 5% in
exchange rate of HK$ against each foreign currency while all other variables are held constant. The
sensitivity analysis includes only outstanding foreign currency denominated monetary items and
adjusts their translation at the end of each reporting period for a 5% (2008: 5%) change in foreign
currency rates.

usb RMB

2009 2008 2009 2008
HK$°000 HK$’'000 HK$'000 HK$'000

Increase (decrease) in loss for
the year, net of tax effect
— if HK$ weakens against
foreign currencies (262) (73) (851) (37)
— if HK$ strengthens
against foreign
currencies 262 73 851 37

A change of 5% (2008: 5%) in exchange rate of HK$ against each foreign currency does not affect
other components of equity.

In management’s opinion, the sensitivity analysis is not necessarily of the inherent foreign exchange

risk as the year end exposure does not reflect the exposure during the year.

v )
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Financial risk management objectives and policies (Continued)
Market risk (Continued)
Interest rate risk

The Group is exposed to fair value interest rate risk in relation to other loans, amounts due to
minority shareholders of subsidiaries, loans from an associate (see note 30, 31 and 34 for details)
for the years ended 31 December 2009 and 2008. The Group currently does not have an interest
rate hedging policy. However, the management monitors interest rate exposure and will consider
other necessary actions when significant interest rate exposure is anticipated.

The Group was exposed to cash flow interest rate risk in relation to variable-rate bank borrowings
and other loans (see note 29 and 30 for details) for the year ended 31 December 2009 and 2008.
It is the Group’s policy to keep its borrowings at floating rate of interests so as to minimise the fair
value interest rate risk.

The Group was also exposed to cash flow interest rate risk relates to bank balances and cash held
at financial institutions carried at prevailing market rate. However, such exposure is minimal to the
Group as the bank balance and cash held at financial institutions are all short-term in nature.

The Group’'s exposure to interest rates on financial liabilities are detailed in the liquidity risk
management section of this note. The Group’s cash flow interest rate risk is mainly concentrated on
the fluctuation of the fixed deposit rate as stipulated by the People’s Bank of China arising from the
Group's RMB borrowings.

Sensitivity analysis

The sensitivity analysis below have been determined based on the exposure to interest rates for
non-derivative instruments at the end of the reporting period. For variable-rate bank borrowings
and other loans, the analysis is prepared assuming the amount of liability outstanding at the end of
the reporting period was outstanding for the whole year.

If interest rates had been 50 basis points (2008: 50 basis points) higher/lower and all other variables
were held constant, the Group’s loss after tax for the year ended 31 December 2009 would
increase/decrease by approximately HK$252,000 (2008: HK$268,000). This is mainly attributable to
the Group's exposure to interest rates on its variable-rate bank borrowings and other loans.

Other price risk

The Group is exposed to equity price risk through its investments in listed equity securities. The
managements manages this exposure by maintaining a portfolio of investments with different risks.
The Group’s equity price risk is mainly concentrated on equity instruments quoted in the Stock
Exchange. In addition, the Group has a team to monitor the price risk and will consider hedging the
risk exposure should the need arise.
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40.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

(b)

Financial risk management objectives and policies (Continued)
Market risk (Continued)
Sensitivity analysis

The sensitivity analyses below have been determined based on the exposure to equity price risks at
the reporting date.

If the prices of the respective equity instruments had been 5% (2008: 5%) higher/lower, the
investment revaluation reserve would increase/decrease by HK$3,252,000 (2008: HK$2,976,000) for
the Group as a result of the changes in fair value of available-for-sale investments.

Equity price risk on convertible bond

The Group is required to estimate the fair value of the conversion option component of the
convertible bond at each end of the reporting period which therefore exposed the Group to equity
security price risk.

Equity price sensitivity

The sensitivity analyses below have been determined based on the exposure to equity price risk at
the reporting dates.

If the stock price inputted to the valuation model had been 5% (2008: 5%) higher/lower while
all other variables were held constant, the loss for the year ended 31 December 2009 and would
increase/decrease by approximately HK$564,000/HK$702,000 (2008: profit would decrease/increase
by approximately HK$24,000/HK$101,000) for the Group, principally as a result of the changes in
fair value of the convertible bond.

Credit risk

Credit risk refers to the risk that debtors will default on their obligations to repay the amounts
owing to the Group, resulting in a loss to the Group. The maximum exposure to credit risk in the
event that the counterparties fail to perform their obligations at end of the financial year in relation
to each class of recognised financial assets in the carrying amount of those assets as stated in the
consolidated statement of financial position.

The Group has no significant credit risks as it has policies in place to ensure that sales of products
and services are made to customers with appropriate credit history. The Group has adopted a policy
of only dealing with creditworthy counterparties. The Group only transacts with entities with good
repayment history.

The Group does not have any other significant concentration of credit risk. Trade receivables consist
of a large number of customers, spread across diverse industries.

The Group’s concentration of credit risk by geographical locations is in the PRC, Hong Kong and
Taiwan, which accounted for the entire (2008: 100%) total trade receivables as at 31 December
20009.
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40. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)
(b)

Financial risk management objectives and policies (Continued)
Credit risk (Continued)

The credit risk on liquid funds is limited because the counterparties are banks with high credit
ratings assigned by international credit-rating agencies.

For other financial assets, such as cash held at financial institutions and available-for-sale
investments, the Group limited its exposure to credit risk by transacting the majority of its securities
with broker-dealers and regulated exchanges with high credit rating of which the Group considered
to be well established. All transactions in listed securities are settled/paid for upon delivery using
approved and reputable brokers.

Liquidity risk
The Group is exposed to liquidity risk as at 31 December 2009 as its financial assets due within one

year was less than its financial liabilities due within one year. The Group had net current liabilities
of approximately HK$300,895,000 (2008: HK$122,535,000) as at 31 December 2009.

The Group has planned to implement measure to improve its working capital position and net
financial position. Details of which are set out in note 2.

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

More than More than

On demand one year two years Total
orwithin  but less than  but less than More than  undiscounted Carrying
Overdue one year two years five years five years cash flows amounts
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
2009
Non-derivatives financial
liabilities
Trade and other payables - 116,360 - - - 116,360 116,360
Bank borrowings and other loans 34,155 42,039 20,667 50,990 29,015 176,866 135,641
Amounts due to minority
shareholders of subsidiaries - 8,258 - - - 8,258 8,258
Convertible bonds - 385,561 - - - 385,561 385,166
Convertible bonds of a subsidiary - - - 200,000 - 200,000 200,000

34,155 552,218 20,667 250,990 29,015 887,045 845,425
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40. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

(b) Financial risk management objectives and policies (Continued)

Liquidity risk (Continued)

More than More than
On demand one year two years Total
or within but less than but less than More than  undiscounted Carrying
Overdue one year two years five years five years cash flows amounts
HK$'000 HK$'000 HK$'000 HK$000 HK$000 HK$000 HK$000
2008
Non-derivatives financial
liabilities
Trade and other payables - 209,215 - - - 209,215 209,215
Bank borrowings and other loans 35,134 39,037 12,649 40,537 31,073 158,430 148,127
Amounts due to minority
shareholders of subsidiaries - 105,802 10,051 25,640 45,736 187,229 187,229
Loans from an associate - - - 3,705 - 3,705 3,384
Convertible bonds - 963 385,561 - - 386,524 262,335

35,134 355,017 408,261 69,882 76,809 945,103 810,290

(o) Fair values

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

° the fair value of financial assets and financial liabilities (including derivative instruments)
with standard terms and conditions and traded on active liquid markets are determined with
reference to quoted market bid prices and ask prices respectively;

. the fair value of other financial assets and financial liabilities (including derivative
instruments) are determined in accordance with generally accepted pricing models based
on discounted cash flow analysis using prices or rates from observable current market
transactions and dealer quotes for similar instruments; and

o the fair value of derivative instruments is calculated using quoted prices.
The directors of the Company consider that the carrying amounts of financial assets and financial
liabilities recorded at amortised cost in the consolidated financial statements approximate their fair

values.

The directors of the Company also consider that the fair value of the long-term portion of liabilities

approximates to their carrying amount as the impact of discounting is not significant.
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40. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)
(d) Fair value measurement recognised in the statement of financial position

The following table provides an analysis of financial instruments that are measured subsequent to
initial recognition at fair value, grouped into Levels 1 to 3 based on the degree to which the fair
value is observable.

o Level 1 fair value measurements are those derived from quoted prices (unadjusted) in active
market for identical assets or liabilities.

o Level 2 fair value measurements are those derived from inputs other than quoted prices
included within Level 1 that are observable for the asset or liability, either directly (i.e. as
prices) or indirectly (i.e. derived from prices).

° Level 3 fair value measurements are those derived from valuation techniques that include
inputs for the asset or liability that are not based on observable market data (unobservable
inputs).

31 December 2009

Level 1 Level 2 Level 3 Total
HK$'000 HK$'000 HK$°000 HK$’000

Available-for-sale
financial assets
Listed equity securities 65,040 - - 65,040

Financial liabilities at
FVTPL

Convertible bonds - 466,739 466,739

There was no transfers between Level 1 and 2 in current year.

Included in other comprehensive income is an amount of HK$10,265,000 gain relate to listed
equity securities held at the end of the reporting period and is reported as changes of “investment
revaluation reserves”. Of the total gains of losses for the year included in profit of loss,
HK$204,404,000 relates to non-derivative financial liabilities stated at fair value through profit or
loss held at the end of the reporting period. Fair value losses on non-derivative financial liabilities
stated at fair value through profit or loss are included in “change in fair value of convertible
bonds”.

TR - a— I
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41.

ACQUISITION OF AN INTANGIBLE ASSET THROUGH ACQUISITION OF A
SUBSIDIARY

On 23 October 2009, iMerchants acquired the entire issued share capital of Supreme Luck from an
independent third party for a total consideration of HK$925,572,000. The principal activity of Supreme
Luck is an investment holding company and its major asset is an exclusive right to receive management
fee from Careall Capital. Careall Capital is principally engaged in venture investment, venture investment
advisory and management services. Careall Capital mainly invests in the equities of the new technology-
based enterprises in the PRC. Accordingly, the transaction has been accounted for as the acquisition of an
intangible asset through acquisition of a subsidiary.

The net assets acquired in the transaction are as follows:

2009
HK$000

Net assets acquired:

Intangible asset 925,584
Other payables (12)
Net assets acquired 925,572

Total consideration satisfied by:

Issue of ordinary shares (Note) 58,446
Issue of convertible bonds (Note 36) 200,000
Issue of non-redeemable convertible preference shares (Note 33) 567,126
Cash 98,890
Deferred consideration 1,110

925,572

Net cash outflow arising on acquisition:
Cash consideration paid 98,890

Note: As part of the consideration for the acquisition of Supreme Luck, 61,522,160 new ordinary shares of iMerchants
with par value of HK$0.2 each were issued at the price of HK$0.95. The fair value of the ordinary shares issued
was determined by reference to the published price available at the date of the acquisition.
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42. ACQUISITION OF SUBSIDIARIES/BUSINESS
(a)

On 14 February 2008, the Group acquired 67.32% of the issued share capital of iMerchants, at
a consideration of approximately HK$200,602,000. The acquisition has been accounted for using
the purchase method. The amount of goodwill arising as a result of acquisition was approximately
HK$45,614,000.

The fair value of net assets acquired in the transaction approximate to their carrying amounts and
the goodwill arising are as follows:

HK$’000

Net assets acquired:

Property, plant and equipment 771
Interest in an associate 4,000
Trade and other receivables 2,138
Financial assets at fair value through profit or loss 16,554
Available-for-sale investments 18,535
Held-for-trading investments 64,701
Convertible notes receivables 2,672
Cash held at financial institutions 62,077
Bank balances and cash 60,026
Other payables (1,249)
Minority interests (75,237)
154,988
Goodwill 45,614
Total consideration 200,602
Satisfied by:
Cash 21
Deposits paid for acquisition of subsidiaries 198,000
Direct costs relating to the acquisition 2,581
200,602

Net cash inflow arising on acquisition:

Cash consideration paid (21)
Bank balances and cash acquired 60,026
Cash held at financial institutions acquired 62,077
Direct costs relating to the acquisition (2,581)

Less: Prepaid direct cost 542

)
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42.

ACQUISITION OF SUBSIDIARIES/BUSINESS (Continued)

(a)

(Continued)

The goodwill arising on the acquisition was attributed to the anticipated profitability of iMerchants.

iMerchants contributed approximately HK$4,906,000 to the Group’s profit for the period between
the date of acquisition and the end of the reporting period.

If the acquisition had been completed on 1 January 2008, total Group’s turnover for the year would
have been increased by approximately HK$97,836,000 and profit for the year ended 31 December
2008 would have been increased by approximately HK$1,993,000. The pro forma information is for
illustrative purposes only and is not necessarily an indication of turnover and results of operations
of the Group that actually would have been achieved had the acquisition been completed on 1
January 2008, nor is it intended to be a projection of future results.

In accordance with Rule 26 of the Hong Kong Code on Takeovers and Mergers, the Group is
required to make an unconditional mandatory general cash offer for all the issued shares of
iMerchants other than those iMerchants’s shares already owned by the Group and parties acting in
concert with it (the “Share Offer”).

At the close of the Share Offer on 13 March 2008, an additional 23.36% of the issued share
capital of iMerchants was acquired through the Share Offer with a consideration of approximately
HK$69,384,000, and goodwill of approximately HK$15,176,000 was resulted. In respect of
approximately HK$96,300,000 deposit paid for the Share Offer, approximately HK$26,916,000
deposits paid was refunded to the Group. Upon the close of the Share Offer, 9.32% of the issued
share capital of iMerchants remains in public hands. To restore to the minimum 15% public
float requirement under the Rules Governing the Listing of Securities on the GEM of the Stock
Exchange, the Group entered into a placing agreement with Pacific Foundation Securities Limited
to place out 6,450,000 ordinary shares of HK$1 each (representing 5.7% of issued share capital) of
iMerchants to independent third parties at a consideration of approximately HK$16,770,000. Upon
the completion of the placing on 14 April 2008, a goodwill of approximately HK$3,799,000 was
released and a loss on the partial disposal of iMerchants amounting approximately HK$140,000 was
resulted.
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42 . ACQUISITION OF SUBSIDIARIES/BUSINESS (Continued)

(b)

(i)

(i)

(iii)

(iv)

On 18 January 2008, the Group acquired the entire issued share capital of Blue Mountain
and a shareholder’s loan of approximately HK$47,730,000, at a total consideration of
approximately HK$246,690,000. The acquisition has been accounted for using the purchase
method. The amount of goodwill arising as a result of acquisition was approximately
HK$193,890,000. Blue Mountain contributed approximately HK$800,000 to the Group's
profit for the period between the date of acquisition and the end of the reporting period.

On 31 March 2008, the Group acquired the entire assets and liabilities, the water
supply business and the respective operating rights (the “Water Supply Business”) and a
shareholder’s loan of approximately HK$27,706,000 of Danzhou Qingyuan at a consideration
of approximately HK$27,737,000. The amount of discount arising as a result of acquisition
was approximately HK$12,443,000. The discount on acquisition is attributable to the ability
of the Group in negotiating the agreed terms of the transaction with the vendor. Danzhou
Qingyuan contributed approximately HK$5,628,000 loss to the Group’s profit for the period
between the date of acquisition and the end of the reporting period.

On 22 April 2008, the Group increased its investment costs of HK$15,584,000 in an
associate, Shangqiu Zhengyuan. After the capital injection, the Group's interests held in
Shanggiu Zhengyuan increased from 29.15% to 51%, also the Group controlled the financial
and operating policies of Shanggiu Zhengyuan and therefore classified as an acquisition of a
subsidiary. The acquisition has been accounted for using the purchase method. The amount
of goodwill arising as a result of acquisition was approximately HK$2,986,000. Shanggiu
Zhengyuan contributed approximately HK$13,952,000 loss to the Group’s profit for the
period between the date of acquisition and the end of the reporting period.

On 12 August 2008, the Group acquired the entire issued share capital of Plenty One at a
consideration of HK$55,000,000. Plenty One was an investment holding company and its
principal assets was an investment in @ 80% held subsidiary, Ping Xiang City San He Lian
Chuang Water Technology Company Limited* (“Ping Xiang San He") (SE#Bmh = ANEk &I K75
BHE AR 2 7)) which was established in the PRC and principally engaged in manufacture of
bio-hang membrane filtering materials and filters, sale of water treatment equipment and
material. The acquisition has been accounted for using the purchase method. The amount of
goodwill arising as a result of acquisition was approximately HK$49,569,000. Ping Xiang San
He contributed approximately HK$323,000 loss to the Group’s profit for the period between
the date of acquisition and the end of the reporting period.

On 13 November 2008, the Group acquired an additional 51% equity interests in an existing
49% held associate, Danzhou Lian Shun Tong and a shareholder’s loan of approximately
HK$3,507,000 for a consideration of approximately HK$11,860,000. The acquisition has
been accounted for using the purchase method. The amount of goodwill arising as a result
of acquisition was approximately HK$10,415,000. Danzhou Lian Shun Tong contributed
approximately HK$461,000 loss to the Group’s profit for the period between the date of
acquisition and the end of the reporting period.
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42 .

ACQUISITION OF SUBSIDIARIES/BUSINESS (Continued)

(b)

(Continued)

The goodwill arising on the above acquisitions was attributed to the anticipated future operating
synergies from combinations.

If the acquisition had been completed on 1 January 2008, total Group’s turnover for the year would
have been increased by approximately HK$42,336,000 and profit for the year ended 31 December
2008 would have been decreased by approximately HK$7,384,000.

The pro forma information is for illustrative purposes only and is not necessarily an indication of

turnover and results of operations of the Group that actually would have been achieved had the
acquisition been completed on 1 January 2008, nor is it intended to be a projection of future
results.
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42 . ACQUISITION OF SUBSIDIARIES/BUSINESS (Continued)

The fair value of net assets acquired in the transaction approximate to their carrying amounts and the
goodwill arising are as follows:

Danzhou
Blue Danzhou Shangqiu Lian Shun

Mountain Qingyuan Zhengyuan Tong
HK3'000 HK$'000 HK$'000 HK$'000

Net assets acquired:

Property, plant and equipment - 10,777 8,642 3,890 35,561 58,870
Concession intangible assets - 127,364 197,989 - - 325,353
Prepaid lease payments - 14,526 33,751 2,755 - 51,032
Interest in an associate 52,794 - - - - 52,794
Inventories - 958 2,198 573 - 3,729
Trade and other receivables - 2,138 19,488 1,219 2,834 25,679
Bank balances and cash 6 381 16,380 5,551 414 22,732
Cash held at financial
institutions - - - 36 - 36
Trade and other payables - (72,519) (84,055) (1,637) (3,331)  (161,542)
Other loans - (14,414) - (2,003) (34,033) (50,450)
Bank borrowing - (29,031) - - - (29,031)
Amount due to minority
shareholders - - (162,726) (3,977) - (166,703)
Loan from a shareholder (47,730) (27,706) - - (3,507) (78,943)
Minority interests - - (15,517) (976) - (16,493)
5,070 12,474 16,150 5,431 (2,062) 37,063
Shareholder’s loan 47,730 27,706 - - 3,507 78,943
Goodwill 193,890 - 2,986 49,569 10,415 256,860
Discount on acquisition - (12,443) - - - (12,443)

Less:  29.15% equity interests
acquired previously
recognised as interest
in an associate - - (3,552) - - (3,552)

Total consideration 246,690 27,737 15,584 55,000 11,860 356,871
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ACQUISITION OF SUBSIDIARIES/BUSINESS (Continued)

The fair value of net assets acquired in the transaction approximate to their carrying amounts and the

goodwill arising are as follows: (Continued)

Ping  Danzhou
Blue Danzhou Shangqiu Xiang Lian Shun
Mountain Qingyuan Zhengyuan San He Tong Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Satisfied by:
Cash - 7,500 15,584 55,000 5,073 83,157
Deposits paid for acquisition
of subsidiaries 230,000 20,000 - - 6,787 256,787
Direct costs relating to the
acquisition 16,690 237 - - - 16,927
246,690 27,737 15,584 55,000 11,860 356,871

An analysis of the net inflow (outflow) of cash and cash equivalents in respect of the acquisition of subsidiaries are

as follow:

Cash consideration paid - (7,500) (15,584) (55,000) (5,073) (83,157)
Bank balances and

cash acquired 6 381 16,380 5,551 414 22,732
Cash held at financial

institutions - - - 36 - 36
Direct costs relating to the

acquisition (16,690) (237) - - - (16,927)
Less: Prepaid direct cost 16,361 - - - - 16,361

(323) (7,356) 796 (49,413) (4,659) (60,955)
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43. DISPOSAL OF SUBSIDIARIES/BUSINESS

(@) On 2 April 2009, the Group disposed of its 100% interests in Longwide Investment Limited and
its subsidiaries (the “Longwide Group”) and a shareholder’s loan amounting to approximately
HK$57,000 to Bright Blue Investments Limited, an independent third party, at a consideration of
HK$50,000,000. The net assets of Longwide Group at the date of disposal were as follows:

HK$°000

Net assets disposed of:

Property, plant and equipment 22,191
Prepaid lease payments 33,190
Concession intangible assets 207,167
Inventories 2,008
Trade and other receivables 23,733
Bank balances and cash 3,032
Trade and other payables (84,470)
Amount due to a minority shareholder of a subsidiary (163,074)
Amount due to a shareholder (57)
Loan from an associate (3,379)
Deferred tax liabilities (735)
Minority interests (20,248)
19,358
Assignment of amount due to a shareholder 57
Exchange reserve realised on disposal of subsidiaries (5,006)
Attributable goodwill 28,087
Gain on disposal 7,504
Total consideration 50,000
Satisfied by:
Cash 50,000

Net cash inflow arising on disposal:
Cash consideration received 50,000
Bank balances and cash disposed of (3,032)

46,968
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43. DISPOSAL OF SUBSIDIARIES/BUSINESS (Continued)
(a) (Continued)

Note: During the year ended 31 December 2009, the Longwide Group had contributed the Group of:

2009 2008

HK$'000 HK$'000

Turnover 8,067 22,625
Loss for the year (3,391) (11,377)
Cash inflow (outflow) from operating activities 2,731 (4,931)
Cash outflow from investing activities (513) (8,424)

Cash inflow from financing activities - 13,632
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43. DISPOSAL OF SUBSIDIARIES/BUSINESS (Continued)

(b) On 15 April 2009, the Group disposed of its assets and liabilities of a branch of Jining Haiyuan,
an indirect non-wholly owned subsidiary of the Company to an independent third party at a
consideration of HK$10,000,000. The assets and liabilities of the branch of Jining Haiyuan at the
date of disposal were as follows:

HK3$°000

Net assets and liabilities disposed of:

Property, plant and equipment 2,922
Concession intangible assets 28,247
Inventories 7
Trade and other receivables 1,844
Bank balances and cash 599
Trade and other payables (12,328)
Amount due to a minority shareholder of a subsidiary (104)
Deferred tax liabilities (70)
Minority interests (6,335)
14,782
Exchange reserve realised on disposal of business (22)
Loss on disposal (4,760)
Total consideration 10,000
Satisfied by:
Cash 10,000

Net cash inflow arising on disposal:

Cash consideration received 10,000
Bank balances and cash disposed of (599)
9,401

Note: During the year ended 31 December 2009, Jining Haiyuan branch had contributed the Group of:

2009 2008

HK$’'000 HK3$°000

Turnover 1,442 5,197
Profit for the year 321 2,046
Cash (outflow) inflow from operating activities (260) 14,677
Cash outflow from investing activities - (32,393)

Cash inflow from financing activities - 8,838
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44,

45.

46.

47.

DEEMED PARTIAL DISPOSAL OF INTEREST IN A SUBSIDIARY

On 23 October 2009, iMerchants issued 61,522,160 ordinary shares at a price of HK$0.2 each as a
partial consideration in respect of acquisition of Supreme Luck (note 41), resulting in the Group's interest
in iMerchants being diluted from 84.98% to 76.66%. Gain on deemed partial disposal of interests in a
subsidiary amounted to approximately HK$21,323,000.

PLEDGED OF ASSETS

Assets with the following carrying amounts have been pledged to secure bank borrowings and other loans
of the Group (notes 29 and 30):

2009 2008
HK$’000 HK$'000
Prepaid lease payments 12,881 10,908
Property, plant and equipment 2,186 5,636
Concession intangible assets 19,392 19,575
34,459 36,119
CAPITAL COMMITMENT
2009 2008
HK$°000 HK3$°000
Capital commitments contracted but not provided for,

in respect of acquisition of concession intangible assets and

property, plant and equipment 7,514 5,388

OPERATING LEASE COMMITMENT

The Group leases certain of its factory premises, plant and staff quarters under operating lease
arrangements. Leases for properties are negotiated for terms ranging from one to five years. Rental was
fixed at the inception of the lease. No provision for contingent rent and terms of renewal were established
in the leases.

At the end of the reporting period, the Group had future minimum lease payments under non-cancellable
operating leases which fall due as follows:

2009 2008

HK$’000 HK$°000

Within one year 3,242 1,964
In the second to fifth year, inclusive 803 1,228

4,045 3,192
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48.

For the year ended 31 December 2009

SHARE-BASED PAYMENT TRANSACTIONS
Equity-settled share option scheme

The Company’s share option scheme (the “Scheme”), became effective on 17 January 2002 for the primary
purpose of providing incentives to directors and eligible employees or persons and, unless otherwise
cancelled or amended, will remain in force for 10 years from that date. Under the Scheme, the board of
directors of the Company may grant options to eligible employees, including directors of the Company
and its subsidiaries, to subscribe for shares in the Company. Additionally, the Company may, from time to
time, grant share options to outside third parties for settlement in respect of goods or services provided to
the Company.

At 31 December 2009 and 2008, the number of shares in respect of which options had been granted and
remained outstanding under the Scheme was 18,000,000, representing 0.67% and 0.95% of the shares
of the Company in issue at that date, respectively.

The total number of shares in respect of which options may be granted under the Scheme is not permitted
to exceed 30% of the shares of the Company in issue at any point in time, without prior approval from
the Company’s shareholders. The number of shares issued and to be issued in respect of which options
granted and may be granted to any individual in any one year is not permitted to exceed 1% of the shares
of the Company in issue at any point in time, without prior approval from the Company‘s shareholders.
Options granted to substantial shareholders or independent non-executive directors in excess of 0.1% of
the Company’s share capital or with a value in excess of HK$5 million, within one year, must be approved
in advance by the Company’s shareholders.

Options granted must be taken up within twelve months of the date of grant, upon payment of HK$1
per grant. Options may be exercised at any time from the date of grant of the share option to the tenth
anniversary of the date of grant. The exercise price is determined by the directors of the Company, and
will not be less than the higher of (i) the closing price of the Company’s shares on the date of grant, (ii)
the average closing price of the shares for the five business days immediately preceding the date of grant;
and (iii) the nominal value of the Company’s share.

The following table discloses movements of the Company’s share options held by directors and other
eligible persons during year ended 31 December 2009:

Outstanding at

L ELDETRY
2009 and

31 December
2009

Directors 8,000,000
Eligible persons 10,000,000

18,000,000
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48.

SHARE-BASED PAYMENT TRANSACTIONS (Continued)
Equity-settled share option scheme (Continued)

The following table discloses movements of the Company’s share options held by directors and other

eligible persons during year ended 31 December 2008:

Outstanding at Outstanding at

1 January Transfer 31 December

2008 2008

Directors 18,000,000 (10,000,000) 8,000,000
Eligible persons - 10,000,000 10,000,000
18,000,000 - 18,000,000

Note: On 21 November 2008, Mr. Sze Chun Ning, Vincent (“Mr. Sze") has resigned as an executive director of
the company but remains as director of subsidiaries of the Company. In accordance with the adopted Share
Option Scheme, Mr. Sze is still entitled to be granted share option benefit. To reflect appropriate category of
participant, it was reclassified Mr. Sze from director to the category of eligible persons.

The fair value was calculated using the Black-Scholes pricing model. The inputs into the model were as
follows:

Share options granted on

IRERVELRY 17 January 4 April 28 June

2007 2007 2007 2007

Grant date share price HK$0.31 HK$0.42 HK$1.03 HK$1.14
Exercise price HK$0.34 HK$0.42 HK$1.078 HK$1.14
Expected volatility 50.27% 50.42% 44.41% 40.29%
Option life 0.5 year 0.5 year 0.5 year 0.5 year
Risk-free rate 3.63% 3.69% 3.40% to 3.84% to
3.52% 3.96%

Expected dividend yield 0% 0% 0% 0%

Expected volatility was determined by using the historical volatility of the Company’s share price over the
previous one year. The expected life used in the model has been adjusted, based on management’s best
estimate, for the effects of non transferability, exercise restrictions and behavioral considerations.
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(i)

(i)

(iii)

For the year ended 31 December 2009

MAJOR NON-CASH TRANSACTIONS

During the year ended 31 December 2009, part of the consideration for the acquisition of a
subsidiary comprised ordinary shares, convertible bonds and non-redeemable convertible preference
shares, respectively. Further details of the acquisition are set out in note 41 above.

During the year ended 31 December 2008, one of the subsidiaries’ debtor was unable to settle
the outstanding balance of HK$1,980,000 (equivalent to RMB1,755,000) due to the Group. After
negotiation, agreement was signed in which property, plant and equipment with an aggregate
amount of HK$1,980,000 (equivalent to RMB1,755,000) will be transferred to the Group as the
settlement of the outstanding balance.

During the year ended 31 December 2008, the Company established a new subsidiary, Yingtan
Water Supply Co., Ltd. (“Yingtan Water”) (BEm#/KBR A R]) which the Company held 51%
equity interests and the remaining 49% was contributed by injecting assets and liabilities with a
net asset value amounting to approximately HK$31,796,000 (equivalent to RMB32,344,000) by the
minority shareholder.

RETIREMENT BENEFIT SCHEME

The Group operates a Mandatory Provident Fund Scheme for all qualifying employees in Hong Kong. The

assets of the schemes are held separately from those of the Group, in funds under the control of trustees.

The Group contributes 5% of relevant payroll costs to the scheme, which contribution is matched by

employees.

The employees of the Group’s subsidiaries which operates in the PRC are required to participate in the

CPS operated by the local municipal governments. These PRC subsidiaries are required to contribute 8%

to 10% of its payroll costs to the CPS. The contributions are charged to the consolidated statement of

comprehensive income as they become payable in accordance with the rules of the CPS.
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51.

CONTINGENT LIABILITIES

Super Sino Investment Limited (“Super Sino”), an indirectly wholly-owned subsidiary of the
Company

In November 2007, the People’s Government of Danzhou City and Super Sino entered into a net asset
transfer agreement, pursuant to which all assets and liabilities of Danzhou City Water were transferred to
Super Sino. On 26 June 2008, Super Sino was notified that Agricultural Bank of China, Danzhou Branch
(“the Plaintiff”) filed a claim regarding the liabilities transferred by Danzhou City Water with the Court
against Danzhou City Water, Super Sino, Danzhou Urbun Development Corporation and the People’s
Government of Danzhou City for the repayment of the loan principal of approximately HK$29,601,000
(equivalent to RMB26,000,000) (2008: HK$29,332,000) and the interests of approximately HK$46,494,000
(equivalent to RMB40,838,000) (2008: HK$43,459,000) arising from the defendants of Danzhou City
Water and Super Sino to the plaintiff.

On 13 November 2009, the Court issued a civil verdict, pursuant to which Super Sino was ordered to fully
repay the loan principal of RMB26,000,000 together with the interest thereon.

On 17 December 2009, the Plaintiff made on appeal to the Higher People’s Court of Hainan Province
court seeking the fulfilment of the guarantee responsibility of Danzhou Urbun Development Corporation.
Therefore, this litigation is still in the second instance for the final sentence to be made by the Higher
People’s Court of Hainan Province. As advised by the Company’s legal counsel, the verdict issued by the
Court is not legally binding before the sentence of the Higher People’s Court of Hainan Province. Following
the issue of the verdict, the Plaintiff and Super Sino agreed to resolve the issue by way of mediation, and
reached a verbal agreement thereon. The relevant settlement agreement will be duly entered into after
the review, report and approval procedures have been completed by the Plaintiff in accordance with its
relevant procedures. As at the reporting date, the directors of the Company are discussing the settlement
arrangement with the Plaintiff and there is no demand for settlement from the Plaintiff at the moment.
The principal of the said loan and the interest thereon have been included in the consolidated financial
statements of the Group. The directors of the Company are of the view that the aforesaid litigation is
unlikely to have any significant material financial impact on the Group.
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52. RELATED PARTY TRANSACTIONS

During the year, the Group entered into the following transactions with related parties:

2009 2008

HK$°000 HK$’000

Paid rental expenses to:
Minority shareholder of a subsidiary 204 -

Paid service expense to:
Jinan Hongquan 100 288

The balance with related parties at the end of the reporting period is disclosed elsewhere in the
consolidated financial statements.

Compensation of key management personnel

The remuneration of directors and other members of key management during the year was as follows:

2009 2008

HK$°000 HK3$°000

Short-term benefits 4,718 4,784
Post-employment benefits 107 54
4,825 4,838

The remuneration of directors and key executives is determined by the remuneration committee having
regard to the performance of individuals and market trends.
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53. PRINCIPAL SUBSIDIARIES

Details of the principal subsidiaries at 31 December 2009, are as follows:

Particulars of
Place of issued and paid up
incorporation/ share capital/ Proportion of equity

Name of company operations registered capital interest held Principal activities

Direct Indirect

Billion City Investments Limited British Virgin Islands 1 ordinary share of 100% - Investment holding
("BVI") US$1 each
Super Sino Investment Limited Hong Kong 1 ordinary share of - 100%  Investment holding
HK$1 each
Danzhou Qingyuan Water Industry ~ PRC Registered capital of - 100%  Provision of water Supply
Company Limited* HK$30,000,000
Danzhou Lian Shun Tong Water Pipe  PRC Registered capital of - 100%  Provision of water Supply
Company Limited* RMB1,000,000
Anhui Dang Shan Water Industry ~ PRC Registered capital of - 100%  Provision of water Supply
Company Limited* RMB7,500,000
Onfar International Limited BVI 100 ordinary shares of - 100%  Investment holding
US$1 each
Yichun Water Supply Co., Ltd PRC Registered capital of - 51%  Provision of water Supply

RMB45,500,000
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53. PRINCIPAL SUBSIDIARIES (Continued)

Name of company

Yichun Fangke Sewage Treatment
Company Limited *

Yichun City Water Supply
Engineering Limited *

Bloom Profit Investment Limited

Victory Strategy Investment Limited

Nourish Gain Investments Limited

China Ace Investment Limited

Jining City Haiyuan Water Treatment

Company Limited *

China Water Industry (HK) Limited

Linyi Fenghuang Water industry

Co., Ltd

Yingtan Water Supply Co., Ltd

Smart Giant Group Limited

Blue Mountain Hong Kong Group

Limited

Bonus Raider Investments Limited

Place of
incorporation/
operations

PRC

PRC

Hong Kong

Hong Kong

BVI

Hong Kong

PRC

Hong Kong

PRC

PRC

BVI

Hong Kong

BVI

Particulars of

issued and paid up

share capital/
registered capital

Registered capital of

RMB20,000,000

Registered capital of
RMB5,000,000

1 ordinary share of
HKS$1 each

1 ordinary share of
HKS$1 each

1 ordinary share of
US$1 each

1 ordinary share of
HK$1 each

Registered capital of
RMB40,000,000

1 ordinary share of
HK$1 each

Registered capital of
RMB30,000,000

Registered capital of
RMB66,008,000

1 ordinary share of
US$1 each

HKS$1

1 ordinary share of
US$1 each

China Water Industr)’Group lJnited e Annual Report 2009

For the year ended 31 December 2009

Proportion of equity

interest held

Direct

100%

100%

100%

Indirect

100%

100%

100%

100%

70%

100%

60%

100%

Principal activities

Sewage treatment

Not yet commenced

business

Not yet commence business

Not yet commence business

Investment holding

Investment holding

Sewage treatment

Investment holding

Provision of water supply

Provision of water supply

Investment holding

Investment holding

Investment holding

)
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53. PRINCIPAL SUBSIDIARIES (Continued)

Name of company

iMerchants Limited (Note i)

iMerchants Asia Limited

Supreme Luck International Limited

iMerchants Consulting Limited

iMerchants Services Limited

Top Deluxe Limited (Note i)

Shine Gain Holdings Limited

Plenty One Limited

Ping Xiang City San He Lian
Chuang Water Technology

Company Limited*

Growwise Holding Limited

Top Connect Holding Limited

Swift Surplus Holdings Limited

Mark Profit Group Holdings Limited

Place of
incorporation/
operations

Hong Kong

BVI

BVI

Hong Kong

BVI

Hong Kong

BVI

PRC

PRC

BVI

BVI

BVI

Hong Kong

Particulars of
issued and paid up
share capital/
registered capital

3,138,885,800
HK$0.04 shares

US$6,001,000

1 ordinary share of
US$1 each

HK$1

Us$1

HK$1

Uss$1

Us$100

RMB5,000,000

1 ordinary share of
US$1 each

1 ordinary share of
US$1 each

100 ordinary share of
US$1 each

1 ordinary share of
HKS$1 each

Proportion of equity

interest held

Direct

100%

Indirect

76.66%

100%

100%

100%

100%

100%

100%

100%

80%

100%

100%

100%

Principal activities

Investment in financial
and investment products
and technology investment
Investment holdings,
investments in financial
and investment products

and technology investment

Investment holding

Inactive

Inactive

Inactive

Investment holding

Investment holding

Trading of ceramiste

Investment holding

Not yet commence business

Investment holding

Not yet commence business
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53. PRINCIPAL SUBSIDIARIES (Continued)

Particulars of
Place of issued and paid up

incorporation/  share capital/ Proportion of equity

interest held

Name of company

operations registered capital Principal activities

Direct Indirect

Happy Hour Limited BVI 1 ordinary share of 100% - Investment holding
US$1 each
Mascot Industries Limited Hong Kong 2 ordinary shares of - 100%  Trading of watches
HK$1 each
South Top Investment Limited Hong Kong 1 ordinary share of 100% - Inactive
HK$1 each
Neutral Crown Holdings Limited BVI 100 ordinary shares of 100% - Not yet commence business
US$1 each
Longwide Investment Limited Hong Kong 1 ordinary share of - 100%  Investment holding
(Note i) HK$1 each
Linyi Ganghua Water Industry PRC Registered capital of - 51%  Sewage treatment
Co., Ltd (Note i) RMB20,000,000
Shanggiu Zhengyuan Water PRC RMB50,000,000 - 51%  Provision of water supply
Industry Company Limited*
(Note ii)

The above table lists the subsidiaries of the Company which, in the opinion of the directors of the
Company, principally affected the results or assets of the Group. To give details of other subsidiaries
would, in the opinion of the directors of the Company, result in particulars of excessive length.

None of the subsidiaries had issued any debt securities subsisting at the end of the year, except for
iMerchants which has issued HK$200,000,000 of convertible bonds, in which the Group has no interest.

Notes:

(i) As at 31 December 2009, the Group held 76.66% (2008: 84.98%) of issued share capital of iMerchants. The
market value of iMerchants as at 31 December 2009 is approximately HK$693,694,000.

(ii) Disposed during the year ended 31 December 2009

24 The English names are for identification purpose only.
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54. STATEMENT OF FINANCIAL POSITION OF THE COMPANY

2009 2008
Note HK$'000 HK$’000
Non-current assets
Investments in subsidiaries 2 -
Available-for-sale investments 58,890 -
58,892 -
Current assets
Trade and other receivables 23,032 5
Amounts due from subsidiaries (a) 855,866 883,279
Bank balances and cash 660 530
Cash held at financial institutions 165,250 -
1,044,808 883,814
Current liabilities
Trade and other payables 1,729 1,526
Other loans - 10,000
Convertible bonds 466,739 -
468,468 11,526
Net current assets 576,340 872,288
635,232 872,288
Capital and reserves
Share capital 270,638 189,090
Reserves (b) 364,594 420,863
635,232 609,953
Non-current liability
Convertible bonds - 262,335

635,232 872,288
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54. STATEMENT OF FINANCIAL POSITION OF THE COMPANY (Continued)

Notes:
(a) Amounts due from subsidiaries
The amounts are unsecured, interest-free and repayable on demand.

(b) Reserves

Share Investment
Share options revaluation  Accumulated
premium reserve reserves losses
HK$'000 HK3$'000 HK3$'000 HK$'000
At 1 January 2008 418,093 727 - (52,153) 366,667
Profit for the year - - - 54,196 54,196
At 1 January 2009 418,093 727 - 2,043 420,863
Loss for the year - - - (219,107) (219,107)
Other comprehensive expense
for the year - - (1,510) - (1,510)
Issuance of shares (net of
transaction cost) (note 32) 164,348 - - - 164,348
At 31 December 2009 582,441 727 (1,510) (217,064) 364,594

55. COMPARATIVE FIGURES

As a result of the application of HKAS 1 (revised 2007), Presentation of Financial Statements and HKFRS
8, Operating Segments, certain comparative figures have been adjusted to conform to current year's
presentation and to provide comparative amounts in respect of items disclosed for the first time in 2009.
Further details of these developments are disclosed in note 3.

T ——T e
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FIVE YEARS FINANCIAL SUMMARY

2005 2006 2007 2008 2009
HK$'000 HK$°000 HK$°000 HK$°000 HK$’000
(restated)

Results
Turnover 61,220 70,134 124,363 289,875 335,834
Finance costs (262) (494) (2,612) (10,280) (14,930)
(Loss) profit before tax (42,541) (25,252) (6,909) 65,746 (334,150)
Income tax expense (1,718) (336) (1,414) (6,937) (8,335)

(Loss) profit for the year (including
discontinued operations) (44,259) (95,742) (11,431) 58,809 (342,485)

Discontinued operations

Loss for the year from
discontinued operations - (70,154) (3,108) - -

Assets and liabilities

Property, plant & equipment 20,991 64,628 54,852 129,947 103,164
Prepaid lease payments - - 10,143 76,443 42,854
Concession intangible assets 2,160 - 191,354 608,726 416,718
Intangible asset - - - - 915,301
Goodwill - 1,361 77,333 383,347 250,995
Available-for-sale investments - - - 59,519 65,040
Interest in an associate - 36,477 7,617 55,783 57.853
Deposits paid for acquisition

of subsidiaries - - 567,990 - 50,901
Net current assets (liabilities) 54,861 (43,573) 132,884 (122,535) (306,617)
Assets classified as held for sale 1,081 - - - -

79,093 58,893 1,042,173 1,191,230 1,596,209

Share capital 73,450 116,450 189,090 189,090 270,638
Reserves 3,149 (64,722) 342,781 326,989 190,659
Non-redeemable convertible

preference shares of a subsidiary - - - - 587,696
Equity component of convertible

bonds of a subsidiary - - - - 84,045
Minority interests 1,960 6,063 86,536 194,862 210,496
Bank borrowing due after one year 534 245 32,017 27,076 23,909
Other loans — due after one year - 857 938 45,940 44,902
Loans from a minority shareholder - - 11,738 3,384 -
Amount due to minority shareholder

of subsidiaries - - - 81,427 -
Convertible bonds - - 326,872 262,335 118,427
Government grants - - 50,787 55,763 60,040
Deferred tax liabilities - - 1,414 4,364 5,397

79,093 58,893 1,042,173 1,191,230 1,596,209

Earnings (loss) per share
Basic (7.7 cents) (9.6 cents) (1.26 cents) (2.32 cents) (15.68 cents)

Diluted N/A N/A (4.17 cents)  (0.91 cents) (15.68 cents)




