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Company Profile 
 
We are a leading online distributor of music and music-related products such as ringtones, ringbacktones, and truetones 
to mobile users in China through the full range of wireless value-added services platforms over mobile networks and 
through the Internet. We also provide a wide range of other wireless value-added services to mobile users in China, 
including games, pictures and animation, community, and other media and entertainment services.  In addition, we are a 
leader in artist development, music production and offline music distribution in China through our affiliated music companies 
Huayi Brothers Music, Freeland Music, New Run, Secular Bird and Fly Songs and organize concerts and other music 
events in China through Fly Songs. 
 
We distribute our wireless value-added services through mobile telecommunication networks controlled and operated 
by the two principal mobile operators in China, China Unicom and China Mobile, and two fixed-line network operators 
in China, China Telecom and China Netcom.  
 
We market and promote our wireless value-added services through joint efforts with the mobile operators, as well as 
through direct media advertising, Internet marketing alliances and handset vendor partnerships, as well as offline 
channels such as record stores and convenience stores. We also continue to explore other ways to effectively reach out 
to mobile users and market our services. 
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Letter To Shareholders 
 
 

July 21, 2008 
 
Dear Shareholders, 
 
Despite challenges facing the wireless value-added services (WVAS) industry in China throughout 2007, we 
successfully stabilized that business and bolstered our recorded music business as well, and have made remarkable 
improvements in the first half of 2008.  We have consistently focused on diversifying key aspects of our business, 
including moving upstream into content creation, expanding service platforms, expanding marketing and promotion 
channels, and further differentiating products. We believe that the strong foundation we have built will prove to be a 
long-term sustainable business.  
 
Starting from 2007, Hurray! has been focusing on the following strategic initiatives:  
 

• Further enhancing our content business and further consolidating our position in the music industry to give us 
increased leverage as a market leader. 

• Continuing to develop diversified products and services. 
• Expanding channels through which our services are offered to increase revenue sources and diversifying 

promotion and distribution channels to increase our independence from the telecom operators in China. 
• Maintaining our market leadership in WAP services, and increasing our business in 2G products, such as SMS 

and IVR. 
• Exploring opportunities in TV programming and movie production to enhance our content development. 

 
Throughout 2007, Hurray! continued to improve its revenue mix, as reflected by our significant progress in the 
following areas: 
 

• WVAS revenues generated from China Mobile, China Unicom, China Telecom and China Netcom were 
approximately 62%, 26.4%, 10.4% and 1.2%, respectively, in 2007.  

 
• WVAS revenues generated from non-telecom operator related marketing, promotion and distribution channels 

such as direct media advertising, interactive media programs, Internet marketing alliances, and handset vendor 
partnerships reached approximately 58%, or $6.4 million, of total WVAS revenues for the first quarter of 2008, 
as compared with 40% or $6.0 million in the first quarter of 2007. 

 
As part of our strategy to enhance our growth through opportunistic acquisitions and strategic initiatives and streamline 
our business, we accomplished the following last year: 
 

• Our affiliated music company Freeland Music acquired a 51% equity interest in Fly Songs, a well-known 
performance and concert promotion company in Beijing, in exchange for $0.2 million in cash. Fly Songs has 
established key relationships with leading domestic and international music companies and music industry 
participants, which has enabled it to organize various concerts and performances for leading artists. In 
November 2007, for example, Fly Songs organized the financially successful “The Year of Jacky Cheung 
World Tour 2007” in Mianyang, a city located in Sichuan Province, China. 

 
• We signed up Wenjie Shang, a the champion of the popular Chinese TV program “Super Girl” in 2006 and 

Boran Jing, the champion of the popular Chinese TV program “My Hero,” as well as other popular stars 
including Xinbo Fu through Huayi Brothers, Zhenzhen Lin, Yanbing Li, and Zhao Ke through Freeland Music, 
and Ni Zhuang through Secular Bird.  

. 
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• Our affiliated music companies released a series of new songs, including 11 albums, and 2 EPs.  
 

• We launched 53 new titles on China Mobile’s game portal, including “Speed Race Go-Kart,” “Magma 
Millionaire Shanghai Tour,” and “Extreme Speed.” 

 
• Total music related revenues derived from artist development, music production, offline music distribution, 

and online music distribution through WVAS and the Internet represented 17.3% of total revenues in 2007. 

We managed to stabilize our WVAS business in the first quarter of 2008, and successfully generated positive cash flow, 
despite the very challenging business environment we encountered in 2007. In addition, we are very pleased that our 
music business is showing excellent growth, and we anticipate further growth in the remainder of 2008.  With our 
strong cash position and the significant growth potential for the Chinese market in the foreseeable future, we are 
confident that we can further execute our objective of becoming the leading digital entertainment production and 
distribution house in China. 

 
We thank you for your continued support. 
 
 
Sincerely, 
 
 

 
 
Qindai Wang 
Chairman of the Board,  
Chief Executive Officer 
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Highlights in 2007 
 
Highlight 1 
In 2007, we successfully launched a new IVR radio program in partnership with another company, and our IVR 
revenue increased by 165% to $4.5 million as compared to $1.7 million in the first quarter of 2007. We also established 
a new business unit, e-marketing services, which provides customer relationship management wireless solutions to 
companies.  Since its commercial launch in January 2008, this unit has been engaged by a wide range of companies, 
including Procter & Gamble’s China business and Fujian Peak Corporation.  
 
Highlight 2 
Our leading artists including Jane Zhang, Huizhen Li, Yu Quan, Wenjie Shang, Zheng Huang, and others were invited 
to the “One-year Countdown Celebration for Beijing Olympics,” which was held in Beijing and Macau. In addition, 
many songs and albums produced by our affiliated music companies have also been honored in various music award 
ceremonies in Asia. For example “This Love” (Zhe Gai Si De Ai) by Jane Zhang was named a “Top 10 Golden Song” 
by the 2007 Hong Kong TVB8 Annual Awards and “Under the Starlight of Van Gogh” (Zai Fan Gao De Xing Kong 
Xia) by Wenjie Shang was named “Best Album of The Year” by Beijing Youth Weekly Magazine (BQ) in December 
2007. 
 
Highlight 3 
We acquired a major interest in Fly Songs, a well-known performance and concert promotion company for leading 
artists, through Hurray! Freeland. In November 2007, Fly Songs organized the successful “The Year of Jacky Cheung 
World Tour 2007” in Mianyang, a city located in Sichuan Province, China.  
 
Highlight 4 
We signed up Wenjie Shang, the champion of the popular Chinese TV program “Super Girl” in 2006,and Boran Jing, 
the champion of the popular Chinese TV program “My Hero,” as well as other popular stars including Xinbo Fu 
through Huayi Brothers, Zhenzhen Lin, Yanbing Li, and Zhao Ke through Freeland Music, and Ni Zhuang through 
Secular Bird.  
 
Highlight 5 
We continued to enhance our WVAS growth through opportunistic acquisitions.  In April 2007, we acquired Shanghai 
Saiyu, which provides WAP, multimedia messaging services, IVR and SMS services on the China Mobile network, and 
also Henan Yinshan, which provides SMS services through China Mobile and China Unicom  
 
Highlight 6 
In June 2007, we were awarded ‘Top Ten Best P/E High Growth Chinese Enterprise 2007’ by Beijing International Hi-
tech Industry Exhibition Committee in the ‘First Influential P/E Chinese Enterprises Award Ceremony’.  
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Cost of Revenues  
The following table sets forth certain historical consolidated cost of revenues data by amount for the periods 

indicated:  
  
    

 For the Year Ended December 31, 
 2007   2006   2005   
 (in thousands of U.S. dollars) 

Cost of Revenues:    
Wireless value-added services  $ 36,394 $ 40,672 $ 28,635
Recorded music  6,233  3,553  —  

    
Total cost of revenues  $ 42,627 $ 44,225 $ 28,635

    

Wireless value-added services. The principal cost of revenues for our WVAS is the service and network fees paid 
to the telecom operators under our network service agreements with them. The cost of revenues also includes fees paid 
to our content providers and marketing partners, maintenance costs related to equipment used to provide the services, 
bandwidth leasing charges and data center services, alternative channels, media and related Internet costs, operator 
imposed penalty charges, and certain distribution costs.  

Recorded Music. Cost of revenues for our recorded music includes producing CD masters, artist and songwriter 
royalties, advertising and royalties payable to other parties for the use of their work.  
 

Gross Profit Margin  
The following table sets forth the historical consolidated gross profits and gross profit margin of our business 

activities for the periods indicated:  
  
    

 For the Year Ended December 31, 
 2007   2006   2005   

 
(in thousands of 

U.S. dollars, except percentages)
Gross Profits:    
Wireless value-added services  $ 13,644 $ 21,840 $ 27,428
Recorded music  4,256  2,650  —  

    
Total gross profits  $ 17,900 $ 24,490 $ 27,428

    
  
    

 For the Year Ended December 31,  
 2007   2006   2005   
  

Gross Profit Margin:    
Wireless value-added services  27.3%  34.9%  48.9%

    
Recorded music  40.6  42.7   —   

    
Total gross profit margin  29.6%  35.6%  48.9%

    

The gross profit margins for our WVAS declined in 2007 compared to 2006 due to sharply decreased revenues 
due to the challenging wireless services operating environment and stricter policies and regulations announced by the 
MII and the telecom operators and increased enforcement of those policies and regulations. The gross profit margins 
for our recorded music declined in 2007 compared to 2006 due to the increased cost of revenues caused by increases in 
the cost of producing CD masters.   
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Operating Expenses  
The following table sets forth certain historical consolidated operating expenses data, in terms of amount and as a 

percentage of our total revenues, for the periods indicated:  
       

 For the Year Ended December 31,   
 2007   2006   2005   

 Amount  

Percentage
of revenues  Amount  

Percentage 
of revenues   Amount   

Percentage
of revenues  

 (in thousands of U.S. dollars, except percentages) 
Operating Expenses:       
Product development expenses 

(including stock-based compensation 
expense of $1, $80 and $5 for the 
years ended December 31, 2007, 
2006 and 2005, respectively) $ 2,028  3.0% $ 2,169  3.2% $ 1,852  3.3%

Selling and marketing expenses 
(including stock-based compensation 
expense of $287, $346 and $10 for 
the years ended December 31, 2007, 
2006 and 2005, respectively)  11,514  16.8  11,014  16.0   8,982    16.0 

General and administrative expenses 
(including stock-based compensation 
expense of $155, $118 and $23 for 
the years ended December 31, 2007, 
2006 and 2005, respectively)  9,141  13.3  6,699  9.7   3,443  6.1 

Provision for goodwill impairment 38,779             56.4 — — — — 
       

Total operating expenses $ 61,462  89.4% $ 19,882  28.9% $ 14,277  25.5%
       

  

Product Development Expenses. Product development expenses primarily consist of research and development 
staff costs. Most of our product development expenses relate to enhancing our portfolio of 2G and 2.5G services and 
improving and updating our services provisioning and management software prior to our sale of the SII business. 
Product development expenses also include depreciation and amortization of computers and software related to the 
activities of our product development teams. We depreciate our computer equipment, software and other assets on a 
straight-line basis over their estimated useful lives, which is three to five years.  

Selling and Marketing Expenses. Selling and marketing expenses primarily consist of staff costs related to 
managing the development of our service offerings. These expenses also include advertising, sales and marketing 
expenses, such as expenses associated with sponsoring promotional events, salaries and benefits for our direct sales 
force, free trial services we offer through, for example, certain retailers of mobile phones in China. We expect that our 
selling and marketing expenses will continue to increase in future periods as we expand our music business and 
increasingly use stock-based compensation to reward our sales and marketing personnel.  

General and Administrative Expenses. General and administrative expenses primarily consist of stock-based 
compensation and benefits for our management, salaries for our finance and administrative personnel, professional 
service fees, lease expenses, other office expenses, expenses related to depreciation of equipment for general corporate 
purposes and expenses related to amortization of intangible assets from our acquisition.  

We lease bandwidth from telecom operators’ provincial offices. Bandwidth and server custody fees, office rentals 
and depreciation charges allocated to our general management, finance and administrative personnel are also included 
in general and administrative expenses.  

We depreciate leasehold improvements, which are recorded as general and administrative expenses on a straight-
line basis over the relevant lease term.  

We expect our general and administrative expenses to increase as we add personnel in response to the expansion 
of our business in future periods and incur additional administrative expenses from our newly acquired companies, 
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New Run, Shanghai Saiyu, Secular Bird, Henan Yinshan and Fly Songs. We also expect general and administrative 
expenses to increase as we incur professional service fees, such as for legal and accounting services.  

Stock-based Compensation. We grant equity incentive awards to our employees and certain non-employees. Until 
February 2006 when we commenced granting nonvested shares, all of our equity incentive grants were in the form of 
stock options. Effective January 1, 2006, we adopted the fair value recognition provisions of Statement of Financial 
Accounting Standards (SFAS) No. 123 (revised 2004), “Share Based Payment,” (SFAS 123(R)) using the modified 
prospective transition method. Under this method, stock-based compensation expense recognized beginning January 1, 
2006 includes: (a) compensation expense for all stock-based compensation awards granted prior to, but not yet vested 
as of January 1, 2006 based on the fair market value as of the grant date, measured in accordance with SFAS 123, 
“Accounting for Stock-based Compensation,” and (b) compensation expense for all stock-based compensation awards 
granted on or subsequent to January 1, 2006, based on grant date fair value estimated in accordance with the provisions 
of SFAS 123(R). In March 2005, the SEC issued Staff Accounting Bulletin No. 107 (SAB 107) regarding the SEC’s 
interpretation of SFAS 123(R) and the valuation of stock-based payments for public companies. We have applied 
SAB 107 in our adoption of SFAS 123(R). We recognize stock-based compensation costs on a straight-line basis over 
the requisite service period of the award, which is generally the vesting period of the award. 

Prior to the adoption of SFAS 123(R),we recognized stock-based compensation expense in accordance with 
Accounting Principles Board (APB) Opinion No. 25, “Accounting for Stock Issued to Employees” (APB 25), and had 
adopted the disclosure-only alternative of SFAS 123 and SFAS No. 148, “Accounting for Stock-based Compensation - 
Transition and Disclosure.” In accordance with APB 25 and related interpretations, stock-based compensation expense 
was not recorded in connection with share-based payment awards granted with exercise prices equal to or greater than 
the fair market value of the underlying shares on the date of grant. 

Share-based payment transactions with non-employees are accounted for as share based compensation expenses 
in accordance with EITF 96-18 “Accounting for Equity Instruments that Are Issued to Other Than Employees for 
Acquiring or in Conjunction with Selling, Goods or Services.” 

On December 20, 2005, we accelerated the vesting of all outstanding stock options that would otherwise have 
been unvested at December 31, 2005. We implemented this acceleration in order to reduce the stock-based 
compensation expense that would have been incurred by our company if such options continued to vest after January 1, 
2006, which is the date that the SFAS 123(R) became effective. This accounting standard requires that all share-based 
payments to employees, including grants of stock options, be recognized in our financial statements based on their fair 
values. In connection with the acceleration of such options, we recorded compensation expense of approximately 
$17,000 which was included in the 2005 total stock-based compensation cost.  

On February 7, 2006, Hurray! granted awards of 330,000 ADSs, equal to 33,000,000 ordinary shares that vest 
over a period of time (which we refer to herein as “nonvested shares”) to certain employees pursuant to its 2004 Share 
Incentive Plan (the “2004 Plan”). This resulted in stock-based compensation expense of $1.6 million to be recognized 
over the applicable vesting period. These nonvested shares vest on an annual basis equally over three years.  

On June 20, 2006, Hurray! granted 75,000 ADSs, equal to 7,500,000 nonvested shares to certain employees 
which resulted in stock-based compensation expense of $0.3 million to be recognized over the applicable vesting 
period. These nonvested shares vest on an annual basis equally over 33 months.  

On March 14, 2007, Hurray! granted 20,000,000 nonvested shares to its employees which resulted in stock-based 
compensation expense of $0.6 million to be recognized over the applicable vesting period. These nonvested shares vest 
over three years on an annual basis equally. 

On November 23, 2007, Hurray! granted 19,500,000 nonvested shares to its employees which resulted in stock-
based compensation expense of $0.4 million to be recognized over the applicable vesting period. These nonvested 
shares vest over three years on an annual basis equally.  

The stock-based compensation expense was $0.4 million in 2007 and $0.5 million in 2006. 

Provision for impairment of goodwill and intangible assets. In the second quarter of 2007, the telecom operators 
introduced various new policies that adversely impacted our WVAS business and introduced further uncertainties in 
our operating environment. By September 30, 2007, our market capitalization was lower than our net book value, thus 
indicating impairment of our long-lived assets.  As of that date, we tested the carrying value of goodwill and acquired 
intangible assets and recorded a goodwill impairment charge of $9.6 million and an impairment charge to acquired 
intangibles of $0.6 million. In view of the further decline of Hurray’s market capitalization as of December 31, 2007 
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and continued difficult operating conditions, we recorded an additional goodwill impairment charge of $29.2 million 
and an additional impairment charge to acquired intangible assets of $1.9 million. The impairment charges of acquired 
intangibles are included in operating expenses according to their nature. The valuation of goodwill and other intangible 
assets was arrived at after using a combination of a market value approach (with comparisons to selected publicly 
traded companies operating in the same industry) and an income approach (discounted cash flows). Any continued 
adverse changes in the telecom operators’ policies or in the competitive environment could lead to additional 
impairment charges.  
 
Critical Accounting Policies  

The methods, estimates and judgments we use in applying our accounting policies have a significant impact on 
the results we report in our financial statements. Some of our accounting policies require us to make difficult and 
subjective judgments, often as a result of the need to make estimates of matters that are inherently uncertain. We have 
summarized our accounting policies below that we believe are both important to an understanding of our financial 
results and involve the need to make estimates about the effect of matters that are inherently uncertain. We also have 
other policies that we consider to be key accounting policies. However, these policies do not meet the definition of 
critical accounting policies because they do not generally require us to make estimates or judgments that are difficult or 
subjective.  

Revenue Recognition  
Wireless value-added services. We contract with the telecom operators for the transmission of wireless services 

as well as for billing and collection services. The telecom operators provide us with a monthly statement that represents 
the principal evidence that service has been delivered and triggers revenue recognition for a substantial portion of our 
revenue. In certain instances, when a statement is not received within a reasonable period of time, we make an estimate 
of the revenues and cost of services earned during the period covered by the statement based on its internally generated 
information, historical experience and/or other assumptions that are believed to be reasonable under the circumstances.  

WVAS revenues are derived from providing personalized media, games, entertainment and communication 
services to mobile phone customers of the various subsidiaries of four major telecom operators, China Mobile, China 
Unicom, China Telecom and China Netcom. Fees for these services, which are negotiated in network service 
agreements with the telecom operators and indicated in the message received on the mobile phone, are charged on a 
per-use basis or on a monthly subscription basis, and vary according to the type of services delivered. We recognized 
WVAS revenues in the period in which the services are performed net of business taxes of $1.5 million, $1.7 million 
and $1.4 million for 2007, 2006 and 2005, respectively.  

We measure our revenues based on the total amount paid by mobile phone customers, for which the Telecom 
Operators bill and collect on our behalf. Accordingly, the service fee paid to the Telecom Operators is included in the 
cost of revenues. In addition, in respect of 2G services, the Telecom Operators charge us a network fee based on a per 
message fee, which varies depending on the volume of messages sent in the relevant month, multiplied by the excess of 
messages sent over messages received. These network fees are likewise retained by the Telecom Operators and are 
reflected as cost of revenues. The cost of revenues also includes fees paid to our content providers and marketing 
partners, maintenance costs related to equipment used to provide the services, bandwidth leasing charges and data 
center services, alternative channels, media and related Internet costs, operator imposed penalty charges, and certain 
distribution costs. 

We evaluate the criteria outlined in Emerging Issues Task Force (EITF) Issue No. 99-19, “Reporting Revenue 
Gross as Principal Versus Net as an Agent,” in determining whether it is appropriate to record the gross amount of 
revenues and related costs or the net amount earned after deducting the fees charged by the Telecom Operators. We 
record the gross amounts billed to its customers based on the following facts: (i) it is the primary obligor in these 
transactions, (ii) it has latitude in establishing prices and selecting suppliers and (iii) it is involved in the determination 
of the service specifications. 

Recorded Music. Through the acquisition of Huayi Brothers Music, Freeland Music, Secular Bird and New Run 
beginning in 2005, we entered the business of artist development, music production, offline music distribution and 
online distribution through WVAS and the Internet. Recorded music revenues are derived from live performances, 
corporate sponsorship and advertising, online and wireless sales, and offline CD sales.  
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We generate revenues from the sale of CDs either by providing the CD master to a distributor or by directly 
arranging for the volume production and subsequent wholesale of the CDs. In the former case, we receive a fixed fee, 
have no further obligations and recognize the fee as revenue when the master CD is provided. In the latter case, we ship 
the produced CDs to retail distributors and recognize wholesale revenues at the time of shipment less a provision for 
future estimated returns. In 2007, the estimated sales returns rate was approximately 18% based on past experience.  

We recognize artist performance fees and corporate sponsorship or marketing event fees once the performance or 
the service has been completed. Where we act as the primary obligor in the transaction, revenues are recorded on a 
gross basis. Where we are considered an agent or where the artists separately contract with the event organizer, 
revenues are recorded on a net basis.  

We license our music to third parties for guaranteed minimum royalty payments, normally received upfront and 
typically non-refundable. In such cases we recognize such fees as revenue on a straight-line basis over the life of the 
license and unrecognized revenues are included in liabilities. When the contract provides for additional payments if 
revenues exceed the minimum amount guaranteed, such amounts are included in revenues when we are notified of our 
entitlement to additional payments.  

We incur costs in producing CD masters, volume CD production, artist and songwriter royalties, and royalties 
payable to other parties for the use of their work. The cost of record masters and volume CD productions, and royalties 
paid in advance are recorded in prepaid expenses and other current assets when the sales of the recording are expected 
to recover the cost and amortized as cost of revenues over the revenue generating period, typically within one year. The 
decision to capitalize an advance to an artist, songwriter or other party requires significant judgment as to the 
recoverability of these advances. Advances for royalties and other capitalized costs are assessed for recoverability 
continuously.  

Stock-based Compensation Cost  
We grant equity incentive awards to our employees and certain non-employees. Until February 2006 when we 

commenced granting nonvested shares, all of our equity incentive grants were in the form of stock options.  

Effective January 1, 2006, we adopted the fair value recognition provisions of SFAS 123(R), using the modified 
prospective transition method and therefore has not restated results for prior periods. Under this transition method, 
stock-based compensation expense recognized beginning January 1, 2006 includes: (a) compensation expense for all 
stock-based compensation awards granted prior to, but not yet vested as of January 1, 2006 based on the fair market 
value as of the grant date, measured in accordance with SFAS 123, and (b) compensation expense for all stock-based 
compensation awards granted on or subsequent to January 1, 2006, based on grant-date fair value estimated in 
accordance with the provisions of SFAS 123(R). We recognize stock-based compensation costs on a straight-line basis 
over the requisite service period of the award, which is generally the vesting period of the award. Prior to the adoption 
of SFAS 123(R), we recognized stock-based compensation expense in accordance with APB 25. In March 2005, the 
SEC issued SAB 107 regarding the SEC’s interpretation of SFAS 123(R) and the valuation of stock-based payments 
for public companies. We have applied the provisions of SAB 107 in the adoption of SFAS 123(R).  

Results of Operations  
The following discussion of our results of operations for the years ended December 31, 2005, 2006 and 2007 is 

based upon our audited consolidated financial statements included elsewhere in this annual report on Form 20-F.  

Year Ended December 31, 2007 Compared to Year Ended December 31, 2006  

Our results of operations for the year ended December 31, 2007 compared to the year ended December 31, 2006 were 
impacted by the inclusion of the operating results for 2007 of Shanghai Saiyu, Henan Yinshan, Secular Bird and Fly 
Songs, which were acquired in 2007. 

Revenues. Our revenues declined 11.9% to $60.5 million in 2007 from $68.7 million in 2006. This decrease was 
primarily due to a decline in demand for WVAS in 2007. 

Wireless Value-added  Services. Revenues from our WVAS declined 20.0% to $50.0 million for 2007 from $62.5 
million for 2006, primarily due to the decline in the market for SMS and WAP services. SMS revenues were $11.0 
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million in 2007, a decline of 35.7% from $17.1 million for 2006. WAP revenues were $12.6 million in 2007, a decline 
of 41.4% from $21.5 million for 2006. IVR and RBT revenues were $17.2 million and $5.7 million in 2007, an increase 
of 59.3% and 21.3% from $10.8 million and $4.7 million for 2006, respectively.  

         Recorded Music. Recorded music revenues became a new business line for us in 2006. We expanded our recorded 
music segment by acquiring 65% of Secular Bird, an independent record label in China, and through Freeland Music, 
51% of Fly Songs, a performance and concert organizer. Revenue from recorded music was $10.5 million in 2007, an 
increase of 69.1% from $6.2 million for 2006. We expect to derive an increasing amount of our total revenues from 
recorded music in the coming year. 

Cost of Revenues. Our cost of revenues declined 3.6% to $42.6 million in 2007 from $44.2 million in 2006 due 
primarily to decreased costs for our WVAS as our WVAS revenues declined.  Our decrease in cost of revenue was 
partly offset by increased costs of our recorded music business as that business grew organically and through 
acquisition.  

        Wireless value-added Services. Our cost of WVAS declined 10.5% to $36.4 million for 2007 from $40.7 million 
for 2006. This decrease resulted primarily from decreased promotion costs due to the market.  

        Recorded Music. Our cost of recorded music increased 75.4% to $6.2 million for 2007 from $3.6 million for 2006. 
This increase resulted primarily from increased commercial development and artists’ performance cost as well as from 
our music company acquisitions in 2007.  

Gross Profits. Our gross profits decreased 26.9% to $17.9 million for 2007 from $24.5 million for 2006, mainly due to 
the decreased profits from WVAS. Our gross profit margins decreased to 29.6% for 2007 from 35.6% for 2006, due 
primarily to decreased margins for WVAS, which mainly resulted from increased marketing, promotion and 
distributions costs related to SMS and WAP services.  

Operating Expenses. Operating expenses sharply increased by 209.1% to $61.5 million for 2007 from $19.9 million for 
2006, due primarily to impairment charges amounting to $38.8 million for our WVAS business and additional expenses 
associated with our new acquisitions in 2007.  

Product Development Expenses. Our product development expenses decreased slightly to $2.0 million in 2007 
from $2.2 million in 2006.  

Selling and Marketing Expenses. Our selling and marketing expenses slightly increased by 4.5% to $11.5 million 
in 2007 from $11.0 million in 2006. 

General and Administrative Expenses. Our general and administrative expenses increased 36.4% to $9.1 million 
in 2007 from $6.7 million in 2006. This increase was mainly due to the increased professional service fees and 
additional expenses associated with our new acquisitions and to a lesser extent, increased bad debt expense and 
amortization expense of intangible assets.  

Provision for Impairment of Goodwill and Intangible Assets. We tested the carrying value of goodwill and 
acquired intangible assets and recorded an impairment charge of $41.3 million in 2007. 

 
(Loss)Income from Continuing Operations. As a result of the foregoing, loss from operations was $43.6 million 

for 2007 compared to income of $4.6 million for 2006.  

Interest Income and Expense. Interest income was $2.3 million for 2007, compared to $2.5 million for 2006. 
Interest expense increased to $0.2 million for 2007 from $0.05 million in 2006. This increase related to the acquisition 
payables for Shanghai Magma.   

Other Income. Other income, primarily government tax subsidies, was $0.5 and $0.3 million in 2007 and 2006, 
respectively.  

Income Taxes. Income taxes were a benefit of $0.2 million in 2007 and an expense of $0.2 million in 2006.  
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Equity in Losses of Affiliate. In April 2007, we acquired a 30% interest in New Run, an independent record label 
in China, and it has been accounted for on the equity basis from April 1, 2007.  The equity in the losses of New Run 
was $0.06 million in 2007.   

Net (Loss) Income from Continuing Operations. Net loss from continuing operations was $41.5 million for 2007 
compared to income of $6.6 million for 2006. 

Net Loss from Discontinued Operations. Effective August 1, 2007, we accounted for our SSI Business as a 
discontinued operation. Net loss from discontinued operations was reduced from $0.8 million in 2006, a full year’s 
operations, to $0.4 million in 2007, which included the benefit of income of $0.2 million representing the gain 
recognized on the sale of the SSI Business.  

Net (Loss) Income. As a result of the foregoing, net loss was $42.0 million due to an impairment charge of $41.3 
million for 2007 compared to net income of $5.8 million for 2006. Our net loss in 2007 was offset by net income of 
approximately $0.6 million derived from our new acquisitions, mainly for Shanghai Saiyu. 
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Year Ended December 31, 2006 Compared to Year Ended December 31, 2005  

Our results of operations for the year ended December 31, 2006 compared to the year ended December 31, 2005 were 
impacted by the inclusion of the operating results for 2006 of Shanghai Magma and Freeland Music, which were 
acquired in 2006 and the results of Huayi Brothers Music which had been acquired on December 31, 2005. 
Revenues. Our revenues increased 22.6% to $68.7 million in 2006 from $56.1 million in 2005. This increase was 
primarily due to an increase in revenues from our 2G services and revenues from the affiliated music companies,which 
were consolidated into our financial statements in 2006.  

Wireless Value-Added  Services. Revenues from our WVAS increased 11.5% to $62.5 million for 2006 from 
$56.1 million for 2005, primarily due to the growth in the market for 2G services, especially for SMS. SMS revenues 
were $17.1 million in 2006, an increase of 61.2% from $10.6 million for 2005. Following the first quarter of 2004 and 
continuing through 2005, our SMS revenues were negatively affected by new billing systems of China Mobile and 
China Unicom and other changes in their policies and the enforcement of their policies. We did, however, relaunch our 
SMS services in the second half of 2005 through various marketing and promotional activities that were independent of 
the telecom operators which contributed to our increased SMS revenues in 2006. IVR revenues were $10.8 million in 
2006, an increase of 25.9% from $8.6 million for 2005. RBT revenues were $3.4 million in 2006, a significant increase 
over $0.9 million for 2005.  

Recorded Music. Recorded music revenues, which became a new business line for us in 2006, were $6.2 million 
in 2006, accounting for 9.0% of total revenues in 2006.  

Cost of Revenues. Our cost of revenues increased 54.4% to $44.2 million in 2006 from $28.6 million in 2005 due 
primarily to increased costs for 2G services and, to a lesser extent, increased costs for our 2.5G services and our new 
recorded music business.  

Wireless Value-Added Services. Our cost of WVAS increased 42.0% to $40.7 million for 2006 from $28.6 
million for 2005. This increase resulted primarily from increased costs incurred to promote our services through 
channels which are independent of the telecom operators, including mobile handset partnerships, internet marketing 
alliances and direct advertising. It also resulted from increased levels of service and network fees corresponding to the 
growth in sales of 2G services in 2006 compared to 2005, a RMB5.7 million ($0.7 million) fine imposed on Hurray! 
Solutions by China Unicom for improper delivery of one of its SMS services to users and a RMB3.0 million ($0.4 
million) fine imposed on Beijing Hutong by China Unicom for violating a China Unicom billing policy by one of its 
WAP services. In addition, the increase reflects, to a lesser extent, the cost of purchasing content for our IVR services.  

Gross Profits. Our gross profits decreased 10.7% to $24.5 million for 2006 from $27.4 million for 2005, mainly 
due to the decreased profits from 2.5G services. Our gross profit margins decreased to 35.6% for 2006 from 48.9% for 
2005, due primarily to decreased margins for 2.5G services, which mainly resulted from new policies mandating free 
trial periods and double confirmation reminders for subscription based services and increased marketing, promotion 
and distributions costs related to WAP services.  

Operating Expenses. Operating expenses increased 39.3% to $19.9 million for 2006 from $14.3 million for 2005, 
due primarily to the additional expenses associated with our newly acquired companies, Huayi Brothers Music, 
Freeland Music and Shanghai Magma.  

Product Development Expenses. Our product development expenses increased slightly to $2.2 million in 2006 
from $1.9 million in 2005.  

Selling and Marketing Expenses. Our selling and marketing expenses increased 22.6% to $11.0 million in 2006 
from $9.0 million in 2005. This increase was primarily due to the additional expenses associated with our newly 
acquired companies, Huayi Brothers Music, Freeland Music and Shanghai Magma and increased use of stock-based 
compensation in 2006 to reward our sales and marketing personnel, which created stock-based compensation expense 
allocable to selling and marketing expenses.  
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General and Administrative Expenses. Our general and administrative expenses increased 94.6% to $6.7 million 
in 2006 from $3.4 million in 2005. This increase was mainly due to the additional expenses associated with our newly 
acquired companies, Huayi Brothers Music, Freeland Music and Shanghai Magma and to lesser extent, increased rental 
expenses, bad debt expenses and amortization expenses of intangible assets. 
  

Income from Operations. As a result of the foregoing, income from operations decreased to $4.6 million for 2006 
from $13.2 million for 2005.  

Interest Income and Expense. Interest income was $2.5 million for 2006, compared to $1.4 million for 2005. This 
increase was mainly due to the interest rates increase in 2006 and increased collections from our customers. Interest 
expense increased to $45,000 for 2006 from $27,000 in 2005.  

Other Income. Other income, primarily government tax subsidies, was $0.3 million in 2006 and 2005, 
respectively.  

Income Taxes. Income taxes were $0.2 million in 2006 and $0.3 million in 2005 resulting from the lower level of 
profitability in 2006 compared to 2005. 
 

Net  Income from Continuing Operations. Net income from continuing operations was $6.6 million for 2006 
compared to income of $14.5 million for 2005. 

Net (Loss) Income from Discontinued Operations. The SSI Business generated a loss of $0.8 million in 2006 as 
business declined significantly as the telecom operators awaited the issue of 3G licenses, therefore delaying the build 
out of their networks and the awarding of significant contracts. In 2005, this business had net income of $4.1 million. 

Net Income. As a result of the foregoing, net income decreased 68.8% to $5.8 million for 2006 from $18.6 million 
for 2005.  

LIQUIDITY AND CAPITAL RESOURCES 
 
Cash Flows and Working Capital  

The following table sets forth our cash flows with respect to operating activities, investing activities and 
financing activities for the periods indicated:  
  
    

 For the Year Ended December 31,  
 2007   2006   2005   
 (in thousands of U.S. dollars) 

Net cash (used in) provided by operating activities  $    (2,055)  $ 17,636  $    13,980 
Net cash used in investing activities  (8,120 )  (15,157)     (6,591) 
Net cash  provided by (used in)  financing activities  16  (4,399)  59,305

    
Net (decrease) increase in cash and cash equivalents  $    (10,159) $ (1,920) $ 66,694

    
  

Our net cash used in operating activities in 2007 was $2.1 million. This was primarily attributable to our net loss 
of $41.9 million, as adjusted for an add-back of $41.3 million in loss on impairment of goodwill and other intangible 
assets and $3.7 million in depreciation and amortization as non-cash items, which was offset in part by a $2.1 million 
increase in accounts receivable and $3.2 million increase in receivable from disposal of subsidiary. Our net cash 
provided by operating activities in 2006 was $17.6 million. This was primarily attributable to our net income of $5.8 
million, as adjusted for an add-back of $3.5 million in depreciation and amortization as a non-cash item, $5.5 million 
decrease in accounts receivable and $3.1 million decrease in prepaid expenses and other current assets. Our net cash 
provided by operating activities in 2005 was $14.0 million. This was primarily attributable to our net income of $18.6 
million, as adjusted for an add-back of $1.9 million in depreciation and amortization as a non-cash item, which was 
offset in part by a $5.8 million increase in accounts receivable.   
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Net accounts receivable declined from $18.1 million as of December 31, 2005 to $13.4 million as of 
December 31, 2006 and increased to $14.7 million as of December 31, 2007. The decrease from 2005 to 2006 is 
primarily due to a significant improvement in collections from the telecom operators, mainly from China Unicom. The 
increase from 2006 to 2007 is primarily due to lengthened collection periods from the telecom operators. The average 
collection time for our accounts receivable from WVAS was 81 days in 2005, decreasing to 71 days in 2006 and 
increasing to 78 days in 2007.  

Net cash used in investing activities was $8.1 million in 2007, of which $3.2 million was used in the acquisition 
of equity interests in Shanghai Saiyu, Henan Yinshan, Fly Songs and Secular Bird and $2.5 million was used in the 
acquisition of an equity affiliate, New Run. Net cash used in investing activities was $15.2 million in 2006, of which 
$12.6 million was used in the acquisition of equity interests in Huayi Brothers Music, Freeland Music and Shanghai 
Magma. Net cash used in investing activities was $6.6 million in 2005, of which $4.2 million was used for the 
acquisitions of intangible assets and $1.1 million was a prepayment for the acquisition of an equity interest in Freeland 
Music and Shanghai Magma. Our total capital expenditures for computer hardware, software and office equipment for 
the years ended December 31, 2007, 2006 and 2005 were $0.9 million, $1.0 million and $1.3 million, respectively. Our 
capital divestitures are not material. 

Net cash provided by financing activities was $16,334 for 2007, resulting from proceeds arising in connection 
with the exercise of stock options in 2007. Net cash used in financing activities was $4.4 million for 2006, mainly due 
to our repurchase and cancellation of 79,260,000 ordinary shares under our stock repurchase program in 2006 with a 
total cost of $5.0 million. Net cash provided by financing activities was $59.3 million for 2005, mainly reflecting the 
proceeds from our initial public offering.  

We keep almost all of our cash in U.S. dollar or RMB denominated bank accounts or short-term time deposits for 
two principal purposes: to finance our operations and to manage the interest rate and currency risks arising from our 
operations. We adjust the amount of cash held in U.S. dollars and RMB from time to time to maximize our interest rate 
returns and to ensure that we have sufficient RMB for our operational needs, including for lease and other 
commitments. We have not historically used derivative instruments to hedge market risks.  

We believe that our current cash and cash equivalents, cash flow from operations and the proceeds from our 
initial public offering will be sufficient to meet our anticipated cash needs, including for working capital, capital 
expenditures and various contractual obligations, for at least the next 12 months. We also believe that our recent 
investments in New Run, Shanghai Saiyu, Fly Songs and Secular Bird will have no material impact on our future 
liquidity or capital resources in the near term. We may, however, require additional cash resources due to changed 
business conditions or other future developments, including any investments or acquisitions we may decide to pursue. 
If these sources are insufficient to satisfy our cash requirements, we may seek to issue debt securities or additional 
equity or to obtain bank borrowings. The issue of convertible debt securities or additional equity securities could result 
in additional dilution to our shareholders. The incurrence of indebtedness would result in increased debt service 
obligations and could result in operating and financial covenants that would restrict our operations and the placement of 
liens over some or all of our assets. We cannot assure you that financing will be available in amounts or on terms 
acceptable to us, if at all.  
  
Indebtedness  

As of December 31, 2007, other than a remaining payment for the acquisition of Shanghai Magma of $6 million 
originally due in December 2007, we did not have any indebtedness or any material debt securities or material 
mortgages or liens. In February 2008, we agreed with the former shareholders of Shanghai Magma to reduce this 
liability to $1 million, which amount has subsequently been paid. In addition, as of December 31, 2007, we did not 
have any material contingent liabilities. We may, however, be obligated to make certain earn-out payments in 
connection with our investments in New Run, Shanghai Saiyu, and Secular Bird, as discussed under “Tabular 
Disclosure of Contractual Obligations” below.  
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OFF-BALANCE SHEET ARRANGEMENTS  

We have not entered into any financial guarantees or other commitments to guarantee the payment obligations of any 
third parties. In addition, we have not entered into any derivative contracts that are indexed to our own shares and 
classified as shareholders’ equity, or that are not reflected in our financial statements. Furthermore, we do not have any 
retained or contingent interest in assets transferred to an unconsolidated entity that serves as credit, liquidity or market 
risk support to such entity. Moreover, we do not have any variable interest in an unconsolidated entity that provides 
financing, liquidity, market risk or credit support to us or engages in leasing, hedging or research and development 
services with us. 

TABULAR DISCLOSURE OF CONTRACTUAL OBLIGATIONS  
The following table sets forth our contractual obligations as of December 31, 2007:  

  
     

 Payments Due by Period   

 Total  

Less than 
1 year   

1-3 
years  

3-5 
years 

 (in thousands of U.S. dollars) 
Operating lease commitments  $ 3,125 $ 1,725  $ 1,379  $ 21   
Other contractual commitments*   5,086  1, 974   3,112   —   

     
Total contractual obligations  $ 8,211 $ 3,699  $ 4,491  $ 21   

       
* Represents non-cancelable agency agreements with certain artists that provide for minimum payments.  

The agreements entered into in connection with our acquisitions and strategic investments described above under 
the heading “Recent Developments” include earn-out provisions pursuant to which the sellers will become entitled to 
additional consideration, which may be material and may in certain circumstances include either cash or additional 
equity interests, if the relevant business achieves specified performance measures.  

Holding Company Structure  
We are a holding company with no operations of our own. All of our operations are conducted through Beijing 

Hurray! Times. As a result, our ability to pay dividends and to finance any debt that we may incur is dependent upon 
service fees paid by our affiliated Chinese entities to Beijing Hurray! Times, and dividends and other distributions paid 
by those subsidiaries. If any of our subsidiaries or our affiliated Chinese entities incurs debt on its own behalf in the 
future, the instruments governing the debt may restrict its ability to pay service fees or dividends to Beijing Hurray! 
Times or us. In addition, Chinese legal restrictions permit payment of dividends to us by our subsidiaries only out of 
the net income from our subsidiaries, if any, determined in accordance with Chinese accounting standards and 
regulations. Under Chinese law, our subsidiaries are also required to set aside a portion (at least 10%) of their after tax 
net income, if any, each year for certain reserve funds. These reserve funds are not distributable as cash dividends.  
  

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK  

Interest Rate Risk  
Our exposure to market risk for changes in interest rates relates primarily to the interest income generated by our 

cash deposits in banks. We have not used derivative financial instruments in our investment portfolio. Interest-earning 
instruments and floating rate debt carry a degree of interest rate risk. We have not been exposed, nor do we anticipate 
being exposed, to material risks due to changes in interest rates. Our future interest income may fluctuate in line with 
changes in interest rates. However, the risk associated with fluctuating interest rates is principally confined to our cash 
deposits in banks, and, therefore, our exposure to interest rate risk is minimal and immaterial.  
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Foreign Exchange Risk  
While our reporting currency is the U.S. dollar, to date, virtually all of our revenues and costs are denominated in 

Renminbi and substantially all of our assets (other than the proceeds from our initial public offering) and liabilities are 
denominated in Renminbi. As a result, we are exposed to foreign exchange risk as our revenues and results of 
operations may be impacted by fluctuations in the exchange rate between U.S. dollars and Renminbi. If the Renminbi 
depreciates against the U.S. dollar, the value of our Renminbi revenues and assets as expressed in U.S. dollars in our 
financial statements will decline.  

Between 2001 and 2007, the exchange rate between Renminbi and U.S. dollars has varied by less than 11.9%. If 
the Renminbi had been 1% and 5% less valuable against the U.S. dollar than the actual rate as of December 31, 2007 
which was used in preparing the Company’s audited financial statements as of and for the year ended December 31, 
2007, our net asset value, as presented in U.S. dollars, would have been reduced by $0.09 million and $0.4 million, 
respectively. Conversely, if the Renminbi had been 1% and 5% more valuable against the U.S. dollar as of that date, 
then our net asset value would have increased by $0.09 million and $0.5 million, respectively. We cannot predict at this 
time what will be the long-term effect of the Chinese government’s decision to tie the Renminbi to a basket of 
currencies, rather than just to the U.S. dollar.  

Inflation  
Inflation has not materially impacted our results of operations in recent years. However, in 2007, China 

experienced significantly increased inflation, which, if it continues at that level or increases further, could have an 
adverse impact on our financial condition and result of operation in future periods. According to the China Statistical 
Bureau, China’s overall national inflation rate, as measured by the general consumer price index, was approximately 
4.8%, 1.3% and 1.8% in 2007, 2006 and 2005, respectively. 
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TAXATION  
Hurray! Holding Co., Ltd. is a tax-exempted company incorporated in the Cayman Islands. Up until December 

31, 2007, pursuant to the Income Tax Law of the PRC Concerning Foreign Investment and Foreign Enterprises and the 
Tentative Regulations of the PRC on Enterprise Income Tax (the “Income Tax Laws”), our PRC subsidiaries and 
variable interest entities (VIEs) were generally subject to enterprise income tax at a statutory rate of 33%. Some of 
these subsidiaries and VIEs were qualified as high technology enterprises and under the Income Tax Laws, they were 
subject to a preferential tax rate of 15%. In addition, some of Hurray!’s subsidiaries are new-technology enterprises 
located in Beijing new-technology development zone and the Income Tax Laws, they were entitled to either a three-
year tax exemption followed by three years with a 50% reduction in tax rate, commencing the first operating year. 
During 2007, the newly acquired companies, Shanghai Saiyu and Henan Yinshan enjoyed reduced taxable income 
which is calculated based on 10% of the revenue and subject to an income tax rate of 33%. 

These preferential tax arrangements were originally to expire at various dates between 2006 and 2010. In 2005 
and 2006 a number of our VIEs became subject to a higher tax rate as tax exemptions expired or were reduced. The 
aggregate dollar and per share effect of the tax holidays in 2007, 2006 and 2005 were $1.9 million, $2.2 million and 
$5.6 million and $0.0009, $0.0010 and $0.0027 per share, respectively.  

In March 2007, the National People's Congress of China enacted a new Enterprise Income Tax Law, or the New 
EIT Law, which became effective on January 1, 2008.  In addition, the Implementation Rules of the New Enterprise 
Income Tax Law, or the Implementation Rules were promulgated by the PRC State Council on December 6, 2007 and 
the Notice on Implementation of Transitional Arrangements for Preferential Policies of Enterprise Income Tax, or the 
Transitional Arrangements Notice, was promulgated by the PRC State Council on December 26, 2007.  Under the New 
EIT system, a unified enterprise income tax rate of 25% and unified tax deduction standards will be applied equally to 
both domestic-invested enterprises and foreign-invested enterprises.  Enterprises established prior to March 16, 2007 
eligible for preferential tax rate of 15% according to the then effective PRC Enterprise Income to Law for Foreign-
Invested Enterprise and Foreign Enterprise tax laws and administrative regulations shall be subject to transitional rules 
as stipulated in the Transitional Arrangements Notice.  In addition, certain qualified high and new technology 
enterprises strongly supported by the state may still benefit from a preferential tax rate of 15% under the New EIT Law 
if they meet the definition of "qualified high and new technology enterprise" strongly supported by the state set out in 
the Implementation Rules which refers to companies hold independent ownership of core intellectual properties and 
simultaneously meet a list of other criteria as stipulated.  As a result, if our PRC subsidiaries qualify as qualified high 
and new technology enterprises strongly supported by the state under the new EIT Law, they will continue to benefit 
from a preferential tax rate of 15%.  Otherwise, the applicable tax rate of our PRC subsidiaries may be subject to PRC 
income tax at a rate of 25% starting from 2008 under the New EIT system. We have used the new standard rates for 
calculation of deferred taxes until the necessary approvals are obtained. 

Under the new Enterprise Income Tax law effective on January 1, 2008, the rules for determining whether an 
entity is resident in the PRC for tax purposes have changed and the determination of residence depends amongst other 
things on the “place of actual management.” If Hurray! Holding Co., Ltd., or our non-PRC subsidiaries, were to be 
determined to be a PRC resident for tax purposes, it or they, would be subject to tax in the PRC on our worldwide 
income including the income arising in jurisdictions outside the PRC. We have evaluated our resident status under the 
new law and related guidance and believes Hurray! Holding Co., Ltd. would not be a PRC tax resident for PRC income 
tax purposes. 

 
As Hurray! Holding Co., Ltd. would be non-resident for PRC tax purposes, dividends paid to it out of profits 

earned after January 1, 2008 from its PRC subsidiaries would be subject to a withholding tax of 10%. 

Aggregate undistributed earnings of our subsidiaries and affiliates located in the PRC that are available for 
distribution to the Company at December 31, 2007 are considered to be indefinitely reinvested under APB opinion No. 
23, “Accounting for Income Taxes – Special Areas,” and accordingly, no provision has been made for the PRC 
dividend withholding taxes that would be payable upon the distribution of those amounts to Hurray! Holding Co., Ltd. 
The PRC tax authorities have also clarified that distributions made out of retained earnings accumulated prior to 
January 1, 2008 are not subject to the withholding tax. 
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Our WVAS revenues are subject to a 3% business tax. Our recorded music services revenues are subject to a 5% 
business tax for royalties and advertising revenues and a 13% value-added tax for revenues from the sale of CDs. Our 
software and system integration services revenues, which have been classified as a discontinued operation on their sale 
in August 2007, were subject to a 17% value-added tax. Companies that develop their own software and register the 
software with the relevant authorities in China are generally entitled to a value-added tax rebate of 14%. Any service 
fees that Beijing Hurray! Times charges and subsequently collects pursuant to the exclusive technical and consulting 
service agreements with Hurray! Solutions and our other Chinese affiliates are subject to a 5% business tax.  

Subject to the approval of the relevant tax authorities, Hurray! Solutions and other affiliated Chinese entities had 
total tax loss carryforwards of approximately $4.2 million and $3.7 million as of December 31, 2007 and 2006, 
respectively, for enterprise income tax purposes, which will expire by 2012. These tax loss carryforwards give rise to 
potential deferred tax assets totaling $1.1 million and $0.6 million as of December 31, 2007 and 2006, respectively. In 
2005, we concluded that Hurray! Solutions and other affiliated Chinese entities did not record sufficient net income 
within the carryforward period to realize the full tax benefit of these past net losses. As a result, we established a 
valuation allowance for the full amount of these deferred tax assets. In 2006, we expected some of the affiliated 
Chinese entities would record sufficient net income within the carryforward period to realize the tax benefit of these 
past net losses, and the valuation allowance in respect of such deferred tax assets was reduced accordingly.  

 
In June 2006, the Financial Accounting Standards Board (FASB) issued Interpretation No. 48 (FIN 48), 

"Accounting for Uncertainty in Income Taxes - an interpretation of FASB Statement No. 109.”  FIN 48 prescribes a 
recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax 
position taken or expected to be taken in a tax return.  FIN 48 is effective for fiscal years beginning after December 15, 
2006, with early adoption permitted. We adopted FIN 48 effective January 1, 2007.  The adoption of FIN 48 did not 
result in a cumulative adjustment on January 1, 2007 and had no significant impact on our accounting for income taxes 
for the year ended December 31, 2007.  We did not incur any interest or penalties related to potential underpaid income 
tax expenses, and also do not expect to have a significant increase or decrease on the unrecognized tax benefits within 
12 months from December 31, 2007. 

 
We are subject to taxation in PRC and other tax jurisdictions. There is no ongoing examination by taxing 

authorities at this time.  Our various tax years from 2002 to 2007 are remaining open in various taxing jurisdictions.  

Hurray Technologies (HK) Ltd., (“Hurray Technologies”), our 99% owned subsidiary, is subject to income tax in 
Hong Kong. Hong Kong companies are generally subject to a 17.5% corporate income tax. Hurray Technologies has 
not, however, paid any income taxes in Hong Kong because to date it has not received any revenues.  
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RECENTLY ISSUED ACCOUNTING STANDARDS  
In March 2008, the FASB issued Statement of Financial Accounting Standards (SFAS) No. 161, “Disclosures 

about Derivative Instruments and Hedging Activities” to improve financial reporting about derivative instruments and 
hedging activities by requiring enhanced disclosures to enable investors to better understand their effects on an entity’s 
financial position, financial performance, and cash flows. The standard requires disclosure of fair values of derivative 
instruments and their gains and losses in a tabular format as well as cross-referencing within footnotes to enable 
financial statement users to locate important information about derivative instruments. It also requires that more 
information be provided about an entity’s liquidity by requiring disclosure of derivative features that are credit risk-
related. SFAS No.161 is effective for financial statements issued for fiscal years and interim periods beginning after 
November 15, 2008, with early application encouraged. We do not expect the adoption of SFAS No. 161 to have a 
material impact on our financial statements. 

In December 2007, the FASB issued SFAS No.141(R), “Business Combinations”, to improve reporting by 
creating greater consistency in the accounting and financial reporting of business combinations. The standard requires 
the acquiring entity in a business combination to recognize all (and only) the assets acquired and liabilities assumed in 
the transaction; establishes the acquisition-date fair value as the measurement objective for all assets acquired and 
liabilities assumed; and requires the acquirer to disclose to investors and other users all of the information they need to 
evaluate and understand the nature and financial effect of the business combination. SFAS No. 141(R) applies 
prospectively to business combinations for which the acquisition date is on or after the beginning of the first annual 
reporting period beginning on or after December 15, 2008. Early adoption is prohibited. We have not yet begun the 
process of assessing the potential impact that the adoption of SFAS No. 141(R) may have on its consolidated financial 
position or results of operations.  

In December 2007, the FASB issued SFAS No.160, “Noncontrolling Interests in Consolidated Financial 
Statements” to improve the relevance, comparability, and transparency of financial information provided to investors 
by requiring all entities to report noncontrolling (minority) interests in subsidiaries in the same way as required in the 
consolidated financial statements. Moreover, SFAS No. 160 eliminates the diversity that currently exists in accounting 
for transactions between an entity and noncontrolling interests by requiring they be treated as equity transactions. SFAS 
No. 160 is effective for fiscal year, and interim periods within those fiscal years, beginning on or after December 15, 
2008. Earlier adoption is prohibited. We have not yet begun the process of assessing the potential impact that the 
adoption of SFAS No. 160 may have on our consolidated financial position or results of operations. 

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial 
Liabilities, Including an amendment of FASB Statement No. 115”. SFAS 159 provides companies with an option to 
report selected financial assets and liabilities at fair value. The standard requires companies to provide additional 
information that will help investors and other users of financial statements to more easily understand the effect of the 
company’s choice to use fair value on its earnings. It also requires entities to display the fair value of those assets and 
liabilities for which the company has chosen to use fair value on the face of the balance sheet. SFAS 159 is effective as 
of the beginning of an entity’s first fiscal year beginning after November 15, 2007. Early adoption is permitted as of the 
beginning of the previous fiscal year provided that the entity makes that choice in the first 120 days of that fiscal year 
and also elects to apply the provisions of SFAS 157. We are currently evaluating whether the adoption of SFAS 159 
will have a significant effect on our consolidated results of operations and financial position.  

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”, which provides enhanced 
guidance for using fair value to measure assets and liabilities. This standard also responds to investors’ requests for 
expanded information about the extent to which companies measure assets and liabilities at fair value, the information 
used to measure fair value, and the effect of fair value measurements on earnings. The standard applies whenever other 
standards require (or permit) assets or liabilities to be measured at fair value. The standard does not expand the use of 
fair value in any new circumstances. SFAS 157 is effective for financial statements issued for fiscal years beginning 
after November 15, 2007, and interim periods within those fiscal years. Early adoption is permitted. FASB Staff 
Position No. FAS 157-2, “Effective Date of FASB Statement No. 157” delays the effective date of Statement 157 for 
all nonrecurring fair value measurements of non-financial assets and non-financial liabilities until fiscal years 
beginning after November 15, 2008. We are currently evaluating whether the adoption of SFAS 157 will have a 
significant effect on our consolidated financial position, results of operations or cash flows. 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM  
 

To the Board of Directors and Shareholders of  
Hurray! Holding Co., Ltd.  
Beijing, the People’s Republic of China  

 

We have audited the accompanying consolidated balance sheets of Hurray! Holding Co., Ltd. and its subsidiaries and 
variable interest entities (the “Company”) at December 31, 2007 and 2006, and the related consolidated statements of 
operations, shareholders’ equity and comprehensive income, and cash flows for the years ended December 31, 2007, 
2006 and 2005, and related financial statement schedule included in Schedule 1. These financial statements and related 
financial statement schedule are the responsibility of the Company’s management. Our responsibility is to express an 
opinion on these consolidated financial statements and related financial statement schedule based on our audits.  

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. The Company is not required to have, nor were we engaged to 
perform, an audit of its internal control over financial reporting. Our audits included consideration of internal control 
over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for 
the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting. 
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of 
Hurray! Holding Co., Ltd. and its subsidiaries and variable interest entities at December 31, 2007 and 2006 and the 
results of their operations and their cash flows for the above stated periods in conformity with accounting principles 
generally accepted in the United States of America. Also, in our opinion, the related financial statement schedule, when 
considered in relation to the basic consolidated financial statements taken as a whole, presents fairly, in all material 
respects, the information set forth therein.  

As described in Note 2 to the consolidated financial statements, effective January 1, 2006, the Company adopted 
Statement of Financial Accounting Standards No. 123 (revised 2004) “Share-Based payment”. In addition, effective 
January 1, 2007, the Company adopted the recognition and measurement methods under Financial Accounting 
Standards Board Interpretation No. 48, “Accounting for Uncertainty in Income Taxes— An Interpretation of FASB 
Statement No.109”. 

 

 

Deloitte Touche Tohmatsu CPA Ltd.  

Beijing, the People’s Republic of China 

June 18, 2008  
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HURRAY! HOLDING CO., LTD.  
CONSOLIDATED BALANCE SHEETS  

  
   

  December 31,    
  2007    2006    
  (in U.S. dollars, except share data) 

Assets     
Current assets:     
Cash $        65,978,884 $        74,596,978 
Accounts receivable, net of allowance of $699,525 and $284,402 as of 

December 31, 2007 and 2006, respectively 
 

14,691,160           13,449,419 
Prepaid expenses and other current assets 3,120,050             2,700,704 
Amount due from related parties 464,410                167,464 
Inventories 292,655                177,926 
Current deferred tax assets 748,049                295,755 
Receivable on disposal of subsidiary 4,151,400 — 

     
Total current assets 89,446,608           91,388,246 
Property and equipment, net 1,636,089             1,954,201 
Acquired intangible assets, net 4,970,920             6,023,183 
Investment in equity affiliate 2,420,522                         — 
Goodwill 5,620,906 39,621,494 
Deposits and other long-term assets 848,588                632,494 
Non-current deferred tax assets 650,091                370,781 

      
Total assets $      105,593,724 $      139,990,399 

     
Liabilities and shareholders’ equity 

 
  

Current liabilities: 
 

  
Accounts payable $           3,575,410 $     3,680,913  
Acquisitions payable 7,101,498  5,832,464  
Accrued expenses and other current liabilities 2,906,400  2,613,313  
Amount due to related parties 256,058  321  
Income tax payable 210,548  488,639  
Current deferred tax liabilities 416,835  344,802  

     
Total current liabilities 14,466,749  12,960,452  
Long-term payable    32,304 — 
Non-current deferred tax liabilities 844,610  850,734  

    
      

Total liabilities            15,343,663       13,811,186 
Commitments and contingencies (Note 20) 

 
  

Minority interests 4,667,402  3,359,193  
   
Shareholders’ equity: 

 
  

Ordinary shares ($0.00005 par value; 4,560,000,000 shares authorized; 
2,173,784,440 and 2,162,031,740 shares issued and outstanding as of 
December 31, 2007 and 2006, respectively) 

 
 

          108,689  108,102  
Additional paid-in capital 74,066,839  73,608,117  
Statutory reserves   6,502,849 5,661,061 
(Accumulated deficit) retained earnings (2,750,592)  40,041,391  
Accumulated other comprehensive income 7,654,874  3,401,349  

     
Total shareholders’ equity 85,582,659  122,820,020  
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  December 31,    
  2007    2006    
  (in U.S. dollars, except share data) 

Total liabilities, minority interests and shareholders’ equity $       105,593,724 $ 139,990,399  
      

 

The accompanying notes are an integral part of these consolidated financial statements. 
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HURRAY! HOLDING CO., LTD.  
CONSOLIDATED STATEMENTS OF OPERATIONS  

    

  Year ended December 31,    
  2007    2006    2005    
  (in U.S. dollars, except share data) 

Revenues:       
Wireless value-added services $          50,038,014 $ 62,512,483  $ 56,062,368  
Recorded music 10,488,613  6,203,418   —    

       
Total revenues             60,526,627  68,715,901   56,062,368  

       
Cost of revenues:      

Wireless value-added services 36,394,300  40,672,113   28,634,488  
Recorded music   6,232,728  3,553,144   —    

       
Total cost of revenues 42,627,028  44,225,257   28,634,488  

       
Gross profit 17,899,599  24,490,644   27,427,880 

       
Operating expenses:      

Product development (including stock-based 
compensation expense of $921, $79,587 
and $4,886 for the years ended 
December 31, 2007, 2006 and 2005, 
respectively) 2,028,265  2,169,124   1,852,421  

Selling and marketing (including stock-based 
compensation expense of $286,885, 
$346,456 and $9,911 for the years ended 
December 31, 2007, 2006 and 2005, 
respectively) 11,513,850  11,014,215   8,981,998  

General and administrative (including stock-
based compensation expense of $155,169, 
$117,514 and $22,775 for the years ended 
December 31, 2007, 2006 and 2005, 
respectively)             9,141,381  6,699,607   3,442,916  

Provision for goodwill impairment            38,778,584  —     —    
       

Total operating expenses           61,462,080  19,882,946  14,277,335  
       

(Loss) income from continuing operations         (43,562,481)  4,607,698   13,150,545  
Interest income              2,313,576  2,529,419   1,390,392  
Interest expense              (179,062)  (44,765)  (27,312) 
Other income, net                 465,825  315,210   330,299  

       
(Loss) income before provision for income taxes, 

earnings in equity investments, gain from 
disposal of subsidiary, minority interest and 
discontinued operations (40,962,142)  7,407,562  14,843,924  

Income taxes (credit) expense (182,370)  204,980  322,800  
       

Net (loss) income from continuing operations after 
income taxes before minority interests (40,779,772)  7,202,582   14,521,124  

Equity in losses of affiliate                                         (62,756) — — 
Minority interests 688,440                 562,189      — 

       
Net (loss) income from continuing operations (41,530,968) 6,640,393   14,521,124   
Discontinued operations:     
Net (loss) income from discontinued operations, net 
of tax (612,170) (836,448) 4,097,608 
Gain from disposal of subsidiary 192,943 — — 

        



30 

    

  Year ended December 31,    
  2007    2006    2005    
  (in U.S. dollars, except share data) 

Net (loss) income from discontinued operations, net 
of tax (419,227) (836,448) 4,097,608 

        
Net (loss)income  $         (41,950,195) $             5,803,945 $            18,618,732

       
    
Net (loss) income from continuing operations per 

share:    
Basic $             (0.02)  $ 0.00  $ 0.01  

        
                    Diluted $             (0.02)  $ 0.00  $ 0.01  

        
Net (loss) income from discontinued operations per 

share:    
                    Basic $             (0.00)  $ (0.00)  $ 0.00  

        
Diluted $             (0.00)  $ (0.00)  $ 0.00  

        
Net (loss) income per share     
                    Basic $                  (0.02)  $ 0.00  $ 0.01  

        
Diluted $                  (0.02)  $ 0.00  $ 0.01  

       
Weighted average shares used in calculating basic 

(loss) income per share 2,172,208,190  2,189,748,563   2,092,089,848  
       

Weighted average shares used in calculating diluted 
(loss) income per share 2,172,208,190  2,208,758,636   2,129,228,961  

        

The accompanying notes are an integral part of these consolidated financial statements.  
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HURRAY! HOLDING CO., LTD.  
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY  

AND COMPREHENSIVE INCOME  
  

            

  

Series A convertible 
preference shares    Ordinary shares    

Subscription
receivable  

Additional
paid-in 
capital   

Statutory 
reserves   

(Accumulated 
deficit) retained

earnings   

Accumulated
other 

comprehensive
income (loss)

 
Total 

shareholders’
equity   

Comprehensive
income(loss)   

  Shares    Amount    Shares    Amount          
 (in U.S. dollars, except share data)   
Balance as of 
January 1, 2005 16,924,497 $16,925 1,186,672,000 $59,334 $(50,880) $16,416,197 $2,085,269 $19,194,506 $(685) $37,720,666
Initial public 
offering of 
shares, net of 
offering costs 
of $8,655,528  —     —   

662,433,900
 

33,121
  —   59,394,269

—

 —    —   59,427,390  
Conversion of 
Series A 
convertible 
preference 
shares 

(16,924,497
 )  (16,925)  338,489,940  16,925  —   —  

—

 —    —   —   
Collection of 
subscription 
receivable  —     —    —   —   50,880  —  

—

 —    —   50,880  
Stock-based 
compensation 
from 
accelerated-
vesting of stock 
options —  — — — — 16,804

—

— — 16,804
Stock options 
issued to non-
employees  —     —    —   —   —   20,768

—

 —    —   20,768  
Exercise of 
stock options  —     —    42,158,500  2,108  —   1,487,494

—
 —    —   1,489,602  

Statutory 
reserve 

— — — — — — 3,201,788 (3,201,788) — —

Foreign 
currency 
translation 
adjustment 

 —     —    —   —   —   —  
—

 —    1,274,189  1,274,189
$         1,274,189

 
Net income  —     —    —   —   —   —  — 18,618,732  —   18,618,732  18,618,732 
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Series A convertible 
preference shares    Ordinary shares    

Subscription
receivable  

Additional
paid-in 
capital   

Statutory 
reserves   

(Accumulated 
deficit) retained

earnings   

Accumulated
other 

comprehensive
income (loss)

 
Total 

shareholders’
equity   

Comprehensive
income(loss)   

  Shares    Amount    Shares    Amount          
 (in U.S. dollars, except share data)   

            
Balance as of 
December 31, 
2005  —     —   

2,229,754,340
  111,488  —   77,335,532 5,287,057  34,611,450  1,273,504  118,619,031 $ 19,892,921 

Issuance of 
ordinary 
shares 
related to 
acquisition 
of Shanghai 
Magma 
(see Note 
3)  —     —    8,955,200  448  —   539,552 —  —    —   540,000  
Repurchase 
and 
cancellation 
of ordinary 
shares  —     —    (79,260,000)  (3,963)  —   (5,030,785)  —   —    —   (5,034,748)  
Forward 
contract at fair 
value (See Note 
3)  —     —    —   —   —   124,918  —   —    —   124,918  
Stock-based 
compensation 
expense  —     —    —   —   —   543,557  —   —    —   543,557  
Exercise of 
stock options  —     —    2,582,200  129  —   95,343  —   —    —   95,472  
Statutory 
reserve  —     —    —   —   —   —  

374,004
(374,004)

— —
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Series A convertible 
preference shares      

Ordinary shares     

Subscription 
receivable  

Additional paid-in 
capital  

 
 
 

Statutory 
reserves 

(Accumulated 
deficit) retained

earnings    

Accumulated 
other 

comprehensive
income (loss)   

 
 

Total 
shareholder’

equity 

 
 
 
Comprehensive 

Income(loss) 

  
Shares    Amount   Shares   Amount         

  (in U.S. dollars, except share data) 
Foreign currency 
translation 
adjustment  —    —    —   —   —    —   —    —   2,127,845  2,127,845 $ 2,127,845 
Net income  —    —    —   —   —    —   —    5,803,945  —   5,803,945  5,803,945 
       
Balance as of 
December 31, 2006

             —        —   2,162,031,740  108,102  —    73,608,117 5,661,061  40,041,391  3,401,349  122,820,020  $        7,931,790 

Stock-based 
compensation 
expense 

 —    —   11,099,300 554  —   442,421 — — — 442,975
Exercise of stock 
options 

 —    —   

           
        

         653,400 33  —   16,301 — — — 16,334
Statutory reserve 

 —   —   — 
— 

  —   —  841,788
 

(841,788)  —  — 
Foreign currency 
translation 
adjustment 

 —    —    —   —   —    —  —  — 4,253,525 4,253,525 $4,253,525
Net loss  —    —    —   —   —    —   —   (41,950,195) — (41,950,195) ( 41,950,195)
       
Balance as of 
December 31, 2007

 —    —   2,173,784,440 $  108,689  —   $ 74,066,839 $6,502,849 $  (2,750,592) $    7,654,874 $ 85,582,659 $ (37,696,670) 
                       

The accompanying notes are an integral part of these consolidated financial statements.  
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HURRAY! HOLDING CO., LTD.  
CONSOLIDATED STATEMENTS OF CASH FLOWS  

  
    

  Year ended December 31,    
  2007    2006    2005    
  (In U.S. dollars) 

Operating activities:       
Net (loss) income $      (41,950,195)

 
$           5,803,945

  
$             18,618,732

 
Adjustments to reconcile net (loss) income to net cash (used 

in) provided by operating activities:  
          Impairment of goodwill 38,778,584 — —
          Impairment of acquired intangible assets 2,480,253 — —

Stock-based compensation           442,975  543,557   37,572 
Depreciation and amortization 3,644,095  3,481,415   1,939,130 
Bad debt provision 453,674  269,235   2,783 
Minority interests 688,440  562,189  — 
Equity in losses of affiliate  62,756  —    — 
Gain from disposal of subsidiary (192,943) — — 
Receivable from disposal of subsidiary (net of cash 
disposed of $771,570) 

(3,186,887) — — 

Loss on disposal of property and equipment 74,300  1,155   16,920 
Changes in assets and liabilities net of effect of 
businesses acquired and sold:    

Accounts receivable and notes receivable        (2,069,378)  5,518,845   (5,799,209)
Prepaid expenses and other current assets (138,548)  3,113,531   (528,260)
Amount due from related parties (273,618)  (164,008)  —   

Deposits and other long-term assets (147,543)  (258,610)  (62,341)
Inventories (81,422)  268,556   (363,511)
Current deferred tax assets (414,011)  (289,651)  —   
Non-current deferred tax assets (285,660)  (221,599)  (137,292)
Accounts payable (140,809)  (222,881)  (282,045)
Accrued expenses and other current liabilities 305,097  (899,530)  203,030 
Amount due to related parties 245,379  (204,420)  —   
Income tax payable (299,897)  387,148   90,308 
Current deferred tax liabilities 64,060  86,212   246,431 
Non-current deferred tax liabilities (114,325)  (139,229)  (2,165)

     
Net cash (used in) provided by operating activities (2,055,623)  17,635,860   13,980,083 

     
Investing activities:    
  
Purchases of property and equipment (863,603)  (956,972)  (1,288,698)
Proceeds from disposal of property and equipment —  30,229   4,955 
Acquisitions of intangible assets (1,535,436)  (1,714,198)  (4,161,788)
Payments related to acquisitions of new businesses (net of 

cash acquired of $1,398,709, $441,147, and $2,316,674  
for the years ended December 31, 2007, 2006 and 2005, 
respectively) (3,237,834)  (12,515,544)  (1,145,472)

Investment in equity affiliate (2,483,277) — —
     

Net cash used in investing activities (8,120,150)  (15,156,485)  (6,591,003)
     

Financing activities:    
Proceeds from the issuance of ordinary shares —  540,000   —   
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  Year ended December 31,    
  2007    2006    2005    
  (In U.S. dollars) 

Repurchase of ordinary shares —  (5,034,748)  —   
Proceeds from issuance of ordinary shares upon initial public 

offering, net of offering costs of  $7,660,172  paid in 2005 —  —     60,422,746 
Proceeds from exercise of options 16,334  95,472   1,489,602 
Collection of subscription receivable —  —     50,880 
Repayments of short-term borrowings —  —     (2,658,128)

     
Net cash  provided by (used in) financing activities 16,334  (4,399,276)  59,305,100 

     
Net (decrease) increase in cash  (10,159,439)  (1,919,901)  66,694,180 
Cash, beginning of year 74,596,978  75,958,964   8,713,697 
Effect of exchange rate changes 1,541,345  557,915   551,087 

     
Cash, end of year $      65,978,884 $ 74,596,978  $ 75,958,964 

     
Supplemental disclosure of cash flow information:           

Interest paid $ —   $ —    $ 92,539 
       

Income taxes paid           $           854,864       $          287,266 $            390,062
       

Supplemental disclosure of non-cash financing activities:      
Conversion of Series A convertible preference shares into 

ordinary shares $ —    $ —    $ 16,925 
        

The accompanying notes are an integral part of these consolidated financial statements.  
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HURRAY! HOLDING CO., LTD.  
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS  
FOR THE YEARS ENDED DECEMBER 31, 2007, 2006 and 2005  

(in U.S. dollars, unless otherwise stated)  

1. ORGANIZATION AND PRINCIPAL ACTIVITIES  
Hurray! Holding Co., Ltd. (“Hurray!”), a Cayman Islands corporation, and its consolidated subsidiaries, its 

variable interest entities and equity associate (collectively the “Company”) provide wireless value-added services to 
mobile phone users delivered over the wireless networks of the two mobile operators and over the fixed wireless 
networks of the two major fixed-line telecommunication operators in the People’s Republic of China (“PRC”) and also 
music production and distribution in the PRC. The Company specializes in the development, marketing and distribution 
of music and entertainment oriented consumer wireless value-added services.  

At December 31, 2007, Hurray!’s subsidiaries and variable interest entities (“VIEs”) are as follows (unless 
otherwise stated, all of these entities are incorporated in the PRC and the Company is entitled to the whole benefit of 
these entities’ economic interest ): 

 
Name of Subsidiaries Date of 

incorporation or 
acquisition 

Place of 
incorporation 

Percentage of 
effective 

ownership by 
Hurray! 

Principal activities 

Wireless value-added services 
(“WVAS”) business segment: 

    

     
Subsidiaries     
Beijing Hurray! Times Technology 
Co., Ltd. (“Beijing Hurray Times”) 

June 27, 2002 the PRC 100% WVAS business 

Hurray Technologies (Hong Kong) 
Ltd. 

July 23, 2003 Hong Kong 99% WVAS business 

Invest China Group Limited  April 1, 2007 British Virgin 
Islands 

100% WVAS business 

Beijing Hand in Hand Media 
Technology Co., Ltd. 

April 1, 2007 the PRC 100% WVAS business 

     
Variable Interest Entities     
Hurray! Solutions Ltd. September 21, 1999 the PRC 100% WVAS business 
Beijing Enterprise Network 
Technology Co., Ltd. 

March, 31, 2004 the PRC 100% WVAS business 

Beijing Hengji Weiye Electronic 
Commerce Co., Ltd. (“Hengji 
Weiye”) 

October 1, 2005 the PRC 100% WVAS business 

Beijing Hutong Wuxian Technology 
Co., Ltd. (“Beijing Hutong”) 

April 1, 2005 the PRC 100% WVAS business 

Beijing Palmsky Technology Co., 
Ltd. 

March, 31, 2004 the PRC 100% WVAS business 

Henan Yinshan Digital Network 
Technology Co., Ltd. (“Henan 
Yinshan”) 

June 30, 2007 the PRC 100% WVAS business 
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Shanghai Magma Digital Technology 
Co., Ltd. (“Shanghai Magma”) 

January 1, 2006 the PRC 100% WVAS business 

Shanghai Saiyu Information 
Technology Co., Ltd. (“Saiyu”) 

April 1, 2007 the PRC 100% WVAS business 

Subsidiaries of Variable Interest 
Entities 

    

Beijing Cool Young Information 
Technology Co., Ltd. 

January 28, 2003 the PRC 100% WVAS business 

Beijing WVAS Solutions Ltd. October 10, 2001 the PRC 100% WVAS business 
     
Recorded music business segment:     
     
Subsidiaries     
Hurray! Music Holding Co., Ltd.  August 19, 2005 Cayman Islands 100% Recorded music 

business 
     
Subsidiaries of Variable Interest 
Entities 

    

Hurray! Digital Media Technology 
Co., Ltd. 

November 10, 2005 the PRC 100% Recorded music 
business 

Beijing Huayi Brothers Music Co., 
Ltd. (“Huayi Brothers Music”) 

December 31, 2005 the PRC 51% Recorded music 
business 

Beijing Huayi Brothers Broker Co., 
Ltd. 

April 17, 2007 the PRC 51% Recorded music 
business 

Hurray! Freeland Digital Music 
Technology Co., Ltd. (“Freeland 
Music”)  

January 1, 2006 the PRC 60% Recorded music 
business 

Hurray! Freeland Cultural Media 
Co., Ltd.  

January 8, 2007 the PRC 60% Recorded music 
business 

Beijing Hurray! Fly Songs 
International Culture Co., Ltd. (“Fly 
Songs”) 

August 21, 2007 the PRC 30.6% Recorded music 
business 

Guangzhou Hurray! Secular Bird 
Culture Communication Co., Ltd. 
(“Secular Bird”) 

May 30, 2007 the PRC 65% Recorded music 
business 

  

To comply with PRC laws and regulations that restrict direct foreign ownership of telecommunication service 
businesses in the PRC, the Company conducts substantially all of its business through several VIEs. The VIEs have 
entered into various agreements with one of Hurray!’s subsidiaries, including exclusive cooperation agreements. Under 
these agreements, Hurray! through a wholly owned PRC subsidiary, Beijing Hurray! Times, is the exclusive provider 
of technical and consulting services to the VIEs. In return, the VIEs are required to pay Beijing Hurray! Times’ service 
fees for the technical and consulting services received. The technical and consulting service fees can be, and are, 
adjusted at Hurray!’s discretion depending on the level of service provided. Beijing Hurray! Times is entitled to receive 
service fees in an amount up to all of the net income of the VIEs  In addition, Beijing Hurray! Times has been assigned 
all voting rights by the direct and indirect owners of the VIEs through agreements which are valid for ten years and 
cannot be amended or terminated except by written consent of all parties. Finally, Beijing Hurray! Times has the option 
to acquire the equity interest of the VIEs . The Company also has extended loans without interest to the registered 
shareholders to finance their investments in the VIEs. Each of the registered shareholders is a related party of the 
Company acting as de facto agent for the Company. The direct equity interest in these entities has been pledged as 
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collateral for the loans and when permitted under Chinese laws, the loans are to be repaid by transferring the direct 
equity interest in these entities to the Company. Therefore, no minority interest was recorded for the registered capital 
from the registered shareholders.  

Hurray! is the sole beneficiary of the VIEs  because all the variable interests are held by Hurray!. Accordingly, 
the Company consolidates the VIEs under Financial Accounting Standard Board (“FASB”) Interpretation (“FIN”) No. 
46 (revised), “Consolidation of Variable Interest Entities,” which requires certain VIEs to be consolidated by the 
primary beneficiary of the entity if the equity investors in the entity do not have the characteristics of a controlling 
financial interest or do not have sufficient equity at risk for the entity to finance its activities without additional 
subordinated financial support from other parties.  

In February 2005, Hurray! completed an initial public offering of 6,880,000 American Depositary Shares on the 
NASDAQ Global Market in the United States of America.  
  
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  
(a) Basis of presentation  

The consolidated financial statements of the Company have been prepared in accordance with accounting 
principles generally accepted in the United States of America (“US GAAP”).  

(b) Basis of consolidation  
The consolidated financial statements include the financial statements of Hurray!, its subsidiaries and VIEs. All 

inter-company transactions and balances have been eliminated upon consolidation. The affiliated company in which the 
Company controls more than 20% but less than 50% of the investment is accounted for using the equity method of 
accounting. The Company’s share of earnings (losses) of the equity investment is included in the accompanying 
consolidated statements of operations. 

(c) Use of estimates  
The preparation of financial statements in conformity with US GAAP requires management to make estimates 

and assumptions that affect the reported amounts of assets and liabilities at the dates of the financial statements and the 
reported amounts of revenues and expenses in the reporting periods. Significant accounting estimates reflected in the 
Company’s financial statements include accruals for revenue and cost of revenue adjustments, valuations of acquired 
intangible assets and goodwill, stock based compensation, and deferred income tax assets valuation allowances.  

(d) Significant risks and uncertainties  
The Company participates in industries with rapid changes in regulations, technology trends, customer demand 

and competition and believes that changes in any of the following areas could have a material adverse effect on the 
Company’s future financial position, results of operations, or cash flows: changes in the overall demand for 
entertainment-oriented wireless value-added services; advances and trends in new technologies and industry standards; 
changes in key suppliers; changes in certain strategic relationships or customer relationships; regulatory or other factors; 
risks associated with the ability to maintain strategic relationships with the mobile and fixed-line telecommunication 
operators; risks associated with attracting and retaining music artists, accessing songs and songwriters, and managing 
the Company’s new music businesses; and risks associated with the Company’s ability to attract and retain other 
necessary employees to support its growth.  

(e) Cash and cash equivalents  
Cash and cash equivalents consist of cash on hand and highly liquid investments which are unrestricted as to 

withdrawal or use, and which have original maturities of three months or less.  

(f) Inventories  
Inventories represent music compact discs (“CDs”)and related music products and are stated at the lower of cost, 

determined using the first-in, first-out method, or market.  
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(g) Property and equipment, net  
Property and equipment are carried at cost less accumulated depreciation and amortization. Depreciation and 

amortization are calculated on a straight-line basis over the following estimated useful lives:  
  

  
Furniture and office equipment  3 years 
Motor vehicles  5 years 
Telecommunications equipment  3 years 
Leasehold improvements  Lesser of original lease term or

estimated useful life

(h) Acquired intangible assets, net  
Acquired intangible assets consists of intangible assets, as detailed in Note 8, acquired through direct purchases 

and various business acquisitions and are amortized on a straight-line basis over their expected useful economic life.  

(i) Goodwill  
Goodwill represents the excess of the purchase price over the fair value of the identifiable assets acquired and 

liabilities assumed as a result of the Company’s acquisitions.  

The Company tests goodwill for impairment by reporting unit on an annual basis or more frequently if an event 
occurs or circumstances change that could more likely than not reduce the fair value of the goodwill below its carrying 
amount. The Company performs a two-step goodwill impairment test. The first step compares the fair values of each 
reporting unit to its carrying amount, including goodwill. If the fair value of a reporting unit exceeds its carrying 
amount, goodwill is not considered to be impaired and the second step will not be required. If the carrying amount of a 
reporting unit exceeds its fair value, the second step compares the implied fair value of the affected reporting unit’s 
goodwill to the carrying value of that goodwill. The implied fair value of goodwill is determined in a manner similar to 
accounting for a business combination with the allocation of the assessed fair value determined in the first step to the 
assets and liabilities of the reporting unit. The excess of the fair value of the reporting unit over the amounts assigned to 
the assets and liabilities is the implied fair value of goodwill. This allocation process is only performed for purposes of 
evaluating goodwill impairment and does not result in an entry to adjust the value of any assets or liabilities. An 
impairment loss is recognized for any excess in the carrying value of goodwill over the implied fair value of goodwill. 
The impairment of goodwill is determined by the Company estimating the fair value based upon the present value of 
future cash flows. In estimating the future cash flows of each reporting unit, the Company has taken into consideration 
the overall and industry economic conditions and trends, market risk of the Company and historical information.  

The Company changed the impairment test date from January 31 to December 31 in 2006 to better utilize the 
existing budget information for the future cash flow projection for each fiscal year ending December 31. Such change 
has no material effect on the Company’s financial statements.  

(j) Impairment of long-lived assets  
The Company reviews its long-lived assets for impairment whenever events or changes in circumstances indicate 

that the carrying amount of an asset may no longer be recoverable. When these events occur, the Company measures 
impairment by comparing the carrying value of the long-lived assets to the estimated undiscounted future cash flows 
expected to result from the use of the assets and their eventual disposition. If the sum of the expected undiscounted 
cash flow is less than the carrying amount of the assets, the Company would recognize an impairment loss based on the 
fair value of the assets.  

(k) Revenue recognition and cost of revenues  
Wireless value-added services  

Wireless value-added service revenues are derived from providing personalized media, games, entertainment and 
communication services to mobile phone and personal handy phone (collectively “mobile phones”) customers of the 
various subsidiaries of four major Chinese operators of mobile and fixed-line telecommunication networks, China 
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United Telecommunications Corporation (“China Unicom”), China Mobile Communications Corporation (“China 
Mobile”), China Telecommunications Corporation and China Netcom Communications Group Corporation 
(collectively, the “Telecom Operators”). Fees for these services, negotiated by a network service agreement with the 
Telecom Operators and indicated in the message received on the mobile phone, are charged on a per-use basis or on a 
monthly subscription basis, and vary according to the type of services delivered.  

The Company contracts with the Telecom Operators (defined above) for the transmission of wireless services as 
well as for billing and collection services. The Telecom Operators provide the Company with a monthly statement that 
represents the principal evidence that service has been delivered and triggers revenue recognition for a substantial 
portion of the Company’s revenue. In certain instances, when a statement is not received within a reasonable period of 
time, the Company makes an estimate of the revenues and cost of services earned during the period covered by the 
statement based on its internally generated information, historical experience and/or other assumptions that are believed 
to be reasonable under the circumstances. The Company recognizes WVAS revenues in the period in which the 
services are performed net of business taxes of $1,506,002, $1,664,706 and $1,397,538 for 2007, 2006 and 2005, 
respectively. 

The Company measures its revenues based on the total amount paid by mobile phone customers, for which the 
Telecom Operators bill and collect on the Company’s behalf. Accordingly, the service fee paid to the Telecom 
Operators is included in the cost of revenues. In addition, in respect of 2G services, the Telecom Operators charge the 
Company a network fee based on a per message fee, which varies depending on the volume of messages sent in the 
relevant month, multiplied by the excess of messages sent over messages received. These network fees are likewise 
retained by the Telecom Operators and are reflected as cost of revenues. The cost of revenues also includes fees paid to 
our content providers and marketing partners, maintenance costs related to equipment used to provide the services, 
bandwidth leasing charges and data center services, alternative channels, media and related Internet costs, operator 
imposed penalty charges, and certain distribution costs. 
  

The Company evaluates the criteria outlined in Emerging Issues Task Force (“EITF”) Issue No. 99-19, 
“Reporting Revenue Gross as Principal Versus Net as an Agent,” in determining whether it is appropriate to record the 
gross amount of revenues and related costs or the net amount earned after deducting the fees charged by the Telecom 
Operators. The Company records the gross amounts billed to its customers based on the following facts: (i) it is the 
primary obligor in these transactions, (ii) it has latitude in establishing prices and selecting suppliers and (iii) it is 
involved in the determination of the service specifications.  

Recorded Music  
Through the acquisition of Huayi Brothers Music and Freeland Music at the end of 2005 and the beginning of 

2006, respectively, the Company entered the business of artist development, music production, offline music 
distribution and online distribution through wireless value added services and the Internet. Recorded music revenues 
are derived from live performances, corporate sponsorship and advertising, online and wireless sales, and offline CD 
sales.  

The Company generates revenues from the sale of CDs either by providing the CD master to a distributor or by 
directly arranging for the volume production and subsequent wholesale of the CDs. In the former case, the Company 
receives a fixed fee, has no further obligations and recognizes the fee as revenue when the master CD is provided. In 
the latter case, the Company ships the produced CDs to retail distributors and recognizes wholesale revenues at the 
time of shipment less a provision for future estimated returns. In 2007, the estimated sales returns rate is approximately 
18% based on past experience.  

The Company recognizes artist performance fees and corporate sponsorship or marketing event fees once the 
performance or the service has been completed. Where the Company acts as the primary obligor in the transaction, 
revenues are recorded on a gross basis. Where the Company is considered an agent or where the artists separately 
contract with the event organizer, revenues are recorded on a net basis.  

The Company licenses its music to third parties for guaranteed minimum royalty payments, normally received 
upfront and typically non-refundable. In such cases the Company recognizes revenue on a straight-line basis over the 
life of the license and unrecognized revenues are included in liabilities. When the contract provides for additional 
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payments if revenues exceed the minimum amount guaranteed, such amounts are included in revenues when the 
Company is notified of its entitlement to additional payments.  

The Company incurs costs in producing CD masters, volume CD production, artist and songwriter royalties, and 
royalties payable to other parties for the use of their work. The cost of record masters and volume CD productions, and 
royalties paid in advance are recorded in prepaid expenses and other current assets when the sales of the recording are 
expected to recover the cost and amortized as costs of revenues over the revenue generating period, typically within 
one year. The decision to capitalize an advance to an artist, songwriter or other party requires significant judgment as to 
the recoverability of these advances. Advances for royalties and other capitalized costs are assessed for recoverability 
continuously.  

(l) Foreign currency translation  
Hurray! uses the United States dollar (“U.S. dollar”) as its functional and reporting currency. Monetary assets and 

liabilities denominated in currencies other than the U.S. dollar are translated into U.S. dollars at the rates of exchange 
prevailing at the balance sheet date. Transactions in currencies other than U.S. dollars during the year are converted 
into U.S. dollars at the applicable rates of exchange prevailing at the last day of the month transactions occurred. 
Transaction gains and losses are recognized in the statements of operations.  
  

The financial records of certain of Hurray!’s subsidiaries and VIEs are maintained in Renminbi (“RMB”), which 
is their functional currency. Assets and liabilities are translated at the exchange rates at the balance sheet date, equity 
accounts are translated at historical exchange rates and revenues, expenses, gains and losses are translated using the 
average rate for the period. Translation adjustments are reported as cumulative translation adjustments and are reflected 
as a separate component of comprehensive income in the statements of shareholders’ equity.  

RMB is not fully convertible into U.S. dollars. The rate of exchange for the U.S. dollar quoted by the Bank of 
China was RMB 7.2946, RMB 7.8087 and RMB 8.0702 on December 31, 2007, 2006 and 2005, respectively.  

(m) Product development expenses  
Product development expenses consist of content development expenses including compensation and related 

costs for employees associated with the development and programming of mobile data content. These costs are 
expensed as incurred until technological feasibility has been established, at which time any additional costs would be 
capitalized. To date, the Company has essentially completed its development concurrently with the establishment of 
technological feasibility, and, accordingly, no costs have been capitalized.  

(n) Stock-based compensation  
Effective January 1, 2006, the Company adopted the fair value recognition provisions of Statement of Financial 

Accounting Standards (“SFAS”) No. 123 (revised 2004), “Share-Based Payment” (“SFAS 123(R)”), using the 
modified prospective transition method and therefore has not restated results for prior periods. Under this transition 
method, stock-based compensation expense recognized beginning January 1, 2006 includes: (a) compensation expense 
for all stock-based compensation awards granted prior to, but not yet vested as of January 1, 2006 based on the fair 
market value as of the grant date, measured in accordance with SFAS 123, and (b) compensation expense for all stock-
based compensation awards granted on or subsequent to January 1, 2006, based on grant-date fair vale estimated in 
accordance with the provisions of SFAS 123(R). In March 2005, the SEC issued Staff Accounting Bulletin No. 107 
(“SAB 107”) regarding the SEC’s interpretation of SFAS 123(R) and the valuation of stock-based payments for public 
companies. The Company has applied the provisions of SAB 107 in its adoption of SFAS 123(R). The Company 
recognizes stock-based compensation costs on a straight-line basis over the requisite service period of the award, which 
is generally the vesting period of the award.  

Prior to the adoption of SFAS 123(R), the Company recognized stock-based compensation expense in accordance 
with Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB 25”), 
and had adopted the disclosure-only alternative of SFAS 123 and SFAS No. 148, “Accounting for Stock-based 
Compensation - Transition and Disclosure”. In accordance with APB 25 and related interpretations, stock-based 
compensation expense was not recorded in connection with share-based payment awards granted with exercise prices 
equal to or greater than the fair market value of the underlying shares on the date of grant. 
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Share-based payment transactions with non-employees are accounted for as share based compensation expenses 
in accordance with EITF 96-18 “Accounting for Equity Instruments that Are Issued to Other Than Employees for 
Acquiring or in Conjunction with Selling, Goods or Services”. 

 See Note 15 to the Consolidated Financial Statements for further discussion on stock-based compensation.  

(o) Taxation  
Income taxes - Deferred income taxes are recognized for temporary differences between the tax bases of assets 

and liabilities and their reported amounts in the financial statements, net operating loss carry forwards and credits by 
applying enacted statutory tax rates applicable to future years. Deferred tax assets are reduced by a valuation allowance 
when, in the opinion of management, it is more likely than not that some portion or all of the deferred tax assets will 
not be realized. Current income taxes are provided for in accordance with the laws of the relevant taxing authorities.  

Value added taxes - The Company’s PRC subsidiaries and VIEs are subject to value-added tax at a rate of 17% 
on revenues from sales of hardware and software as well as the installation and system integration services which are 
deemed as mixed-sale of goods and thus subject to VAT. Value-added tax payable on revenues is computed net of 
value-added tax paid on purchases. If the net amount of value added tax payable exceeds 3% of the sales, the excess 
portion of value added tax can be refunded immediately. The Company therefore is subject to an effective net value 
added tax burden of 3% from the sales. This government policy is effective until 2010. The net amount of value added 
tax is recorded either in the line item of other tax payable or prepaid expenses and other current assets on the face of 
consolidated balance sheet. In 2007, 2006 and 2005, the Company received rebates of $7,001, $229,824 and $649,204, 
respectively, which are included in income from discontinued operations as the Company sold its software and system 
integration services in 2007.  

Business taxes - The Company’s PRC subsidiaries and VIEs are also subject to business tax at a rate of 3-5% on 
wireless value-added services revenues. Business taxes are recorded as a deduction of revenue when incurred.  

 
In June 2006, the Financial Accounting Standards Board ("FASB") issued Interpretation No. 48 ("FIN 48"), 

"Accounting for Uncertainty in Income Taxes - an interpretation of FASB Statement No. 109".  FIN 48 prescribes a 
recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax 
position taken or expected to be taken in a tax return. FIN 48 is effective for fiscal years beginning after December 15, 
2006, with early adoption permitted.  The Company adopted FIN 48 effective January 1, 2007.  The adoption of FIN 48 
did not result in a cumulative adjustment on January 1, 2007 and had no significant impact on the Company's 
accounting for income taxes for the year ended December 31, 2007. The Company did not incur any interest or 
penalties related to potential underpaid income tax expenses, and also does not expect to have a significant increase or 
decrease on the unrecognized tax benefits within 12 months from December 31, 2007. 

 
The Company is subject to taxation in PRC and other tax jurisdictions. There is no ongoing examination by 

taxing authorities at this time.  The Company's various tax years from 2002 to 2007 are remaining open in various 
taxing jurisdictions.  

 (p) Comprehensive income (loss)  
Comprehensive income (loss) includes foreign currency translation adjustments. Comprehensive income (loss) is 

reported in the statements of shareholders’ equity.  

(q) Fair value of financial instruments  
Financial instruments include cash and cash equivalents, accounts receivable, short-term borrowings, accounts 

payable, and accrued expenses and other current liabilities. The carrying values of cash and cash equivalents, accounts 
receivable, short-term borrowings, accounts payable and accrued liabilities and other current liabilities approximate 
their fair values due to their short-term maturities. The amount payable in December 2007 in respect of the acquisition 
of Shanghai Magma has been calculated after applying a discount of 3.875% to reflect approximate market rates for 
such liabilities.  
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 (r) Advertising costs  
The Company expenses advertising costs as incurred. Total advertising expenses were $5,269,550, $5,404,935 

and $969,122 an in 2007, 2006 and 2005, respectively, and have been included in selling and marketing expenses and 
cost of revenues.  

(s) Net (Loss) income per share  
Basic (loss) income per share is computed by dividing income attributable to ordinary shareholders by the 

weighted average number of ordinary shares outstanding during the year. Diluted (loss) income per ordinary share 
reflects the potential dilution that could occur if securities or other contracts to issue ordinary shares were exercised or 
converted into ordinary shares. The dilutive effect of the stock options and nonvested shares is computed using treasury 
stock method. 

(t) Recently issued accounting standards  
In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging 

Activities,” to improve financial reporting about derivative instruments and hedging activities by requiring enhanced 
disclosures to enable investors to better understand their effects on an entity’s financial position, financial performance, 
and cash flows. The standard requires disclosure of fair values of derivative instruments and their gains and losses in a 
tabular format as well as cross-referencing within footnotes to enable financial statement users to locate important 
information about derivative instruments. It also requires that more information be provided about an entity’s liquidity 
by requiring disclosure of derivative features that are credit risk-related. SFAS No.161 is effective for financial 
statements issued for fiscal years and interim periods beginning after November 15, 2008, with early application 
encouraged. The Company does not expect the adoption of SFAS No. 161 to have a material impact on its financial 
statements. 

In December 2007, the FASB issued SFAS No.141(R), “Business Combinations,” to improve reporting by 
creating greater consistency in the accounting and financial reporting of business combinations. The standard requires 
the acquiring entity in a business combination to recognize all (and only) the assets acquired and liabilities assumed in 
the transaction; establishes the acquisition-date fair value as the measurement objective for all assets acquired and 
liabilities assumed; and requires the acquirer to disclose to investors and other users all of the information they need to 
evaluate and understand the nature and financial effect of the business combination. SFAS No. 141(R) applies 
prospectively to business combinations for which the acquisition date is on or after the beginning of the first annual 
reporting period beginning on or after December 15, 2008. Early adoption is prohibited. The Company has not yet 
begun the process of assessing the potential impact that the adoption of SFAS No. 141R may have on its consolidated 
financial position or results of operations.  

In December 2007, the FASB issued SFAS No.160, “Noncontrolling Interests in Consolidated Financial 
Statements” to improve the relevance, comparability, and transparency of financial information provided to investors 
by requiring all entities to report noncontrolling (minority) interests in subsidiaries in the same way as required in the 
consolidated financial statements. Moreover, SFAS No. 160 eliminates the diversity that currently exists in accounting 
for transactions between an entity and noncontrolling interests by requiring they be treated as equity transactions. SFAS 
No. 160 is effective for fiscal year, and interim periods within those fiscal years, beginning on or after December 15, 
2008. Earlier adoption is prohibited. The Company has not yet begun the process of assessing the potential impact that 
the adoption of SFAS No. 160 may have on its consolidated financial position or results of operations. 

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial 
Liabilities, Including an amendment of FASB Statement No. 115” (“SFAS 159”). SFAS 159 provides companies with 
an option to report selected financial assets and liabilities at fair value. The standard requires companies to provide 
additional information that will help investors and other users of financial statements to more easily understand the 
effect of the company’s choice to use fair value on its earnings. It also requires entities to display the fair value of those 
assets and liabilities for which the company has chosen to use fair value on the face of the balance sheet. SFAS 159 is 
effective as of the beginning of an entity’s first fiscal year beginning after November 15, 2007. Early adoption is 
permitted as of the beginning of the previous fiscal year provided that the entity makes that choice in the first 120 days 
of that fiscal year and also elects to apply the provisions of SFAS 157. The Company is currently evaluating whether 
the adoption of SFAS 159 will have a significant effect on its consolidated results of operations and financial position.  
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In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 157”), which provides 
enhanced guidance for using fair value to measure assets and liabilities. This standard also responds to investors’ 
requests for expanded information about the extent to which companies measure assets and liabilities at fair value, the 
information used to measure fair value, and the effect of fair value measurements on earnings. The standard applies 
whenever other standards require (or permit) assets or liabilities to be measured at fair value. The standard does not 
expand the use of fair value in any new circumstances. SFAS 157 is effective for financial statements issued for fiscal 
years beginning after November 15, 2007, and interim periods within those fiscal years. Early adoption is permitted. 
FASB Staff Position No. FAS 157-2, “Effective Date of FASB Statement No. 157”delays the effective date of SFAS 
157 for all nonrecurring fair value measurements of nonfinancial assets and nonfinancial liabilities until fiscal years 
beginning after November 15, 2008. The Company is currently evaluating whether the adoption of SFAS 157 will have 
a significant effect on its consolidated financial position, results of operations or cash flows.  

(u) Reclassifications  
Certain prior year amounts have been reclassified to conform to the 2007 financial statement presentation.  

3. ACQUISITIONS  
During the three-year period ended December 31, 2007, the Company made a number of acquisitions of 

businesses directly or through its VIE companies. Each acquisition has been recorded using the purchase method of 
accounting, and accordingly the acquired assets and liabilities were recorded at their fair values on the dates of 
acquisitions and the results of their operations have been included in our operations since their respective acquisitions 
dates. The fair values of the assets and liabilities acquired were estimated using a combination of valuation methods, 
such as “income approach,” “market approach,” and “cost approach” methods, considering, among other factors, 
forecasted financial performance of the acquired business, market performance, and market potential of the acquired 
business in China.  

(a) 2007 acquisitions  
Acquisition of Henan Yinshan and Saiyu 

 
In April and June of 2007, the Company acquired 100% of the equity of Saiyu and Henan Yinshan, for a total 

cash consideration of $5,328,699, including transaction costs of $1,292,960, to further expand the Company’s portfolio 
of wireless value-added services in China. Of the total consideration, an amount of $1,089,160 was unpaid as of 
December 31, 2007. The following table summarizes the estimated fair values of the assets acquired and liabilities 
assumed at the date of acquisition. 
 
  

  
Total purchase price:   
Cash consideration $ 4,035,739  
Transaction costs  1,292,960  

      
$         5,328,699  

    
  

   

    

Amortization
period   

Aggregate purchase price allocation – Saiyu and Henan Yinshan:     
Cash and cash equivalents $         1,311,572   
Accounts receivable 45,451   
Other current assets 1,226   
Acquired intangible assets:   

Agreements with China Mobile 1,946,402 5 years
WVAS license 24,763  3 years

Goodwill (allocated to WVAS segment) 2,134,375  N/A
Property and equipment, net 9,496  3-5 years
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Amortization
period   

Other assets 17,751   
Current liabilities (71,652)   
Non-current deferred tax liabilities (90,685)        
Total $ 5,328,699         

  

Acquisition of Secular Bird and Fly Songs 
During 2007, the Company expanded its recorded music segment by acquiring 65% of Secular Bird, an 
independent record label in China, and through its Freeland Music joint venture, a 51% interest in Fly Songs, a 
concert and performance organizer in China for a total consideration of $576,066, all paid in 2007.  The following 
table summarizes the estimated fair values acquired and liabilities assumed at the dates of acquisition: 

 
  

   

    

Amortization 
period   

Aggregate purchase price allocation - Secular Bird and 
Fly Songs:     

Cash and cash equivalents $               87,138   
Inventory 10,747   
Other current assets 116,559   
Acquired intangible assets:   

Artist management contract 32,293 4.6 years
Trademarks 24,644 20 years
Copyright for songs 17,846                             1.9 years
Non-complete contract 4,249 3.8 years

Goodwill (allocated to recorded music segment) 253,705         N/A
Property and equipment, net 53,375                             3-5 years 
Other assets 1,402   
Current liabilities (11,108)   
Non-current deferred tax liabilities (14,784)        
Total $ 576,066         

 
The following unaudited pro forma information summarizes the results of operations for the years ended 

December 31, 2007 and 2006 assuming the acquisitions during the years of 2006 and 2007 had occurred as of January 
1, 2006. The following pro forma financial information is not necessarily indicative of the results that would have 
occurred had the acquisitions been completed at the beginning of that period, nor is it indicative of future operating 
results:  

 
   

  Year ended December 31,    
  2007    2006    
  (unaudited) (unaudited) 

Pro forma total revenue $ 60,897,824 $ 69,617,966
Pro forma net (loss) income attributable to holders of ordinary shares (42,565,473)   5,783,149
Pro forma net (loss) income per share:     
- basic $                 (0.02)  $ 0.00
- diluted $                 (0.02)  $ 0.00
Weighted average shares used in calculation of pro forma net (loss) income per     
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  Year ended December 31,    
  2007    2006    
  (unaudited) (unaudited) 
share: 

- basic  2,172,208,190  2,189,748,563
- diluted  2,172,208,190  2,208,758,636
 

The pro forma results of operations give effect to certain adjustments, including amortization of acquired 
intangible assets with definite lives, associated with the acquisitions. 
Acquisition of Beijing New Run Entertainment Development Co., Ltd.(New Run) 

In April 2007, the Company acquired a 30% interest in New Run, an independent record label in China, and it has 
been accounted for on the equity basis from April 1, 2007. The cash acquisition cost of $2,483,277, including 
transaction costs, has been paid during 2007. Additional consideration may be required upon the attainment of certain 
performance targets for the twelve-month period subsequent to the acquisition. At December 31, 2007, the Company’s 
share of New Run’s loss since acquisition was $62,756.  

Acquisitions payable as of December 31, 2007 represents the payables for the acquisition of Shanghai Magma, 
Henan Yinshan and Saiyu, and Beijing Hutong of $6,000,000, $1,089,160 and $12,338 respectively.  

 (b) 2006 acquisitions  
Acquisition of Shanghai Magma  

Effective January 1, 2006, the Company acquired 100% of the outstanding equity of Shanghai Magma, a leading 
developer and publisher of wireless Java™ Games in China and Shanghai Magma has been consolidated since that date. 
Under the acquisition agreements, the Company made an initial cash payment of $4.1 million and agreed to pay 
additional amounts based on Shanghai Magma’s financial performance in 2006 and 2007 with a maximum total 
consideration, including the initial payment, of $22 million. In September 2006, the Company agreed with the selling 
shareholders to fix the additional amounts at a total of $10.5 million payable in two installments of $4.5 million in 
October 2006 and $6.0 million in December 2007. As part of the amended agreements certain selling shareholders 
agreed to subscribe $1.25 million of the payments received in the issue of Hurray’s ordinary shares at a price based on 
the 5 –day average price of Hurray’s shares prior to signing the revised agreements. Such right of subscription was fair 
valued at $124,918 using the respective valuation model. On December 31, 2007, the amount payable under these 
agreements was $6.0 million, out of which $0.71 million will be used by the selling shareholders for subscription of the 
Company’s shares at a price of $6.03 per share. Subsequently, in February 2008, the Company and the selling 
shareholders agreed to further amend the agreements to reduce the consideration payable to $1 million and eliminate 
the need for the selling shareholders to subscribe for the Company’s shares. This amount was paid in March 2008. The 
gain on reduction of $5 million in the purchase liability was recognized as other income in the first quarter of 2008. 
  

  
Total purchase price:   
Cash consideration $ 14,246,746
Fair value of share purchase right  124,918
Transaction costs  438,263

      
$ 14,809,927

    
  

   

    

Amortization
period   

Purchase price allocation:     
Cash and cash equivalents $ 393,425    
Accounts receivable  564,291    
Other current assets  1,156,492    
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Amortization
period   

Acquired intangible assets:     
Partnership agreement with China Mobile  418,826   4 years
Trademarks  147,456   20 years
Software  59,478   5 years
Website  21,065   4.5 years
WVAS license  9,913   4.5 years
Non-compete agreement  63,196   4 years
Game content  76,826   0.17 years

Goodwill (allocated to WVAS segment)  12,168,190   N/A
Property and equipment, net  25,289   3-5 years
Current liabilities  (191,214)   
Non-current deferred tax liabilities  (103,306)         
Total $ 14,809,927          

  
Acquisition of Freeland Music  

Effective January 1, 2006, the Company acquired 60% of Freeland Music from the Freeland group, which is a 
group of affiliated companies in China engaged in the production and distribution of audio and video music products 
and Freeland Music has been consolidated from that date. In this acquisition the Freeland group injected its music 
business in a newly formed company, Freeland Music, owned 60% by the Company and 40% by the Freeland group. 
The initial consideration was $7,560,000 in cash, of which $2,160,000 was payable to the existing shareholders of the 
business and $5,400,000 was payable into Freeland Music as a capital injection to fund its operation. At December 31, 
2007, all purchase consideration has been paid. 

The final consideration payable by the Company and the respective ownership interests of the shareholders of 
Freeland Music were subject to adjustment based on the financial performance of Freeland Music in 2006. Subsequent 
to the acquisition, the Company and the Freeland group agreed to amend the terms of the agreements to extend the 
performance period to the 2007 financial year. If the actual net income of Freeland Music in that year exceeds $1.53 
million (RMB 12 million), the Company will contribute the full amount of the remaining purchase consideration as a 
capital injection into Freeland Music. If the actual net income is between $1.28 million (RMB10 million) and $1.53 
million, inclusive, the Company will contribute 50% of the remaining purchase consideration, equal to $1.35 million, 
as a capital injection. As the actual net income of Freeland Music for 2007 was less than $1.28 million, the Company 
was not required to make any further capital injection.  
  

  
Total purchase price:   
Cash consideration $ 4,320,000 
Transaction costs  265,113 

      
$ 4,585,113 

    
  

   

    

Amortization
period   

Purchase price allocation:     
Cash and cash equivalents $ 47,722    
Accounts receivable  43,568    
Acquired intangible assets:     

Artist contracts  1,406,890   5 years
Trademarks  215,932   8 years
Exclusive WVAS agreement  42,464   5 years
Exclusive copyright agreement  12,543   3 years
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Amortization
period   

WVAS contracts  249,845   5 years
Copyright contracts  99,954   4 years

Goodwill (allocated to recorded music segment)  2,538,962   N/A
Property and equipment, net  14,540   3-5 years
Current liabilities  (57,469)   
Non-current deferred tax liabilities  (29,838)         
Total $ 4,585,113          

  
The interests in Shanghai Magma and Freeland Music have been consolidated from January 1, 2006 and their 

results for the year ended December 31, 2006 are included in the Company’s 2006 financial statements. The following 
unaudited pro forma information summarizes the results of operations for the year ended December 31, 2005 assuming 
the acquisitions of Shanghai Magma and Freeland Music had occurred as of January 1, 2005. The following pro forma 
financial information is not necessarily indicative of the results that would have occurred had the acquisitions been 
completed at the beginning of that period, nor is it indicative of future operating results:  
  

    

  

Year ended 
December 31, 2005  

  (unaudited) 
Pro forma total revenue $ 63,612,451
Pro forma net income attributable to holders of ordinary shares  18,756,840
Pro forma net income per share:   
- basic $ 0.01
- diluted $ 0.01
  
Weighted average shares used in calculation of pro forma net income per share:   
- basic  2,092,089,848
- diluted  2,129,228,961

The pro forma results of operations give effect to certain adjustments, including amortization of acquired 
intangible assets with definite lives, associated with the acquisition.  

Acquisitions payable as of December 31, 2006 represents the payables for the acquisition of Shanghai Magma 
and Beijing Hutong of $5,820,938 and $11,526 respectively. 

(c) 2005 acquisitions  
Acquisition of Huayi Brothers Music  

On December 31, 2005, the Company acquired 51% of the outstanding equity of Huayi Brothers Music, which 
focuses on artist development, music production and off-line distribution of music in China, for a total cash 
consideration of $4,458,206, of which $196,206 was transaction costs. As part of the agreement, the Company will 
invest $4,262,000 in cash for 51% of Huayi Brothers Music, of which $2,905,000 was payable to the existing 
shareholders and $1,357,000 was payable into Huayi Brothers Music as a capital injection. As of December 31, 2006, 
all the cash consideration and transaction costs had been paid.  

The final consideration payable by the Company and the respective ownership interests of the shareholders of 
Huayi Brothers Music were subject to adjustment based on the financial performance in 2006 and 2007 of Huayi 
Brothers Music following the closing of the transaction. As the benchmark profit was not achieved for 2006 and 2007, 
therefore no additional consideration was required.  
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Total purchase price:   
Cash consideration $ 4,262,000 
Transaction costs  196,206 

      
$ 4,458,206 

    
  

   

    

Amortization
period   

Purchase price allocation at 51% of Huayi Brothers Music:     
Cash and cash equivalents $ 143,366    
Capital contribution receivable  628,443    
Accounts receivable  141,710    
Other current assets  146,258    
Acquired intangible assets:     

Artist contracts  1,020,420   6.52 years
Trademarks  454,250   20 years
Copyright surrogate contract  69,578   5.67 years
Existing record copyright  17,189   3 years
Exclusive WVAS agreement  542,408   20 years
Non-compete agreement  131,257   20 years

Goodwill (allocated to recorded music segment)  2,331,239   N/A
Property and equipment, net  43,567   3 – 5 years
Current liabilities  (473,895)   
Non-current deferred tax liabilities  (737,584)         
Total $ 4,458,206          

At the date of acquisition, Huayi Brothers Music had a payable of $202,276 due to its minority shareholders, 
which represents an advance for operational purposes and included in current liability above. 

The following unaudited pro forma information summarizes the results of operations for the year ended 
December 31, 2005 assuming the acquisition of Huayi Music had occurred as of January 1, 2005. The following pro 
forma financial information is not necessarily indicative of the results that would have occurred had the acquisition 
been completed at the beginning of the period indicated, nor is it indicative of future operating results:  
  

  

  

Year ended 
December 31,   

  2005    
  (unaudited) 

Pro forma total revenue $ 62,944,870 
Pro forma net income attributable to holders of ordinary shares  17,822,639 
Pro forma net income per share:   
- basic $ 0.01 
- diluted $ 0.01 
Weighted average shares used in calculation of pro forma net income per share:   
- basic  2,092,089,848 
- diluted  2,129,228,961 

 
The pro forma results of operations give effect to certain adjustments, including amortization of acquired intangible 
assets with definite lives, associated with the acquisition.  
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Acquisition of Beijing Hutong, Guangzhou Piosan and Hengji Weiye  
During 2005, the Company made three other acquisitions of companies in China to expand the Company’s 

portfolio of wireless value-added services in China. The Company acquired the entire equity interests of Beijing 
Hutong, Guangzhou Piosan and Hengji Weiye for a total cash consideration of $3,406,693, including transaction costs 
of $135,488. The following table summarizes the estimated fair values of the assets acquired and liabilities assumed at 
the date of acquisition.  
  

   

    

Amortization
period   

Aggregate purchase price allocation –Beijing Hutong, Guangzhou Piosan and 
Hengji Weiye:     

Cash and cash equivalents $ 2,035,565    
Prepaid expenses and other receivables  12,451    
Acquired intangible assets:     

Telecommunication wireless value-added licenses  113,062   4 – 4.25 years
Agreements with Telecom Operators  348,150   1.25 –3 years
Business transaction codes  166,090   3 years
SMS platform  156,822   7 years

Goodwill (allocated to WVAS segment)  654,744   N/A
Property and equipment, net  105,424   3 – 5 years
Current liabilities  (80,375)   
Non-current deferred tax liabilities  (105,240)         
Total $ 3,406,693          

The following unaudited pro forma information summarizes the results of operations for the year ended 
December 31, 2005 assuming the acquisitions of Beijing Hutong, Guangzhou Piosan and Hengji Weiye had occurred as 
of January 1, 2005. The following pro forma financial information is not necessarily indicative of the results that would 
have occurred had the acquisitions been completed at the beginning of the period, nor is it indicative of future operating 
results:  

 
  

  

Year ended 
December 31,   

  2005    
  (unaudited) 

Pro forma revenue $ 63,051,933 
Pro forma net income attributable to holders of ordinary shares  18,269,399 
Pro forma net income per share:   
- basic $ 0.01 
- diluted $ 0.01 
Weighted average shares used in calculation of pro forma net income per share:   
- basic  2,092,089,848 
- diluted  2,129,228,961 

 
The pro forma results of operations give effect to certain adjustments, including amortization of acquired intangible 
assets with definite lives, associated with the acquisition. 
 
4. DISCONTINUED OPERATIONS 

 In 2007, the Company signed an agreement to sell its software and systems integration (SSI) business unit, 
Hurray! Times, to a subsidiary of Taiwan Mobile, a shareholder of Hurray!. With this sale the Company was able to 
focus on its music and other entertainment services. The business was disposed on August 1, 2007, when the acquiring 
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company took over the management and risks of this business. The consideration of the sale is approximately $4.8 
million. Of the total consideration, $1.4 million is contingent upon the receipt of accounts receivable of SSI business as 
of August 1, 2008. By the end of April 2008, the Company received a total of $4,283,338. In addition, the Company is 
entitled to further payments if the performance of the business sold exceeds specified profit targets in 2007, 2008 and 
2009. As the SSI business did not achieve the specified profit target for 2007, no additional consideration was 
receivable in respect of that year. 

Gains from disposal of the SSI segment are adjusted based on the payment contingent upon the collections of 
trade receivables and future performance. At December 31, 2007, approximately 53% of trade receivables for SSI 
business as of August 1, 2007 had been collected. 

A summary of the financial information for the discontinued operations as of August 1, 2007 is set out below: 
 
  

  
  August 1,  

  2007    
 Unaudited 
  (in U.S. dollars) 

   
Current assets of discontinued operations   
Cash $            771, 746
Accounts receivable, net of allowance  1,868,593
Prepaid expenses and other current assets    18,942
Amount due from related parties 4,918,631
Inventories    1,397
 $          7,579,309

  
 
Non-current assets of discontinued operations: 
Property and equipment, net   49,842
Rental deposits        462
 $             50,304
Current liabilities of discontinued operations 
Accounts payable 270,843
Accrued expenses and other current liabilities 605,739
Dividend payable 3,002,588
 $           3,879,170

 
 Year ended December 31, 

  

As at August 1, 
2007 

 2006 2005 
  (in U.S. dollars) 

Revenues $              227,391 $          1,177,053 $           6,312,363
Operating (loss) income (643,151) (1,173,424) 3,470,108
Income taxes 178 (83,650) 70,546

        
Net (loss) income from discontinued operations, net of tax            (612,170)              (836,448)            4,097,608
Gain from disposal of SSI segment              192,943                       －                        －

        
Total net (loss) income from discontinued operations $           (419,227) $            (836,448) $           4,097,608    
 
5. IMPAIRMENT OF GOODWILL AND INTANGIBLE ASSETS  

 
In the second quarter of 2007, the mobile operators introduced various new policies that adversely impacted the 

Company’s wireless value-added business and introduced further uncertainties in the Company’s operating 



 

52 

environment. By September 30, 2007, the market capitalization of Hurray! was lower than the Company’s net book 
value, which was an indicator of impairment. At that date the Company tested the carrying value of goodwill and 
acquired intangible assets and recorded a goodwill impairment charge of $9.6 million and an impairment of acquired 
intangible assets of $575,205. In view of the further decline of Hurray’s market capitalization at December 31, 2007 
and continued difficult operating conditions, the Company recorded an additional goodwill impairment charge of $29.2 
million and a further impairment of acquired intangible assets of $1,905,048. The impairment charges of acquired 
intangibles are included in product development, selling and marketing and general and administrative of $88,838, 
$1,791,833 and $599,582, respectively. The valuation of goodwill and other intangible assets was performed using a 
combination of a market value approach (with comparisons to selected publicly traded companies operating in the same 
industry) and an income approach (discounted cash flows). Any continued adverse changes in the mobile operators’ 
policies or in the competitive environment could lead to additional impairment charges. 

  
6. PREPAID EXPENSES AND OTHER CURRENT ASSETS  

Prepaid expenses and other current assets consist of:  
  

   

  December 31,    
  2007    2006    

Staff advances and other receivables $           690,005 $ 793,660
Advances to suppliers 1,042,427  1,231,258
Prepaid expenses 632,893  426,352
Prepaid artist costs 754,725  249,434

       
$        3,120,050 $ 2,700,704

      
 
7. PROPERTY AND EQUIPMENT, NET  

Property and equipment, net, consist of:  
  

   

  December 31,    
  2007    2006    

Furniture and office equipment $          2,924,803 $ 2,755,139
Motor vehicles 244,813  217,839
Telecommunications equipment 4,500,285  3,965,885
Leasehold improvements 1,132,946  1,048,292

       
8,802,847  7,987,155

   
Less: accumulated depreciation and amortization (7,166,758) (6,032,954)

       
$          1,636,089 $ 1,954,201

      

Depreciation expense for the years ended December 31, 2007 and 2006 was $1,269,203 and $1,580,005, 
respectively.  
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8. ACQUIRED INTANGIBLE ASSETS, NET 
  
 December 31, 2007  
 Gross carrying 

amount  
Accumulated 
amortization  

Intangible assets 
impairment 

Net carrying 
amount 

         
WVAS Segment:         
Amortizable intangible assets     
WVAS licenses $             482,551 $          332,564 $               52,010 $               97,977
Customer agreements with 
Telecom Operators 

2,666,773 705,785 1,840,399 120,589

Non-compete agreement 925,344 323,870 566,648 34,826
Business transaction codes 184,246 138,185 － 46,061
Platform 443,343 280,399 36,828 126,116
Software 89,107 36,678 － 52,429
Trademarks 163,135 － － 163,135
 4,954,499 1,817,481 2,495,885 641,133
     
     
Recorded Music Segment:     
Amortizable intangible assets     
Artist contracts 3,172,460 1,027,576 － 2,144,884
Producing cost 1,418,847 853,993 － 564,854 
Copyrights 616,744 348,738 － 268,006 
Exclusive WVAS agreements 584,872 16,986 － 567,886 
Exclusive copyright agreements 12,543 8,362 － 4,181 
Non-compete agreement 135,506 652 － 134,854 
Software 6,018 1,739 － 4,279 
Trademarks 694,826 53,983 － 640,843 
 6,641,816 2,312,029 － 4,329,787
 $        11,596,315 $        4,129,510 $           2,495,885 $          4,970,920
 

    

  December 31, 2006    

  

Gross carrying
amount    

Accumulated 
amortization    

Net carrying
amount    

WVAS Segment:       
Amortizable intangible assets       
WVAS licenses $ 427,567 $ 216,716 $ 210,851 
Customer agreements with Telecom Operators  918,473  508,042  410,431 
Non-compete agreement  864,419  129,663  734,756 
Business transaction codes  172,115  71,715  100,400 
Platform  414,153  154,841  259,312 
Software  84,003  17,894  66,109 
Trademarks  152,394  7,620  144,774 
Game content  79,398  79,398  —   

          
 3,112,522  1,185,889  1,926,633 

        
Recorded Music Segment:       
Amortizable intangible assets       
Artist contracts  2,427,310  431,321  1,995,989 
Copyrights  1,071,861  323,924  747,937 
Exclusive WVAS agreements  584,872  8,493  576,379 
Exclusive copyright agreements  12,543  4,181  8,362 



 

54 

    

  December 31, 2006    

  

Gross carrying
amount    

Accumulated 
amortization    

Net carrying
amount    

WVAS contracts  249,845  249,845  —   
Non-compete agreement  131,257  6,563  124,694 
Trademarks  670,182  26,993  643,189 

          
 5,147,870  1,051,320  4,096,550 

          
$ 8,260,392 $ 2,237,209 $ 6,023,183 

        
 

Assuming no subsequent impairment of the identified intangible assets recorded as of December 31, 2007, 
amortization expenses for the net carrying amount of intangible assets is expected to be as follows in future years. If the 
Company acquires additional intangible assets in the future, the operating expenses or cost of revenue will be increased 
by the amortization of those assets. 
  

  
2008 $ 1,771,947 
2009 818,092
2010 621,864
2011 257,898
2012 and later 1,501,119

      
$     4,970,920  

    
  
9. GOODWILL 
  

    

  Year ended December 31,    
 WVAS    Recorded Music   Total    

Balance as of January 1,2006 $      21,537,504 $ 2,331,239 $ 23,868,743
Effect of exchange rate changes 1,045,599 －  1,045,599
Goodwill arising from acquisitions during the year 12,168,190 2,538,962  14,707,152

        
Balance as of December 31, 2006 34,751,293 4,870,201 39,621,494
    
Effect of exchange rate changes 2,389,916 － 2,389,916
Goodwill arising from acquisitions during the year 2,134,375 253,705 2,388,080
Goodwill impairment (38,778,584) － (38,778,584)

        
Balance as of December 31, 2007 $           497,000 $          5,123,906 $        5,620,906

        

In 2007, the Company recorded $38.8 million of goodwill impairment due to the further decline of Hurray's 
market capitalization and difficult operating conditions (see footnote 5). 

10. SHORT-TERM BORROWINGS  

Interest expense and the average interest rate for 2007, 2006 and 2005 were $179,062, and 3.875%, $44,765 and 
3.875%, and $27,312 and 4.87%, respectively. Interest expense in 2007 and 2006 represents the imputed interest on the 
amount payable on the balance owed for the acquisition of Shanghai Magma.  
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11. ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES  
Accrued expenses and other current liabilities consist of:  

  
   

  December 31,    
  2007    2006    

Accrued payroll $        406,608 $             528,843 
Value-added tax payable 177,556  376,115 
Other accrued expenses 1,231,384  1,108,437 
Accrued welfare benefits 119,957  97,720 
Business tax payable 857,062  411,660 
Other taxes payable 113,833  90,538 

      
$     2,906,400 $ 2,613,313 

      

12. RELATED PARTY TRANSACTIONS AND BALANCES 
As part of the acquisition agreements for the purchase of the equity interests in Huayi Brothers Music and 

Freeland Music and New Run, the Company agreed to use the existing distribution and CD manufacturing operations, 
where appropriate, owned by the other shareholders, or their related parties, of these companies. In addition these 
parties may use the music or artists of these companies and make royalty and other payments to Huayi Brothers Music, 
Freeland Music or New Run. These agreements are for duration of one year but may be extended by the mutual 
agreement of both parties. During 2007 and 2006 the Company recognized revenues of $645,134 and $449,638, 
respectively, and had expenses of $96,725 and $28,256, respectively, under these agreements. In 2006 prior to the 
acquisition of the interest in New Run, Huayi Brothers Music acquired copyrights from that company amounting to 
$175,783. At December 31, 2007 and 2006, the amounts payable to and receivable from related parties represent the 
outstanding amounts arising from such transactions. 

In addition to the above transactions, during 2006 Huayi Brothers Music made short-term loans totaling 
$2,288,592 to its minority shareholders and their related parties generating interest income of $17,355. All loans were 
repaid in 2006.  
  
13. INCOME TAXES  

Hurray! is a tax-exempted company incorporated in the Cayman Islands. Up until December 31, 2007, pursuant 
to the Income Tax Law of the PRC Concerning Foreign Investment and Foreign Enterprises and Tentative Regulations 
of the PRC on Enterprise Income Tax (the “Income Tax Laws”), Hurray’s PRC subsidiaries and VIEs were generally 
subject to Enterprise Income Tax at a statutory rate of 33%. Some of these subsidiaries and VIEs are qualified as high 
technology enterprises and under Income Tax Laws, they are subject to a preferential tax rate of 15%. In addition, some 
of Hurray’s subsidiaries are new-technology enterprises located in Beijing new-technology development zone and 
under PRC Income Tax Laws, they are entitled to either a three-year tax exemption followed by three years with a 50% 
reduction in tax rate, commencing the first operating year. During 2007, the newly acquired companies, Saiyu and 
Henan Yinshan enjoyed reduced taxable income which is calculated based on 10% of the revenue and subject to an 
income tax rate of 33%. 

These preferential tax arrangements will expire at various dates between 2006 and 2010. In 2005 and 2006 a 
number of VIEs became subject to a higher tax rate as tax exemptions expired or were reduced. The aggregate dollar 
and per share effect of the tax holidays in 2007, 2006 and 2005 were $1,904,064, $2,218,713 and $5,627,575 and 
$0.0009, $0.0010 and $0.0027 per share, respectively.  

In March 2007, the National People's Congress of China enacted a new Enterprise Income Tax Law, or the New 
EIT Law, which became effective on January 1, 2008.  In addition, the Implementation Rules of the New Enterprise 
Income Tax Law, or the Implementation Rules were promulgated by the PRC State Council on December 6, 2007 and 
the Notice on Implementation of Transitional Arrangements for Preferential Policies of Enterprise Income Tax, or the 
Transitional Arrangements Notice, was promulgated by the PRC State Council on December 26, 2007.  Under the New 
EIT system, a unified enterprise income tax rate of 25% and unified tax deduction standards will be applied equally to 
both domestic-invested enterprises and foreign-invested enterprises.  Enterprises established prior to March 16, 2007 
eligible for a preferential tax rate of 15% according to the effective PRC Enterprise Income tax law for Foreign-
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Invested Enterprise and Foreign Enterprise tax laws and administrative regulations shall be subject to transitional rules 
as stipulated in the Transitional Arrangements Notice.  In addition, certain qualified high and new technology 
enterprises strongly supported by the state may still benefit from a preferential tax rate of 15% under the New EIT Law 
if they meet the definition of "qualified high and new technology enterprise" strongly supported by the state set out in 
the Implementation Rules which refers to companies hold independent ownership of core intellectual properties and 
simultaneously meet a list of other criteria as stipulated.  As a result, if our PRC subsidiaries and VIEs qualify as 
qualified high and new technology enterprises strongly supported by the state under the new EIT Law, they will 
continue to benefit from a preferential tax rate of 15%.  Otherwise, the applicable tax rate of our PRC subsidiaries may 
be subject to PRC income tax at a rate of 25% starting from 2008 under the New EIT system. Hurray! has used the new 
standard rates for calculation of deferred taxes until the necessary approvals are obtained. 

Provision for income taxes consists of:  
  

 Year ended December 31,  
 2007 2006 2005 
Current $      576,774 $      685,597 $      286,372
Deferred (759,144) (480,617) 36,428
 $    (182,370) $      204,980 $      322,800

 

The principal components of the deferred tax assets are as follows:  
  

   

  December 31,    
  2007    2006    

Deferred tax assets:     
Cost and expenses accruals $     748,049 $ 295,755 

     
Current deferred tax assets $      748,049 $ 295,755 

     
   

Depreciation and amortization $      347,877 $ 203,149 
Net operating loss carry forwards 1,051,308  614,919 
Less: valuation allowance (749,094)  (447,287)

     
Non-current deferred tax assets $      650,091 $ 370,781 

     
Deferred tax liabilities:    

Revenue recognition $    (416,835) $ (344,802)
     

Current deferred tax liabilities $    (416,835) $ (344,802)
     

Intangible assets $    (844,610) $ (850,734)
     

Non-current deferred tax liabilities $    (844,610) $ (850,734)
     

Reconciliation between statutory income tax rate and the Company’s effective tax rate is as follows:  
  

    

  Year Ended December 31,    
  2007    2006    2005    

Statutory tax rate 33.0%  33.0%  33.0%
Effect of tax holidays 0.3%  (34.2)%  (29.6)%
Non-deductible expenses (38.3%)  11.9%  9.0%
Non-taxable income 45.0%  (9.0)%  (9.0)%
Change in enterprise income tax rate (8.6%) －              －
Change in valuation allowance (13.8%)  0.2%  (1.3)%
Impairment loss on intangibles (9.2%) －               －

      
Effective tax rate 8.4%  1.9%  2.1%
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At December 31, 2007, tax loss carry forwards amounted to approximately $4.2 million, which will expire by 

2012. A valuation allowance of $749,094 and $447,287 has been established as of December 31, 2007 and 2006, 
respectively, in respect of certain deferred tax assets as it is considered more likely than not that the relevant deferred 
tax asset will not be realized in the foreseeable future.  

 
In June 2006, the Financial Accounting Standards Board ("FASB") issued Interpretation No. 48 ("FIN 48"), 

"Accounting for Uncertainty in Income Taxes - an interpretation of FASB Statement No. 109".  FIN 48 prescribes a 
recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax 
position taken or expected to be taken in a tax return. FIN 48 is effective for fiscal years beginning after December 15, 
2006, with early adoption permitted.  The Company adopted FIN 48 effective January 1, 2007.  The adoption of FIN 48 
did not result in a cumulative adjustment on January 1, 2007 and had no significant impact on the Company's 
accounting for income taxes for the year ended December 31, 2007.  The Company did not incur any interest or 
penalties related to potential underpaid income tax expenses, and also does not expect to have a significant increase or 
decrease on the unrecognized tax benefits within 12 months from December 31, 2007. 

 
The Company is subject to taxation in PRC and other tax jurisdictions. There is no ongoing examination by 

taxing authorities at this time.  The Company's various tax years from 2002 to 2007 are remaining open in various 
taxing jurisdictions.  
 

Under the new Enterprise Income Tax law effective on January 1, 2008, the rules for determining whether an 
entity is resident in the PRC for tax purposes have changed and the determination of residence depends amongst other 
things on the “place of actual management”. If the Company, or its non-PRC subsidiaries, were to be determined to be 
a PRC resident for tax purposes, it or they, would be subject to tax in the PRC on its worldwide income including the 
income arising in jurisdictions outside the PRC. The Company has evaluated its resident status under the new law and 
related guidance and believes it would not be an income tax resident of PRC. 

 
As the Company would be non-resident for PRC tax purposes, dividends paid to it out of profits earned after 

January 1, 2008 from its PRC subsidiaries would be subject to a withholding tax. In the case of dividends paid by PRC 
subsidiaries the withholding tax would be 10%. 

 
Aggregate undistributed earnings of the Company’s subsidiaries, VIE’s and its VIEs’ subsidiaries located in the 

PRC that are available for distribution to the Company at December 31, 2007 are considered to be indefinitely 
reinvested under APB opinion No. 23, “Accounting for Income Taxes – Special Areas,” and accordingly, no provision 
has been made for the Chinese dividend withholding taxes that would be payable upon the distribution of those 
amounts to the Company. The Chinese tax authorities have also clarified that distributions made out of retained 
earnings accumulated prior to January 1, 2008 are not subject to the withholding tax.       

14. SHAREHOLDERS’ EQUITY  

On February 8, 2005, Hurray! completed an initial public offering of 6,880,000 ADSs, with each ADS 
representing 100 ordinary shares, at $10.25 per ADS to the public, of which 6,624,339 ADSs were issued by Hurray! 
and 255,661 ADSs were offered by existing shareholders. Total proceeds, net of direct offering expenses, of 
approximately $59.4 million were received by Hurray! as a result of the initial public offering.  

On October 1, 2006, Hurray! issued 89,552 ADSs, represented by 8,955,200 ordinary shares, at a price of $6.03 
per ADS, to former shareholders of Shanghai Magma pursuant to the amended purchase agreements.  

In 2003, Hurray! issued 12,347,966 Series A convertible preference shares and warrants to purchase 8,786,077 
Series A convertible preference shares for cash proceeds of $8,000,000.On April 30, 2004, pursuant to the Series A 
convertible preference share agreement, Hurray! exercised its clawback rights to repurchase and retire 1,122,546 shares 
of Series A convertible preference shares at $0.001 per share. The remaining 16,924,497 shares of Series A convertible 
preference shares were automatically converted into ordinary shares upon Hurray!’s initial public offering on 
February 8, 2005 on a one-to-one basis.  

In February 2006, the Board of Directors (“Board”) of Hurray! approved a stock repurchase program whereby 
Hurray! may repurchase up to $15.0 million of its issued and outstanding ADSs in open-market transactions. Under this 
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program, in 2006, Hurray! purchased and cancelled 792,600 ADSs, equivalent to 79,260,000 ordinary shares, at an 
average cost of $6.35 per ADS for a total consideration of $5,034,748.  

15. STOCK PLANS  
Stock option  

Hurray!’s 2002, 2003 and 2004 stock option plans (the “Plans”) allow the Company to offer incentive awards to 
employees, directors, consultants or external service advisors of the Company. Under the terms of the Plans, options 
are generally granted at prices equal to or greater than the fair market value on the grant date, expire 10 years from the 
date of grant, and generally vest over 3-4 years. 

Stock options under these plans were all granted prior to 2006. On December 20, 2005, Hurray!’s Board 
approved a plan to accelerate vesting of all outstanding stock options awarded under Hurray!’s stock option plans that 
would otherwise be unvested on December 31, 2005. As a result, the Company recorded compensation expense of 
$16,804 in 2005, which includes the intrinsic value measured at the acceleration date in excess of the original intrinsic 
value, which is zero, on date of grant for the estimated number of options that, absent the modification, would be 
unvested on December 31, 2005. As a result of the Board’s action, unvested stock options for approximately 
40,021,000 ordinary shares became exercisable effective on January 1, 2006. The exercise prices of the affected stock 
options range from $0.0705 to $0.1405 per share. The acceleration of vesting did not change the exercise prices or 
other terms of the options. 

There were 75,266,200 and 81,506,600 options outstanding as of December 31, 2007 and 2006, respectively.  No 
stock options have been granted since January 1, 2006. As of December 31, 2007, 63,712,340 ordinary shares were 
available for future grants. 
  

Prior to Hurray!’s initial public offering, the Company obtained, subsequent to the dates of grant, a valuation 
analysis performed by an independent appraiser to determine the fair market value of the Hurray!’s ordinary shares. 
The valuation analysis utilizes generally accepted valuation methodologies such as the income and market approach 
and discounted cash flow approach to value the Company’s business. For grants subsequent to the initial public 
offering, the Company uses NASDAQ market values to determine fair market value. Other than the stock-based 
compensation expenses recognized for the vesting acceleration on December 31, 2005, the Company did not recognize 
any compensation expenses for employee options under APB 25 since the exercise prices were equal to or greater than 
the fair market values at the date of grant.” Under SFAS 123(R), no expenses has incurred since all the options were 
fully vested as of January 1, 2006.  

 
 

A summary of the stock option activity is as follows:  
  
   

  Ordinary shares    

  

Number of 
options   

Weighted
average 

exercise price  
Options outstanding at January1, 2005  151,374,220  $ 0.075
Granted   16,228,000  $ 0.102
Exercised  (42,158,500) $ 0.035
Cancelled  (25,870,020) $ 0.110

      
Options outstanding at December 31, 2005  99,573,700  $ 0.088
Exercised  (2,582,200) $ 0.037
Cancelled  (15,484,900) $ 0.109

      
Options outstanding at December 31, 2006  81,506,600  $ 0.085

      
Exercised (653,400) $           0.027
Cancelled (5,587,000) $           0.106
Options outstanding at December 31, 2007 75,266,200 $           0.084
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The following table summarizes information with respect to stock options outstanding at December 31, 2007:  
  

 Options outstanding Options exercisable 

 
Weighted a

verage  Weighted Aggregated  Weighted  Aggregated
Number remaining average Intrinsic  Number average intrinsic  

outstanding 
contractual 

life 
exercise 

price  value 
exercisabl

e 
exercise 

price value 

Exercise Prices        
Ordinary shares:        

$0.0250 11,872,100 4.75 $0.03 $      296,803 11,872,100 $0.03 $      296,803
$0.0705 27,626,100 5.5 $0.07 $   1,947,640 27,626,100 $0.07 $   1,947,640
$0.1170 28,182,000 6 $0.12 $   3,297,294 28,182,000 $0.12 $   3,297,294
$0.1405 700,000 6.25 $0.14 $        98,350 700,000 $0.14 $        98,350
$0.1025 6,886,000 7 $0.10 $      705,815 6,886,000 $0.10 $      705,815

                 Total 75,266,200   $   6,345,902 75,266,200  $   6,345,902
 
  

In January 2005, Hurray! granted 1,000,000 options to purchase ordinary shares to its external consultants in 
exchange for past services, which vested immediately. The Company recorded compensation expense of $20,768 in 
2005, based on the fair value of each stock option estimated using the Black-Scholes Option Pricing model with the 
following assumptions on the date of grant:  
  

  
Average risk free rate of return  2.77% 
Weighted average expected option life          7 months 
Volatility rate  65% 
Dividend yield  0% 

Stock-based compensation  
The Company grants stock options to its employees and certain non-employees. For stock options vested prior to 

January 1, 2006 which represent all the options that have been granted by the Company under APB 25, the Company 
records compensation expense for employees for the excess of the fair value of the stock at the grant date or any other 
measurement date over the amount an employee must pay to acquire the stock. The compensation expense is 
recognized over the applicable service period, which is usually the vesting period. The Company accounts for stock-
based awards to non-employees by recording compensation expense for the services rendered by the non-employees using 
their estimated fair values.  

Had compensation cost for options granted to employees under Hurray!’s stock option plans been determined 
based on the fair values at the grant dates in accordance with SFAS123, the Company’s pro forma income for the year 
ended December 31, 2005 would have been as follows:  
  

 Net income, as reported $ 18,618,732  
Add: Employee stock-based compensation as reported  16,804  
Less: Employee stock-based compensation determined using the fair value 

method  (1,628,723) 
    

Pro forma income attributable to ordinary shareholders $     17,006,813  
    

Basic income per share:   
As reported $ 0.01  
Pro forma $ 0.01  

  
Diluted income per share:   

As reported $ 0.01  
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Pro forma $ 0.01  

There was no pro-forma information for 2006 since the Company adopted SFAS 123(R). The fair value of each 
option granted is estimated on the date of grant using the Black-Scholes Option Pricing model with the following 
assumptions for grants during 2005.  
  

Option Grants   2005 
Average risk-free rate of return  3.27%-3.75%
Weighted average expected option life  3.25 years
Volatility rate  65%
Dividend yield  0%

Nonvested shares  
In 2006, the Company granted restricted purchase share awards, in lieu of stock options, under Hurray!’s 2004 

Share Incentive Plan (the “2004 Plan”) to certain officers and senior management.  

On February 7, 2006, Hurray! granted 33,000,000 nonvested shares to its employees pursuant to the 2004 Plan 
which resulted in stock-based compensation expense of $1.6 million to be recognized over the applicable vesting 
period. The nonvested shares vest on an annual basis equally over three years.  

On June 20, 2006, Hurray! granted 7,500,000 nonvested shares to its employees which resulted in stock-based 
compensation expense of $0.3 million to be recognized over the applicable vesting period. The nonvested shares vest 
on an annual basis equally over 34 months.  

On March 14, 2007, Hurray! granted 20,000,000 nonvested shares to its employees which resulted in stock-based 
compensation expense of $0.61 million to be recognized over the applicable vesting period. The nonvested shares vest 
on an annual basis equally over three years. 

On November 23, 2007, Hurray! granted 19,500,000 nonvested shares to its employees which resulted in stock-
based compensation expense of $0.36 million to be recognized over the applicable vesting period. The nonvested 
shares vest on an annual basis equally over three years.  
  

A summary of nonvested shares’ activity is as follows: 
 

  
 Nonvested shares 

Outstanding 
Nonvested shares outstanding at January 1, 2006 －

Granted 40,500,000
Forfeited (8,666,700)
Vested －

Nonvested shares outstanding at December 31, 2006 31,833,300
Granted 39,500,000
Forfeited (10,400,200)
Vested (11,099,300)
Nonvested shares outstanding at December 31, 2007 49,833,800

 
The following table summarizes information with respect to nonvested shares outstanding at December 31, 2007: 
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Nonvested shares outstanding   

  

Number 
outstanding    

Aggregate intrinsic 
value    

Grant date  
February 7, 2006 11,333,800 $859,102 
June 20, 2006 4,000,000  $211,200 
March 14, 2007 15,000,000 $750,000 
November 23, 2007 19,500,000 $610,350 
Total 49,833,800 $2,430,652 

The weighted average fair value per share of the nonvested shares awarded in 2007 was $0.05, calculated based 
on the fair market value of the underlying stock on the respective grant dates. 

The Company recorded share-based compensation expenses of $442,975 and $543,557 for the years ended 
December 31, 2007 and 2006, respectively. The amount of unvested stock-based compensation currently estimated to 
be expensed from 2008 through 2010 related to unvested share-based payment awards at December 31, 2007 is 
$1,289,931. This amount will be recognized as presented by the following table. 

  
2008 $ 762,981 
2009 378,780
2010 148,170

      
$     1,289,931  

    
 

That cost is expected to be recognized over a weighted-average period of 2.15 years.  To the extent the actual 
forfeiture rate is different from the Company's original estimate, share-based compensation related to these awards may 
require to be adjusted. 

 
16. SEGMENT INFORMATION  

Based on the criteria established by Statement of Financial Accounting Standards No. 131, “Disclosure about 
Segments of an Enterprise and Related Information”, the Company currently operates in two principal business 
segments: wireless value-added services (“WVAS”) and recorded music. The wireless value-added services are 
delivered through the 2.5G mobile networks, which comprise of Wireless Application Protocol (“WAP”) services, 
Multimedia Messaging Services (“MMS”), and Java™ services, and through 2G technology platforms, which comprise 
of Short Messaging Services (“SMS”), Interactive Voice Response services (“IVR”), and Color Ring Back Tones 
(“CRBT”). Recorded music services are delivered through the majority-controlled music companies the Company 
acquired at the end of 2005 and beginning of 2006 which contract with music artists and composers to perform and 
produce music. Business segments are defined as components of an enterprise about which separate financial 
information is available that is evaluated regularly by the Company’s chief operating decision maker, or decision 
making group, in deciding how to allocate resources and in assessing performance. The Company does not allocate any 
operating expenses or any assets, with the exception of newly acquired intangible assets and goodwill, to its business 
segments as management does not believe that allocating these expenses is useful in evaluating these segments’ 
performance. Also, no measures of assets by segment are reported and used by the chief operating decision maker. 
Hence, the Company has not made disclosure of total assets by reportable segment.  

Summarized information by business segment for the years ended December 31 2007, 2006 and 2005 is as 
follows:  
  
    

  Year ended December 31,    
  2007    2006    2005    

Revenues       
WVAS $   50,038,014 $ 62,512,483  $ 56,062,368 
Recorded Music 10,488,613  6,203,418   —   
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  Year ended December 31,    
  2007    2006    2005    

Total revenue $   60,526,627 $ 68,715,901  $ 56,062,368 
       

    
Cost of revenues      
WVAS $   36,394,300 $ 40,672,113  $ 28,634,488 
Recorded Music 6,232,728  3,553,144   —   

       
Total cost of revenues $   42,627,028 $ 44,225,257  $ 28,634,488 

       
    
Gross profit      
WVAS $    13,643,714 $ 21,840,370  $ 27,427,880 
Recorded Music 4,255,885  2,650,274   —   

       
Total gross profit $    17,899,599 $ 24,490,644  $ 27,427,880 

        
  
Geographic Information  

The Company operates in the PRC and all of the Company’s long-lived assets are located in the PRC.  

17. NET (LOSS) INCOME PER SHARE  
The following table sets forth the computation of basic and diluted net (loss) income per share:  

  
    

  Year ended December 31,    
  2007    2006    2005    

Net (loss) income from continuing operations (numerator), basic and 
diluted $      (41,530,968) $        6,640,393 $ 14,521,124 

Net (loss) income from discontinued operations, net of tax 
(numerator), basic and diluted        (419,227) (836,448)            4,097,608

Net (loss) income (numerator), basic and diluted $      (41,950,195) $        5,803,945 $ 18,618,732 
       

Weighted average shares (denominator):      
Weighted average ordinary shares outstanding used in 

computing basic income per share 2,172,208,190 2,189,748,563  2,092,089,848 
Dilutive effect of nonvested shares, stock options and warrants  —   19,010,073  37,139,113 

       
Weighted average ordinary shares outstanding used in 

computing diluted income per share 2,172,208,190 2,208,758,636  2,129,228,961 
       

Net (loss) income from continuing operations per share, basic and 
diluted $                  (0.02) $                 0.00 $ 0.01 

Net (loss) income from discontinued operations per share, basic and 
diluted  (0.00)  

 
(0.00) 

 
0.00

Net (loss) income per share, basic and diluted $                  (0.02) $                 0.00 $ 0.01 
       

Ordinary share equivalents are calculated using the treasury stock method. Under the treasury stock method, the 
proceeds from the assumed conversion of options, warrants and nonvested shares are used to repurchase outstanding 
ordinary shares using the average fair value for the period.  

The Company had a weighted-average of  63,931,948, 71,626,000 and 66,481,587 ordinary share options 
outstanding during the years ended December 31, 2007, 2006 and 2005, respectively, which were excluded in the 
computation of diluted income per share, as their effect would have been antidilutive, as their exercise prices were 
above the average market values in such periods.  
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18. CONCENTRATIONS  
(a) Dependence on Telecom Operators  

The revenues of the Company are substantially derived from network service agreements with China Mobile and 
China Unicom. These companies are entitled to a service and network fee for the transmission of wireless value-added 
services as well as for the billing and collection of services. If the contractual relationships with either company in the 
PRC are terminated or scaled-back, or if these companies alter the network service agreements in a way that is adverse 
to the Company, the Company’s wireless value-added service business would be adversely affected.  

Revenues generated from the mobile phone customers through China Mobile and China Unicom and as a 
percentage of total revenues were as follows:  
  
       

  Year ended December 31,    
  2007    2006    2005    
  Revenues    %   Revenues   %    Revenues   %   

China Unicom $       12,789,026 21% $ 21,144,096  31% $ 36,267,213  65%
China Mobile 29,921,502 49%  36,756,895  53%  18,946,035  34%
  

Accounts receivable due from the mobile phone customers through China Mobile and China Unicom and as a 
percentage of total accounts receivables were as follows:  
  
     

  December 31    
  2007    2006    

  

Accounts 
receivable   %    

Accounts 
receivable  %   

China Unicom $        5,289,178 36% $ 6,246,702  46%
China Mobile 4,699,399 32%  5,493,069  41%

(b) Credit risk  
The Company depends on the billing systems of the Telecom Operators to charge the mobile phone customers 

through mobile phone bills and to collect payments from customers. The Company generally does not require collateral 
for its accounts receivable. The movements of the allowance for doubtful accounts were as follows: 
 
Movement of allowance for doubtful accounts 
 

    

  
Year ended December 31,      

  
2007      2006     

Balance at beginning of the period $        284,402 $ 15,167  
Provisions 661,504  269,235  
Reversed (233,057)  —    
Written off (13,324)  —    

          
Balance at the end of the period $        699,525 $ 284,402  
  

 
             

19. MAINLAND CHINA CONTRIBUTION PLAN AND PROFIT APPROPRIATION  
Full time employees of the Company in the PRC participate in a government-mandated multi-employer defined 

contribution plan pursuant to which certain pension benefits, medical care, unemployment insurance, employee housing 
fund and other welfare benefits are provided to employees. Chinese labor regulations require the Company to accrue 
for these benefits based on certain percentages of the employees’ salaries. The total provisions for such employee 



 

64 

benefits were $2,434,409, $2,396,079 and $1,647,503 for the years ended December 31, 2007, 2006 and 2005, 
respectively.  

PRC legal restrictions permit payments of dividends by PRC companies only out of their retained earnings, if any, 
determined in accordance with PRC accounting standards and regulations. Prior to payment of dividends, pursuant to 
the laws applicable to the PRC’s Foreign Investment Enterprises, the Company’s subsidiaries and VIEs in the PRC 
must make appropriations from after-tax profit to non-distributable reserve funds as determined by the Board of 
Directors of each company. These reserve funds include (i) a general reserve, (ii) an enterprise expansion fund and 
(iii) a staff bonus and welfare fund. Subject to certain cumulative limits, the general reserve fund requires annual 
appropriations of 10% of after-tax profit (as determined under generally accepted accounting principles in the PRC at 
each year-end); the other fund appropriations are at the Company’s discretion. These reserve funds can only be used for 
specific purposes of enterprise expansion and staff bonus and welfare and are not distributable as cash dividends. For 
the years ended December 31, 2007, 2006 and 2005, the Company’s PRC subsidiaries and VIEs made appropriations to 
the general reserve fund of $841,788, $374,004 and $3,201,788, respectively. The PRC subsidiaries and VIEs elected 
not to make any appropriations to the enterprise expansion fund and staff bonus and welfare fund in any of the periods 
presented. As a result of these PRC laws and regulations, the PRC subsidiaries and VIEs are restricted from transferring 
a portion of their net assets to the Company. Restricted net assets were approximately $75.6 million and $69.1 million, 
as of December 31, 2007 and 2006, respectively. Accordingly, the Company has included Schedule 1 in accordance 
with Regulation S-X promulgated by the United States Securities and Exchange Commission.  

20. COMMITMENTS AND CONTINGENCIES  
Operating leases as lessee  

The Company leases certain office premises under non-cancelable leases, of which the principal one expires in 
2009. Rent expense under operating leases for 2007, 2006 and 2005 was $1,862,610, $1,455,640 and $1,051,276, 
respectively.  

Future minimum lease payments under non-cancelable operating lease agreements were as follows:  
  

  
December 31,     
2008 $      1,725,147 
2009         1,378,993
2010              21,443

    
Total $      3,125,583 

    
  
Artist contracts  

Huayi Brothers Music and Freeland Music have non-cancelable agency agreements with certain artists that 
provide for minimum payments. Future minimum payments were as follows:  
  

  
December 31,     
2008 $   1,974,067 
2009      1,974,067
2010      1,137,830

    
Total $   5,085,964 

    

21. SUBSEQUENT EVENTS  

Amendment to Shanghai Magma purchase agreement 

          In February 2008, the Company and the former shareholders of Shanghai Magma agreed to amend the purchase 
agreements, whereby, among other things, the Company’s remaining purchase liability to these shareholders was 
reduced from $6 million to $1 million. This amount was paid in March 2008. The gain on reduction of $5 million in the 


