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Kingsoft Corporation Limited
金 山 軟 件 有 限 公 司

(Continued into the Cayman Islands with limited liability)

(Stock Code: 3888)

Announcement of the Results
For the Three and Six Months Ended June 30, 2008

The Board of Directors (the “Board”) of Kingsoft Corporation Limited (the “Company”) is pleased 
to announce the unaudited consolidated results of the Company and its subsidiaries (collectively, 
the “Group” or “Kingsoft”) for the three and six months ended June 30, 2008 with comparative 
fi gures for the corresponding periods in 2007. These interim results have been reviewed by Ernst & 
Young, the auditors of the Company (the “Auditors”) and the Company’s Audit Committee.
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FINANCIAL INFORMATION
UNAUDITED CONDENSED CONSOLIDATED  INCOME STATEMENT
For the three and six months ended June 30, 2008

For the three months
ended June 30,

For the six months
ended June 30,

2008 2007 2008 2007
RMB’000 RMB’000 RMB’000 RMB’000

Note (Unaudited) (Unaudited) (Unaudited) (Unaudited)

Revenue:
 Entertainment software 107,849 101,660 228,111 178,794
 Applications software 62,361 36,510 116,274 62,145
 Others 1,559 1,346 2,421 2,516

171,769 139,516 346,806 243,455
Cost of revenue (24,721) (25,116) (49,139) (41,656)

Gross profi t 147,048 114,400 297,667 201,799
Research and development costs,
  net of government grants (30,301) (15,180) (54,310) (28,418)
Selling and distribution costs (44,718) (21,397) (68,606) (35,090)
Administrative expenses (18,573) (12,326) (40,236) (22,487)
Share-based compensation costs (11,165) (27,464) (27,912) (48,551)
Other operating costs (1,973) 92 (2,809) (513)
Other income and gains 240 66 621 4,537
Finance income 5,830 2,167 14,207 3,966
Share of gain/(loss) of
 an associate 8,233 (397) 10,316 (834)
Share of loss of a jointly-
 controlled entity (288) — (288) —

Profi t before tax 54,333 39,961 128,650 74,409
Income tax expense 3 (4,358) (4,818) (23,560) (8,453)

Profi t for the period 49,975 35,143 105,090 65,956

Attributable to:
 Equity holders of the 
  Company 50,823 37,335 107,874 70,049
 Minority interests (848) (2,192) (2,784) (4,093)

49,975 35,143 105,090 65,956

RMB RMB RMB RMB

Earnings per share 
  attributable to ordinary 

equity holders of the 
Company

 Basic 0.0476 0.0433 0.1013 0.0813
 Diluted 0.0455 0.0422 0.0972 0.0792
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UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEET
As at June 30, 2008

As at
June 30, 2008

As at
December 31, 

2007
RMB’000 RMB’000

Notes (Unaudited) (Audited)

Non-current assets
Property, plant and equipment 4 74,076 45,446
Intangible assets 5 18,172 14,281
Lease prepayment 7,221 7,304
Interest in an associate 6 11,330 1,014
Interest in a jointly-controlled entity 7 1,912 —
Loan receivables 1,417 1,784
Deferred tax assets 57,966 52,814
Deferred cost 1,075 1,890
Long-term prepayments 8 141,800 —

314,969 124,533

Current assets
Inventories 9 1,491 2,019
Trade receivables 10 87,014 60,226
Prepayments and other receivables 44,258 47,743
Income tax receivable 182 522
Deferred cost 7,717 8,939
Due from related parties 19 — 9,862
Credit-linked deposits 11 180,660 —
Cash and cash equivalents 12 850,443 1,246,077

1,171,765 1,375,388

Current liabilities
Trade payables 13 8,165 7,120
Dividend payable 16 1,488 —
Accrued expenses and other payables 121,597 147,062
Deferred revenue 160,235 162,002
Income tax payable 8,013 6,047

299,498 322,231

Net current assets 872,267 1,053,157

Total assets less current 
 liabilities 1,187,236 1,177,690

Non-current liabilities
Deferred revenue 25,706 29,726
Deferred tax liabilities 24,131 14,307

49,837 44,033

Net assets 1,137,399 1,133,657
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As at
June 30, 2008

As at
December 31, 

2007
RMB’000 RMB’000

Notes (Unaudited) (Audited)

Represented by:

Equity attributable to equity 
 holders of the parent
Issued capital 14 4,341 4,322
Share premium 14 772,221 735,510
Shares held for Share Award Scheme (706) —
Ordinary shares subscribed — 319
Statutory reserves 57,570 57,570
Employee share-based capital reserve 15 172,421 144,741
Foreign currency translation reserve (67,666) (28,918)
Retained earnings 186,731 101,953
Proposed fi nal dividend 16 — 95,710

1,124,912 1,111,207

Minority interests 12,487 22,450

Total equity 1,137,399 1,133,657
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UNAUDITED CONDENSED CONSOLIDATED STATEMENT OF 
CHANGES IN EQUITY
For the six months ended June 30, 2008

Attributable to equity holders of the Company

Issued capital Share premium

Shares held for 
Share Award 

Scheme

Ordinary
shares

subscribed
Statutory 

reserves

Employee
share-based

capital reserve

Foreign
currency 

translation 
reserve

Retained 
earnings

Proposed 
fi nal dividend Total

Minority 
interests Total equity

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

At January 1, 2008 4,322 735,510 — 319 57,570 144,741 (28,918) 101,953 95,710 1,111,207 22,450 1,133,657

Exchange realignment (unaudited) — — — — — — (38,748) — — (38,748) 376 (38,372)

Total income and expense
  for the period recognised

directly in equity (unaudited) — — — — — — (38,748) — — (38,748) 376 (38,372)

Profi t for the period (unaudited) — — — — — — — 107,874 — 107,874 (2,784) 105,090

Total income and expense
 for the period (unaudited) — — — — — — (38,748) 107,874 — 69,126 (2,408) 66,718

2007 fi nal dividend declared (unaudited) — — — — — — — — (95,710) (95,710) — (95,710)

Dividend on shares issued for
  employee share options exercised

after December 31, 2007 (unaudited) — — — — — — — (421) — (421) — (421)

Shares purchased for
 Share Award Scheme (unaudited) — — (706) — — — — — — (706) — (706)

Share-based compensation costs
  (unaudited) — — — — — 27,680 — — — 27,680 70 27,750

Issuance of share certifi cates
  for ordinary share subscribed (unaudited) 3 316 — (319) — — — — — — — —

Capital contribution from
 equity holders (unaudited) — 32,741 — — — — — — — 32,741 — 32,741

Exercise of share options (unaudited) 16 3,654 — — — — — — — 3,670 — 3,670

Acquisition of minority interest
 (unaudited) — — — — — — — (22,675) — (22,675) (7,625) (30,300)

At June 30, 2008 (unaudited) 4,341 772,221 (706) — 57,570 172,421 (67,666) 186,731 — 1,124,912 12,487 1,137,399

Attributable to equity holders of the Company

Issued capital Share premium
Statutory 
reserves

Employee
share-based 

capital reserve

Foreign currency 
translation 

reserve
Retained 
earnings Total

Minority 
interests Total equity

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

At January 1, 2007 3,564 110,539 52,140 40,160 (1,657) 38,415 243,161 24,666 267,827

Exchange realignment (unaudited) — — — — (1,573) — (1,573) (801) (2,374)

Total income and expense
  for the period recognised
  directly in equity (unaudited) — — — — (1,573) — (1,573) (801) (2,374)

Profi t for the period (unaudited) — — — — — 70,049 70,049 (4,093) 65,956

Total income and expense for the period (unaudited) — — — — (1,573) 70,049 68,476 (4,894) 63,582

Capital contribution from minority interests (unaudited) — — — — — — — 8,421 8,421

Share-based compensation costs (unaudited) — — — 48,932 — — 48,932 308 49,240

Exercise of share options (unaudited) — 22 — — — — 22 — 22

At June 30, 2007 (unaudited) 3,564 110,561 52,140 89,092 (3,230) 108,464 360,591 28,501 389,092
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UNAUDITED CONDENSED CONSOLIDATED CASH FLOW STATEMENT
For the six months ended June 30, 2008

For the six months
ended June 30,

2008 2007
RMB’000 RMB’000

Note (Unaudited) (Unaudited)

Net cash infl ow from operating activities 108,108 140,783
Net cash outfl ow from investing activities (303,331) (168,014)
Net cash outfl ow from fi nancing activities (62,932) (2,539)

Net decrease in cash and cash equivalents (258,155) (29,770)
Cash and cash equivalents at beginning of period 12 888,922 318,508
Effect of foreign exchange rate changes, net (38,124) (2,530)

Cash and cash equivalents at end of period 12 592,643 286,208
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NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED
INTERIM FINANCIAL STATEMENTS

1. Corporate information and reorganisation

The condensed consolidated interim fi nancial statements were authorised for issue in 
accordance with a resolution of the directors on August 28, 2008.

The Company was incorporated under the laws of the British Virgin Islands on March 20, 1998. 
On November 15, 2005, it was continued into the Cayman Islands under the Companies Law of 
the Cayman Islands. The Company’s shares have been listed on the Stock Exchange of Hong 
Kong since October 9, 2007.

The Group is principally involved in the research, development and distribution of software 
products and the provision of online game services. The Company’s and the Group’s principal 
operations and geographic market are in the People’s Republic of China (the “PRC”). The 
Company does not conduct any substantive operations of its own and conducts its primary 
business operations through its subsidiaries established in the PRC. The principal executive 
offi ce of the Company is located at 21/F, Baiyan Building, No. 238 Beisihuan Zhong Road, 
Haidian District, Beijing 100083, the PRC.

2. Basis of preparation and accounting policies

Basis of preparation

The condensed consolidated interim fi nancial statements for the six months ended June 30, 
2008 have been prepared in accordance with International Accounting Standard (“IAS”) 34 
Interim Financial Reporting.

The condensed consolidated interim fi nancial statements do not include all the information and 
disclosures required in the annual fi nancial statements and should be read in conjunction with 
the Group’s audited fi nancial statements as at December 31, 2007.
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Signifi cant accounting policies

The accounting policies adopted in the preparation of the condensed consolidated interim 
fi nancial statements are consistent with those followed in the preparation of the Group’s audited 
fi nancial statements for the year ended December 31, 2007, with the addition of the accounting 
policies described below:

Financial assets at fair value through profi t or loss

Financial assets at fair value through profi t or loss include fi nancial assets held for trading 
and fi nancial assets designated upon initial recognition as at fair value through profi t or loss. 
Financial assets are classifi ed as held for trading if they are acquired for the purpose of sale in 
the near term. Derivatives, including separated embedded derivatives, are also classifi ed as held 
for trading unless they are designated as effective hedging instruments or fi nancial guarantee 
contracts. Gains or losses on investments of these fi nancial assets are recognised in the income 
statement. The net fair value gain or loss recognised in the income statement does not include 
any dividends or interest earned on these fi nancial assets, which are recognised in accordance 
with the policies set out for “Revenue recognition”.

Where a contract contains one or more embedded derivatives, like credit-linked deposits, the 
entire hybrid contract may be designated as fi nancial asset at fair value through profi t or loss, 
except where the embedded derivative does not signifi cantly modify the cash fl ows or it is clear 
that separation of the embedded derivative is prohibited.

Acquisitions of minority interests

Acquisitions of minority interests are accounted for using the entity concept method, whereby, 
the difference between the consideration and the book value of the share of the net assets 
acquired is recognised as a deduction of “retained earnings”.

Interest in a jointly-controlled entity

A jointly-controlled entity is a joint venture that is subject to joint control, resulting in none 
of the participating parties having unilateral control over the economic activity of the jointly-
controlled entity.

The Group’s interests in the jointly-controlled entity are stated in the consolidated balance sheet 
at the Group’s share of net assets under the equity method of accounting, less any impairment 
losses. The Group’s share of the post-acquisition results and reserves of the jointly-controlled 
entity is included in the consolidated income statement and consolidated reserves, respectively.
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The Group has not applied the following relevant new and revised International Financial 
Reporting Standards (“IFRSs”) and International Financial Reporting Interpretation Committee 
(“IFRIC”) interpretations that have been issued but are not yet effective in these fi nancial 
statements:

• IAS 1 Revised Presentation of Financial Statements
• IAS 23 Revised Borrowing Costs
• IAS 27 Revised Consolidated and Separate Financial Statements
• IAS 28 Revised Investments in Associates
• IAS 31 Revised Interests in Joint Ventures
• IAS 32 Revised Financial Instruments: Presentation
• IFRS 2 Revised Share-based Payment
• IFRS 3 Revised Business Combinations
• IFRS 8 Operating Segments
• IFRIC-Int 11 Group and Treasury Share Transactions
• IFRIC-Int 12 Service Concession Arrangements
• IFRIC-Int 13 Customer Loyalty Programmes

3. Income tax

The major components of income tax expense in the condensed consolidated interim income 
statements are:

For the three months
ended June 30,

For the six months
ended June 30,

2008 2007 2008 2007
RMB’000 RMB’000 RMB’000 RMB’000

(Unaudited) (Unaudited) (Unaudited) (Unaudited)

Current income tax
Current income tax charge 3,931 3,805 18,888 8,966

Deferred income tax
Relating to origination and reversal
 of temporary differences 427 1,013 4,672 (513)

Income tax expense 4,358 4,818 23,560 8,453
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4. Property, plant and equipment

2008 2007
RMB’000 RMB’000

(Unaudited) (Unaudited)

Net book amount at January 1, 45,446 32,790
Additions 38,210 10,359
Disposals (80) (138)
Depreciation charge (9,500) (8,171)

Net book amount at June 30, 74,076 34,840

5. Intangible assets

2008 2007
RMB’000 RMB’000

(Unaudited) (Unaudited)

Net book amount at January 1, 14,281 7,178
Additions 9,317 9,700
Amortisation charge (5,426) (2,699)

Net book amount at June 30, 18,172 14,179
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6. Interest in an associate

As at
June 30,

2008

As at
December 31,

 2007
RMB’000 RMB’000

(Unaudited) (Audited)

Shares of net assets 11,330 1,014

Particulars of the associate are as follows:

Name

Place and
date of 

registration 
and place of 

operations

Nominal
value of

registered
capital

Percentage
of equity

interest
attributable

to the Group
Principal
activities

Guangzhou Kingsoft Duoyi Internet
 Technology Co. Ltd
 (“Kingsoft Guangzhou”)

PRC
July 14, 2006

RMB
10,000,000

40 Research,
development

and provision
of online

game services

The following table illustrates the summarised fi nancial information of the Group’s associate 
extracted from its fi nancial statements:

As at
June 30,

2008

As at
December 31,

2007
RMB’000 RMB’000

Assets 36,111 8,271
Liabilities (7,786) (5,737)

For the six months
ended June 30,

2008 2007
RMB’000 RMB’000

Revenue 39,534 98
Gain/(loss) 25,791 (2,085)

Pursuant to the cooperative agreement, the Company is required to transfer up to 20% of its 
equity interest in Kingsoft Guangzhou at a consideration of RMB1 to the only other shareholder 
of Kingsoft Guangzhou should Kingsoft Guangzhou’s revenue achieve certain pre-determined 
revenue targets in the coming years.
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7. Interest in a jointly-controlled entity

As at
June 30,

2008

As at
December 31,

2007
RMB’000 RMB’000

(Unaudited) (Audited)

Shares of net assets 912 —
Loans to jointly-controlled entity 1,000 —

1,912 —

The loans to the jointly-controlled entity were unsecured, interest-free and have a fi xed term 
of repayment of 45 days since the establishment of the jointly-controlled entity. The carrying 
amount of the loans approximates to their fair values.

Particulars of the jointly-controlled entity are as follows:

Name

Place and
date of 

registration 
and place of 

operations

Nominal
value of 

registered 
capital

Percentage
of equity 

interest 
attributable

to the Group
Principal 
activities

Beijing Kingsoft Lianking Techonology
 Corporation Limited
 (“Kingsoft Lianking”)

PRC
June 10, 2008

RMB
3,000,600 40

Research and
development

of games
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The following table illustrates the summarised fi nancial information of the Group’s jointly-
controlled entity:

As at
June 30,

2008

As at
December 31,

2007
RMB’000 RMB’000

Assets 3,280 —
Liabilities (1,000) —

For the six months
ended June 30,

2008 2007
RMB’000 RMB’000

Revenue — —
Loss (720) —

Pursuant to the cooperative agreement, the Group is required to transfer up to 15% of its equity 
interest in Kingsoft Lianking at no consideration to the only other shareholder of Kingsoft 
Lianking should the revenue of the fi rst online game developed by Kingsoft Lianking achieve 
certain pre-determined revenue targets in the coming years, or upon the happening of specifi ed 
events. Another 10% equity interest of Kingsoft Lianking will be required to transfer to the only 
other shareholder should the revenue of online games developed by Kingsoft Lianking achieve 
certain predetermined revenue targets during the fi rst fi ve years. In addition, if the revenue of 
the fi rst online game developed by Kingsoft Lianking is below certain pre-determined revenue 
targets and the fi rst online game of Kingsoft Lianking is not ready for commercialisation during 
the fi rst 24 months of its operation, the Group is entitled to acquire up to 19% of equity interest 
in Kingsoft Lianking from the only other shareholder at no consideration.

8. Long-term prepayments

The long-term prepayments are unsecured and interest free. As of June 30, 2008, included in 
the balance is prepayment of RMB140 million for the acquisition of a property in Beijing.

9. Inventories

The amount of the write-off of inventories recognised as an expense for the six months ended 
June 30, 2008 was RMB483 thousand (unaudited). This expense is included in “other operating 
costs”.
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10. Trade receivables

Trade receivables, which are non-interest bearing and generally on terms of 30 to 90 days 
credit, are recognised and carried at original invoiced amount less any impairment loss. An 
estimate for doubtful debts is made when there is objective evidence that an impairment loss on 
receivables has been incurred. Bad debts are written off as incurred. The Group generally does 
not require collateral from its customers.

An aged analysis of the Group’s trade receivables as at the balance sheet dates, based on the 
invoice date, is as follows:

As at
June 30,

2008

As at
December 31,

2007
RMB’000 RMB’000

(Unaudited) (Audited)

0–30 days 71,652 51,147
31–60 days 4,209 1,141
61–90 days 3,825 1,926
91–365 days 5,557 2,555
Over one year 1,771 3,457

87,014 60,226

11. Credit-linked deposits

At June 30, 2008, the Group held assets in the form of credit-linked deposits. The Group placed 
deposits in major fi nancial institutions and these deposits are credit-linked to debt securities 
(“reference securities”) issued by other entities (“reference entities”). The ultimate repayment 
of the deposit is dependent on the occurrence of credit event, such as bankruptcy or default 
by the reference entities. In addition, as those reference securities may be denominated in a 
currency other than the principal amount of the credit-linked deposits, the credit-linked deposits 
may also contain cross-currency swaps. The Group can receive deposit interests periodically 
under a predetermined rate. If a credit event occurs, the Group may suffer a loss on its credit-
linked deposits because the fi nancial institutions can terminate the interest payment and settle 
the Group’s credit-linked deposits with cash received from the sale of the reference securities, if 
any, or by transferring the reference securities to the Group.

In accordance to IAS 39, Financial Instruments: Recognition and Measurement, the credit-
linked deposits, which are linked to the credit worthiness of the reference securities, contain an 
embedded derivative that is not clearly and closely related to the interest-bearing deposit. As 
the Group managed and evaluated the performance of individual credit-linked deposits on a fair 
value basis, credit-linked deposits are considered as fi nancial assets at fair value through profi t 
or loss and are measured at fair value at each reporting date with changes in fair value recorded 
in the consolidated income statement.
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The details of credit linked deposits held by the Group at the balance sheet date are disclosed as 
follows:

As at June 30, 2008

Credit-linked
deposits referenced to Principal Amount Due Date

Fair and
carrying

value
RMB’000

(Unaudited)

Bank of Korea 4.94% Monetary
 Stabilisation Bonds HK$123.4 million January 10, 2009 108,473
Republic of Korea 4.80% Bonds US$10.5 million August 23, 2008 72,187

180,660

As at December 31, 2007

The Group did not hold any credit-linked deposits as at December 31, 2007.

12. Cash and cash equivalents

As at
June 30,

2008

As at
December 31,

2007
RMB’000 RMB’000

(Unaudited) (Audited)

Cash and bank balances 383,388 171,801
Time deposits with original maturity 
 of less than three months when acquired 209,255 717,121

592,643 888,922
Time deposits with original maturity 
 of over three months when acquired 257,800 357,155

850,443 1,246,077

Cash and cash equivalents in the consolidated balance sheet comprise cash at bank and in hand 
and time deposits.

For the purpose of the consolidated cash fl ow statement, cash and cash equivalents consist of 
cash at bank and in hand and time deposits with an original maturity of less than three months.
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13. Trade payables

An aged analysis of the Group’s trade payables is as follows:

As at
June 30,

2008

As at
December 31,

2007
RMB’000 RMB’000

(Unaudited) (Audited)

0–30 days 4,816 2,328
31–60 days 1,620 1,307
61–90 days 26 1,192
91–365 days 437 773
Over one year 1,266 1,520

8,165 7,120

Trade payables are non-interest-bearing and are normally settled on two to three months terms.

14. Authorised and issued capital

The movement of the Company’s issued capital is as follows:

Number
of shares

in issue

Issued
share

capital

Share
premium

account Total
Note RMB’000 RMB’000 RMB’000

At January 1, 2008 1,061,726,020 4,322 735,510 739,832
Exercise of share options (unaudited) 5,329,313 16 3,654 3,670
Issuance of share certifi cates for ordinary
 share subscribed (unaudited) — 3 316 319
Capital contribution from equity holders
 (unaudited) — — 32,741 32,741

At June 30, 2008 (Unaudited) 1,067,055,333 4,341 772,221 776,562

At January 1, 2007 (a) 861,315,540 3,564 110,539 114,103
Exercise of share options (unaudited) 80,000 — 22 22

At June 30, 2007 (unaudited) 861,395,540 3,564 110,561 114,125

(a) Pursuant to a resolution passed on September 3, 2007, the Company undertook a share split whereby each of the then 
issued ordinary share was split into 20 ordinary shares. Accordingly, the total number of issued shares as of September 
3, 2007 increased from 43,069,777 shares to 861,395,540 shares and the nominal value of each share was changed 
from US$0.01 each to US$0.0005 each. All numbers/per share data of ordinary share of the Company have been 
presented after the effect of the share split, except where otherwise indicated.
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15. Share-based compensation reserve

(a) Share options

The Company adopted the 2004 Pre-IPO Share Option Scheme and the 2007 Pre-IPO Share 
Option Scheme on June 30, 2004 and January 22, 2007, respectively. The Pre-IPO Share 
Option Schemes were terminated on September 3, 2007. No share options were granted 
since then. The following table illustrates the number (No.) and weighted average exercise 
prices (WAEP) of, and movements in, the Company’s share options for the six months 
ended June 30, 2008 and for the year ended December 31, 2007. All numbers/per share data 
of ordinary share of the Company have been presented after the effect of the share split, 
which is mentioned in note 14(a), except where otherwise indicated.

Company
2008 2008 2007 2007

No. WAEP No. WAEP
US$ US$

Outstanding at January 1, 141,677,680 0.2108 36,077,960 0.1062
Granted during the period — — 112,647,400 0.2411
Forfeited during the period (4,477,967) 0.2394 (4,566,000) 0.2148
Exercised during the period (4,434,313) 0.1174 (2,481,680) 0.0615
Expired during the period — — — —

Outstanding at June 30, 2008/
 December 31, 2007 132,765,400 0.2130 141,677,680 0.2108

(b) Share Award Scheme

On March 31, 2008 (“Adoption Date”), the Board of Directors approved and adopted the 
Share Award Scheme in which selected employees of the Group are entitled to participate. 
Unless early terminated by the Board of Directors, the Share Award Scheme shall be 
valid and effective for a term of fi ve years commencing on the Adoption Date. The Board 
of Directors shall not grant any award of shares which would result in the total number 
of shares which are the subject of awards granted by the Board of Directors under the 
Share Award Scheme (but not counting any which have lapsed or have been forfeited) 
representing in aggregate over 10% of the issued capital of the Company as at the date of 
such grant.

Pursuant to the rules of the Share Award Scheme, the Group has signed an agreement 
with Core Pacifi c-Yamaichi International (H.K.) Nominees Limited (“the trustee”), for the 
purpose of administering the Share Award Scheme and holding the awarded shares before 
they vest.
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On June 26, 2008, 5,079,000 shares were awarded to a number of employees which will 
be transferred to the employees at nil consideration upon vesting between June 26, 2009 
and June 26, 2011. The trustee acquired 200,000 shares of the Company at a total cost 
(including related transaction costs) of HK$0.8 million in June 2008 and 4,903,000 shares 
at a total cost (including related transaction costs) of HK$18.3 million in July 2008. The 
excess 24,000 shares would be awarded to employees in future.

16. Dividends

A fi nal dividend for 2007 of HK$0.1 per ordinary share was proposed pursuant to a resolution 
passed by the Board on March 31, 2008 and was approved by the shareholders in the annual 
general meeting held on May 23, 2008.

The Board of Directors of the Company does not recommend the payment of any interim 
dividend for the six months ended June 30, 2008.

17. Segment information

The Group’s operating businesses are structured and managed separately, according to the 
nature of their operations and the products and services they provide. Each of the Group’s 
business segments represents a strategic business unit that offers products and services which 
are subject to risks and returns that are different from those of the other business segments. 
Details of the business segments are summarised as follows:

(a) the entertainment software segment provides online game, mobile game and casual game 
services;

(b) the applications software segment engages in the research, development and distribution of 
internet security software, dictionary software and offi ce applications software products; 
and

(c) the “others” segment comprises, principally the Group’s software consultancy services and 
advertising services.
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The following table presents revenue and results for the Group’s primary segments for the three 
and six months ended June 30, 2008 and 2007:

Entertainment
software

Applications
software Others Eliminations Consolidated

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)

For the three months ended June 30, 2008 (unaudited)
Revenue
Sales to external customers 107,849 62,361 1,559 — 171,769

Total revenue 107,849 62,361 1,559 — 171,769

Results
Segment results 41,132 28,353 1,559 — 71,044

Unallocated expenses (30,486)
Finance income 5,830
Share of gain of an associate 8,233 8,233
Share of loss of a jointly-controlled entity (288) (288)

Profi t before tax expense 54,333
Income tax expense (4,358)

Profi t for the period 49,975

Entertainment
software

Applications
software Others Eliminations Consolidated

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)

For the three months ended June 30, 2007 (unaudited)
Revenue
Sales to external customers 101,660 36,510 1,346 — 139,516

Total revenue 101,660 36,510 1,346 — 139,516

Results
Segment results 63,234 14,884 1,346 — 79,464

Unallocated expenses (41,273)
Finance income 2,167
Share of loss of an associate (397) (397)

Profi t before tax expense 39,961
Income tax expense (4,818)

Profi t for the period 35,143
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Entertainment
software

Applications
software Others Eliminations Consolidated

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)

For the six months ended June 30, 2008 (unaudited)
Revenue
Sales to external customers 228,111 116,274 2,421 — 346,806

Total revenue 228,111 116,274 2,421 — 346,806

Results
Segment results 116,326 54,473 2,421 — 173,220

Unallocated expenses (68,805)
Finance income 14,207
Share of gain of an associate 10,316 10,316
Share of loss of a jointly-controlled entity (288) (288)

Profi t before tax expense 128,650
Income tax expense (23,560)

Profi t for the period 105,090

Entertainment
software

Applications
software Others Eliminations Consolidated

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)

For the six months ended June 30, 2007 (unaudited)
Revenue
Sales to external customers 178,794 62,145 2,516 — 243,455

Total revenue 178,794 62,145 2,516 — 243,455

Results
Segment results 118,228 24,201 2,516 — 144,945

Unallocated expenses (73,668)
Finance income 3,966
Share of loss of an associate (834) (834)

Profi t before tax expense 74,409
Income tax expense (8,453)

Profi t for the period 65,956
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18. Commitments

Capital commitments

The Group had the following commitments at the balance sheet date:

As at
June 30,

2008

As at
December 31,

2007
RMB’000 RMB’000

(Unaudited) (Audited)

Contracted, but not provided for:
 Electronic equipment 8,177 3,230
 Building 35,445 18,804

Total 43,622 22,034

19. Related party transactions

The following table provides the total amount of material transactions, which have been entered 
into with related parties during the period.

For the three months
ended June 30,

For the six months
ended June 30,

2008 2007 2008 2007
RMB’000 RMB’000 RMB’000 RMB’000

(Unaudited) (Unaudited) (Unaudited) (Unaudited)

Sales to related parties:
 Entity with signifi cant infl uence over a
   non-wholly owned subsidiary — — — 4,359
 Entity with a signifi cant interest held by
   shareholder’s family member 20 — 20 —

Total 20 — 20 4,359

Purchase from related parties:
  Company with a common shareholder

 of the Company 346 105 346 155
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As at
June 30,

2008

As at
December 31,

2007
RMB’000 RMB’000

Note (Unaudited) (Audited)

Due from related parties:
 Shareholders and directors of the Company (a) — 9,862

Note:

(a) The balance as at December 31, 2007 represented the IPO expenses allocated to Lenovo Manufacturing Limited 
(“Lenovo”), New Horizon Goldensoft Investment Co., Ltd. (“New Horizon”), Super Faith International Limited 
(“Super Faith”) and Tetrad Ventures Pte Ltd (“Tetrad”) (collectively known as the “Selling Shareholders”). Before 
the IPO, the Company and the Selling Shareholders entered into an agreement, according to which, the IPO expenses 
should be borne by each of the Company and the Selling Shareholders in proportions according to the percentage of 
shares issued or sold in the IPO and the over-allotment. As of June 30, 2008, the four selling shareholders have paid 
their portions of IPO expenses to the Company.

20. Post Balance Sheet Events

(a) On June 1, 2008, the Group entered into an agreement to acquire the business of Shenzhen 
Zhaoshangzhuoer Infogate Co., Ltd. (“Shenzhen ZSZE”) for a total cash consideration of 
RMB14.5 million. The Group will pay additional RMB3 million to Shenzhen ZSZE should 
the revenue of the acquired business achieve certain pre-determined revenue targets in 
2008. The transaction was completed on July 31, 2008.

Due to the fact that the Group is still in the process of evaluating the fair value of the 
identifi able assets and liabilities acquired, and the Group is unable to obtain the pre-
acquisition results of the acquired business, it is impractical to disclose such information as 
required under IFRS 3.

(b) On August 28, 2008, the Board of Directors approved the plan for issuing 3,600,000 shares 
to some selected employees under the Share Award Scheme. The detail of the Share Award 
Scheme is disclosed in Note 15(b).
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OPERATIONAL HIGHLIGHTS
For the three months ended

March 31,
2007

June 30,
2007

September 30, 
2007

December 31, 
2007

March 31, 
2008

June 30, 
2008

Online games
Daily Average Peak 
 Concurrent Users 508,188 491,757 529,794 605,569 633,487 846,180
Monthly Average Paying Users 1,196,656 1,136,197 1,034,864 1,001,381 1,093,789 1,036,692
Monthly Average Revenue per Paying User
 in RMB 21 28 31 37 36 34

Online services of internet securities
Daily Average Paying Users 3,965,540 5,324,747 6,503,647 7,555,280 8,277,873 8,696,519
Monthly Average Revenue per Paying User
 in RMB 1.5 1.5 1.4 1.5 1.4 1.6
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FINANCIAL HIGHLIGHTS

For the six months ended
June 30, 

2007
June 30, 

2008
RMB’000 RMB’000

(Unaudited) (Unaudited)

Revenue:
 Entertainment software 178,794 228,111
 Applications software 62,145 116,274
 Others 2,516 2,421

243,455 346,806
Cost of revenue (41,656) (49,139)

Gross profi t 201,799 297,667
Research and development costs, net of government grants (28,418) (54,310)
Selling and distribution costs (35,090) (68,606)
Administrative expenses (22,487) (40,236)
Share-based compensation costs (48,551) (27,912)
Other operating costs (513) (2,809)
Other income and gains 4,537 621

Operating profi t 71,277 104,415
Finance income 3,966 14,207
Share of gain/(loss) of an associate (834) 10,316
Share of loss of a jointly-controlled entity — (288)

Profi t before tax 74,409 128,650
Income tax expense (8,453) (23,560)

Profi t for the period 65,956 105,090

Attributable to:
 Equity holders of the Company 70,049 107,874
 Minority interests (4,093) (2,784)

65,956 105,090

RMB RMB

Earnings per share attributable to
 ordinary equity holders of the Company
 Basic 0.0813 0.1013
 Diluted 0.0792 0.0972
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For the three months ended
June 30, March 31, June 30,

2007 2008 2008
RMB’000 RMB’000 RMB’000

(Unaudited) (Unaudited) (Unaudited)

Revenue:
 Entertainment software 101,660 120,262 107,849
 Applications software 36,510 53,913 62,361
 Others 1,346 862 1,559

139,516 175,037 171,769

Cost of revenue (25,116) (24,418) (24,721)

Gross profi t 114,400 150,619 147,048
Research and development costs, net of
 government grants (15,180) (24,009) (30,301)
Selling and distribution costs (21,397) (23,888) (44,718)
Administrative expenses (12,326) (21,663) (18,573)
Share-based compensation costs (27,464) (16,747) (11,165)
Other operating costs 92 (836) (1,973)
Other income and gains 66 381 240

Operating profi t 38,191 63,857 40,558
Finance income 2,167 8,377 5,830
Share of gain/(loss) of an associate (397) 2,083 8,233
Share of loss of a jointly-controlled entity — — (288)

Profi t before tax 39,961 74,317 54,333
Income tax expense (4,818) (19,202) (4,358)

Profi t for the period 35,143 55,115 49,975

Attributable to:
 Equity holders of the Company 37,335 57,051 50,823
 Minority interests (2,192) (1,936) (848)

35,143 55,115 49,975

RMB RMB RMB

Earnings per share attributable to 
  ordinary equity holders of the Company
 Basic 0.0433 0.0536 0.0476
 Diluted 0.0422 0.0517 0.0455
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MANAGEMENT DISCUSSION AND ANALYSIS

Business Review

Kingsoft is pleased to present a set of encouraging operational and fi nancial results for the fi rst half 
of 2008. The initial six-month period was marked by the launch of two new major MMORPGs, JX 
Online World and The First Myth II, to level up JX franchise and The First Myth franchise, taking 
our entertainment software business to a record average peak of 0.85 million concurrent users 
for the second quarter. Whilst the Group continued to transform the existing application business 
towards web-based services, Kingsoft Internet Security online service utilization grew to a daily 
average of 8.7 million paying customers within the same time frame.

In order to seize new business opportunities within the booming Internet space both within China 
and overseas markets, the Group has formed a number of joint ventures and continued to sustain 
long term growth through strategic acquisitions. Overall these efforts have provided the Group a 
chance to strengthen the leading position as a major software developer, distributor and service 
provider in China.

Entertainment Software Business Segment

MMORPGs

Following a successful limited close beta testing, The First Myth II, the second installment of the 
Group’s internally developed MMORPG game The First Myth series, commenced unlimited close 
beta testing on May 30, 2008. Celebrity Ekin Cheng was invited to be the game icon to further 
increase the game’s popularity in China.

On June 6, 2008, JX Online World, a sequel of the original JX Online series, conducted unlimited 
close beta testing which recorded peak concurrent users of over 280,000 in August, 2008, a solid 
proof of its popularity in the market.

In order to expand the online game genre, the Group entered into a seed-investment framework 
agreement with Lianking, an online game R&D studio in China, in April 2008.

Casual Games

In May, the Group agreed to acquire a 29.4% equity interest in Kingsoft Dalian from Dalian Shang 
Shang Digital Technology Co., Ltd. for a total cash consideration of RMB30.3 million. Upon the 
completion of the transaction in June, 2008, Kingsoft Dalian became an 80.4%-owned subsidiary 
of the Group. By acquiring a much larger shareholding in Kingsoft Dalian, the Group will benefi t 
more from the full commercial deployment of Kingsoft Dalian’s games after two years of internal 
development and testing.
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Applications Software Business Segment

During the reporting period, the Group continued to expand its applications software business. In 
March 2008, the Group partnered with Baidu to launch a free internet security service that will 
benefi t as many as 200 million users in China. In May 2008, the Group partnered with Google to 
launch “Google-Kingsoft Ciba”, a free online translation service. The partnership started a new 
chapter for Kingsoft Ciba as it transforms itself into a web-based service provider.

The Group is in the process of acquiring Shenzhen Zhaoshangzhuoer Infogate Co., Ltd., an internet 
security products and services provider in China, at a cash consideration of RMB14.52 million plus 
future earn-outs. It will provide Kingsoft with a platform to access the growing market of internet 
security services for small and medium enterprises (SMEs).

In April, Kingsoft’s top online English learning community in China, I Love Power Word 
(www.iciba.com), entered into a cooperation agreement with ChinaHR.com, one of the earliest and 
most professional recruitment websites in China. The cooperation will see ChinaHR.com in every 
column and channel of www.iciba.com. Users of www.iciba.com can enjoy better quality of service.

The Group is committed to improving the quality and functions of its products. In April 2008, 
Kingsoft Internet Security 2008 was awarded the VB100 certifi cate by Virus Bulletin, the 
international authority in anti-virus software testing, in recognition of its outstanding protection 
against viruses. It was the second time that Kingsoft Internet Security was granted the award.

Overseas Markets

Following the introduction of JX Online and The First Myth, JX Online II was commercially 
launched in Vietnam in March 2008. The three games recorded daily average peak concurrent users 
of over 350,000 for the three months ended June 30, 2008. The popularity of kingsoft games in the 
Vietnamese online game market has demonstrated a local dominance.

To further expand the business in Vietnam, the Group entered into an agreement with two 
Vietnamese parties to form a joint venture company named Kim Quang Software and Technology 
Joint Stock Company in Hanoi, Vietnam. The joint venture company will manufacture, process 
and distribute Kingsoft’s software; design, manufacture and supply the products and value added 
services for mobile and information technology; and act as an agent for Kingsoft’s Internet services.

Apart from Vietnam, Thailand becomes a new overseas market for the Group. In January 2008, the 
Group launched the fi rst three dimensional (“3D”) fi rst-person shooter game MAT in the territory. 

First Half of 2008 Compared to First Half of 2007

Revenue

Our revenue increased by 42% year-over-year to RMB346.8 million. Revenue from our 
entertainment and applications software businesses represented 66% and 34%, respectively, of our 
total revenue.
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Revenue from our entertainment software business increased by 28% year-over-year to RMB228.1 
million.

Daily average peak concurrent users, a measure we use to monitor the popularity of our 
MMORPGs, increased by 72% year-over-year to 0.85 million. Our number of monthly average 
paying users decreased by 9% year-over-year to 1.04 million. This year-over-year decrease in 
monthly paying users resulted from the attenuation of our existing games. The year-over-year 
increase in daily average peak concurrent users resulted from the introduction of two new online 
games, The First Myth II and JX Online World, during the reporting period.

The monthly average revenue per paying user (“monthly ARPU”) for our MMORPGs increased by 
21% year-over-year to RMB34.

Revenue from our applications software business increased by 87% year-over-year to RMB116.3 
million, primarily due to an increase in the number of subscribers for online services of Kingsoft 
Internet Security to 8.7 million daily average paying users in the second quarter of 2008 from 5.3 
million in the same period last year. This increase in users represents a 63% year-over-year increase 
in daily average paying users.

Monthly ARPU for the online services of Kingsoft Internet Security business increased by RMB0.1 
year-over-year.

Gross Profi t and Cost of Revenue

Our gross profi t increased by 48% year-over-year to RMB297.7 million. Our gross profi t margin 
increased by three percentage points year-over-year to 86%. The increase resulted primarily from 
a combination of the improved utilization of servers and bandwidth and increased proportion 
of revenue from online subscription of our application software, of which gross profi t margin is 
relatively higher.

Our cost of revenue increased by 18% year-over-year to RMB49.1 million, primarily due to 
increased bandwidth and server costs associated with growing revenue from MMORPGs and online 
services of Kingsoft Internet Security.

Research and Development Costs

Our research and development expenses, net of government grants increased by 91% year-over-year 
to RMB54.3 million primarily due to (i) the company-wide rise in salaries and benefi ts and (ii) an 
overall increase in research and development headcount.

Selling and Distribution Costs

Our selling and distribution expenses increased by 96% year-over-year to RMB68.6 million due to 
the launch of a series of marketing campaigns to promote the two new online games, The First Myth 
II and JX Online World.
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Administrative Expenses

Our administrative expenses increased by 79% year-over-year to RMB40.2 million primarily due 
to increased professional fees, a general rise in employee salary costs and benefi ts and increased 
administrative offi ce expenses which were mainly rental costs and utility expenses.

Share-based Compensation Costs

Our share-based compensation costs decreased by 43% year-over-year to RMB27.9 million 
primarily due to the adoption of the accelerated method in accordance with the graded vesting 
schedule.

Operating Profi t Excluding Share-based Compensation Costs

Our operating profi t excluding share-based compensation costs increased by 10% year-over-year to 
RMB132.3 million. The operating profi t margin decreased by 11 percentage points year-over-year 
to 38% primarily due to the increased selling and distribution costs.

Share of loss/gain of an associate

Our share of gain of an associate surged to RMB10.3 million versus a share of loss of RMB0.8 
million, which is our share, as the 40% equity holder, of the gain/loss of our associate, Kingsoft 
Guangzhou. During the reporting period, Meng Xiang Shi Jie, the fi rst game launched by Kingsoft 
Guangzhou, recorded strong operational performance and growing revenue.

Income Tax Expense

Our income tax expenses increased by 179% year-over-year to RMB23.6 million. Since the 
introduction of the new PRC Corporate Income Tax Law that became effective on January 1, 2008, 
there are still some uncertainties involved in applying the qualifi cation rules for new technology 
enterprises which are subject to a favorable corporate income tax (“CIT”) rate of 15%. We have 
been assessing our eligibility and adjusting the CITs of our local operating entities in accordance 
with the recent developments of the detailed rules.

The effective tax rate (excluding the impact of share-based compensation costs) was 15% for the 
reporting period versus 7% for the same period last year.

Profi t attributable to equity holders of the Company

For the reasons described above, our profi t attributable to equity holders increased by 54% year-
over-year to RMB107.9 million.
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Profi t attributable to equity holders of the Company before share-based compensation costs

Profi t attributable to equity holders of the Company before share-based compensation costs, which 
is defi ned as profi t attributable to equity holders excluding the effect of share-based compensation 
costs attributable to the equity holders, is a measure supplementary to the consolidated fi nancial 
statements presented in accordance with International Financial Reporting Standards (“IFRSs”).

We believe the profi t attributable to equity holders of the Company before share-based 
compensation costs will enhance investors’ overall understanding of the Company’s operating 
performance. When assessing our operating performance, you should not consider this data in 
isolation of or as a substitute for our profi t or any other operating performance measure that 
is calculated in accordance with IFRSs. In addition, our profi t attributable to equity holders of 
the Company before share-based compensation costs may not be comparable to similarly titled 
measures utilized by other companies.

Our profi t attributable to equity holders of the Company before share-based compensation costs 
increased by 15% year-over-year to RMB135.7 million. The net profi t margin excluding the effect 
of share-based compensation costs was 39% and 49% for the six months ended June 30, 2008 and 
June 30, 2007 respectively.

Liquidity and Financial Resources

The Group had a strong cash fl ow position towards the end of the reporting period. As at June 30, 
2008, the Group had major fi nancial resources in the forms of cash, time deposits and credit-linked 
deposits amounting to RMB383.4 million, RMB467.0 million and RMB180.7 million, respectively, 
which totally represented 69% of the Group’s total assets.

As at June 30, 2008, the Group did not have any interest-bearing borrowings.

Gearing Ratio

As at June 30, 2008, the Group’s gearing ratio, which represent total liabilities divided by total 
assets, was 23%, decreased 1 percentage point from 24% as at December 31, 2007. This minor 
decrease was mainly resulted from the decrease of accrued expenses and other payables.

Foreign Currency Risk Management

Certain expenses of the Group are denominated in currencies other than the RMB. The Group 
generates foreign currency revenue from license sales made in other Asian countries. As the 
exchange rates of the RMB against US dollar rose continuously during the period under review, 
the Group sold US dollar for RMB upon receiving US dollar revenue. Besides, the Group adopted 
“natural immunity” method to match the income and payment in foreign currencies by arranging 
some expenses denominated in foreign currencies.
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Cash and Net Cash Generated from Operating Activities

During the fi rst half of 2008, the total balance of our cash and cash equivalent and credit-linked 
deposits decreased by 17% to RMB1.03 billion as at June 30, 2008 primarily as a result of cash 
outfl ows of dividend payment for the fi nancial year of 2007 and payment for the acquisition of a 
new offi ce property in Beijing.

Our net cash generated by operating activities was RMB108.1 million and RMB140.8 million for 
the six months ended June 30, 2008 and June 30, 2007, respectively. The decrease of our net cash 
generated by operating activities year-over-year was primarily due to an increase of RMB26.3 
million in trade receivables and a decrease of RMB11.6 million in accrued expenses and other 
payables during the reporting period.

Capital Expenditures

Capital expenditures represent cash payments for acquisition of property, fi xed assets and intangible 
assets such as software. Cash used for capital expenditures was RMB189.6 million and RMB27.0 
million for the six months ended June 30, 2008 and June 30, 2007, respectively. The year-over-year 
increase was resulted from the acquisition of a new offi ce property in Beijing, the construction of 
the Zhuhai Research Center, and the purchase of additional servers for beginning the operation of 
The First Myth II and JX Online World during the reporting period.

Second Quarter of 2008 Compared to First Quarter of 2008 and Second Quarter of 2007

Revenue

Our revenue decreased by 2% quarter-over-quarter and increased by 23% year-over-year to 
RMB171.8 million. Revenue from our entertainment and applications software businesses 
represented 63% and 36%, respectively, of our total revenue in the second quarter of 2008.

Revenue from our entertainment software business decreased by 10% quarter-over-quarter and 
increased by 6% year-over-year to RMB107.8 million.

This quarter-over-quarter decrease was primarily due to the halt of online entertainment in the 
nation as a result of the 3 days of mourning for the Sichuan Earthquake in China in May 2008 and 
the cannibalization impact incurred by the launch of JX Online World.

Daily average peak concurrent users increased by 34% quarter-over-quarter and increased by 72% 
year-over-year to 0.85 million. Our number of monthly average paying users decreased by 5% 
quarter-over-quarter and decreased by 9% year-over-year to 1.04 million.

The monthly ARPU for our MMORPGs decreased by 6% quarter-over-quarter and increased by 
21% year-over-year to RMB34.

Revenue from our applications software business increased by 16% quarter-over-quarter and 
increased by 71% year-over-year to RMB62.4 million primarily due to an increase in the number 
of subscribers for online services of Kingsoft Internet Security to 8.7 million daily average paying 
users in the second quarter of 2008 from 5.3 million during the same period last year. This increase 
in daily average paying users represents a 63% year-over-year increase.
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Monthly ARPU for online services of Kingsoft Internet Security business increased by RMB0.2 
quarter-over-quarter and increased by RMB0.1 year-over-year.

Gross Profi t and Cost of Revenue

Our gross profi t decreased by 2% quarter-over-quarter and increased by 29% year-over-year to 
RMB147.0 million. Our gross profi t margin remained unchanged quarter-over-quarter and increased 
by four percentage points year-over-year to 86%.

Our cost of revenue increased by 1% quarter-over-quarter and decreased by 2% year-over-year to 
RMB24.7 million. The quarter-over-quarter increase was primarily due to the launch of the two new 
online games, The First Myth II and JX Online World during the reporting period.

Research and Development Costs

Our research and development expenses, net of government grants increased by 26% quarter-
over-quarter due to the full quarterly impact of the company-wide rise in salaries and benefi ts 
which was commenced in February 2008. In addition to this, as a result of the increased research 
and development headcount, our research and development expenses, net of government grants 
increased by 100% year-over-year to RMB30.3 million.

Selling and Distribution Costs

Our selling and distribution expenses increased by 87% to RMB44.7 million quarter-over-quarter 
and increased by 109% year-over-year primarily due to the launching expenditures of the two new 
online games, The First Myth II and JX Online World.

Administrative Expenses

Our administrative expenses decreased by 14% quarter-over-quarter and increased by 51% year-
over-year to RMB18.6 million. It increased by 51% year-over-year primarily due to increased 
professional fees, a general rise in employee salary costs and benefi ts and administrative offi ce 
expenses which were mainly rental costs and utility expenses.

Share-based Compensation Costs

Our share-based compensation costs decreased by 33% quarter-over-quarter and decreased by 59% 
year-over-year to RMB11.2 million primarily due to the adoption of the accelerated method in 
accordance with the graded vesting schedule.

Operating Profi t Excluding Share-based Compensation Costs

Our operating profi t excluding share-based compensation costs decreased by 36% quarter-over-
quarter and 21% year-over-year to RMB51.7 million. The operating profi t margin decreased by 16 
percentage points quarter-over-quarter and 17 percentage points year-over-year to 30% primarily 
due to the increased selling and distribution costs.
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Share of loss/gain of an associate

Our share of gain of an associate increased by 295% quarter-over-quarter and surged to RMB8.2 
million versus a loss of RMB0.4 million in the same period last year, which is our share, as the 
40% equity holder, of the gain/loss of our associate, Kingsoft Guangzhou. During the reporting 
period, Meng Xiang Shi Jie, the fi rst game launched by Kingsoft Guangzhou has recorded strong 
operational performance and growing revenue.

Income Tax Expense

Our income tax expenses decreased by 77% quarter-over-quarter and decreased by 10% year-over-
year to RMB4.4 million.

Profi t attributable to equity holders of the Company

For the reasons described above, our profi t attributable to equity holders of the Company decreased 
by 11% quarter-over-quarter and increased by 36% year-over-year to RMB50.8 million.

Profi t attributable to equity holders of the Company before share-based compensation costs

Our profi t attributable to equity holders of the Company before share-based compensation costs 
decreased by 16% quarter-over-quarter and decreased by 4% year-over-year to RMB62.0 million 
primarily due to the increased selling and distribution costs. The net profi t margin excluding the 
effect of share-based compensation costs was 36%, 42% and 46% for the three months ended June 
30, 2008, March 31, 2008 and June 30, 2007, respectively.

BUSINESS OUTLOOK

The challenging second quarter of 2008 during which Kingsoft entertainment software experienced 
a sequential decline of  10% and a mere 6% year on year growth is resulted from the impact of the 
cannibalized existing JX series by JX Online World together with the deferred revenue recognition 
of these two games.

Since JX Online World commenced unlimited closed beta testing in June, it has become one of the 
most successful MMORPGs for the year to date. JX series have become a strong, well recognised 
franchise not only within China but additionally within South East Asia.

JX Online World recorded strong peak concurrent users of over 280,000 in August, 2008. As both 
JX Online World and The First Myth II will make a full quarterly revenue impact within the third 
quarter, we expect a better revenue momentum for our entertainment software in the second half of 
2008.

Although the internet security software market in China has enormous potential for growth, we 
are experiencing tougher competition in internet security online subscriptions, where some of our 
peers have engaged in aggressive price cutting and even longer free trial tactics to increase market 
share.  As a result, the net growth of our daily average paying users has slowed down in the second 
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quarter. Kingsoft has a very strong commitment to technology and quality improvement perspective 
that this is the key to sustaining our long term growth. Furthermore, internet security services for 
SMEs in China shows a strong sign of taking off. Upon the acquisition of the business of Shenzhen 
Zhaoshangzhuoer Infogate Co., Ltd., an internet security products and services provider in China, 
we will further expand into the business of SMEs SaaS (Software as a Service), which is expected 
to be a major growth driver to our application software in the foreseeable future.

OTHER INFORMATION

Employee and Remuneration Policies

As at June 30, 2008, the Group had 1,970 employees. The Group had not experienced any serious 
labour shortage problem.

Employee remueration is determined in accordance with prevailing industry practice and 
employees’ educational backgrounds, experiences and performance. The remuneration policy and 
package of the Group’s employees are periodically reviewed.

On March 31, 2008, the Company adopted the Share Award Scheme. Any award of shares granted 
by the Board according to the rules of the Share Award Scheme (the “Awarded Shares”) and 
discretionary bonus will be awarded to employees with outstanding performance having regard to 
the Group’s overall audited results. Employees of the Group are also entitled to other staff benefi ts 
including medical insurance and mandatory provident fund.

Purchase, Sale and Redemption of the Company’s Listed Securities

Neither the Company nor any of its subsidiaries had purchased, sold or redeemed any of the 
Company’s listed securities (whether on the Stock Exchange or otherwise) during the period under 
review, except that the trustee of the Share Award Scheme had, pursuant to the terms of rules and 
trust deed of the Share Award Scheme, purchased from the market a total of 200,000 shares being 
Awarded Shares. The total amount paid to acquire these 200,000 shares during the period was about 
HK$802,487.

Audit Committee

The Company has an audit committee which was established for the purpose of dealing with matters 
relating to audit area, which includes reviewing and supervising the Group’s fi nancial reporting 
process and internal controls. Currently the audit committee comprises two independent non-
executive Directors, namely Mr. Shun Tak Wong and Mr. Guangming George Lu, and one non-
executive Director Mr. Wing Chung Anders Cheung. The Group’s unaudited interim fi nancial 
statements for the three and six months ended June 30, 2008 were reviewed and approved by the 
audit committee at an audit committee meeting held on August 22, 2008.
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Compliance with the Code on Corporate Governance Practices

For the six months ended June 30, 2008, the Company complied with all code provisions of the 
Code on Corporate Governance Practices contained in Appendix 14 of the Listing Rules with the 
exception of the deviation from code provision A.2.1. On May 30, 2008, Mr. Pak Kwan Kau who is 
the chairman of the Board of the Directors of the Company was appointed to be the chief executive 
offi cer of the Company. The roles of chairman and chief executive offi cer were not separated. The 
Board considers that this structure does not impair the balance of power and authority between 
the Board and the management of the Company. The Board also believes that his appointment 
being both the chairman and chief executive offi cer is benefi cial to the business prospects of the 
Company.

The Company will continue to review its practices from time to time to achieve high standard of 
corporate governance.

Appreciation

On behalf of the Board, I would like to extend our sincere thanks to our shareholders and investors 
for their continuous support and confi dence in us. I would like to extend my gratitude and 
appreciation to all management and staff for their hard work and dedication throughout the period.

By Order of the Board
Kingsoft Corporation Limited

Pak Kwan KAU
Chairman

The PRC, August 28, 2008

As a t  the  da te  o f  th i s  announcement ,  the Executive Directors are Messrs. Pak Kwan KAU 
and Donghui WANG; the Non-executive Directors are Messrs. Jun LEI, Choon Chong TAY, 
Wai Ming WONG, and Wing Chung Anders CHEUNG; the Independent Non-Executive Directors are 
Messrs. Shun Tak WONG, Guangming George LU and Mingming HUANG.


