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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q
(Mark One)

þ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2008

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from                      to                     
Commission File Number

1-33350

SOURCEFIRE, INC.
(Exact name of Registrant as Specified in its Charter)

Delaware 52-2289365
(State or Other Jurisdiction of

Incorporation or Organization)
(I.R.S. Employer

Identification No.)

9770 Patuxent Woods Drive
Columbia, Maryland 21046

(Address of Principal Executive Offices) (Zip Code)
Registrant�s telephone number, including area code: (410) 290-1616

     Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes þ  No o
     Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated
filer or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller
reporting company� in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated
filer o

Accelerated filer o Non-accelerated filer þ
(Do not check if a smaller reporting

company)

Smaller reporting
company o

     Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes o No þ

     As of November 4, 2008, there were 25,866,705 outstanding shares of the registrant�s Common Stock.
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Part I. FINANCIAL INFORMATION
Item 1. Financial Statements

SOURCEFIRE, INC.
CONSOLIDATED BALANCE SHEETS

(in thousands, except par value and share amounts)

September
30,

December
31,

2008 2007
(unaudited)

Assets
Current assets:
Cash and cash equivalents $ 28,599 $ 33,071
Short-term investments 64,463 69,816
Accounts receivable, net of allowances of $186 as of September 30, 2008
and $160 as of December 31, 2007 24,411 20,689
Inventory 4,192 4,863
Prepaid expenses and other current assets 3,078 2,651

Total current assets 124,743 131,090
Property and equipment, net 7,888 4,041
Intangible assets, net of accumulated amortization 497 592
Investments 2,404 4,140
Restricted cash � 1,000
Other assets 1,280 815

Total assets $ 136,812 $ 141,678

Liabilities and Stockholders� Equity
Current liabilities:
Accounts payable $ 2,868 $ 5,930
Accrued compensation and related expenses 3,269 3,151
Other accrued expenses 2,362 1,458
Current portion of deferred revenue 19,525 18,417
Current portion of capital lease obligations 47 �
Other current liabilities 712 832

Total current liabilities 28,783 29,788
Deferred revenue, less current portion 2,944 2,610
Capital lease obligations, less current portion 4 �
Other long-term liabilities 86 86

Total liabilities 31,817 32,484

Commitments and Contingencies
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Stockholders� equity:
Preferred stock, $0.001 par value; 20,000,000 shares authorized; no shares
issued and outstanding at September 30, 2008 and December 31, 2007 � �
Common stock, $0.001 par value; 240,000,000 shares authorized;
25,865,977 and 24,642,433 shares issued and outstanding as of
September 30, 2008 and December 31, 2007, respectively 25 24
Additional paid-in capital 158,051 153,693
Accumulated deficit (52,862) (44,523)
Accumulated other comprehensive loss (219) �

Total stockholders� equity 104,995 109,194

Total liabilities and stockholders� equity $ 136,812 $ 141,678

See accompanying notes to consolidated financial statements
3
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SOURCEFIRE, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

(in thousands, except share and per share amounts)

Three Months Ended Nine Months Ended
September 30, September 30,

2008 2007 2008 2007
Revenue:
Products $ 12,661 $ 9,403 $ 28,189 $ 21,103
Technical support and professional services 7,628 5,403 21,769 15,418

Total revenue 20,289 14,806 49,958 36,521

Cost of revenue:
Products 3,585 2,665 8,061 5,809
Technical support and professional services 1,345 800 3,583 2,277

Total cost of revenue 4,930 3,465 11,644 8,086

Gross profit 15,359 11,341 38,314 28,435
Operating expenses:
Research and development 3,267 2,895 9,525 8,076
Sales and marketing 8,655 6,746 23,834 18,563
General and administrative 4,984 2,540 13,929 7,288
Depreciation and amortization 775 427 1,852 1,177
In-process research and development � 2,947 � 2,947

Total operating expenses 17,681 15,555 49,140 38,051

Loss from operations (2,322) (4,214) (10,826) (9,616)
Other income, net:
Interest and investment income 683 1,417 2,666 3,351
Interest expense (2) � (38) (35)
Other income (expense) (39) 3 (1) (9)

Total other income, net 642 1,420 2,627 3,307

Loss before income taxes (1,680) (2,794) (8,199) (6,309)
Income tax expense 39 50 140 120

Net loss (1,719) (2,844) (8,339) (6,429)
Accretion of preferred stock � � � (870)

Net loss attributable to common stockholders $ (1,719) $ (2,844) $ (8,339) $ (7,299)

Net loss attributable to common stockholders
per share:
Basic and diluted $ (0.07) $ (0.12) $ (0.33) $ (0.38)
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Weighted average shares outstanding used in
computing per share amounts:
Basic and diluted 25,698,879 24,218,634 25,208,404 19,027,750

See accompanying notes to consolidated financial statements
4

Edgar Filing: SOURCEFIRE INC - Form 10-Q

6



SOURCEFIRE, INC.
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS� EQUITY (UNAUDITED)

(in thousands, except share amounts)

Accumulated
Additional Other

Common Stock Paid In Accumulated Comprehensive

Shares Amount Capital Deficit
Income
(Loss) Total

Balance as of January 1,
2008 24,642,433 $ 24 $ 153,693 $ (44,523) $ � $ 109,194
Exercise of common
stock options 674,063 1 840 � � 841
Issuance of common
stock under employee
stock purchase plan 50,796 � 264 � � 264
Issuance of restricted
common stock 524,550 � � � � �
Repurchase of common
stock (25,865) � (140) � � (140)
Stock-based
compensation expense � � 3,370 � � 3,370
Excess tax benefit
relating to share-based
payments � � 24 � � 24
Comprehensive income
(loss):
Net loss for the nine
months ended
September 30, 2008 � � � (8,339) � (8,339)
Net unrealized loss on
investments � � � � (220) (220)
Currency translation
adjustment � � � � 1 1

Total comprehensive
income (loss) (8,558)

Balance as of
September 30, 2008 25,865,977 $ 25 $ 158,051 $ (52,862) $ (219) $ 104,995

See accompanying notes to consolidated financial statements
5
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SOURCEFIRE, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(in thousands)

Nine Months Ended
September 30,

2008 2007
Operating activities
Net loss $ (8,339) $ (6,429)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 1,874 1,202
Non-cash stock-based compensation 3,370 1,911
Amortization of premium on investments (871) (933)
Loss on disposal of assets 7 �
Realized gain from sales of investments (23) �
Write-off of acquired in-process research and development costs � 2,947
Changes in operating assets and liabilities:
Accounts receivable (3,722) 2,587
Inventory 672 (1,065)
Prepaid expenses and other assets (891) (1,871)
Accounts payable (3,062) (1,145)
Accrued expenses 2,022 54
Deferred revenue 1,442 1,773
Other liabilities (113) 303

Net cash used in operating activities (7,634) (666)

Investing activities
Purchase of property and equipment (5,566) (2,494)
Purchase of investments (73,137) (95,895)
Proceeds from maturities of investments 77,663 34,000
Proceeds from sales of investments 3,230 �
Cash paid for acquisition of ClamAV, including direct acquisition costs of $81 � (3,581)
Cash held in escrow related to acquisition of ClamAV � (1,000)

Net cash provided by (used in) investing activities 2,190 (68,970)

Financing activities
Borrowings of long-term debt � 113
Repayments of long-term debt and capital lease obligations (17) (1,424)
Proceeds from issuance of common stock, net of underwriters� discount of $6,495 � 86,288
Proceeds from employee stock-based plans 1,105 214
Repurchase of common stock (140) �
Excess tax benefits related to share-based payments 24 �
Payment of equity offering costs � (1,367)

Net cash provided by financing activities 972 83,824

Net (decrease) increase in cash and cash equivalents (4,472) 14,188

Edgar Filing: SOURCEFIRE INC - Form 10-Q

8



Cash and cash equivalents at beginning of period 33,071 13,029

Cash and cash equivalents at end of period $ 28,599 $ 27,217

See accompanying notes to consolidated financial statements.
6
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SOURCEFIRE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)
1. Description of Business
     Founded in January 2001, Sourcefire, Inc. (the �Company�) is a provider of Enterprise Threat Management (�ETM�)
solutions for information technology (�IT�) infrastructures of commercial enterprises (such as healthcare, financial
services, manufacturing, energy, education, retail and telecommunications) and federal and state government
organizations. The Sourcefire 3D® System�comprised of multiple Sourcefire hardware and software product
offerings�provides a comprehensive, intelligent network defense that unifies intrusion prevention system (�IPS�),
network behavior analysis (�NBA�), network access control (�NAC�) and vulnerability assessment (�VA�) solutions under a
common management framework.
     The Company is also the creator of Snort® and the owner of ClamAV®. Snort is an open source intrusion
prevention technology that is incorporated into the IPS software component of the Sourcefire 3D® System (Discover,
Determine, Defend). ClamAV is an open source anti-virus and anti-malware project.
     In addition to its commercial and open source network security products, Sourcefire offers a variety of services to
aid its customers with installing and supporting Sourcefire ETM solutions. Available services include Customer
Support, Education, Professional Services and Sourcefire Vulnerability Research Team (�VRT�) Snort rule
subscriptions.
2. Summary of Significant Accounting Policies
Basis of Presentation
     The accompanying unaudited consolidated financial statements have been prepared in accordance with generally
accepted accounting principles for interim financial reporting and in accordance with the instructions to Form 10-Q
and Article 10 of Regulation S-X. Certain information and footnote disclosures normally included in annual financial
statements prepared in accordance with generally accepted accounting principles in the United States have been
condensed or omitted pursuant to those rules or regulations. The interim financial statements are unaudited, but reflect
all adjustments which are, in the opinion of management, considered necessary for a fair presentation. These financial
statements should be read in conjunction with the audited consolidated financial statements and the notes included in
the Company�s Annual Report on Form 10-K for the year ended December 31, 2007 filed with the Securities and
Exchange Commission on February 28, 2008. The results of operations for the interim periods are not necessarily
indicative of results to be expected in future periods.
Use of Estimates
     The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes. Actual results could differ from those estimates.
     On an ongoing basis, the Company evaluates its estimates, including those related to the accounts receivable
allowance, reserve for excess and obsolete inventory, useful lives of long-lived assets (including intangible assets),
income taxes, and its assumptions used for the purpose of determining stock-based compensation, among other things.
The Company bases its estimates on historical experience and on various other assumptions that are believed to be
reasonable, the results of which form the basis for making judgments about the carrying values of assets and
liabilities.
Investments
     The Company accounts for investments in accordance with Financial Accounting Standards Board (�FASB�)
Statement of Financial Accounting Standard (�SFAS�) No. 115, Accounting for Certain Investments in Debt and Equity
Securities. Management determines the appropriate classification of debt securities at the time of purchase and
reevaluates such designation as of each balance sheet date. The Company�s investments are comprised of money
market funds, corporate debt investments, asset-backed securities and commercial paper.

7
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These investments have been classified as available-for-sale. Available-for-sale investments are stated at fair value,
with the unrealized gains and losses, net of tax, reported in other comprehensive income. The amortization of
premiums and accretion of discounts to maturity is computed under the effective interest method. Such amortization is
included in interest and investment income. Interest on securities classified as available-for-sale is also included in
interest and investment income. (See Note 3 for further discussion of the classification of the Company�s investments.)
The Company reviews its investments on a regular basis to determine whether an other-than-temporary decline in fair
value has occurred. Any other-than-temporary declines in fair value are recorded in earnings, and a new cost basis for
the investment is established.
Income Taxes
     The Company accounts for income taxes in accordance with SFAS No. 109, Accounting for Income Taxes.
Deferred income taxes are recorded for the expected tax consequences of temporary differences between the tax basis
of assets and liabilities for financial reporting purposes and amounts recognized for income tax purposes. The
Company records a valuation allowance to reduce the Company�s deferred tax assets to the amount of future tax
benefit that is more likely than not to be realized. As of September 30, 2008 and December 31, 2007, the Company�s
deferred tax assets were fully reserved except for foreign deferred tax assets of $53,000 and $29,000, respectively,
expected to be available to offset foreign tax liabilities in the future. For the three months ended September 30, 2008
and 2007, the Company recorded a provision for income taxes of $39,000 and $50,000, respectively, related to foreign
income taxes. For the nine months ended September 30, 2008 and 2007, the Company recorded a provision for
income taxes of $140,000 and $120,000, respectively, related to foreign income taxes.
     On January 1, 2007, the Company adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income
Taxes, an interpretation of SFAS No. 109, Accounting for Income Taxes (�FIN 48�). FIN 48 clarifies the accounting for
income taxes by prescribing a minimum recognition threshold a tax position is required to meet before being
recognized in the financial statements. FIN 48 also provides guidance on derecognition, measurement, classification,
interest and penalties, accounting in interim periods, disclosure and transition. The adoption of FIN 48 did not have an
impact on the Company�s financial position or results of operations.
Recent Accounting Pronouncements
     In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which defines fair value,
establishes a framework for measuring fair value in generally accepted accounting principles and expands disclosures
about fair value measurements. SFAS No. 157 does not require any new fair value measurements, but provides
guidance on how to measure fair value by providing a fair value hierarchy used to classify the source of the
information. SFAS No. 157 is effective for fiscal years beginning after November 15, 2007. In February 2008, the
FASB issued FASB Staff Position No. 157-2, Effective Date of FASB Statement No. 157 (�FSP 157-2�), which delays
the effective date of SFAS No. 157 by one year for all non-financial assets and non-financial liabilities, except those
that are recognized or disclosed at fair value in the financial statements on a recurring basis (at least annually). On
January 1, 2008, the Company adopted SFAS No. 157 for financial assets and liabilities. The adoption did not have a
material impact on the consolidated financial statements. See Note 7 for additional discussion of fair value
measurements. The Company has not yet determined the impact on its consolidated financial statements, if any, from
the adoption of SFAS No. 157, as it pertains to non-financial assets and non-financial liabilities.
     In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities, which allows companies to measure financial assets or liabilities at fair value that are currently not
required to be measured at fair value. Entities that elect the fair value option will report unrealized gains and losses in
net income rather than as part of equity. The Company has elected not to adopt the fair value option of SFAS No. 159.
     In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations. SFAS No. 141R will
significantly change the accounting for business combinations in a number of areas, including the treatment of
contingent consideration, contingencies, acquisition costs, in-process research and development and restructuring
costs. In addition, under SFAS No. 141R, changes in deferred tax asset valuation allowances and acquired income tax
uncertainties in a business combination after the measurement period will impact income tax expense. SFAS 141R is
effective for fiscal years beginning after December 15, 2008, and the Company will adopt this standard on January 1,
2009. The Company does not expect the adoption of SFAS No. 141R to have a material impact on its consolidated
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financial statements.
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3. Investments
     Prior to the first quarter of 2008, the Company�s investment portfolio was designated as held-to-maturity , and all
investments had historically been held until their full maturity. During the first quarter of 2008, the Company sold two
investments. Due to the desire to better manage its investment risks in the currently volatile credit markets, the
Company now classifies its investments as available-for-sale. Accordingly, the amortized cost for all investment
securities was transferred from held-to-maturity to available-for-sale, and the unrealized holding gain at the date of the
transfer was reported in other comprehensive income. At the date of the transfer between categories, the amortized
cost and unrealized holding gains for all investments were $93.8 million and $321,000, respectively. All investment
securities are currently measured at fair value (see Note 7 for additional information).
     During the first quarter of 2008, the Company sold securities prior to their maturity for proceeds of $3.2 million
and recorded a realized gain of $23,000. No securities were sold prior to their maturity during the second or third
quarters of 2008.
     The following is a summary of available-for-sale investments as of September 30, 2008 (in thousands):

Gross Gross
Amortized Unrealized Unrealized Estimated

Cost Gains Losses
Fair

Value
Money market funds $ 20,179 $ � $ � $ 20,179
Corporate debt investments 15,279 8 (261) 15,026
Asset-backed securities 22,289 6 (21) 22,274
Commercial paper 31,193 58 (2) 31,249
Government securities 1,820 � (8) 1,812
Certificate of deposit 1,000 � � 1,000

Total investments 91,760 $ 72 $ (292) 91,540
Amounts classified as cash equivalents (24,665) (8) � (24,673)

Total available-for-sale investments $ 67,095 $ 64 $ (292) $ 66,867

     The Company concluded that there were no other-than-temporary declines in investments recorded in the nine
months ended September 30, 2008. For the nine months ended September 30, 2008, the net unrealized holding losses
on available-for-sale securities included in other comprehensive loss totaled $220,000. The investments in an
unrealized loss position have a relatively short maturity and the Company has the intent and ability to hold these
investments until they recover in value or mature. The deferred tax benefit recorded in other comprehensive loss was
fully offset by the valuation allowance the Company recorded for related deferred tax assets.
     The net carrying value and estimated fair value of available-for-sale investments by contractual maturity as of
September 30, 2008 are as follows (in thousands):

Amortized Estimated
Cost Fair Value

Due in one year or less $ 64,670 $ 64,463
Due after one year through five years 2,425 2,404

Total $ 67,095 $ 66,867

4. Stock-Based Compensation
     During 2002, the Company adopted the Sourcefire, Inc. 2002 Stock Incentive Plan (the �2002 Plan�). The plan
provides for the granting of equity-based awards, including stock options, restricted or unrestricted stock awards, and
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stock appreciation rights to employees, officers, directors, and other individuals as determined by the Company�s
Board of Directors. As of September 30, 2008, the Company has reserved an aggregate of 5,100,841 shares of
common stock for issuance under the 2002 Plan. Following the adoption of the 2007 Stock Incentive Plan (the �2007
Plan�) described below, there are no additional shares available for grant under the 2002 Plan.

9
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     In March 2007, the Company�s Board of Directors approved the 2007 Plan, which provides for the granting of
equity-based awards, including stock options, restricted or unrestricted stock awards, and stock appreciation rights to
employees, officers, directors, and other individuals as determined by the Board of Directors. As of December 31,
2007, the Company had reserved an aggregate of 3,142,452 shares of common stock for issuance under the 2007 Plan.
On January 1, 2008, under the terms of the 2007 Plan, the aggregate number of shares reserved for issuance under the
2007 Plan was increased by an amount equal to 4% of the Company�s outstanding common stock as of December 31,
2007, or 985,697 shares. Therefore, as of September 30, 2008, the Company has reserved an aggregate of 4,128,149
shares of common stock for issuance under the 2007 Plan.
     The 2002 Plan and the 2007 Plan are administered by the Compensation Committee of the Company�s Board of
Directors, which determines the vesting period for awards under the plans, generally from three to four years. Options
granted have a maximum term of 10 years. The exercise price of stock option awards is generally equal to at least the
fair value of the common stock on the date of grant. Prior to the Company�s initial public offering (�IPO�) in
March 2007, the fair value of the common stock was determined by the Company�s Board of Directors in good faith.
Following the IPO, the fair value of the Company�s common stock is determined by reference to the closing trading
price of the common stock on the NASDAQ Global Market on the date of grant.

Valuation of Stock-Based Compensation
     SFAS No. 123(R) requires the use of a valuation model to calculate the fair value of stock-based awards. The
Company uses the Black-Scholes option pricing and Lattice option pricing models for estimating the fair value of
stock options granted and for employee stock purchases under the 2007 Employee Stock Purchase Plan (the �2007
ESPP�). The use of option valuation models requires the input of highly subjective assumptions, including the expected
term and the expected price volatility. Additionally, the recognition of expense requires the estimation of the number
of options that will ultimately vest and the number of options that will ultimately be forfeited.
     Under the provisions of SFAS No. 123(R), the fair value of share-based awards is recognized as expense over the
requisite service period, net of estimated forfeitures. Effective April 1, 2008, the Company adjusted its estimated
forfeiture rate from 15% to 20% per annum for options and from 10% to 14% per annum for restricted stock grants.
The Company relies on historical experience of employee turnover to estimate its expected forfeitures.
     The following are the weighted-average assumptions and fair values used in the Black Scholes option valuation of
stock options granted under the 2002 Plan and the 2007 Plan and employee stock purchases under the 2007 ESPP.
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Exhibit
No.

3.1 Articles of Incorporation (incorporated by reference to the Company’s Quarterly Report on Form 10-Q for the
period ended December 31, 1988, File No. 1-31747)

3.2 Articles Supplementary, filed October 14, 2003 (incorporated by reference to Exhibit 3.1 to the Company’s
Current Report on Form 8-K filed October 31, 2002, file No. 1-31747)

3.3 Bylaws, as amended (incorporated by reference to Exhibit 3.1 to the Company’s Current Report on Form 8-K
filed July 13, 2011, File No. 1-31747)

10.1 2011 Non-Qualified Stock Option Plan (incorporated by reference to the Company’s Proxy Statement with
respect to the Company’s 2011 Annual Meeting of Shareholders, filed July 26, 2011, File No. 1-31747)

10.2 Hong Kong Joint Venture Agreement, as amended (incorporated by reference to Exhibit 10.1 to the
Company’s Annual Report on Form 10-K for the year ended March 31, 2003, File No. 1-31747)

10.3

Discount Factoring Agreement between the Registrant and Merchant Factors Corp., dated January 6, 2015
(substantially identical agreement entered into by USI’s wholly-owned subsidiary, USI Electric, Inc.)
(incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed January 16,
2015, file No. 1-31747)

10.4

Lease between Universal Security Instruments, Inc. and St. John Properties, Inc. dated November 4, 2008 for
its office and warehouse located at 11407 Cronhill Drive, Suites A-D, Owings Mills, Maryland 21117
(incorporated by reference to Exhibit 10.8 to the Company’s Quarterly Report on Form 10-Q for the period
ended December 31, 2008, File No. 1-31747)

10.5
Amendment to Lease between Universal Security Instruments, Inc. and St. John Properties, Inc. dated June
23, 2009 (incorporated by reference to Exhibit 10.9 to the Company’s Annual Report on Form 10-K for the
year ended March 31, 2009, File No. 1-31747)

10.6

Amended and Restated Employment Agreement dated July 18, 2007 between the Company and Harvey B.
Grossblatt (incorporated by reference to Exhibit 10.7 to the Company’s Quarterly Report on Form 10-Q for
the period ended December 31, 2007, File No. 1-31747), as amended by Addendum dated November 13,
2007 (incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed
November 15, 2007, File No. 1-31747), by Addendum dated September 8, 2008 (incorporated by reference to
Exhibit 10.1 to the Company’s Current Report on Form 8-K filed September 8, 2008, File No. 1-31747), by
Addendum dated March 11, 2010 (incorporated by reference to Exhibit 10.1 to the Company’s Current Report
on Form 8-K filed March 12, 2010, File No. 1-31747), by Addendum dated July 19, 2012 (incorporated by
reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed July 20, 2012, File No.
1-31747) , by Addendum dated July 3, 2013 (incorporated by reference to Exhibit 10.1 to the Company’s
Current Report on Form 8-K filed July 8, 2013, File No. 1-31747), and by Addendum dated July 21, 2014
(incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed July 21, 2014,
File No. 1-31747)

21 Subsidiaries of the Registrant (incorporated by reference to Exhibit 21 to the Company’s Annual Report on
Form 10-K for the year ended March 31, 2012, File No. 1-31747)

23.1 Consent of Grant Thornton LLP*
23.2 Consent of Grant Thornton LLP (Hong Kong)*
31.1 Rule 13a-14(a)/15d-14(a) Certification of Chief Executive Officer*
31.2 Rule 13a-14(a)/15d-14(a) Certification of Chief Financial Officer*
32.1 Section 1350 Certifications*

- 14 -
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99.1 Press Release dated August 25, 2015*

101

Interactive data files providing financial information from the Registrant’s Annual Report on Form 10-K for the
fiscal year ended March 31, 2015 in XBRL (eXtensible Business Reporting Language) pursuant to Rule 405 of
Regulation S-T: (i) Consolidated Balance Sheets as of March 31, 2015 and 2014; (ii) Consolidated Statements of
Operations for the years ended March 31, 2015 and 2014; (iii) Consolidated Statements of Shareholders’ Equity
for the years ended March 31, 2015 and 2014; (iv) Consolidated Statements of Cash Flows for the years ended
March 31, 2015 and 2014; and (v) Notes to Consolidated Financial Statements*

*Filed herewith
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Directors of Universal Security Instruments, Inc.

We have audited the accompanying consolidated balance sheets of Universal Security Instruments, Inc. (a Maryland
Corporation) and subsidiaries (the “Company”) as of March 31, 2015 and 2014, and the related consolidated statements

of operations, comprehensive loss, changes in shareholders' equity, and cash flows for the years then ended. Our
audits of the basic consolidated financial statements included the financial statement schedule listed in the index

appearing under Item 15(a)(2). These financial statements and financial statement schedule are the responsibility of
the Company's management. Our responsibility is to express an opinion on these financial statements and 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. We were not engaged to perform an audit of the
Company’s 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, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Universal Security Instruments, Inc. and subsidiaries as of March 31, 2015 and 2014, and the
results of their operations and their cash flows for the years then ended 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.

The accompanying consolidated financial statements have been prepared assuming that the Company will continue as
a going concern. The Company has a history of operating losses and declining revenue, along with other matters as set
forth in Note B – Financial Condition, Liquidity and Capital Resources” that raise substantial doubt about its ability to

continue as a going concern. Management’s plans in regard to these matters are also described in Note B. The financial
statements do not include any adjustments that might result from the outcome of this uncertainty.
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/s/ Grant Thornton LLP

McLean, Virginia August 25, 2015
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UNIVERSAL SECURITY INSTRUMENTS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

March 31
2015 2014

ASSETS
CURRENT ASSETS
Cash and cash equivalents $49,427 $2,050,993
Funds held by Factor 631,906 - 
Accounts receivable:
Trade less allowance for doubtful accounts of approximately $57,000 at  March 31, 2015
and 2014 381,254 686,228

 Receivables from employees 53,990 67,583
 Receivable from Hong Kong Joint Venture 135,768 137,360

571,012 891,171

Amount due from factor 1,217,311 1,397,951
Inventories 3,852,182 4,194,213
Prepaid expenses 438,745 406,012

TOTAL CURRENT ASSETS 6,760,583 8,940,340

INVESTMENT IN HONG KONG JOINT VENTURE 12,943,280 14,002,270

PROPERTY AND EQUIPMENT – NET 104,618 146,212

INTANGIBLE ASSET - NET 71,547 76,020

OTHER ASSETS 26,000 38,134

TOTAL ASSETS $19,906,028 $23,202,976

LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES
Accounts payable – trade $668,846 606,314
Accounts payable - Hong Kong Joint Venture 299,985 28,681
Accrued liabilities:
Accrued payroll and employee benefits 69,180 78,054
Accrued commissions and other 111,020 72,512

TOTAL CURRENT LIABILITIES 1,149,031 785,561
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 Long-term obligation – other - 25,000

COMMITMENTS AND CONTINGENCIES - -

SHAREHOLDERS’ EQUITY
Common stock, $.01 par value per share; 20,000,000 authorized, 2,312,887 shares
outstanding at March 31, 2015 and 2014 23,129 23,129

Additional paid-in capital 12,885,841 12,885,841
Retained earnings 4,588,332 8,293,317
Accumulated other comprehensive income 1,259,695 1,190,128
TOTAL SHAREHOLDERS’ EQUITY 18,756,997 22,392,415
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $19,906,028 $23,202,976

The accompanying notes are an integral part of these consolidated financial statements
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UNIVERSAL SECURITY INSTRUMENTS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended March 31
2015 2014

Net sales $9,891,554 $12,577,127
Cost of goods sold – acquired from Joint Venture 6,616,789 9,008,944
Cost of goods sold - other 946,655 727,199

GROSS PROFIT 2,328,110 2,840,984

Research and development expense 776,778 592,488
Selling, general and administrative expense 4,175,584 4,251,274

Operating loss (2,624,252) (2,002,778 )

Other income :
Interest and other 22,826 23,316

LOSS BEFORE EQUITY IN LOSS OF JOINT VENTURE (2,601,426) (1,979,462 )
Equity in loss of Hong Kong Joint Venture (1,128,559) (159,947 )

Loss from operations before income taxes (3,729,985) (2,139,409 )

Income tax benefit (expense) 25,000 (2,310,835 )

NET LOSS $(3,704,985) $(4,450,244 )

Loss per share:
Basic $(1.60 ) $(1.94 )
Diluted $(1.60 ) $(1.94 )

Weighted average number of shares used in computing net loss per share:
Basic 2,312,887 2,290,010
Diluted 2,312,887 2,290,010

The accompanying notes are an integral part of these consolidated financial statements
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UNIVERSAL SECURITY INSTRUMENTS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

March 31
2015 2014

NET LOSS $(3,704,985) $(4,450,244)

Other Comprehensive Income (Loss)
Company’s Portion of Hong Kong
Joint Venture’s Other Comprehensive
Income (Loss):
Currency translations (53,289 ) (44,678 )
Unrealized gain (loss) on investment securities 122,856 (141,605 )

Total Comprehensive Income (Loss) 69,567 (186,283 )

COMPREHENSIVE LOSS $(3,635,418) $(4,636,527)

The accompanying notes are an integral part of these consolidated financial statements
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UNIVERSAL SECURITY INSTRUMENTS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Common Stock

Shares Amount

Additional

Paid-In

Capital

Retained

Earnings

Other

Compre-

hensive

Income

(Loss)

Total

Balance at April 1, 2013 2,287,887 $22,879 $12,749,256 $12,743,561 $1,376,410 $26,892,106

Stock based compensation - - 55,585 - 55,585

Currency translation - - - - (44,678 ) (44,678 )

Investment securities - - - - (141,604 ) (141,604 )

Exercise of stock options 25,000 250 81,000 - 81,250

Net loss - - - (4,450,244 ) - (4,450,244 )

Balance at March 31, 2014 2,312,887 23,129 12,885,841 8,293,317 1,190,128 22,392,415

Currency translation (53,289 ) (53,289 )

Investment securities 122,856 122,856

Net loss (3,704,985 ) (3,704,985 )

Balance at March 31, 2015 2,312,887 $23,129 $12,885,841 $4,588,332 $1,259,695 $18,756,997

The accompanying notes are an integral part of these consolidated financial statements
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UNIVERSAL SECURITY INSTRUMENTS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended March 31,
2015 2014

CASH FLOWS FROM OPERATING ACTIVITIES
OPERATING ACTIVITIES
Net loss $(3,704,985) $(4,450,244)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 46,067 43,943
Stock based compensation - 55,585
Deferred income taxes (benefit) tax (25,000 ) 2,310,835

Loss of the Hong Kong Joint Venture 1,128,559 159,947
Changes in operating assets and liabilities:
Decrease in accounts receivable and amounts due from factor 554,699 630,310
Decrease in inventories 288,131 147,439
(Increase) Decrease in prepaid expenses (32,733 ) 192,672
Increase in accounts payable and accrued expenses 363,468 57,572
Decrease in other assets 12,134 -

NET CASH USED IN OPERATING ACTIVITIES (1,369,660) (851,941 )

INVESTING ACTIVITIES:
Cash distributions from Joint Venture - 416,275
Purchase of equipment - 33,483
Funds held by factor (631,906 ) -
NET CASH PROVIDED BY INVESTING ACTIVITIES (631,906 ) 382,792

FINANCING ACTIVITIES:
Exercise of stock options - 81,250
Borrowing from Hong Kong Joint Venture

NET CASH USED IN FINANCING ACTIVITIES - 81,250

DECREASE IN CASH (2,001,566) (387,899 )

Cash at beginning of period 2,050,993 2,438,892

CASH AT END OF PERIOD $49,427 $2,050,993

Supplemental information:
Interest paid $- $-
Income taxes recovered (paid) $- $-
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The accompanying notes are an integral part of these consolidated financial statements
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UNIVERSAL SECURITY INSTRUMENTS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A – NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Business: Universal Security Instruments, Inc.’s (“the Company”) primary business is the sale of smoke alarms
and other safety products to retailers, wholesale distributors and to the electrical distribution trade which includes

electrical and lighting distributors as well as manufactured housing companies. The Company imports all of its safety
and other products from foreign manufacturers. The Company, as an importer, is subject to numerous tariffs which

vary depending on types of products and country of origin, changes in economic and political conditions in the
country of manufacture, potential trade restrictions and currency fluctuations.

Principles of Consolidation: The consolidated financial statements include the accounts of the Company and its
wholly owned subsidiaries. All significant intercompany accounts and transactions have been eliminated in

consolidation. We believe that our 50% ownership interest in the Hong Kong Joint Venture allows us to significantly
influence the operations of the Hong Kong Joint Venture. As such, we account for our interest in the Hong Kong Joint
Venture using the equity method of accounting. We have included our investment balance as a non-current asset and

have included our share of the Hong Kong Joint Venture’s loss in our consolidated statement of operations. The
investment and earnings are adjusted to eliminate intercompany profits.

Use of Estimates: In preparing financial statements in conformity with accounting principles generally accepted in the
United States of America (US GAAP), management is required to make estimates and assumptions that affect the

reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ

from those estimates.

Cash and Cash Equivalents: Cash includes demand deposits with banks or other financial institutions. At times, the
Company maintains cash and investment balances in financial institutions, which may exceed federally insured limits.
The Company has not experienced any losses relating to such accounts and believes it is not exposed to a significant

credit risk on its cash and investments.

Funds Held by Factor: This amount represents funds held with the Merchant Factors Corporation (Merchant or
Factory) the Company’s factor. These amounts are demand deposits that are not considered cash equivalents as the

new factor does not meet the definition of a financial institution.
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Revenue Recognition: The Company recognizes sales upon shipment of products, when title has passed to the buyer,
net of applicable provisions for any discounts or allowances. We recognize revenue when the following criterion are

met: evidence of an arrangement exists, fixed and determinable fee, delivery has taken place, and collectability is
reasonably assured. Customers may not return, exchange or refuse acceptance of goods without our approval. We

have established allowances to cover anticipated doubtful accounts based upon historical experience.

Warranties: We generally provide warranties, on the safety products, from one to ten years to the non-commercial end
user on all products sold. The manufacturers of our safety products provide us with a one-year warranty on all

products we purchase for resale. Claims for warranty replacement of products beyond the one-year warranty period
covered by the manufacturers have not been historically material.

Research and Development: Research and development costs are charged to operations as incurred.

Accounts Receivable: The Company nets the factored accounts receivable with the corresponding advance from the
Factor, with the net amount reflected in the consolidated balance sheet.

The Company assigns trade receivables on a pre-approved non-recourse basis to the Factor under the Factoring
Agreement on an ongoing basis. Factoring charges recognized on assignment of receivables are included in selling,

general and administrative expenses in the consolidated statements of operations and amounted to $68,100 and
$70,666 for the years ended March 31, 2015 and 2014, respectively. The Agreement for the assignment of accounts
receivable provides for continuation of the program on a revolving basis until terminated by one of the parties to the

Agreement.
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Financing Receivables. In September 2010, the FASB issued, and the Company adopted, an Accounting Standards
Update requiring enhanced disclosure of the credit quality of financing receivables, as defined therein, and the
adequacy of allowances for credit losses. Management considers amounts due from the Company’s factor to be
“financing receivables”. Trade accounts receivable, other receivables, and receivables from our Hong Kong Joint

Venture are not considered to be financing receivables.

The Company assigns the majority of its short-term receivables arising in the ordinary course of business to our factor.
At the time a receivable is assigned to our factor the credit risk associated with the credit worthiness of the debtor is
assumed by the factor. The Company continues to bear any credit risk associated with delivery or warranty issues

related to the products sold.

Management assesses the credit risk of both its trade accounts receivable and its financing receivables based on the
specific identification of accounts that have exceeded credit terms. An allowance for uncollectible receivables is
provided based on that assessment. Changes in the allowance account from one accounting period to the next are

charged to operations in the period the change is determined. Amounts ultimately determined to be uncollectible are
eliminated from the receivable accounts and from the allowance account in the period that the receivables’ status is

determined to be uncollectible.

Based on the nature of the factoring agreement and prior experience, no allowance for uncollectible financing
receivables has been provided. At March 31, 2015 and 2014, an allowance of $57,000 has been provided for

uncollectible trade accounts receivable.

Shipping and Handling Fees and Costs: The Company includes shipping and handling fees billed to customers in net
sales. Shipping and handling costs associated with inbound freight are included in cost of goods sold. Shipping and

handling costs associated with outbound freight are included in selling, general and administrative expenses and
totaled $248,128 and $182,668 in fiscal years 2015 and 2014, respectively.

Inventories: Inventories are stated at the lower of cost (first in/first out method) or market. Included as a component of
finished goods inventory are additional non-material costs. These costs include overhead costs, freight, import duty

and inspection fees of $355,017 and $381,891 at March 31, 2015 and 2014, respectively. We evaluate inventories on a
quarterly basis and write down inventory that is considered obsolete or unmarketable in an amount equal to the

difference between the cost of inventory and the estimated market value based upon assumptions about future demand
and market conditions.
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Income Taxes: The Company recognizes a liability or asset for the deferred tax consequences of temporary differences
between the tax basis of assets or liabilities and their reported amounts in the financial statements. These temporary
differences may result in taxable or deductible amounts in future years when the reported amounts of the assets or

liabilities are recovered or settled. The deferred tax assets are reviewed periodically for recoverability and a valuation
allowance is provided whenever it is more likely than not that a deferred tax asset will not be realized. The Company
conducted a review for the quarter ended September 30, 2013 of projected taxable income and the components of the
deferred tax asset in accordance with applicable accounting guidance and determined that it is more likely than not
that the tax benefits associated with the remaining components of the deferred tax assets will not be realized. This

determination was made based on continued taxable losses during fiscal 2014, which were not in line with projections,
as well as product offering delays which cause uncertainty as to whether the Company will generate sufficient taxable
income to use the deferred tax assets prior to expiration. Accordingly, a valuation allowance was established to fully
offset the value of the deferred tax assets. Our ability to realize the tax benefits associated with the deferred tax assets
depends primarily upon the timing of future taxable income and the expiration dates of the components of the deferred
tax assets. If sufficient future taxable income is generated, we may be able to offset a portion of future tax expenses.

The Company follows ASC 740-10 that gives guidance to tax positions related to the recognition and measurement of
a tax position taken or expected to be taken in a tax return and requires that we recognize in our financial statements
the impact of a tax position, if that position is more likely than not to be sustained upon an examination, based on the

technical merits of the position.  Interest and penalties related to income tax matters are recorded as income tax
expenses. The Company had recorded a long-term liability of $25,000 for an uncertain income tax position, tax
penalties and any imputed interest thereon for the fiscal year ended March 31, 2014. This uncertain income tax

position was released in the fiscal year ended March 31, 2015. See Note F, Income Taxes.

Impairment of long-lived assets: Long-lived assets are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying value of the asset may not be recoverable. The factors considered in

performing this assessment include current operating results, anticipated future results, the manner in which the asset
is used and the effects of obsolescence, demand, competition and other economic factors. Accordingly, when

indicators of impairment are present, the Company evaluates the carrying value of these assets in relation to the
operating performance of the business and future undiscounted cash flows expected to result from the use of these

assets. Impairment losses are recognized when the sum of expected future cash flows is less than the assets’ carrying
value, and losses are determined based upon the excess carrying value of the assets over its fair value. Based on this

assessment, no impairment to long-lived assets resulted for fiscal years ended March 31, 2015 and 2014.
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Foreign currency: The activity and accounts of the Hong Kong Joint Venture are denominated in Hong Kong dollars
and are translated to US dollars in consolidation. The Company translates the accounts of the Hong Kong Joint

Venture at the applicable exchange rate in effect at the year-end date for balance sheet purposes and at the average
exchange rate for the reporting period for statement of operation purposes. Transaction gains and losses arising from
transactions denominated in foreign currencies are included in the results of operations. The Company currently does

not maintain cash in foreign banks to support its operations in Hong Kong.

Net Loss per Share: Basic net loss per share is computed by dividing net loss for the period by the weighted average
number of common shares outstanding during the period. Diluted loss per share is computed by dividing net loss for
the period by the weighted number of common shares and common share equivalents outstanding (unless their effect

is anti-dilutive) for the period. As a result, the weighted average number of common shares outstanding is identical for
the years ended March 31, 2015 and 2014 for both basic and diluted shares. There were securities considered to be

antidilutive outstanding during the 2015 or 2014.

Recently Issued Accounting Pronouncements: Changes to accounting principles generally accepted in the United
States of America (US. GAAP) are established by the Financial Accounting Standards Board (FASB) in the form of

accounting standards updated (ASU’s) to the FASB’s Accounting Standards Codification.

The Company considers the applicability and impact of all ASU’s. Recently issued ASU’s were evaluated and
determined to be either not applicable or are not expected to have a material impact on our consolidated financial

statements.

Revision of Prior Period Financial Statements: Certain amounts appearing in the consolidated balance sheet as of
March 31, 2014 have been revised to correct for an immaterial error and to conform to the current year’s presentation.
The revision became necessary due to errors noted related to accounting for the Company’s Hong Kong Joint Venture
and reconciliation of its investment balances to its proportionate share of net assets of the Hong Kong Joint Venture.

The noted errors had no impact on the statement of operations for the fiscal years ended March 31, 2015 and 2014. As
a result, the Company adjusted the opening balance sheet of the earliest year presented, decreasing its investment in

the Hong Kong Joint Venture and retained earnings by $141,799 as of April 1, 2013. The adjustments also decreased
its previously reported investment in the Hong Kong Joint Venture and retained earnings as of March 31, 2014 by

approximately $141,799.

NOTE B – FINANCIAL CONDITION, LIQUIDITY AND CAPITAL RESOURCES
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For the fiscal year ended March 31, 2015, the Company reported losses from domestic operations in the amount of
$2,601,426 on sales of $9,891,554. Furthermore, during the fiscal year ended March 31, 2015, working capital

(computed as the excess of current assets over current liabilities) decreased by $2,543,227 from $8,154,779 on March
31, 2014, to $5,611,552 on March 31, 2015.

Our short-term borrowings to finance trade accounts receivable and foreign inventory purchases are provided pursuant
to the terms of our Factoring Agreement with Merchant. The Company previously reported that advances from the
Company’s factor, were at the sole discretion of Merchant based on their assessment of the Company’s receivables,

inventory and financial condition at the time of each request for an advance. Subsequent to that report, management
has entered into discussions with Merchant to stipulate that Merchant will provide advances unless the Company is in
default or the Company’s dilution percentage changes substantially. Management anticipates that our agreement with

Merchant will be modified to reflect these changes but we are not certain Merchant will agree to such changes, or that
they will agree on terms that are acceptable to the Company. In addition we have secured additional inventory

financing of $1,000,000 from our Hong Kong Joint Venture for the purchase of the new sealed battery products. This
unsecured inventory financing bears interest at 3.25%, and provides for repayment terms of ninety days for each

advance thereunder.

We anticipate introducing our new line of sealed smoke and carbon monoxide (CO) alarms later this fiscal year, These
sealed products will compete on price and functionality when we introduce them to the market with similar products

offered by our larger competitors. While we believe there will be market acceptance of our new products we cannot be
assured of this. Should our products not achieve the level of acceptance we anticipate this will have a significant
impact on our future operations, will cause a continued decline in our sales and potentially impact our ability to

continue operations.
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The Company’s recent history of operating losses, declining revenue, and limited financing raises substantial doubt
about our ability to continue as a going concern. Our consolidated financial statements included in this Report do not
include any adjustments that might result from the outcome of this uncertainty. No assurances can be given regarding

management’s plans, the timing of sales, or the reduction of expenditures, and we may have to seek additional
financing if events do not occur as anticipated.

NOTE C – PROPERTY AND EQUIPMENT

Property and equipment are recorded at cost, less accumulated depreciation and amortization. Depreciation and
amortization are provided by using the straight-line method for financial reporting purposes and accelerated methods

for income tax purposes. Repair and maintenance costs are expensed as incurred.

The estimated useful lives for financial reporting purposes are as follows:

Leasehold improvements -Shorter of term of lease or useful life of asset
Machinery and equipment -5 to 10 years
Furniture and fixtures -5 to 15 years
Computer equipment -5 years

Property and equipment consist of the following:

March 31,
2015 2014

Leasehold improvements $166,722 $166,722
Machinery and equipment 190,400 190,400
Furniture and fixtures 261,292 261,292
Computer equipment 286,528 286,528

904,942 904,942
Less accumulated depreciation (800,324) (758,730)

$104,618 $146,212

Depreciation and amortization expense totaled $41,595 and $39,471 for fiscal years ended March 31, 2015 and 2014,
respectively.
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NOTE D - INVESTMENT IN THE HONG KONG JOINT VENTURE

The Company holds a 50% interest in a Joint Venture with a Hong Kong Corporation, which has manufacturing
facilities in the People’s Republic of China, for the manufacturing of consumer electronic products. As of March 31,
2015, the Company has an investment balance of $12,943,280 for its 50% interest in the Hong Kong Joint Venture.
There are no material differences between the generally accepted accounting principles (GAAP) used in the Hong

Kong Joint Venture’s accounting policies when compared to US GAAP.

During the years ended March 31, 2015 and 2014, the Company purchased $6,585,785 and $7,407,826, respectively,
of finished product from the Hong Kong Joint Venture, which represents 87.3% and 92.4%, respectively, of the

Company’s total finished product purchases. Amounts due the Hong Kong Joint Venture included in Accounts Payable
totaled $0 and $28,681 at March 31, 2015 and 2014, respectively. Amounts due from the Hong Kong Joint Venture

included in Accounts Receivable totaled $135,768 and $137,360 at March 31, 2015 and 2014, respectively. At March
31, 2015, as discussed further below, the Company borrowed $299,985 on a line of credit agreement with the Hong

Kong Joint Venture.

The Company’s investment in the Hong Kong Joint Venture as recorded on the Company’s Consolidated Balance
sheets has been adjusted for the effect of intercompany profit of the Hong Kong Joint Venture in the ending inventory

of the Company.
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NOTE E - AMOUNTS DUE FROM FACTOR

The Company assigns certain of its trade receivables on a pre-approved, non-recourse basis to our Factor. Since these
are assigned on a non-recourse basis, the factored trade receivables and related repayment obligations are not

separately recorded in the Company’s consolidated balance sheets. The Factoring Agreement provides for financing
80% of uncollected non-recourse receivables assigned to the factor, and 50% of qualifying inventory up to a

maximum borrowing on inventory of $1,000,000. Financing of approximately $1,977,000 is available at March 31,
2015. Any outstanding amounts due to the factor are payable upon demand and bear interest at the prime rate of

interest charged by the factor, which is 5.25% at March 31, 2015. Any amount due to the factor is also secured by the
Company’s trade accounts receivable and inventory. There were no borrowings outstanding under this agreement at

March 31, 2015. Any advances under the Factoring Agreement are made at the sole discretion of Merchant, based on
their assessment of receivables, inventory, and our financial condition at the time of each request for an advance.

Under this Factoring Agreement, the Company assigned receivables of $8,917,127 and $11,370,850 during the years
ended March 31, 2015 and 2014, respectively. The uncollected balance of non-recourse receivables held by a factor
amounted to $1,217,311 and $1,397,951 at March 31, 2015 and 2014. Collected cash maintained on deposit with the
factor earns interest at the factor’s prime rate of interest less two percentage points (effective rate of 1.25%) at March

31, 2015 and 2014.

NOTE F - LEASES

During January 2009, the Company entered into an operating lease for its office and warehouse location in Owings
Mills, Maryland which expires in March 2019. This lease is subject to increasing rentals at 3% per year. In June 2009,

we amended this lease to include an additional 3,000 square feet of warehouse. In February 2012, the Company
renewed and expanded the operating lease for a 3,400 square foot office in Naperville, Illinois. During fiscal 2015, the

lease was extended to February 2017 with rentals increasing at 3% per year.

Each of the operating leases for real estate has renewal options with terms and conditions similar to the original lease.
Rent expense, including common area maintenance, totaled $190,375 and 185,625 for the years ended March 31, 2015

and 2014, respectively.

2016 2017 2018 2019
2020

Remainder
Future minimum lease payments are as follows: 222,915 165,922 162,327 164,366 0
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NOTE G – SHORT-TERM BORROWINGS AND CREDIT ARRANGEMENTS

In March, 2015, the Company obtained additional financing for the purchase of certain inventory with its Hong Kong
Joint Venture in the amount of $1,000,000. Amounts borrowed are restricted to the purchase of the Company’s new
sealed battery alarms purchased from the Hong Kong Joint Venture, bear interest at 3.25% interest, are for a term of

ninety (90) days, and are unsecured. Dividends declared by the Hong Kong Joint Venture, if any, are first used to
repay any outstanding balance on the line of credit. At March 31, 2015, $299,985 is outstanding under this financing

arrangement with our Hong Kong Joint Venture.

In addition, the Hong Kong Joint Venture provides repayment terms of sixty (60) days for purchases of certain other
products. There were no amounts outstanding on the sixty day arrangement with the Hong Kong Joint Venture.

Amounts borrowed, if any, under this arrangement are unsecured, non-interest bearing, and are not subject to the
$1,000,000 limitation on the line of credit balance.

On January 15, 2015, the Company entered into a Factoring Agreement with Merchant Factors Corporation (Merchant
or Factor) for the purpose of factoring the Company’s trade accounts receivable and to provide financing secured by

finished goods inventory. The agreement replaces the financing and factoring agreement with CIT which was
terminated on the same date. In accordance with the provisions of the Factoring Agreement with Merchant, the

Company may take, advances equal to eighty percent (80%) of the factored trade accounts receivable balance less
applicable factoring commissions, and may borrow up to fifty percent (50%) of eligible inventories subject to a

borrowing limitation on inventory of $1,000,000. Advances on factored trade accounts receivable and borrowing on
inventories are secured by all of the Company’s trade accounts receivable and inventories, and bear interest at the
prime commercial rate of interest, as published, plus two percent (Prime plus 2%). Advances under the Factoring

Agreement are made at the sole discretion of Merchant, based on their assessment of the receivables, inventory and
our financial condition at the time of each request for an advance. At March 31, 2015 and 2014 there are no amounts

outstanding under factoring agreements.

F-11
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NOTE H – INCOME TAXES

The Company files its income tax returns in the U.S. federal jurisdiction, and various state jurisdictions. Deferred
income tax assets and liabilities are computed and recognized for those differences that have future tax consequences
and will result in net taxable or deductible amounts in future periods. Deferred tax expense or benefit is the result of
changes in the net asset or liability for deferred taxes. The deferred tax liabilities and assets for the Company result

primarily from net operating loss and tax credit carry forwards, reserves and accrued liabilities.

For the fiscal years ended March 31, 2015 and 2014, the Company generated net operating loss carryovers of
approximately $2,568,000 and $1,040,000, respectively, that the Company may carry-forward to offset future taxable

income. The Company generated no foreign tax credits for the years ended March 31, 2015 and 2014.

At March 31, 2015 and 2014, the Company has total net operating loss carry forwards of approximately $6,370,000
and $3,687,000, respectively, which expire in various amounts at dates from 2015 through 2031. There are certain

limitations to the use and application of these deferred tax assets. Management reviews net operating loss carry
forwards and income tax credit carry forwards to evaluate if those amounts are recoverable. Based on historical results

and projections of future operations and taxable income, the Company established a full valuation allowance on its
deferred tax asset to recognize that net operating losses and tax credits expiring in future fiscal years will likely not be

realized.

The components of income tax expense (benefit) from continuing operations for the Company are as follows:

2015 2014
Current (benefit) expense
U.S. Federal $(25,000) $-
U.S. State - -

Deferred (benefit) expense - 2,310,835
Total income tax (benefit) expense $(25,000) $2,310,835

The reconciliation between the statutory federal income tax provision and the actual effective tax provision for
continuing operations is as follows:

Years ended March 31,
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2015 2014
Federal tax (benefit) at statutory rate (34%) before loss carry-forward $(1,193,309) $(749,936 )
Non-repatriated loss (earnings) of Hong Kong Joint Venture 346,832 218,452
Permanent differences 32,713 26,281
State income tax expense – net of federal effect (81,738 ) (50,658 )
True-up adjustments and allowance 870,502 2,866,696
Income tax (benefit) expense $(25,000 ) $2,310,835

The individual components of the Company’s deferred tax assets are as follows:

March 31,
2015 2014

Deferred tax assets:
Financial statement accruals and allowances $57,965 $63,321
Inventory uniform capitalization 28,250 45,885
Net operating loss carry forward 2,389,602 1,433,185
Foreign tax credit carry forward 1,190,390 1,516,111
Research and development tax credit carry forward 61,701 61,701
Allowance for unrealizable deferred tax assets (3,727,908) (3,120,203)
Net deferred tax asset $- $-

F-12
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The Company has adopted ASC 740-10 Accounting for Income Taxes and recorded a liability for an uncertain income
tax position, tax penalties and any imputed interest thereon. The amount, recorded as a long-term obligation, is $0 at

March 31, 2015 and is $25,000 at March 31, 2014.

NOTE I - SHAREHOLDERS’ EQUITY

Stock Options – Under the terms of the Company’s 2011 Non-Qualified Stock Option Plan, 120,000 shares of common
stock were reserved for the granting of stock options, of which 97,000 were issued on December 13, 2011 at an option

price of $5.51 per share. These options expired on December 14, 2013, with no forfeiture or exercise activity.

In March 2009, 25,000 options were issued at $3.25 for restricted shares of the Company’s common stock. These
options became fully vested after one year and were exercised on March 14, 2014.

The following tables summarize the status of stock options at March 31, 2014 and option transactions for the year then
ended:

For the Year Ended March 31, 2014: Number of Shares Weighted Average
Exercise Price

Exercised on March 14, 2014 – Grant 1 25,000 3.25
Expired on December 14, 2013 – Grant 2 97,000 5.51

122,000 5.05

Status as of March 31, 2014 Number of Shares
Presently exercisable 0

Outstanding options by Grant as of March 31, 2013
Number of options – Grant 1 25,000
Average exercise price per option $3.25
Exercised March 14, 2014

Number of options – Grant 2 97,000
Average exercise price per option $5.51
Expired unexercised December 14, 2013
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The fair value of each stock option was estimated on the date of grant using the Black-Scholes option-pricing model
with the following weighted average assumptions; no annual dividends, expected volatility of 57.73%, risk-free

interest rate of 0.3% and expected lives of two years used for options granted in fiscal 2012.

NOTE J - COMMITMENTS AND CONTINGENCIES

From time to time, the Company is involved in various lawsuits and legal matters. It is the opinion of management,
based on the advice of legal counsel, that there are no outstanding material claims outside of the normal course of

business.

The Company’s employment agreement with its CEO (the Agreement) requires the Company to make certain
post-employment payments to the CEO in the event of his termination following a change in control, death, disability
or resignation with “Good Reason” under terms of the Agreement. Additionally, the Agreement requires the Company

to make post-employment payments, estimated to be $631,000, should the Company elect not to renew the
Agreement. On July 21, 2015, the Company renewed the Agreement through July 31, 2016.

NOTE K - MAJOR CUSTOMERS

The Company is primarily a distributor of safety products for use in home and business under both its trade names and
private labels for other companies. As described in Note C, the Company purchased a majority of its products from its

50% owned Hong Kong Joint Venture.

For the fiscal year ended March 31, 2015, the Company had no customers that represented in excess of 10% of the
Company’s net sales. For the fiscal year ended March 31, 2014, the Company had one customer that represented 13%

of the Company’s net sales. As of March 31, 2015 and 2014, the Company had one customer that represented 13% and
17% of trade accounts receivable, respectively.

F-13
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NOTE L - QUARTERLY FINANCIAL DATA (UNAUDITED)

Quarterly Results of Operations (Unaudited):

The unaudited quarterly results of operations for fiscal years 2015 and 2014 are summarized as follows:

Quarter Ended
June 30, September 30, December 31, March 31,

2015
Net sales $2,514,385 $ 2,223,943 $ 2,371,016 $2,782,210
Gross profit 611,488 493,516 382,335 840,771
Net loss (742,849 ) (1,112,264 ) (1,101,372 ) (748,500 )
Net loss per share:
Basic (0.32 ) (0.48 ) (0.48 ) (0.32 )
Diluted (0.32 ) (0.48 ) (0.48 ) (0.32 )

2014
Net sales $3,005,669 $ 3,195,611 $ 3,738,914 $2,636,933
Gross profit 749,324 809,155 1,125,470 157,035
Net loss (19,530 ) (2,559,218 ) (367,190 ) (1,504,306)
Net loss per share:
Basic (0.01 ) (1.12 ) (0.16 ) (0.65 )
Diluted (0.01 ) (1.12 ) (0.16 ) (0.65 )

NOTE M – RETIREMENT PLAN

The Company has a retirement savings plan under Section 401(k) of the Internal Revenue Code. All full-time
employees who have completed 12 months of service are eligible to participate. Employees are permitted to contribute

up to the amounts prescribed by law. The Company may provide contributions to the plan consisting of a matching
amount equal to a percentage of the employee’s contribution, not to exceed four percent (4%). Employer contributions

were $50,963 and $59,027 for the years ended March 31, 2015 and 2014, respectively.

NOTE N – INTANGIBLE ASSETS
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Intangible assets consist of legal expenses of $89,434 incurred in obtaining and perfecting patents on newly developed
detector technology and are capitalized for financial statement purposes. Upon issuance, patents are amortized over
twenty years on a straight-line basis. Amortization expense for the fiscal year ended March 31, 2015 and 2014 was

$4,472 and $4,472, respectively. Accumulated amortization at March 31, 2015 was $17,887.

The estimated useful lives for financial reporting purposes are as follows:

Intangible patent costs -20 years

F-14
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SCHEDULE II

UNIVERSAL SECURITY INSTRUMENTS, INC. AND SUBSIDIARIES

VALUATION AND QUALIFYING ACCOUNTS

YEARS ENDED MARCH 31, 2015 AND 2014

Balance at
beginning
of year

Charged to cost
and expenses Deductions Balance at

end of year

Year ended March 31, 2015
Allowance for doubtful accounts $57,012 $ 0 $ 0 $ 57,012

Year ended March 31, 2014
Allowance for doubtful accounts $57,012 $ 0 $ 0 $ 57,012

Year ended March 31, 2015
Valuation allowance for deferred tax asset $3,069,578 $ 658,330 $ 0 $ 3,727,908

Year ended March 31, 2014
Valuation allowance for deferred tax asset $300,000 $ 2,769,578 $ 0 $ 3,069,578

S-1
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Report of independent registered public accounting firm

Board of Directors and Shareholders
Eyston Company Limited

We have audited the accompanying consolidated statements of financial position of Eyston Company Limited (the
“Company”) and subsidiaries (collectively, the “Group”) as of 31 March 2015 and 2014, and the related consolidated

statements of loss, comprehensive loss, changes in equity, and cash flows for each of the two years in the period ended
31 March 2015. These financial statements are the responsibility of the Company’s management. Our responsibility is

to express an opinion on these financial statements based on our audit.

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 consolidated financial statements are free of material misstatement. The Company is not required to have,
nor were we engaged to perform the audit of its internal control over financial reporting. Our audit included

consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal

control over financial reporting. Accordingly, we express no such opinion. An audit 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, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Eyston Company Limited and subsidiaries as of 31 March 2015 and 2014, and the

results of their operations and their cash flows for each of the two years in the period ended 31 March 2015, in
accordance with International Financial Reporting Standards issued by the International Accounting Standards Board.

Grant Thornton

Guangzhou, China

28 July 2015
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Consolidated statements of loss for the years ended 31 March

Note 2015 2014
HK$ HK$

Revenue 5 122,122,595 147,825,376

Cost of sales (103,413,164) (113,331,639)

Gross profit 18,709,431 34,493,737

Other income 6 5,232,256 5,290,012

Administrative expenses (40,664,498 ) (41,198,958 )

Net loss from operations (16,722,811 ) (1,415,209 )

Finance expenses 7 (41,825 ) (42,691 )

Net loss before income tax 8 (16,764,636 ) (1,457,900 )

Income tax expense 9 (1,981,012 ) (1,705,638 )

Net loss for the year (18,745,648 ) (3,163,538 )

Attributable to:
Owners of the Company (18,779,014 ) (3,161,175 )
Non-controlling interests 33,366 (2,363 )

(18,745,648 ) (3,163,538 )

The accompanying notes form an integral part of these consolidated financial statements.

Eyston Company Limited JV-2 
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Consolidated statements of comprehensive loss for the years ended 31 March

(Continued)

Note 2015 2014
HK$ HK$

Net loss for the year (18,745,648) (3,163,538)

Other comprehensive (loss)/income
Items that may be reclassified to profit or loss:
Changes in fair value of available-for-sale financial assets 1,906,706 (2,199,389)
Exchange differences on translating foreign operations (827,080 ) (693,640 )

Other comprehensive income/(loss) for the year 1,079,626 (2,893,029)

Total comprehensive loss for the year (17,666,022) (6,056,567)

Attributable to:
Owners of the Company 10 (17,699,388) (6,054,204)
Non-controlling interests 33,366 (2,363 )

(17,666,022) (6,056,567)

The accompanying notes form an integral part of these consolidated financial statements.

Eyston Company Limited JV-3 
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Consolidated statements of financial position as at 31 March

Note 2015 2014
HK$ HK$

ASSETS AND LIABILITIES

Non-current assets
Property, plant and equipment 12 59,567,025 63,909,024
Advanced lease payments 13 13,043,309 13,366,053
Available-for-sale financial assets 14 87,250,389 69,279,875
Goodwill 15 - -
Pledged bank balances 18 - 569,775
Deferred tax assets 21 - 145,541

159,860,723 147,270,268
Current assets
Inventories 16 40,000,245 30,315,106
Available-for-sale financial assets 14 7,183,885 19,795,854
Trade and other receivables 17 5,228,453 8,929,262
Amount due from a shareholder 19 1,835,515 -
Amount due from a related company 19 6,380 1,700
Tax recoverable - 684,084
Cash and cash equivalents 18 33,942,002 64,802,204

88,196,480 124,528,210
Current liabilities
Trade and other payables 38,482,455 32,159,301
Amount due to a related company 19 629,567 587,364
Amount due to a shareholder 19 - 2,428,017
Amounts due to non-controlling interests 19 180,000 10,799,982
Loans from shareholders 20 2,868,954 2,868,954
Provision for taxation 4,239,279 3,631,890

46,400,255 52,475,508
Net current assets 41,796,225 72,052,702

Net assets 201,656,948 219,322,970

EQUITY

Share capital 22 200 200
Reserves 201,625,727 219,325,115
Equity attributable to owners of the Company 201,625,927 219,325,315
Non-controlling interests 31,021 (2,345 )
Total equity 201,656,948 219,322,970

Edgar Filing: SOURCEFIRE INC - Form 10-Q

52



The accompanying notes form an integral part of these consolidated financial statements.

Eyston Company Limited JV-4 
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Consolidated statements of changes in equity for the years ended 31 March

Attributable to owners of the Company

Share

Capital

Exchange

reserve

Fair value

Reserve

Retained

profits
Total

Non-

controlling

Interests

Total

equity

HK$ HK$ HK$ HK$ HK$ HK$ HK$

Balance at 1 April 2013 200 18,218,894 3,166,518 210,487,799 231,873,411 - 231,873,411
Dividends declared
(note 11) - - - (6,493,892 ) (6,493,892 ) - (6,493,892 )

Transaction with
owners - - - (6,493,892 ) (6,493,892 ) - (6,493,892 )

Net loss for the year - - - (3,161,175 ) (3,161,175 ) (2,363 ) (3,163,538 )
Other comprehensive
loss
Change in fair value of
available-for-sale
financial assets

- - (2,199,389) - (2,199,389 ) - (2,199,389 )

Exchange differences
on translating foreign
operations

- (693,640 ) - - (693,640 ) - (693,640 )

Balance at 31 March
2014 200 17,525,254 967,129 200,832,732 219,325,315 (2,345 ) 219,322,970

Net loss for the year - - - (18,779,014 ) (18,779,014 ) 33,366 (18,745,648 )
Other comprehensive
loss
Change in fair value of
available-for-sale
financial assets

- - 1,906,706 - 1,906,706 - 1,906,706

Exchange differences
on translating foreign
operations

- (827,080 ) - - (827,080 ) - (827,080 )

Balance at 31 March
2015 200 16,698,174* 2,873,835 * 182,053,718* 201,625,927 31,021 201,656,948

The accompanying notes form an integral part of these consolidated financial statements.

*       	These reserve accounts comprise the consolidated reserves of HK$201,625,727 (2014: HK$219,325,115) in the
consolidated statement of financial position.
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Consolidated statements of cash flows for the years ended 31 March

Note 2015 2014
HK$ HK$

Cash flows from operating activities
Loss before income tax (16,764,636) (1,457,900 )
Adjustments for :
Amortisation of advanced lease payments 322,744 322,744
Depreciation of property, plant and equipment 5,781,770 5,826,075
Gain on disposal of property, plant and equipment (2,000 ) (124,877 )
Exchange loss on available-for-sale financial assets 2,038,949 383,371
Loss on disposal of available-for-sale financial assets 669,790 160,388
Provision for impairment on goodwill - 161,136
Provision for impairment on inventories 2,807,160 994,727
Interest expenses 41,825 42,691
Interest income (4,100,694 ) (4,009,725 )
Operating profit/(loss) before working capital changes (9,205,092 ) 2,298,630
(Increase)/Decrease in amount due from a shareholder (4,263,532 ) 4,102,341
Increase in inventories (12,492,299) (343,243 )
Decrease/(Increase) in trade and other receivables 5,748,235 (23,796,619)
Decrease in pledged deposits 569,775 -
(Increase)/Decrease in amount due from a related company (4,680 ) 218,300
Increase/(Decrease) in amount due to a related company 42,203 (146,786 )
(Decrease)/Increase in amount due to non-controlling interests (10,619,982) 10,799,982
Increase/(Decrease) in trade and other payables 6,323,154 (349,883 )
Cash used in operations (23,902,218) (7,217,278 )
Interest received 2,986,168 3,114,244
Interest paid (41,825 ) (42,691 )
Income tax paid (543,998 ) (1,331,398 )
Net cash used in operating activities (21,501,873) (5,477,123 )

Cash flows from investing activities
Deposit paid for acquisition of property, plant and equipment (932,900 ) (228,471 )
Purchase of property, plant and equipment (1,439,771 ) (2,329,741 )
Purchase of available-for-sale financial assets (30,314,128) (17,877,600)
Net cash inflow arising from acquisition of subsidiaries - 23,952,649
Proceeds from disposal of property, plant and equipment 2,000 144,383
Proceeds from disposal of available-for-sale financial assets 24,153,550 9,243,000
Net cash (used in)/provided by investing activities (8,531,249 ) 12,904,220

Cash flows from financing activities
Dividend paid - (6,493,892 )
Net cash used in financing activities - (6,493,892 )
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Net (decrease) /increase in cash and cash equivalents (30,033,122) 933,205

Cash and cash equivalents at beginning of the year 64,802,204 64,562,641

Effect of foreign exchange on cash and cash equivalents (827,080 ) (693,642 )

Cash and cash equivalents at end of the year 33,942,002 64,802,204

The accompanying notes form an integral part of these consolidated financial statements.

Eyston Company Limited JV-6 
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Notes to the consolidated financial statements for the years ended 31 March 2015 and 2014

1. GENERAL INFORMATION

Eyston Company Limited (the “Company”) is a limited liability company incorporated and domiciled in Hong Kong.
The address of the Company’s registered office and principal place of business is B2, 3/F, Fortune Factory Building,

40 Lee Chung Street, Chai Wan, Hong Kong.

The principal activities of the Company and its subsidiaries (together referred to as the “Group”) are manufacturing and
trading of consumer electronic products including smoke, fire and carbon monoxide alarms and other home safety

products.

The financial statements on page 2 to 42 have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) issued by the International Accounting Standards Board (“IASB”).

2. ADOPTION OF NEW OR AMENDED IFRS

2.1Adoption of new or amended IFRS

In the current year, the Group has applied for the first time the following new and amended IFRS, and interpretations
issued by the IASB, which are effective for the Group’s financial statements for the annual period beginning on 1April

2014.

The adoption of the new and amended IFRS had no significant impact on how the results and financial position for the
current and prior periods have been prepared and presented.

Eyston Company Limited JV-7 
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2. ADOPTION OF NEW OR AMENDED IFRS (Continued)

2.1Adoption of new or amended IFRS (Continued)

Effective for the annual period beginning on 1 April 2014 or after

IAS 32 (Amendment) Offsetting Financial Assets and Financial Liabilities
IAS 36 (Amendment) Recoverable Amount Disclosures for Non-financial Assets
IAS 39 (Amendment) Novation of Derivatives and Continuation of Hedge Accounting
IFRS 10, IFRS 12 and IAS 27 (2011) (Amendment) Investment Entities
International (IFRIC)-Int 21 Levies

2.2Impact of new or amended IFRS which are issued but not yet effective

The following new standards, amendments and interpretations which have been issued by the IASB and may be
relevant to the Group in future years but are not yet effective for the year ended 31 March 2015:

Effective for the annual period beginning on 1 July 2014 or after

Annual Improvements 2010 – 2012 Cycle Amendments to a number of IFRSs issued in January 2014
Annual Improvements 2011 – 2013 Cycle Amendments to a number of IFRSs issued in January 2014

Effective for the annual period beginning on 1 April 2016 or after

Amendments to IFRS 11 Accounting for Acquisitions of Interest in Joint Operations
IFRS 14 Regulatory Deferral Accounts

Amendments to IAS 16 and IAS 38 Clarification of Acceptable Methods for Depreciation and
Amortisation

Amendments to IAS 16 and IAS 41 Agriculture: Bearer Plants
Amendments to IAS 1 Disclosure Initiative
Amendments to IAS 27 (2011) Equity Method in Separate Financial Statements
Amendments to IFRS 10, IFRS 12 and IAS 28
(2011) Investment Entities: Applying the Consolidation Exception

Amendments to IFRS 10 and IAS 28 (2011)
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Sale or Contribution of Assets between an Investor and its
Associate or Joint Venture

Annual Improvements 2012 – 2014 Cycle Amendments to a number of IFRSs issued in January 2014

Effective for the annual period beginning on 1 April 2017 or after

IFRS 9 Financial instruments

Eyston Company Limited JV-8 
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2. ADOPTION OF NEW OR AMENDED IFRS (Continued)

2.2Accounting standards issued but not yet effective (Continued)

Effective for the annual period beginning on 1 April 2018 or after

IFRS 15 Revenue from Contracts with Customers

The above standards, amendments and interpretations, if they are relevant to the Group, will be adopted in the annual
periods listed. The Group is in the process of making an assessment of the impact of the above standards, amendments

and interpretations but is not yet in the position to ascertain their impact on its results of operations and financial
position.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

3.1Basis of preparation

The significant accounting policies that have been used in the preparation of these consolidated financial statements
are summarised below. These policies have been consistently applied to all the years presented unless otherwise

stated.

The financial statements have been prepared on the historical cost basis except for financial instruments classified as
available-for-sale which are stated at fair values. The measurement bases are fully described in the accounting policies

below.

It should be noted that accounting estimates and assumptions are used in preparation of the financial statements.
Although these estimates are based on management’s best knowledge and judgment of current events and actions,

actual results may ultimately differ from those estimates. The areas involving a higher degree of judgment or
complexity, or areas where assumptions and estimates are significant to the financial statements are disclosed in note

4 to the financial statements.

3.2Basis of consolidation
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The consolidated financial statements incorporate the financial statements of the company and its subsidiaries made
up to 31 March each year.

Subsidiaries are all entities (including structured entities) over which the Group has control. The Group controls an
entity when the Group is exposed to, or has rights to, variable returns from its involvement with the entity and has the

ability to affect those returns through its power over the entity when assessing whether the Group has power, only
substantive rights are considered. Subsidiaries are fully consolidated from the date on which control is transferred to

the Group. They are excluded from consolidation from the date that control ceases.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.2 Basis of consolidation (Continued)

Intra-group transactions, balances and unrealised gains on transactions between group companies are eliminated in
preparing the consolidated financial statements. Where unrealised losses on intra-group asset sales are reversed on

consolidation, the underlying asset is also tested for impairment from the Group’s perspective. Amounts reported in the
financial statements of subsidiaries have been adjusted where necessary to ensure consistency with the accounting

policies adopted by the Group.

In the Company’s statement of financial position, subsidiaries are carried at cost less any impairment loss unless the
subsidiary is held for sale or included in a disposal group. The results of the subsidiaries are accounted for by the

Company on the basis of dividends received and receivable at the end of the reporting period. All dividends whether
received out of the investee’s pre or post-acquisition profits are recognised in the Company’s profit or loss.

3.3Foreign currency translation

The consolidated financial statements are presented in Hong Kong Dollars (HK$), which is also the functional
currency of the Company.

In the individual financial statements of the consolidated entities, foreign currency transactions are translated into the
functional currency of the individual entity using the exchange rates prevailing at the dates of the transactions. At the

end of the reporting period, monetary assets and liabilities denominated in foreign currencies are translated at the
foreign exchange rates ruling at that date. Foreign exchange gains and losses resulting from the settlement of such

transactions and from the reporting date retranslation of monetary assets and liabilities are recognised in profit or loss.

Non-monetary items are carried at fair value that are denominated in foreign currencies are retranslated at the rates
prevailing on the date when the fair value was determined and are reported as part of the fair value gain or loss.

Non-monetary items that are measured in terms of historical cost in a foreign currency are not re-translated.

In the consolidated financial statements, all individual financial statements of foreign operations, originally presented
in a currency different from the Group’s presentation currency, have been converted into Hong Kong dollars. Assets

and liabilities have been translated into Hong Kong dollars at the closing rate at the end of the reporting period.
Income and expenses have been converted into Hong Kong dollars at the exchange rates ruling at the transaction
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dates, or at the average rates over the reporting period, provided that the exchange rates do not fluctuate significantly.
Any differences arising from this procedure have been recognised in other comprehensive income and accumulated

separately in the translation reserve in equity.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.3 Foreign currency translation (Continued)

On the disposal of a foreign operation (i.e. a disposal of the group’s entire interest in a foreign operation, or a disposal
involving loss of control over a subsidiary that includes a foreign operation, loss of joint control over a jointly

controlled entity that includes a foreign operation, or loss of significant influence over an associate that includes a
foreign operation), all of the accumulated exchange differences in respect of that operation attributable to the Group

are reclassified to profit or loss.

3.4 Business combination

Acquisitions of businesses are accounted for using the acquisition method. The consideration transferred in a business
combination is measured at fair value, which is calculated as the sum of the acquisition-date fair values of assets

transferred by the Group, liabilities incurred by the Group to former owners of the acquiree and the equity interests
issued by the Group in exchange for control of the acquiree. Acquisition-related costs are recognised in profit or loss

as incurred.

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination are measured
initially at their fair values at the acquisition date. Subsequent adjustments to the consideration are recognised against

the cost of acquisition within the measurement period which does not exceed one year from the acquisition date.
Subsequent accounting for changes in fair values of the contingent consideration that do not qualify as measurement

period adjustments is included in the profit or loss or within equity for contingent consideration classified as an
asset/liability and equity respectively.

Goodwill is measured as the excess of the sum of the consideration transferred, the amount of any non-controlling
interests in the acquiree, and the fair value of the acquirer’s previously held equity interest in the acquiree (if any) over

the net of the acquisition-date amounts of the identifiable assets acquired and the liabilities assumed. If, after
assessment, the Group’s interest in the fair value of the acquiree’s identifiable net assets exceeds the sum of the
consideration transferred, the amount of any non-controlling interests in the acquiree and the fair value of the

acquirer’s previously held interest in the acquiree (if any), the excess is recognised immediately in profit or loss as a
bargain purchase gain.

Non-controlling interests that are present ownership interests and entitle their holders to a proportionate share of the
entity’s net assets in the event of liquidation may be initially measured either at fair value or at the non-controlling

interests’ proportionate share of the recognised amounts of the acquiree’s identifiable net assets. The choice of
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measurement basis is made on a transaction-by-transaction basis. The Group applies the non-controlling interests’
proportionate share of the recognised amounts of the acquiree’s identifiable net assets to account for all its acquisitions.

Eyston Company Limited JV-11 

Edgar Filing: SOURCEFIRE INC - Form 10-Q

66



3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.5 Property, plant and equipment

Property, plant and equipment are stated at acquisition cost less accumulated depreciation and accumulated
impairment losses.

Depreciation is provided to write off the cost of property, plant and equipment over their estimated useful lives, using
the straight-line method, at the following rates per annum:

Buildings 5% or where shorter over 16 - 19 years
Leasehold improvements Shorter of 20% or term of the lease
Plant and machinery 20 %
Furniture and fixtures 20 %
Motor vehicles 20 %
Computer equipment and software 50 %

Construction in progress represents costs incurred in the construction of buildings. These costs are not depreciated
until such time as the relevant assets are available for use, at which time the relevant costs are transferred to the

appropriate category of property, plant and equipment.

The assets’ residual values, depreciation methods and useful lives are reviewed, and adjusted if appropriate, at the end
of each reporting period.

The gain or loss arising on the retirement or disposal is determined as the difference between the sales proceeds and
the carrying amount of the assets and is recognised in profit or loss.

Subsequent costs are included in the assets’ carrying amounts or recognised as separate assets, as appropriate, only
when it is probable that future economic benefits associated with the items will flow to the Group and the cost of the
items can be measured reliably. All other costs, such as repairs and maintenance, are charged to profit or loss during

the period in which they are incurred.
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3.6 Leasehold land and land use rights

When a lease includes both land and building elements, the Group assesses the classification of each element as a
finance or an operating lease separately based on the assessment as to whether substantively all the risks and rewards
incidental to ownership of each element have been transferred to the Group. Specially, the minimum lease payments

(including any lump-sum upfront payments) are allocated between the land and the building elements in proportion to
the relative fair values of the leasehold interests in the land element and building element of the lease at the inception
of the lease. When the lease payments cannot be allocated reliably between the land and building elements, the entire

lease is generally classified as a finance lease and accounted for as property, plant and equipment.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.6 Leasehold land and land use rights (Continued)

To the extent the allocation of the lease payments can be made reliably, interest in leasehold land that is accounted for
as an operating lease is presented as “advanced lease payments” in the consolidated statement of financial position and

is stated at cost less accumulated amortisation and any accumulated impairment losses. Amortisation is calculated on a
straight line basis over the term of the lease/right of use except where an alternative basis is more representative of the

time pattern of benefits to be derived by the Group from use of the land.

3.7 Goodwill

Goodwill arising on an acquisition of a business is carried at cost as established at the date of acquisition of the
business (see note 3.4) less accumulated impairment losses, if any.

For the purposes of impairment testing, goodwill is allocated to each of the Group’s cash-generating units (or groups of
cash-generating units) that is expected to benefit from the synergies of the combination. A cash-generating unit to

which goodwill has been allocated is tested for impairment annually, or more frequently when there is indication that
the unit may be impaired. If the recoverable amount of the cash-generating unit is less than its carrying amount, the
impairment loss is allocated first to reduce the carrying amount of any goodwill allocated to the unit and then to the

other assets of the unit on a pro-rata basis based on the carrying amount of each asset in the unit. Any impairment loss
for goodwill is recognised directly in profit or loss. An impairment loss recognised for goodwill is not reversed in

subsequent periods.

On disposal of the relevant cash-generating unit, the attributable amount of goodwill is included in the determination
of the profit or loss on disposal.

3.8Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined using first-in, first-out method
and, in case of work in progress and finished goods, comprises direct materials, direct labour and an appropriate
proportion of overheads. Net realisable value is the estimated selling price in the ordinary course of business less

estimated cost of completion and applicable selling expenses.
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3.9Financial assets

Classification of financial assets

Financial assets of the Group are classified into the following categories: (i) loans and receivables, and (ii)
available-for-sale financial assets.

Management determines the classification of its financial assets at initial recognition depending on the purpose for
which the financial assets were acquired and, where allowed and appropriate, re-evaluates this designation at the end

of every reporting period.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.9Financial assets (Continued)

(i) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market. Loans and receivables are subsequently measured at amortised cost using the effective interest

method, less any impairment losses. Amortised cost is calculated taking into account any discount or premium on
acquisition and includes fees that are an integral part of the effective interest rate and transaction cost.

(ii) Available-for-sale financial assets

Available-for-sale financial assets include non-derivative financial assets that do not qualify for inclusion in any of the
other categories of financial assets. All financial assets within this category are subsequently measured at fair value.

Gain or loss arising from a change in the fair value excluding any dividend and interest income is recognised in other
comprehensive income and accumulated separately in the fair value reserve in equity, except for impairment losses

and foreign exchange gains and losses on monetary assets, until the financial asset is derecognised, at which time the
cumulative gain or loss previously recognised in equity would be recycled to profit or loss. Upon disposal, the

cumulative gain or loss previously recognised in equity is transferred to profit or loss. Interest calculated using the
effective interest method is recognised in profit or loss.

The fair value of available-for-sale monetary assets denominated in a foreign currency is determined in that foreign
currency and translated at the spot rate at the end of the reporting period. The change in fair value attributable to

translation differences that result from a change in amortised cost of the asset is recognised in profit or loss, and other
changes are recognised in other comprehensive income.

(iii)Financial assets at fair value through profit or loss (“FVTPL”)

A financial asset is classified as FVTPL when the financial asset is held for trading or it is designated upon initial
recognition as at FVTPL. A financial asset is classified as held for trading if (1) it has been acquired principally for

the purpose of selling or repurchasing in the near term; (2) it is part of an identified portfolio of financial instruments
that the Group manages and has an actual pattern of short term profit taking; or (3) it is a derivative that is not

designated and effective as a hedging instrument. Financial assets at FVTPL are carried in the consolidated statement
of financial position at fair value with changes in fair value recognized in profit or loss. Transaction costs are

expensed as incurred.
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(iv)Held to maturity (“HTM”) investments

HTM financial instruments, which include short-term investments and the related transaction costs, are initially
measured at fair value. Subsequently, HTM financial assets are measured at amortized cost using the effective interest

rate method, less any impairment losses.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.9Financial assets (Continued)

Recognition and derecognition of financial assets

All financial assets are recognised when, and only when, the Group becomes a party to the contractual provisions of
the instrument. Regular way purchases of financial assets are recognised on trade date. When financial assets are

recognised initially, they are measured at fair value, plus, in the case of investments not at fair value through profit or
loss, directly attributable transaction costs.

Derecognition of financial assets occurs when the rights to receive cash flows from the financial assets expire or are
transferred and substantially all of the risks and rewards of ownership have been transferred. At the end of each of the
reporting period, financial assets are reviewed to assess whether there is objective evidence of impairment. If any such

evidence exists, impairment loss is determined and recognised based on the classification of the financial asset.

Impairment of financial assets

At the end of each reporting period, financial assets other than at fair value through profit or loss are reviewed to
determine whether there is any objective evidence of impairment.

Objective evidence of impairment of individual financial assets includes observable data that comes to the attention of
the Group about one or more of the following loss events:

- significant financial difficulty of the debtor;

- a breach of contract, such as a default or delinquency in interest or principal payments;

- it becomes probable that the debtor will enter bankruptcy or other financial reorganisation;
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-significant changes in the technological, market, economic or legal environment that have an adverse effect on the
debtor;

- the disappearance of an active market for that financial asset because of financial difficulties; and

- a significant or prolonged decline in the fair value of an investment in an equity instrument below its cost.

Loss events in respect of a group of financial assets include observable data indicating that there is a measurable
decrease in the estimated future cash flows from the group of financial assets. Such observable data includes but not
limited to adverse changes in the payment status of debtors in the Group and, national or local economic conditions

that correlate with defaults on the assets in the Group.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.9Financial assets (Continued)

Impairment of financial assets (Continued)

If any such evidence exists, the impairment loss is measured and recognised as follows:

(i)Loans and receivables

If there is objective evidence that an impairment loss on loans and receivables carried at amortised cost has been
incurred, the amount of the loss is measured as the difference between the asset’s carrying amount and the present
value of estimated future cash flows (excluding future credit losses that have not been incurred) discounted at the
financial asset’s original effective interest rate (i.e. the effective interest rate computed at initial recognition). The

amount of the loss is recognised in profit or loss of the period in which the impairment occurs.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to
an event occurring after the impairment was recognised, the previously recognised impairment loss is reversed to the
extent that it does not result in a carrying amount of the financial asset exceeding what the amortised cost would have

been had the impairment not been recognised at the date the impairment is reversed. The amount of the reversal is
recognised in profit or loss of the period in which the reversal occurs.

(ii)Available-for-sale financial assets

When a decline in the fair value of an available-for-sale financial asset has been recognised in other comprehensive
income and accumulated in equity and there is objective evidence that the asset is impaired, an amount is removed
from equity and recognised in profit or loss as impairment loss. That amount is measured as the difference between

the asset’s acquisition cost (net of any principal repayment and amortisation) and current fair value, less any
impairment loss on that asset previously recognised in profit or loss.

Reversals in respect of investment in equity instruments classified as available-for-sale and stated at fair value are not
recognised in profit or loss. The subsequent increase in fair value is recognised in other comprehensive income.

Impairment losses in respect of debt securities are reversed if the subsequent increase in fair value can be objectively
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related to an event occurring after the impairment loss were recognised. Reversal of impairment losses in such
circumstances are recognised in profit or loss.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.9Financial assets (Continued)

Impairment of financial assets (Continued)

Financial assets other than trade receivables that are stated at amortised cost, impairment losses are written off against
the corresponding assets directly. Where the recovery of trade receivables is considered doubtful but not remote, the
impairment losses for doubtful receivables are recorded using an allowance account. When the Group is satisfied that
recovery of trade receivables is remote, the amount considered irrecoverable is written off against trade receivables

directly and any amounts held in the allowance account in respect of that receivable are reversed. Subsequent
recoveries of amounts previously charged to the allowance account are reversed against the allowance account. Other
changes in the allowance account and subsequent recoveries of amounts previously written off directly are recognised

in profit or loss.

Effective interest method

The effective interest method calculates the amortised cost of a financial instrument asset or liability and allocates
interest income or cost over the corresponding period. The effective interest rate is the rate that discounts estimated

future cash receipts or payments over the expected life of the financial asset or liability, or where appropriate, a
shorter period. Income is recognized on an effective interest basis for debt instruments other than those financial

assets classified as FVTPL.

3.10Cash and cash equivalents

Cash and cash equivalents include cash at bank and in hand, demand deposits with bank or financial institutions and
short-terms highly liquid investments with original maturities of three months or less that are readily convertible into

known amounts of cash and which are subject to an insignificant risk of changes in value.

3.11Impairment of non-financial assets other than goodwill

The Group’s property, plant and equipment, advanced lease payments and the Company’s investments in subsidiaries
are subject to impairment testing.
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The assets are tested for impairment whenever there are indications that the asset’s carrying amount may not be
recoverable.

An impairment loss is recognised as an expense immediately for the amount by which the asset’s carrying amount
exceeds its recoverable amount. The recoverable amount is the higher of fair value, reflecting market conditions less

costs to sell, and value in use. In assessing value in use, the estimated future cash flows are discounted to their present
value using a pre-tax discount rate that reflects the current market assessment of the time value of money and the risk

specific to the asset.

For the purposes of assessing impairment, where an asset does not generate cash inflows largely independent from
those from other assets, the recoverable amount is determined for the smallest group of assets that generate cash

inflow independently (i.e. cash-generating units). As a result, some assets are tested individually for impairment and
some are tested at the cash-generating unit level.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.11Impairment of non-financial assets other than goodwill (Continued)

Impairment losses is charged pro rata to the assets in the cash generating unit, except that the carrying value of an
asset will not be reduced below its individual fair value less cost to sell, or value in use, if determinable.

An impairment loss is reversed if there has been a favourable change in the estimates used to determine the asset’s
recoverable amount and only to the extent that the asset’s carrying amount does not exceed the carrying amount that

would have been determined, net of depreciation or amortisation, if no impairment had been recognised.

3.12Financial liabilities

Financial liabilities are classified as FVTPL, or other financial liabilities, as appropriate upon initial recognition. A
financial liability is derecognized when the obligation under the liability is discharged, cancelled or expired.

(i) Financial liabilities classified as other financial liabilities are initially recognized at fair value less directly
attributable transaction costs. Subsequent to the initial recognition, other financial liabilities are measured at amortized
cost using the effective interest method. The Group’s financial liabilities include trade and other payables, amounts due

to a shareholder, a related company and non-controlling interests and loans from shareholders.

(ii) Financial liabilities classified as FVTPL include financial liabilities held for trading and financial liabilities
designated upon initial recognition as FVTPL. Financial liabilities are classified as held-for-trading if they are

acquired for the purpose of selling in the near term. This category includes derivative financial instruments (including
separated embedded derivatives) held for trading unless they are designated as effective hedging instruments. Gains or
losses on liabilities held for trading are recognized in the consolidated statement of comprehensive income. The Group

has no liabilities classified as FVTPL.

Financial liabilities are recognised when the Group becomes a party to the contractual agreements of the instrument.
All interest related charges are recognised in accordance with the Group’s accounting policy on borrowing costs (see

note 3.15)
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A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires.

Where an existing financial liability is replaced by another from the same lender on substantially different terms, or
the terms of an existing liability are substantially modified, such an exchange or modification is treated as a

derecognition of the original liability and the recognition of a new liability, and the difference in the respective
carrying amount is recognised in profit or loss.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.12Financial liabilities (Continued)

Trade and other payables

Trade and other payables are recognised initially at their fair value and subsequently measured at amortised cost,
using the effective interest method.

3.13Employee benefits

Retirement benefits costs

The Group operates a defined contribution Mandatory Provident Fund retirement benefits scheme (the “MPF Scheme”)
under the Mandatory Provident Fund Schemes Ordinance, for all of its employees in Hong Kong. The MPF Scheme

became effective on 1 December 2000. Contributions are made based on a percentage of the employees’ basic salaries,
limited to HK$1,500 per month from 1 June 2014 onwards, and are charged to profit or loss as they become payable

in accordance with the rules of the MPF Scheme. The assets of the MPF Scheme are held separately from those of the
Company in an independently administered fund. The Company’s employer contributions vest fully with the

employees when contributed into the MPF Scheme. The employees of the Group’s subsidiary which operates in
Mainland China are required to participate in a central pension scheme operated by the local municipal government.

The subsidiary is required to contribute certain percentage of its payroll costs to the central pension scheme. The
contributions are charged to profit or loss as they become payable in accordance with the rules of the central pension

scheme.

Contributions are recognised as an expense in profit or loss as employees render services during the year. The Group’s
obligations under these plans are limited to the fixed percentage contribution payable.

Short-term employee benefits

Employee entitlements to annual leave are recognised when they accrue to employees. A provision is made for the
estimated liability for annual leave as a result of services rendered by employees up to the end of the reporting period.
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Non-accumulating compensated absences such as sick leave and maternity leave are not recognised until the time of
leave.

3.14Share capital

Ordinary shares are classified as equity. Share capital is determined using the nominal value of shares that have been
issued.

Any transaction costs associated with the issuing of shares are deducted from equity (net of any related income tax
benefits) to the extent they are incremental cost directly attributable to the equity transaction.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.15Borrowing costs

Borrowing costs incurred, net of any investment income earned on the temporary investment of the specific
borrowings, for the acquisition, construction or production of any qualifying asset are capitalised during the period of

time that is required to complete and prepare the asset for its intended use. A qualifying asset is an asset which
necessarily takes a substantial period of time to get ready for its intended use or sale. Other borrowing costs are

expensed when incurred.

Borrowing costs are capitalised as part of the cost of a qualifying asset when expenditure for the asset is being
incurred, borrowing costs are being incurred and activities that are necessary to prepare the asset for its intended use

or sale are being undertaken. Capitalisation of borrowing costs ceases when substantially all the activities necessary to
prepare the qualifying asset for its intended use or sale are complete.

3.16 Accounting for income taxes

Income tax comprises current tax and deferred tax.

Current income tax assets and/or liabilities comprise those obligations to, or claims from, tax authorities relating to the
current or prior reporting period, that are unpaid at the end of the reporting period. They are calculated according to
the tax rates and tax laws applicable to the periods to which they relate, based on the taxable profit for the year. All

changes to current tax assets or liabilities are recognised as a component of income tax expense in profit or loss.

Deferred tax is calculated using the liability method on temporary differences at the end of the reporting period
between the carrying amounts of assets and liabilities in the financial statements and their respective tax bases.
Deferred tax liabilities are generally recognised for all taxable temporary differences. Deferred tax assets are

recognised for all deductible temporary differences, tax losses available to be carried forward as well as other unused
tax credits, to the extent that it is probable that taxable profit, including existing taxable temporary differences, will be
available against which the deductible temporary differences, unused tax losses and unused tax credits can be utilised.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiaries, except
where the Group is able to control the reversal of the temporary differences and it is probable that the temporary

differences will not reverse in the foreseeable future.
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Deferred tax is calculated, without discounting, at tax rates that are expected to apply in the period the liability is
settled or the asset realised, provided they are enacted or substantively enacted at the end of the reporting period.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.16	 Accounting for income taxes (Continued)

Changes in deferred tax assets or liabilities are recognised in profit or loss, or in other comprehensive income or
directly in equity if they relate to items that are charged or credited to other comprehensive income or directly in

equity.

Current tax assets and current tax liabilities are presented in net if, and only if,

(a) the Group has the legally enforceable right to set off the recognised amounts; and
(b) intends either to settle on a net basis, or to realise the asset and settle the liability simultaneously.

The Group presents deferred tax assets and deferred tax liabilities in net if, and only if,

(a) the entity has a legally enforceable right to set off current tax assets against current tax liabilities; and

(b)the deferred tax assets and the deferred tax liabilities relate to income taxes levied by the same taxation authority
on either:

(i) the same taxable entity; or

(ii)
different taxable entities which intend either to settle current tax liabilities and assets on a net basis, or to realise
the assets and settle the liabilities simultaneously, in each future period in which significant amounts of deferred
tax liabilities or assets are expected to be settled or recovered.

3.17	 Leases

An arrangement, comprising a transaction or a series of transactions, is or contains a lease if the Group determines that
the arrangement conveys a right to use a specific asset or assets for an agreed period of time in return for a payment or
a series of payments. Such a determination is made based on an evaluation of the substance of the arrangement and is

regardless of whether the arrangement takes the legal form of a lease.

(i) Classification of assets leased to the Group
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Assets that are held by the Group under leases which transfer to the Group substantially all the risks and rewards of
ownership are classified as being held under finance leases. Leases which do not transfer substantially all the risks and

rewards of ownership to the Group are classified as operating leases.

(ii) Operating lease charges as the lessee
Where the Group has the right to use of assets held under operating leases, payments made under the leases are
charged to profit or loss on a straight-line basis over the lease terms except where an alternative basis is more

representative of the time pattern of benefits to be derived from the leased assets. Lease incentives received are
recognised in profit or loss as an integral part of the aggregate net lease payments made. Contingent rental are charged

to profit or loss in the accounting period in which they are incurred.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.18	 Revenue recognition

Revenue comprises the fair value of the consideration received or receivables for the sale of goods, rendering of
services and the use by others of the Group’s assets yielding interest, net of rebates and discounts. Provided it is

probable that the economic benefits will flow to the Group and the revenue and costs, if applicable, can be measured
reliably, revenue is recognised as follows:

Revenue from the sale of goods is recognised when the significant risks and rewards of ownership of the goods have
been transferred to customers. This is usually taken as the time when the goods are delivered and the customer has

accepted the goods.

Interest income is recognised on a time proportion basis using the effective interest rate method.

3.19	Government grants

Government grants are recognised when there is reasonable assurance that they will be received and that the Group
will comply with the conditions attaching to them. Grants that compensate the Group for expenses incurred are
recognised as revenue in the profit and loss on a systematic basis in the same periods in which the expenses are

incurred. Grants that compensate the Group for the cost of an asset are deducted from the carrying amount of the asset
and consequently are effectively recognised in profit or loss over the useful life of the asset by way of reduced

depreciation expense.

Government grants that compensate the Group for expenses incurred are set-off with relevant expenses. Government
subsidies relating to income is presented at gross under “Other income” in the consolidated statement of comprehensive

income.

3.20	Related parties
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(a)For the purposes of these financial statements, a person or a close member of that person’s family is related to the
Group if that person:

(i)	has control or joint control over the Group;

(ii)	has significant influence over the Group; or

(iii) is a member of the key management personnel of the Group or of a parent of the Group.

Close family members of an individual are those family members who may be expected to influence, or be influenced
by, that individual in their dealings with the entity.

(b)For the purposes of these financial statements, an entity is related to the Group if any of the following conditions
applies:
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.20	Related parties (Continued)

(i) the entity and the Group are members of the same group (which means that each parent, subsidiary and fellow
subsidiary is related to the others);

(ii)one entity is an associate or joint venture of the other entity (or an associate or joint venture of a member of a
group of which the other entity is a member);

(iii) both entities are joint ventures of the same third party;

(iv) one entity is a joint venture of a third entity and the other entity is an associate of the third entity;

(v)the entity is a post-employment benefit plan for the benefit of employees of either the Group or an entity related to
the Group;

(vi) the entity is controlled or jointly controlled by a person identified in (a); or

(vii)a person identified in (a)(i) has significant influence over the entity or is a member of the key management
personnel of the entity (or of a parent of the entity).

3.21	Provisions and contingent liabilities

Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past event,
and it is probable that an outflow of economic benefits will be required to settle the obligation and a reliable estimate
of the amount of the obligation can be made. Where the time value of money is material, provisions are stated at the

present value of the expenditure expected to settle the obligation.

All provisions are reviewed at the end of each reporting period and adjusted to reflect the current best estimate.
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Where it is not probable that an outflow of economic benefits will be required, or the amount cannot be estimated
reliably, the obligation is disclosed as a contingent liability, unless the probability of outflow of economic benefits is
remote. Possible obligations, whose existence will only be confirmed by the occurrence or non-occurrence of one or
more future uncertain events not wholly within the control of the Group are also disclosed as contingent liabilities

unless the probability of outflow of economic benefits is remote.

4. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

Estimates and judgements are continually evaluated and are based on historical experience and other factors, including
expectations of future events that are believed to be reasonable under the circumstances.
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4. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (Continued)

Estimates:

The Group makes estimates and assumptions concerning the future. The resulting accounting estimates will, by
definition, seldom equal the related actual results. The estimates and assumptions that have a significant risk of
causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year are

discussed below:

Depreciation and amortisation

The Group and Company depreciates the property, plant and equipment on a straight-line basis over the estimated
useful lives, starting from the date on which the assets are placed into productive use. The estimated useful lives

reflect the directors’ estimate of the periods that the Group intends to derive future economic benefits from the use of
the Group’s and Company’s property, plant and equipment.

Impairment of receivables

The policy for the impairment of receivables of the Group is based on the evaluation of collectability and ageing
analysis of accounts and on the management’s judgement. A considerable amount of judgement is required in assessing

the ultimate realisation of these receivables, including the current creditworthiness and the past collection history of
each debtor.

Net realisable value of inventories

Net realisable value of inventories is the actual or estimated selling price in the ordinary course of business, less
further costs of completion and the estimated costs necessary to make the sale. These estimates are based on the

current market condition and the historical experience of selling products of similar nature. It could change
significantly as a result of competitor actions in response to changes in market condition. Management reassesses

these estimations at the end of each reporting period.
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Impairment on interests in subsidiaries

The Group determines whether investments in subsidiaries are impaired whenever there are indications that the
investment carrying amount may not be recoverable. This requires an estimation of the value-in-use of the Cash

Generating Units (“CGU”) to which investments in subsidiaries are allocated. Estimating a value-in-use amount requires
management to make an estimation of the expected future cash flows from the CGU and also to choose a suitable

discount rate in order to calculate the present value of those cash flows.

Impairment of goodwill

The Group tests annually whether goodwill has suffered any impairment in accordance with the accounting policy
stated in note 3.7. The Group assessed that it is more likely than not that CGU's fair value is less than its carrying

amount as the development of the acquired companies remains uncertain. These assumptions relate to future events
and circumstances and the actual results may vary and may cause a material adjustment to the carrying amount.
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4. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (Continued)

Judgements:

Current taxation and deferred taxation

The Group is subject to income taxes in Hong Kong and the People’s Republic of China (“PRC”). Significant judgement
is required in determining the amount of the provision of taxation and the timing of payment of the related taxations.

There are many transactions and calculations for which the ultimate tax determination is uncertain during the ordinary
course of business. Where the final tax outcome of these matters is different from the amounts that were initially

recorded, such differences will impact the income tax and deferred tax provisions in the period in which such
determination is made.

Deferred tax liabilities have not been recognised in respect of the tax that would be payable on the distribution of
these retained profits as the Company controls the dividend policy of these subsidiaries and it has been determined

that it is probable that these profits will not be distributed in the foreseeable future.

Warranties: We generally provide warranties, on the safety products, from one to ten years to the non-commercial end
user on all products sold. Claims for warranty replacement of products beyond the one-year warranty period have not

been historically material and we do not record estimated warranty expense or a contingent liability for warranty
claims.

Provisions and contingencies: The amount recognized as provision, including legal, contractual, constructive and
other exposures or obligations, is the best estimate of the consideration required to settle the related liability taking
into account the risks and uncertainties surrounding the obligation. In addition, contingencies will only be resolved

when one or more future events occur or fail to occur. Therefore assessment of contingencies inherently involves the
exercise of significant judgment and estimates of the outcome of future events. The Company assesses its liabilities

and contingencies based upon the best information available, relevant laws and other appropriate requirements.

5. REVENUE

Revenue, which is also referred to the Group’s turnover, represents total invoiced value of goods supplied, less
discounts and returns.
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6. OTHER INCOME

2015 2014
HK$ HK$

Gain on disposal of property, plant and equipment 2,000 124,877
Government grant 454,029 609,392
Interest income 4,100,694 4,009,725
Others 675,533 546,018

5,232,256 5,290,012

7. FINANCE EXPENSES

Interest charges on discounted bills which are wholly repayable within 5 years are HK$41,825 and HK$42,691 in
2015 and 2014 respectively.
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8. NET LOSS BEFORE INCOME TAX

2015 2014
HK$ HK$

Net loss before income tax is arrived at after charging:

Amortisation of advanced lease payments 322,744 322,744
Auditors’ remuneration 444,500 458,636
Cost of inventories 103,413,164 113,331,639
Depreciation of property, plant and equipment 5,781,771 5,826,075
Exchange loss, net 3,265,788 1,662,759
Impairment loss recognised in respect of:
- Goodwill - 161,136

- Inventories 2,807,160 994,727
Loss on disposal of available-for-sale financial assets 669,790 160,388
Operating lease charges in respect of land and buildings 3,837,470 3,780,205
Retirement benefits scheme contributions 3,029,833 2,944,867
Staff costs 34,643,563 35,544,055

9. INCOME TAX EXPENSE

2015 2014
HK$ HK$

Hong Kong profits tax
- current year 1,048,429 440,532
- under-provision in prior years 86,567 600,463

1,134,996 1,040,995

PRC Enterprise Income Tax
- current year 700,278 737,457
- under provision in prior years 197 117,521

700,475 854,978

Deferred tax (Note 21)
- current year 145,541 (190,335 )

1,981,012 1,705,638

Hong Kong profits tax has been provided at the rate of 16.5% (2014: 16.5%) on the Group’s estimated assessable
profits arising in Hong Kong for the year.
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The PRC enterprise income tax is computed according to the relevant laws and regulations in the PRC. The applicable
income tax rate was 25% for the year (2014: 25%).

Reconciliation between tax expense and accounting loss at applicable tax rates:

2015 2014
HK$ HK$

Loss before income tax (16,764,636) (1,457,900)

Tax on profit before income tax, calculated at the rates applicable to profits in the tax
jurisdictions concerned (4,918,744 ) (549,301 )

Tax effect of non-deductible expenses 1,221,408 686,018
Tax effect of non-taxable revenue (662,489 ) (639,113 )
Tax effect on temporary differences not recognised 145,541 (175,676 )
Tax effect on unrecognised tax losses 6,108,532 1,665,726
Under-provision in prior years 86,764 717,984
Income tax expense 1,981,012 1,705,638
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10. PROFIT ATTRIBUTABLE TO OWNERS OF THE COMPANY

Of the consolidated loss attributable to owners of the Company of HK$17,699,388  (2014: consolidated loss
attributable to equity holders of the Company of HK$6,054,204), profit of HK$4,630,084 and HK$2,977,001 in 2015

and 2014 respectively have been dealt with in the financial statements of the Company.

11. DIVIDENDS

The directors do not recommend the payment of a dividend in 2015. Three interim dividends, HK$980,881,
HK$1,028,687 and HK$1,237,378 per share aggregating HK$1,961,762, HK$2,057,374 and HK$2,474,756

respectively, were paid in the preceding period.
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12. PROPERTY, PLANT AND EQUIPMENT

Buildings
Leasehold

improvements

Construction

in progress

Plant and

machinery

Furniture

and
fixtures

Motor

vehicles

Computer

equipment

and
software

Total

HK$ HK$ HK$ HK$ HK$ HK$ HK$ HK$
At 31
March 2013
Cost 42,233,502 10,813,762 25,600,626 70,432,437 7,099,680 9,683,346 2,417,578 168,280,931
Accumulated
depreciation (21,028,953) (10,776,978) - (52,704,679) (6,008,393) (8,021,992 ) (2,315,072) (100,856,067)

Net book
amount 21,204,549 36,784 25,600,626 17,727,758 1,091,287 1,661,354 102,506 67,424,864

Year ended
31 March
2014
Opening net
book amount 21,204,549 36,784 25,600,626 17,727,758 1,091,287 1,661,354 102,506 67,424,864

Additions - - 447,632 1,045,798 82,261 708,964 45,086 2,329,741
Transfer 23,248,451 - (25,681,555) 1,878,289 446,173 - 108,642 -
Depreciation (1,686,230 ) (15,746 ) - (3,088,513 ) (335,097 ) (613,527 ) (86,962 ) (5,826,075 )
Disposal - - - - - (19,506 ) - (19,506 )
Closing net
book
amount

42,766,770 21,038 366,703 17,563,332 1,284,624 1,737,285 169,272 63,909,024

At 31
March 2014
Cost 65,481,953 10,813,762 366,703 73,356,524 7,628,114 9,815,848 2,571,306 170,034,210
Accumulated
depreciation (22,715,183) (10,792,724) - (55,793,192) (6,343,490) (8,078,563 ) (2,402,034) (106,125,186)

Net book
amount 42,766,770 21,038 366,703 17,563,332 1,284,624 1,737,285 169,272 63,909,024

Year ended
31 March
2015
Opening net
book amount 42,766,770 21,038 366,703 17,563,332 1,284,624 1,737,285 169,272 63,909,024

Additions - 37,684 259,745 961,557 166,601 - 14,185 1,439,772
Disposal - - - - - - - -
Transfer - - (111,701 ) 111,701 - - - -

Edgar Filing: SOURCEFIRE INC - Form 10-Q

98



Depreciation (3,012,201 ) (1,264 ) (1,547,534 ) (430,609 ) (684,179 ) (105,984 ) (5,781,771 )
Closing net
book
amount

39,754,569 57,458 514,747 17,089,056 1,020,616 1,053,106 77,473 59,567,025

At 31
March 2015
Cost 65,481,953 10,851,446 514,747 74,429,780 7,794,714 10,215,847 2,585,491 171,873,978
Accumulated
depreciation (25,727,384) (10,793,988) - (57,340,724) (6,774,098) (9,162,741 ) (2,508,018) (112,306,953)

Net book
amount 39,754,569 57,458 514,747 17,089,056 1,020,616 1,053,106 77,473 59,567,025
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13.ADVANCED LEASE PAYMENTS

The Group’s advanced lease payments represent up-front payments to acquire long term interests in the usage of land
held in the PRC on leases of between 10 to 50 years. Movement in their net carrying amounts are analysed as follows:

2015 2014
HK$ HK$

Opening net carrying amount 13,366,053 13,688,797
Amortisation (322,744 ) (322,744 )
Closing net carrying amount 13,043,309 13,366,053

14. AVAILABLE-FOR-SALE FINANCIAL ASSETS

2015 2014
HK$ HK$

Listed outside Hong Kong, at market value 94,434,274 89,075,729
Less: Portion included in current assets (7,183,885 ) (19,795,854)
Portion included in non-current assets 87,250,389 69,279,875

The fair value of the Group’s interests in listed equity securities has been measured as described in note 28.

15.GOODWILL

2015 2014
HK$ HK$

At the beginning of the year
Gross carrying amount - -
Accumulated impairment - -

- -

Net carrying amount as at 1 April
Goodwill recognised - 161,136
Provision for impairment - (161,136)

- -

Edgar Filing: SOURCEFIRE INC - Form 10-Q

100



At the end of the year
Gross carrying amount - 161,136
Accumulated impairment - (161,136)

- -
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16.INVENTORIES

2015 2014
HK$ HK$

Raw materials 27,191,986 17,236,936
Work in progress 4,939,170 6,618,206
Finished goods 11,670,976 7,454,691

43,802,132 31,309,833
Provision for impairment 3,801,887 994,727

40,000,245 30,315,106

17.TRADE AND OTHER RECEIVABLES

2015 2014
HK$ HK$

Accounts receivable - 1,212,038
Deposits, prepayments and other receivables 5,228,453 7,717,224

5,228,453 8,929,262

The ageing analysis of trade receivables based on due date is as follows:

2015 2014
HK$ HK$

Neither past due nor impaired - 1,027,650
0 – 30 days past due - 184,388

- 1,212,038

The Group monitors the trade and other receivables on an ongoing basis and only trades with creditworthy third
parties. At the end of each reporting period, the Group’s trade receivables were individually determined to be impaired.

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

necessary as there has not been a significant change in credit quality and the balances are considered fully recoverable.
The Group does not hold any collateral or other credit enhancements over these balances.
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18. CASH AND CASH EQUIVALENTS

2015 2014
HK$ HK$

Bank and cash balances 33,942,002 64,802,204
Deposit - 569,775

33,942,002 65,371,979

Less: Pledged deposit-guarantee for electricity supply - (569,775 )
33,942,002 64,802,204

The deposit was denominated in Renminbi (“RMB”) and deposited with a bank in the PRC as at 31 March 2014 to
guarantee for the electricity supply of the Company manufacturing plant.

Deposits with banks earn interest at floating rates based on daily bank deposit rates.

At 31 March 2015, the Group had cash and cash equivalents denominated in RMB amounting to approximately
HK$5,191,675 (2014: HK$15,035,681), representing deposits placed with banks in the PRC with maturities of 3

months or less that is readily convertible to known amounts of cash.

Renminbi is not freely convertible into foreign currencies. Under the PRC’s Foreign Exchange Control Regulations
and Administration of Settlement, Sales and Payment of Foreign Exchange Regulations, the Group is permitted to
exchange RMB for foreign currencies through banks which are authorised to conduct foreign exchange business.

19.AMOUNTS DUE FROM/(TO) A SHAREHOLDER / A RELATED COMPANY / NON-CONTROLLING
INTERESTS

The amounts are unsecured, interest-free and repayable on demand.

20.LOANS FROM SHAREHOLDERS

The loans are unsecured, interest-free and repayable on demand by the respective shareholders.
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21.DEFERRED TAX

At 31 March 2015, no deferred tax liabilities and assets were recognised in the statement of financial position. The
movements during the current and prior years are as follows:

Accelerated tax

depreciation

Provision of
slow moving
inventory

Total

HK$ HK$ HK$

Balance at 1 April 2013 44,794 - 44,794
Recognised in profit or loss (26,205 ) (164,130 ) (190,335)
Balance at 31 March 2014 and 1 April 2014 18,589 (164,130 ) (145,541)
Recognised in profit or loss (18,589 ) 164,130 145,541
Balance at 31 March 2015 - - -

22.SHARE CAPITAL

2015 2014
HK$ HK$

Issued and fully paid :
2 ordinary shares of HK$100 each (note) 200 200

23.RESERVES

The amounts of the Group’s reserves and the movements therein for the current and prior years are presented in
consolidated statement of changes in equity on page 6 of the financial statements.

In accordance with the Regulations on Enterprises with Foreign Investment of China and their articles of association,
the Group’s PRC subsidiaries, being foreign invested enterprises established in China, are required to make

appropriations to certain statutory reserves, namely a general reserve fund, an enterprise expansion fund, a staff
welfare fund and a bonus fund, all of which are appropriated from net profit as reported in their PRC statutory

accounts. Each of the Group’s PRC subsidiaries is required to allocate at least 10% of its after-tax profits to a general
reserve fund until such fund has reached 50% of its respective registered capital. Appropriations to the enterprise

expansion fund and staff welfare and bonus funds are at the discretion of the Group’s subsidiaries.
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General reserve and statutory surplus funds are restricted to set-off against losses, expansion of production and
operation and increasing registered capital of the respective company. Staff welfare and bonus fund and statutory

public welfare funds are restricted to capital expenditures for the collective welfare of employees. The reserves are not
allowed to be transferred to the Group in terms of cash dividends, loans or advances, nor are they allowed for

distribution except under liquidation.
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23.RESERVES(Continued)

All of the three PRC subsidiaries under Eyston Group are in accumulated loss and no reserves have been made as of
31 March 2015.

24.COMMITMENTS

At 31 March 2015, the total future minimum lease payments under non-cancellable operating leases in respect of land
and buildings are as follows:

2015 2014
HK$ HK$

Within one year 1,591,920 1,506,775
In the second to fifth years 1,747,080 2,494,440

3,339,000 4,001,215

The Group and the Company lease land and buildings under operating leases. The leases run for an initial period of
one to five years, with an option to renew the leases at the expiry dates. None of the leases include contingent rentals

2015 2014
HK$ HK$

Contracted but not provided for the construction of the factory premises in the PRC 4,060,856 4,195,612

25.CONTINGENT LIABILITIES

The current and prior years’ tax provisions have been prepared on the basis that the management fees and bonuses are
deductible in the determination of the assessable profits of the Company and the Company is entitled to the offshore
claims. During the year ended 31 March 2006, the Company received enquiries from the Hong Kong Inland Revenue
Department regarding these deductions and offshore claims. As at the date of approval of these financial statements,
the outcome of the enquiries is uncertain. In the opinion of the directors, no provision for additional taxes is required.

The total contingent tax exposures to the Group and Company in respect of the deductions and offshore claims are
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estimated to be approximately HK$7.3 million and HK$33.7 million, respectively.
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25. CONTINGENT LIABILITIES
(Continued)

The Group is required to make contribution of social security insurance according to the relevant laws and regulations
for their employees and workers in the PRC. However the Group had not been requested by the relevant authorities to

make such contributions fully in the past. The Group has made a provision for the underpaid contributions for the
recent years based on the directors’ estimation and the aggregate provision at the end of the reporting period is

HK$15.6 million. The directors consider that the likelihood of the Group to incur further loss in relation to this matter
is remote. The Group is not currently aware of any investigations or other circumstances that would indicate that the

Group will be required to pay up any of the social insurance underpayment.

Except as disclosed above, the Group and Company have no contingent liabilities at 31 March 2015.

26.RELATED PARTY TRANSACTIONS

In addition to the transactions and balances disclosed elsewhere in the financial statements, during the year, the Group
had the following transactions with related parties:

2015 2014
Note HK$ HK$

Transactions with a related company (i)
Rental expense 3,837,470 3,249,199
Management fee expense 4,435,823 4,434,600

Transactions with a shareholder
Sales 51,727,174 58,478,478
Purchases 11,984,094 9,259,015
Sales commission expenses 58,081 190,627

Note:

(i) The Group entered into those transactions with Taisun Magnetics Limited, in which Mr. Lam Wai Shuen,
Shiman, Mr. Lam Wa Leung and Dr. Lam Wai Wing, Malcolm, directors of the Company, had interests.
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27.MAJOR NON-CASH TRANSACTION

During the year ended 31 March 2015 and 31 March 2014, no dividend for the year was settled through the current
account with a shareholder.
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28.FINANCIAL RISK MANAGEMENT AND FAIR VALUE MEASUREMENT

The Group is exposed to financial risks through its use of financial instruments in its ordinary course of operations and
in its investment activities. The financial risks include market risk (including foreign currency risk, interest rate risk

and other price risk), credit risk and liquidity risk.

Financial risk management is co-ordinated at the Group’s headquarters, in close co-operation with the Board of
Directors. The overall objectives in managing financial risks focus on securing the Group’s short to medium term cash

flows by minimising its exposure to financial markets. Long term financial investments are managed to generate
lasting returns with acceptable risk levels.

It is not the Group’s policy to actively engage in the trading of financial instruments for speculative purposes. The
management manages and monitors these exposures to ensure appropriate measures are implemented on a timely and

effective manner.

28.1Interest rate risk

Interest rate risk related to the risk that the fair value or cash flow of a financial instrument will fluctuate because of
changes in market interest rates. The Group’s exposure to interest rate risk mainly arises on cash and cash equivalents.

The Group has not used any derivative contracts to hedge its exposure to interest rate risk or formulated a policy to
manage the interest rate risk. However, the directors monitor interest rate change exposure and will consider hedging

significant interest rate exchange exposure should the need arises.

The policies to manage interest rate risk have been followed by the Group since prior year are considered to be
effective.

At 31 March 2015, the Group was exposed to changes in market interest rates through cash and cash equivalent,
which are subject to variable interest rates. The following table illustrates the sensitivity of the profit after tax for the
year and retained earnings to a change in interest rates of +1% and -1% (2014: +1% and -1%), with effect from the

beginning of the year. The calculations are based on the Group’s and the Company’s bank balance held at each
reporting date. All other variables are held constant.
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2015 2014
HK$ HK$

If interest rates were 1% (2014: 1%) higher
Net profit for the year 339,420 653,720

If interest rates were 1% (2014: 1%) lower
Net profit for the year (339,420) (653,720)
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28.FINANCIAL RISK MANAGEMENT AND FAIR VALUE MEASUREMENT (Continued)

28.2Price risk

Price risk related to the risk that the fair value or future cash flows of a financial instrument will fluctuate because of
changes in market prices (other than changes in interest rates and foreign exchange rates). The Group is exposed to

change in market prices in respect of its investment in listed securities which are classified as available-for-sale
financial assets.

To manage its market price risk arising from these investments, the Group diversifies its portfolio. Diversification of
the portfolio is done in accordance with the limits set by the Board of Directors.

The policies to manage other price risk have been followed by the Group since prior years and are considered to be
effective.

At 31 March 2015, if securities prices had increased/decreased by 1% and all other variables were held constant, fair
value reserve would increase/decrease by approximately HK$944,343 (2014: HK$890,757). This is mainly due to the

changes in available-for-sale financial assets. This sensitivity analysis has been determined assuming that the price
change had occurred at the reporting date and had been applied to the Group’s investment on that date.

The assumed volatilities of listed securities represent management’s assessment of a reasonably possible change in
these security prices over the next twelve month period.

28.3Foreign currency risk

Currency risk refers to the risk that the fair value or future cash flows of a financial instrument will fluctuate because
of changes in foreign exchange rates. The Group mainly operates in the Asia Pacific Region and is exposed to foreign

exchange risk arising from various currency exposures, primarily with respect to the US dollar, RMB, Australian
dollar (“AUD”), Pound sterling (“GBP”) and Euro (“EUR”). The HK dollar is pegged to the US dollar at an exchange rate of
approximately 7.8, the foreign exchange exposure between US dollar and HK dollar is therefore minimal. The Group’s

exposure to RMB is minimal as majority of the subsidiaries of the Group operates in the PRC with most of the
transactions denominated and settled in Renminbi. The Group also holds foreign currency time deposits which are
exposed to foreign currency risk. To mitigate the Group’s exposure to foreign currency risk, the Group manages its
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foreign exchange risk by actively monitoring its foreign currency translations.
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28.FINANCIAL RISK MANAGEMENT AND FAIR VALUE MEASUREMENT (Continued)

28.3Foreign currency risk (Continued)

The policies to manage foreign currency risk have been followed by the Group since prior years and are considered to
be effective.

(a) Exposure to currency risk

The following table details the Group’s and the Company’s exposure at the end of the reporting period to currency risk
arising from recognised assets or liabilities denominated in a currency other than the Group’s functional currency.

2015 2014
HK$ HK$

Net financial assets
AUD 7,552,611 9,499,637
GBP 3,283,600 7,994,459
EUR 118,787 834,969

(b) Sensitivity analysis

The sensitivity analysis has been determined assuming that the reasonably possible change in foreign exchange rates
had occurred at the reporting date and had been applied to the Group’s exposure to currency risk for financial

instruments in existence at that date, and that all other variables, in particular interest rates, remain constant. The
stated changes represent management’s assessment of reasonably possible changes in foreign exchange rates over the
period until the next annual reporting date. A 1% strengthening/ (weakening) of HK$ against AUD, GBP and EUR at
the reporting date would increase/ (decrease) the Group’s and the Company’s profit after tax and retained profits by the

amount shown below. Other components of equity would not be affected by changes in the foreign exchange rates.

2015 2014
Changes in

foreign exchange

rates

Effect on profit

after tax and

retained profits

Changes in
foreign exchange
rates

Effect on profit
after tax and
retained profits

HK$ HK$
AUD +1%/-1% 63,064/(63,064) +1%/-1% 79,322/(79,322)
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GBP +1%/-1% 27,418/(27,418) +1%/-1% 66,754/(66,754)
EUR +1%/-1% 992/(992) +1%/-1% 6,972/(6,972)
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28.FINANCIAL RISK MANAGEMENT AND FAIR VALUE MEASUREMENT (Continued)

28.4Credit risks

Credit risk arises from the possibility that the counterparty to a transaction is unwilling or unable to fulfill its
obligation with the results that the Group thereby suffers financial loss. The Group’s exposure to credit risk mainly

arises from granting credit to customers in the ordinary course of its operations and from its investing activities. The
carrying amounts of trade and other receivables, amount due from a shareholder, available-for-sale financial assets

and cash and cash equivalents included in the consolidated statement of financial position represent the Group’s
maximum exposure to credit risk in relation to financial assets. No other financial assets carry a significant exposure

to credit risk. The Group monitors the trade and other receivables on an ongoing basis and only trades with
creditworthy third parties. In addition, all the Group’s cash and cash equivalents are deposited with major banks

located in Hong Kong and the PRC. The Group adopts conservative investment strategies. For investments in debt
securities, only issuers with credit rating of A- or above from Standard & Poor’s would be considered. Trading

accounts are only opened with reputable security brokers. No margin trading is allowed. Accordingly, the Group has
no significant concentrations of credit risk.

The credit and investment policies have been followed by the Group since prior years and are considered to have been
effective in limiting the Group’s exposure to credit risk to a desirable level.

See note 17 to these financial statements for further details of the Group’s exposures to credit risk on trade and other
receivables.

28.5Fair values

The following table presents the Group’s financial instrument measured at fair value at the end of the reporting period
on a recurring basis, in accordance with the three-level fair value hierarchy as defined in IFRS 13, “Fair Value
Measurement”. The hierarchy groups financial instruments into three levels based on the relative reliability of

significant inputs used in measuring the fair value of these financial instruments is as follows:

- Level
1:

Fair value measured using level 1 inputs, i.e. unadjusted quoted prices in active markets for identical assets
and liabilities at the measurement date;

- Level
2:

Fair value measured using level 2 inputs, i.e. observable inputs which fail to meet with Level 1, and not using
unobservable inputs. Unobservable inputs are inputs for which market data are not available.
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28.FINANCIAL RISK MANAGEMENT AND FAIR VALUE MEASUREMENT (Continued)

28.5Fair values (Continued)

- Level 3: Fair value measured using significant unobservable inputs.

The level in the fair value hierarchy within which the financial asset or liability is categorised in its entirety is based
on the lowest level of input that is significant to the fair value measurement.

The financial assets and liabilities measured at fair value in the statements of financial position are grouped into the
fair value hierarchy as follows:

Recurring fair value measurements
2015 2014
Level 1 Level 1
HK$ HK$

Assets
Available-for-sale financial assets 94,434,274 89,075,729

The Group does not have any financial instruments categorised as Level 2 or Level 3 and there have been no
significant transfers between levels 1 and 2 in the reporting periods.

The methods used for the purpose of measuring fair value are unchanged compared to the previous reporting periods.
The available-for-sale financial assets are denominated in US dollar, AUD and GBP. Fair values have been

determined by reference to their quoted bid prices at the reporting date and have been translated using the spot foreign
currency rates at the end of the reporting period where appropriate.

The carrying amounts of the Group’s and the Company’s financial instruments carried at cost or amortised costs are not
materially different from their fair values as at 31 March 2015 and 2014.

28.6Liquidity risks

Edgar Filing: SOURCEFIRE INC - Form 10-Q

120



Liquidity risk relates to the risk that the Group will not be able to meet its obligations associated with its financial
liabilities that are settled by delivering cash or another financial asset. The Group is exposed to liquidity risk in respect

of settlement of trade and other payables, amount due to a related party, and its financing obligations, and also in
respect of its cash flow management. The Group’s objective is to maintain an appropriate level of liquid assets and

committed lines of funding to meet its liquidity requirements in the short and longer term.
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28.FINANCIAL RISK MANAGEMENT AND FAIR VALUE MEASUREMENT (Continued)

28.6Liquidity risks (Continued)

As at 31 March 2015, the Group had net current assets of HK$41,796,225 (2014: HK$72,052,702) and net assets of
HK$201,656,948 (2014: HK$219,322,970). The management considered the liquidity risk to be minimal.

The Group manages its liquidity needs by carefully monitoring expected payments for potential investments as well as
cash-outflows due in day-to-day business. Liquidity needs are monitored on a day-to-day basis. Long-term liquidity

needs for a 365-day lookout period are identified on a monthly basis.

The Group maintains mainly cash to meet its liquidity requirements for up to 30-day periods, funding for long-term
liquidity needs will be considered when there is any potential investment identified.

The liquidity policies have been followed by the Group since prior years and are considered to have been effective in
managing liquidity risks.

The following table details the remaining contractual maturities at the end of the reporting period of the Group’s and
the Company’s non-derivative financial liabilities, which are based on contractual undiscounted cash flows (including
interest payment computed using contractual rate or, if floating, based on rates current at the reporting date) and the

earliest date the Group and the Company can be required to pay:

On demand

or within

1 year

Total

contractual

undiscounted

cash flow

Carrying

amount
HK$ HK$ HK$

At 31 March 2015
Trade and other payables 38,482,455 38,482,455 38,482,455
Amount due to a related company 629,567 629,567 629,567
Amounts due to non-controlling interests 180,000 180,000 180,000
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Loans from shareholders 2,868,954 2,868,954 2,868,954
42,160,976 42,160,976 42,160,976

At 31 March 2014
Trade and other payables 19,969,591 19,969,591 19,969,591
Amount due to a shareholder 2,428,017 2,428,017 2,428,017
Amount due to a related company 587,364 587,364 587,364
Amounts due to non-controlling interests 10,799,982 10,799,982 10,799,982
Loans from shareholders 2,868,954 2,868,954 2,868,954

36,653,908 36,653,908 36,653,908
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28.FINANCIAL RISK MANAGEMENT AND FAIR VALUE MEASUREMENT (Continued)

28.7Summary of financial assets and liabilities by category

The carrying amounts presented in the statements of financial position relate to the following categories of financial
assets and financial liabilities:

2015 2014
HK$ HK$

Financial assets
Pledged bank balances - 569,775
Available-for-sale financial assets 94,434,274 89,075,729
Loans and receivables:
Trade and other receivables 5,228,453 8,929,262
Amount due from a shareholder 1,835,515 -
Amounts due from subsidiaries - -
Amount due from a related company 6,380 1,700
Cash and cash equivalents 33,942,002 64,802,204

135,446,624 163,378,670

Financial liabilities
Financial liabilities measured at amortised cost:
Trade and other payables 38,482,455 32,159,301
Amount due to a shareholder - 2,428,017
Amount due to a related company 629,567 587,364
Amount due to a subsidiary - -
Amounts due to non-controlling interests 180,000 10,799,982
Loans from shareholders 2,868,954 2,868,954

42,160,976 48,843,618

29.CAPITAL MANAGEMENT POLICIES AND PROCEDURES

The Group’s objectives when managing capital are:

(a)To safeguard the Group’s ability to continue as a going concern, so that it continues to provide returns and benefits
for its stakeholders;

(b) To support the Group’s stability and growth; and
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(c) To provide capital for the purpose of strengthening the Group’s risk management capability.
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29.CAPITAL MANAGEMENT POLICIES AND PROCEDURES(Continued)

The Group actively and regularly reviews and manages its capital structure to ensure optimal capital structure and
shareholder returns, taking into consideration the future capital requirements of the Group and capital efficiency,

prevailing and projected profitability, projected operating cash flows, projected capital expenditures and projected
strategic investment opportunities. To maintain or adjust the capital structure, the Group may adjust the dividend
payables to shareholders, issue new shares or raise and repay debts. The Group’s capital management objectives,

policies or processes were unchanged during the year ended 31 March 2015 and 31 March 2014. Management regards
total equity of HK$201,656,948 (2014: HK$219,322,970) as capital for capital management purpose.
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