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Corporate Profile and Recent Development ¥/ KITHA % E

Cooperation — Competition brings along Win-Win
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Corporate Profile

Haier Electronics Group Co., Ltd. (Stock code: 01169) (the “Company”),
a subsidiary of Haier Group, is listed on the Main Board of The Stock
Exchange of Hong Kong Limited. The Company and its subsidiaries
(the “Group”) are principally engaged in the research, development,
production and sale of washing machines and water heaters under the
brand name of “Haier”.

Founded in 1984, Haier Group is headquartered in Qingdao, Shangdong
Province, the PRC and is today one of the world’s leading white goods
home appliance manufacturers. The products of Haier Group are now
sold in over 100 countries. In October 2009, Fortune Magazine published
2009 “China’s Most Admired Companies”, Haier ranks the first.

Recent Development

The Group will continue to leverage on the favourable national policies
of “Rural Area Subsidized Electrical Appliances Purchase Policy” and
"Home Appliances Replacement Policy” to explore the inherent potential
of 3rd and 4th tier markets, expand the networks of marketing, logistics
and service, and further strengthen the penetration to these markets
by expanding into counties, towns, villages. In addition, amidst the
highly competitive business environment, the Group will consistently
make improvement and continue to create immense value for customers
by providing quality, cost-efficient and thoughtful products with its
innovative research and development, tailored designs and effective
operational strategies.
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Haier Electronics Group Co., Ltd.
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Haier Electric Co., Ltd.
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Co., Ltd.
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Water Heater Business
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Development Zone Haier Water Heater Co., Ltd.
F BB R
BREVKEBARAR

100% Wuhan Haier
Water Heater Co., Ltd.
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CORPORATE INFORMATION A E&#!

Financial Calendar

Six-month interim period end
Financial year end

30 June
31 December

Registered Office

Clarendon House
2 Church Street

Hamilton HM 11
Bermuda

Head Office and Principal Place of Business in
Hong Kong

Unit 3513

35/F., The Center

99 Queen’s Road Central
Hong Kong

Principal Place of Business in the PRC

Haier Industrial Park
No. 1, Haier Road
Qingdao, the PRC

Principal Share Registrar and Transfer Office

Codan Services Limited
Clarendon House

2 Church Street
Hamilton HM 11
Bermuda

Branch Share Registrar and Transfer Office in
Hong Kong

Tricor Tengis Limited
26/F., Tesbury Centure
28 Queen’s Road East
Hong Kong

Telephone Number
+852 2169 0000

Fax Number
+852 2169 0880

Stock Code

The Stock Exchange of Hong Kong Limited:
01169

Websites

www.haier-elec.com.hk

Investor Relations Contact

Elite Investor Relations Limited

12/F, Wilson House, 19-27 Wyndnam Street
Central, Hong Kong

Telephone Number: (852) 3183 0225

Fax Number : (852) 2155 9165

E-mail Address . jonathan.kiu@elite-ir.com
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CHAIRMAN'S LETTER FfE R4

Overview

The financial crisis was severely raging throughout the world exactly
at this point of time last year. A year later, after the Chinese economy
underwent the most difficult times, it realised a GDP growth of 8.7%
in 2009. Through implementing strategies including product innovation,
expansion into the 3rd and 4th tier markets as well as continuous
optimization of cash flows, the Group achieved a revenue growth of
13.3% and a growth of the profit attributable to the owners of the
Company of 172.1% in 2009. According to the data sources published
by Euromonitor in December 2009, Haier washing machines brand shares
ranked as world No. 1 in terms of retail volume globally.

Review of Operating Results

The Group’s revenue for 2009 amounted to RMB11,531 million,
representing an increase of 13.3% from RMB10,180 million in 2008.
Thanks to the consistent global brand strategy, innovation of differentiated
products, competitive incentive mechanism on “Alignment between
market Order and Personnel”, and strong marketing network expansion
under the favourable governmental “Rural Area Subsidized Electrical
Appliances Purchase Policy” and “Home Appliances Replacement
Policy”, the Group generated record revenue from principal businesses
in 2009.

In the Chairman’s letter last year, | proposed an aggressive expansion
of the 3rd and 4th tier markets, and expected that the “Rural Area
Subsidized Electrical Appliances Purchase Policy” would drive the Group’s
sales growth. Facts have proved that the marketing strategy for treating
the domestic market as our top priority and for treating the 3rd and
4th tier markets in the local market as key segments has already made
satisfactory progress. In 2009, revenue from overseas markets declined

BE
EFNSK FRGBARBRENHE  —F
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EmA¥ MEZNATSREEELRSRES
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by 7.6%. Europe, ASEAN and the Central African market which are
the major places of export have not fully recovered from the economic
downturn, thus dragging down the performance of overseas markets.
In 2009, our sales growth in the domestic market reached 15.4%,
which effectively offset the adverse effects due to the tepid demand
from overseas markets.

Profit attributable to the owners of the Company for 2009 increased by
172.1% to RMB370 million (equivalent to HK$420 million) as compared
to RMB136 million (equivalent to HK$152 million) for 2008. The increase
in net profit is primarily attributable to a 1.1% growth in gross profit
margin and a 1.8% decrease of management expenses to revenue ratio
from 2008, benefiting from decrease in raw material prices as well as
the Group's effort to optimise product mix, strengthen cost control and
improve profitability. Besides, the effective control over the administrative
expenses of the Group also contributed to the increased net profit this
year. The Group's ERP information system is now functioning at relatively
mature stage and the related system and software costs were lowered in
2009. The administrative expenses decreased substantially as compared
with last year due to the higher operating efficiency after its business
process reengineering.

Outlook

Looking forward to 2010, we are still in the aftermath of the financial
crisis; oil and steel prices have already risen; the Chinese economy
structure is evolving, complicated by the various possibilities over the
implementation of macroeconomic policies; the emergence of the Internet
has impacted the conventional marketing model of home appliances. |
think if we fail to continue to manage innovation with an open mind, we
can hardly cope with the increasingly intense competitive environment
and the trends of change.
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CHAIRMAN'’S LETTER EER &

Outlook (Cont'd)

The competition in the white goods industry is fierce and many
competitors have well-known brands and a strong commitment to the
Chinese market. In the washing machines and water heaters sectors,
the level of profit rate is still considerable and it is not so difficult to

expand capacity. If a competitor launches a price war, an impact on our

revenue and profitability is inevitable. We have established the position
as a market leader in the 3rd and 4th tier markets at this stage but our
market position will inevitably be challenged as more and more market
players join the competition.

We believe our focus on the following three areas will help us meet the

challenges and continue to grow:

Step up the development and sales of high-end products and
promote product innovation relentlessly.

We will continue to step up the development of high-end products
like washing machines and water heaters to enhance the proportion
of the sales of high-end products. As the growing middle classes
in China and around the world are demanding home appliance
products with superior designs and well-known brands, we have
introduced Casarte, positioned as a premium brand, introduced
into the Group, which will be able to adapt to the needs of these
customers. As there is still substantial room for the growth of
China’s market for high-end products (especially along with China’s
economic growth), we will strengthen the image of Haier washing
machines and water heaters as an industry leader to capture a
larger market share of the high-end products sector and increase
the overall gross profit margins of our products.

Meet the energy-saving trend by the aggressive development of
environmentally friendly products.

Energy conservation and emissions reduction have become a trend
in the purchase of home appliances. More consumers prioritized
energy-saving products rather than cheap products with high energy
consumption. The Group will develop the frequency convertible
washing machines and solar energy water heaters in order to fully
capitalize on the market opportunities arising from environmental
protection and low carbon lifestyles. In the whole process of the
design, manufacturing, sale and recycling of products, the Group
has applied the “Green Strategy” and incorporated the philosophy
of environmental protection into it. | believe the Group will introduce
more environmental elements into its own brands, which is especially
important for Haier’s corporate social responsibility.
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Outlook (Cont’d)

3.

Continue to take advantage of the opportunities arising from the
growth in China’s 3rd and 4th tier markets and further establish
the distribution network throughout these markets.

We will make aggressive efforts to develop the personalized products
targeted at the rural market at large in the 3rd and 4th tier markets
to better fulfill customers’ needs, since the market potential of
white goods products in the 3rd and 4th tier markets is still great.
By drawing support from some favourable national policies like the
“Rural Area Subsidized Electrical Appliances Purchase Policy” and
“Home Appliances Replacement Policy”, the Group will increase
investment based on the existing distribution network to further
extend network coverage and penetrate into the 3rd and 4th tier
markets for providing efficient distribution and support services to
a wide range of Haier's franchised stores and retail dealers, and
then delivering competitive white goods products to end-users
through retail partners.

Given China’s 3rd and 4th tier markets are widely, geographically
distributed with differentiated regional features, the Group will
expand the marketing network deep into rural villages by innovative
means such as the establishment of two outlets in one town and
the establishment of village-level agent service stations to meet
the needs of end customers swiftly and improve response speed.
If the Group is able to establish such a service network further
into counties, towns, villages based on existing 3rd and 4th tier
market network, the Group will leverage on its economies of
scale to introduce more and more producers to this network and
further provide logistics and distribution services to producers of
other brands of home appliances and consumer electronics. The
distribution network business of the 3rd and 4th tier markets has
to be set up by integrating internal and external resources with a
cooperation-competition mindset and focusing on the creation of
customers’ long term loyalty and the customer value through service
innovation. Although it is a huge challenge, it is a new source of
business growth for the Group, and it deserves our investment
given the huge potential.
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CHAIRMAN'S LETTER FfE R4

Outlook (Cont'd)

With respect to organizational structure, we will explore and build a
customer-centered autonomous units system. The so-called autonomous
unit refers to the line managers and staff members making decision
from the intrinsic driving force to create value for customers rather
than receiving instructions from their superiors. Thus, most front-line
staff who have the most information can quickly respond to customers’
demand and drive the organization to operate effectively to respond to
our customers’ demands and create customer’s value. Our target is that
all staff members become their CEOs, who possess their own market,
meet clients directly and make autonomous decisions to realise their
individual values, as to cultivate the Group’s corporate culture of win-win
relationship between the enterprise, the client and the staff members.
Of course, we still have much work to do to really build such an ideal
organizational system.

With respect to financial management, we will consistently focus on
cash flow generation and working capital management. Meanwhile, the
Group will continue to implement a series of reform measures, such as
production and procurement according to market orders, accurate market
order forecasting and modular production, to continuously improve cash
flows. A strong cash flow status not only helps the Group expand its
existing business successfully in a volatile business environment, and
also allows the Group to have the flexibility to invest in the business
inorganically.
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Outlook (Cont'd)

With respect to team building, the Company recruited Mr. Zhou Yun
Jie as a new general manager from Haier Group this year. Mr. Zhou
has over 20 years of experience in Haier Group’s manufacturing, sales,
international and domestic markets and corporate management and
is mainly responsible for global market expansion for Haier Group and
the establishment of marketing network for the PRC market. | believe
the arrival of Mr. Zhou and other management team members can
consolidate our management team and strengthen the capability to
implement strategies, which will facilitate the development of the new
distribution business by the Group, successfully bringing the Group into
a new level.

As at the date of the annual report, Qingdao Haier Co., Ltd., a company
listed on the Shanghai Stock Exchange (600690.SH), had completed
the equity transfer in respect of equities of the Company held by Haier
Group, and become the controlling shareholder of the Company. It is
expected that the Company will obtain solid support from the controlling
shareholder for future expansion of its distribution network.

Appreciation

| hereby would like to express my thanks to all directors and staff for
their dedicated commitment, as well as to all suppliers, clients and
shareholders for their kind support. | hope you will continue to monitor
our progress. We will demonstrate that Haier Electronics remains a
company you can count to improve customer’s lives and to create long-
term shareholder value.

By Order of the Board of

Haier Electronics Group Co., Ltd.
Yang Mian Mian

Chairman

Hong Kong, 19 April 2010
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DIRECTORS AND SENIOR MANAGEMENT EEN S EE=

The directors and senior management of the Group as at the date of
this report are as follows:

Executive Directors

Ms. YANG Mian Mian, aged 68, has served as the Chairman and
an Executive Director of the Company since January 2005. Ms.
Yang is responsible for determining corporate strategies and
overall management of the Group. She graduated from Shandong
Industrial Institute, which is now known as Shandong University,
the People’s Republic of China (the “PRC”) in 1963. As one of
the founders of the Haier Group, she has been in charge of the
overall management of the white goods business since 1984. She is
currently the president of Haier Group Corporation (“Haier Corp”)
and the chairman of Qingdao Haier Co., Ltd. (a company listed
on the Shanghai Stock Exchange (the “A-Share Company”)). Ms.
Yang is also a director of certain subsidiaries of the Group. During
the year, Fortune Magazine, USA published the world’s 50 female
entrepreneurs chart (50 female entrepreneurs outside USA) for
2009 of which Ms. Yang ranked the seventeenth, being the highest
ranking among the Chinese women. Ms. Yang has been the third
time being elected onto this chart of Fortune Magazine, USA.

Mr. ZHOU Yun lJie, aged 43, has served as an Executive Director
of the Company since 12 November 2009. He is also a member
of the remuneration committee and nomination committee of
the Company since 19 April 2010. Mr. Zhou graduated from the
Huazhong University of Science and Technology, the PRC with a
Bachelor’s degree in Engineering in 1988. He has a Master’s degree
in corporate management from the Ocean University of China, the
PRC and has completed his Doctoral courses with a diploma in
Management from the Xian Jiaotong University, the PRC. He joined
the Haier Group in 1988 and has over 20 years of experience in
the sales management and enterprise management. Currently, he
is the General Manager of the Company. He is also a Senior Vice
President and the Chief Marketing Officer of Haier Group and the
director of Fisher & Paykel Appliances Holdings Limited (a company
listed in Australian Securities Exchange and New Zealand Exchange),
an associated company of Haier Group.
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DIRECTORS AND SENIOR MANAGEMENT EEN S EIE=

Executive Directors (Cont’d)

Mr. CAO Chun Hua, aged 41, has served as an Executive Director
of the Company since January 2005. Mr. Cao graduated from
Hangzhou Electronic Industry College, the PRC with a Bachelor’s
degree in 1991. He joined the Haier Group in 1995 and has since
held a number of senior positions in the washing machine business.
He had been the General Manager of the Group’s washing machine
business till July 2009. He is also a Vice President of Haier Corp and
a director of certain subsidiaries of the Group. Mr. Cao has resigned
as an Executive Director with effect from 12 November 2009 due
to reallocation of appointments within the Haier Group and since
then he has retained as a senior consultant to the Company.

Mr. CUI Shao Hua, aged 52, has served as an Executive Director
of the Company since November 2002 and is a member of the
remuneration committee and nomination committee of the
Company. Mr. Cui is responsible for the Group’s corporate finance
function. Mr. Cui graduated from Jilin Institute of Finance and
Commerce, the PRC in 1982. He joined the Haier Group in 1993
and has over 22 years of experience in financial management and
listed companies’ operations. He is also the Deputy Managing
Director of the A-Share Company, a vice president of Haier Corp and
a director of certain subsidiaries of the Group. He is currently also
a director of Changjiang Securities Company Limited (a company
listed on the Shenzhen Stock Exchange). Mr. Cui has resigned as
an Executive Director and members of the above committees with
effect from 19 April 2010 for health reason.

Mr. LI Hua Gang, aged 40, has been appointed as a Chief Operation
Officer of the Company with effect from 12 November 2009. Mr. Li,
graduated from the Huazhong University of Science and Technology,
the PRC in 1991 with a Bachelor’s degree in Economics. He joined
the Haier Group in 1991 and has since held a number of senior
positions in the sales and marketing functions with his expertise in
the sales management in the 3rd tier and 4th tier markets of the
PRC. Subsequent to year end date, Mr. Li has been appointed as
an Executive Director with effect from 19 April 2010.
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DIRECTORS AND SENIOR MANAGEMENT EEN S EE=

Executive Directors (Cont’d)

Mr. SUN Jing Yan, aged 39, has served as an Executive Director
of the Company since March 2007. Mr. Sun has been the General
Manager of the Haier Group’s Electrothermal Product Division since
2005 and is mainly responsible for the operation of the Group’s
water heater business. Mr. Sun graduated from Shangdong Institute
of Light Industry, the PRC in 1993 with a Bachelor in Engineering
in Machine Design and Manufacture. He joined the Haier Group
in 1993 and has since held a number of senior positions in the
Electrothermal Appliance Department of the Haier Group. Mr. Sun
is also a director of certain subsidiaries of the Group. He has over
16 years of extensive experience in water heater business.

Non-executive Directors

Mr. WU Ke Song, aged 59, has served as an Executive Director of
the Company since December 2001 and has been re-designated as
Non-executive Director with effect from 12 November 2009. Mr. Wu
is also the Deputy Chairman and a member of the remuneration
committee of the Company. Mr. Wu is responsible for worldwide
business development of the Group and liaison with relevant
government officials. He graduated from Shandong Industrial
Institute, the PRC which is now known as Shandong University,
the PRC in 1974 and joined the Haier Group in 1984. He is also
a vice chairman of Haier Corp and a director of a subsidiary of
the Group.

Mr. LIANG Hai Shan, aged 43, has served as an Executive Director
of the Company since December 2001 and has been re-designated
as Non-executive Director with effect from 12 November 2009. Mr.
Liang was previously mainly responsible for strategic procurement
and overall quality control of products of the Group. He is currently
responsible for identifying market opportunities and white goods
business strategies formulation of the Company. He received a
Bachelor’s degree of Industry from the Xian Jiaotong University,
the PRC and has 21 years of experience in the manufacture of
household electrical appliances, in particular in raw material
procurement function and white goods business. He is also a
Senior Vice President of Haier Corp, the Vice Chairman of A-Share
Company and a director of certain subsidiaries of the Group.
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DIRECTORS AND SENIOR MANAGEMENT EEN S EIE=

Independent Non-executive Directors

Mr. WU Yinong, aged 47, has served as an Independent Non-
executive Director of the Company since January 2005. Mr. Wu
graduated from Portland State University in the United States of
America with a Master’s degree in Business Administration in 1994.
He is currently the Deputy General Manager of China Merchants
Securities (Hong Kong) Co., Limited and the Head of Investment
Banking Department. He has been in the investment banking
industry for more than 10 years.

Mr. YU Hon To, David, aged 62, was appointed as an Independent
Non-executive Director of the Company on 21 June 2007. Mr. Yu
is a fellow of the Institute of Chartered Accountants in England
and Wales and an associate of the Hong Kong Institute of Certified
Public Accountants. He was formerly a partner of an international
accounting firm with extensive experience in corporate finance. Mr.
Yu is a founder and a director of MCL Capital Limited (previously
known as Management Capital Limited), which specialises in direct
investment and financial advisory activities, and also sits on the
boards of several listed companies in Hong Kong.

Dr. LIU Xiao Feng, aged 47, was appointed as an Independent
Non-executive Director of the Company on 21 June 2007. He is
currently Managing Director of China Resources Capital Holdings
Co., Ltd. He has worked in various international financial institutions
since 1993, including N. M. Rothschild & Sons, JP Morgan and
DBS. He has many years of experience in corporate finance. Dr.
Liu has a Ph.D and Master degrees from the Faculty of Economics,
University of Cambridge and a Bachelor’s degree in Economics
from Sichuan Institute of Finance and Economics, China. Dr. Liu
is currently also an independent non-executive director of Kunlun
Energy Company Limited (formerly known as CNPC (Hong Kong)
Limited) and Honghua Group Limited, both of which are publicly
listed companies on the Stock Exchange.
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DIRECTORS AND SENIOR MANAGEMENT EEN S EE=

Senior Management

Mr. PENG Jia Jun, aged 32, was appointed as Chief Financial
Officer of the Company on 10 February 2009. Mr. Peng has a
Master’s degree in Business Administration from the University of
International Business and Economics and a Bachelor’s degree in
Business Administration from Northeastern University, China. He is
currently a Doctoral Candidate in accounting of Ocean University
of China. He joined the Haier Group in 2000 and has since held
a number of senior financial positions in Haier Group finance
department, Haier Australia trading company and washing machine
business of the Group.

Mr. SHU Hai, aged 43, has served as the General Manager of
washing machine product division of the Company since June 2009.
Mr. Shu has a Master's degree in International Trade from Ocean
University of China, the PRC. He joined the Haier Group in 1995
and has since held a number of senior positions in the washing
machine business. He is currently responsible for the sales, research
and development and production management of the washing
machine business of the Group.

Mr. HUANG Xiao Wu, aged 32, was appointed as Deputy General
Manager of the Company in November 2009. Mr. Huang holds a
Master’s degree in Business Administration from the University of
Hong Kong and a Bachelor’s degree in Engineering from the University
of Chong Qing. Mr. Huang is responsible for assisting the General
Managerinimplementingthe Group’s corporate developmentstrategy.
Mr. Huang has 12 years of extensive experience in banking,
investment and corporate finance. Prior to joining the Group,
He had worked with a commercial bank and several investment
banking firms.

Mr. LU Pei Shi, aged 46, graduated from Shandong Agricultural
and Mechanical College, the PRC with a Bachelor's degree in
1987. He joined the Haier Group in 1995 and has since held a
number of senior positions in the washing machine business of
the Haier Group. He is currently responsible for the research and
development function of the washing machine business of the
Group. He is a member of the Washing Machine Sub-committee
of the International Electrotechnical Commission.
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DIRECTORS AND SENIOR MANAGEMENT EEN S EIE=

Senior Management (Cont’d)

Mr. DING Lai Guo, aged 35, has served as the director of the
domestic washing machine market of the Company since 2006.
Mr. Ding graduated from Lanzhou University of Technology with a
Bachelor’s degree in Mechanical Engineering. He joined the Haier
Group in 1998 and has since held a number of senior positions
in washing machine division. He is currently responsible for the
marketing of washing machines in PRC market of the Group.

Company Secretary

Mr. NG Chi Yin, aged 44, joined the Company on 18 March
2009 as Company Secretary. Mr. Ng graduated from the Faculty
of Business Administration of the Chinese University of Hong
Kong with a Bachelor’s degree in business administration. He is
also a fellow member of the Association of Chartered Certified
Accountants, and a member of the Hong Kong Institute of Certified
Public Accountants and the Institute of Chartered Accountants in
England and Wales. He has over 21 years of experience in auditing,
finance and company secretarial matters.
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BUSINESS REVIEW ¥7& @8

Although the impact of the global financial crisis and the world economic
downturn persisted in 2009, the Group managed to leverage on some of
the State’s favourable policies such as the “Rural Area Subsidized Electrical
Appliances Purchase Policy” and “Home Appliances Replacement Policy”
through product innovation and expansion of the 3rd and 4th tier markets,
and to take advantage of the favourable opportunities arising from the
Chinese economic recovery to further improve its competitiveness so
that it delivered satisfactory business performance. The Group recorded
a revenue of RMB11,531 million for 2009, representing an increase of
13.3% as compared to RMB10,180 million for 2008. Revenue from the
domestic market increased by 15.4%), while revenue from the overseas
markets declined by 7.6% in 2009. Europe, ASEAN and the Central
African market which were the major places of export of overseas
markets have not fully recovered from the economic crisis, thus dragging
down the performance of overseas markets. Our revenue growth in the
domestic market had effectively offset the adverse effects due to the
tepid demand from overseas markets. The Group continued to maintain
a leading position in the washing machine and water heater sectors, with
the washing machine business performing particularly good.

Profit attributable to owners of the Company for 2009 increased by
172.1% to RMB370 million (equivalent to HK$420 million) as compared
to RMB136 million (equivalent to HK$152 million) for 2008. The increase
in profit is primarily attributable to the growth in the gross profit margin
of the Group’s products and optimization of cost efficiency. Gross profit
margin of the Group increased by 1.1% in 2009 as compared to 2008,
benefiting from reduced raw material prices as well as the Group’s effort
to optimize product mix, strengthen cost control and boost profitability

of single models.
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BUSINESS REVIEW ¥%7&[E k8

During the year, the Group also implemented various measures including
the continuous application of the make-to-order policy to maintain
healthy cash flow, and made aggressive efforts to promote cash billing
in the 3rd and 4th tier markets, increased the frequency of customers’
billing to raise the percentage of cash billing by customers, improved
the efficiency of order payments and facilitated the integration between
logistics and product departments to enhance distribution efficiency. The
Group’s cash and cash equivalents increased from RMB613 million in 2008
to RMB1,295 million in 2009 representing an increase of 111.3%.

Washing Machine Business

The Group's washing machine business comprises the manufacture
and sale of top loading and front loading washing machines, which
in aggregate accounted for approximately 80% of the Group’s total
revenue for 2009 (2008: 80%). Revenue from washing machine business
increased by 13.1% from RMBS&,121 million in 2008 to RMB9,185
million in 2009.

According to the data of Euromonitor, the sales volume of washing
machines totaled 99.77 million worldwide in 2009, representing a
decrease of 2.97% from 102.82 million in 2008, while the sales of the
Group’s washing machines increased significantly in 2009. The Group’s
washing machine business accounted for 8.4% of the market share
of the sales of worldwide washing machine brands in 2009, ranking
first in the world, mainly attributable to the decline in sales in the
global washing machine market, the ongoing growth in China’s washing
machine market, and the Group’s largest share in the Chinese washing
machine market.

)

FA REBERRERT ZIEE - LGEHRE 2R
TR BEBHETIEAFAMEBE  £E=UK
MISRNMETRREE T - ENEFPNEERR

e RPHRREELD R EFPHNFIERRE

MEZWER - LY AE B3PI IR 5 E AR S B
KyE fEEeRASSEEERA-ZZN\F2
AR #613,000,0000L FAZZZTZNFZARE
1,295,000,0007T * #EHN111.3% ©

PRI

REEZAXREEBFERERHE RN RER

MK AREEE_TTNFLRALIZ0% (=
TZN\FE D 80%) o ANHEEB ZWABR-_ZTZNE
2 ANR#8,121,000,0007T * #EMM3.1%E_ZTZT N
F 2 AR¥9,185,000,0007T °

1R 48 BN 3% 42 (Euromonitor) BiE#E R > — T
FRERBIEE R ER, 977% R BT
F 21028288 NM297% - M_EZENFAEH
R EREE L :%%ﬂizﬁé‘ﬁlzxﬁ’ﬁﬁ
BEBEEHMSAREBENEEMSEEER
8.4%  BRBMHEREEKE— xERAARMAELSE
HARKTSHNHEE TE  PRARKTSEESE

HMH

n
N

o

FHEE - MARENXETRBELREMIZHRRAD
SIRERFTER -

—ETNEFR SHEREEARLTF 23



BUSINESS REVIEW ¥7& @8

According to the market research reports of China Market Monitor
(one of the China-based market research companies) in 2009, in terms
of sales volume, the Group’s washing machines had a market share of
31.5%, continuing to rank No. 1 in the market. Growth in the revenue
from the local market was largely attributable to deep penetration in
the 3rd and 4th tier markets with improving sale, logistics and service
networks as the Group leveraged the favourable governmental “Rural
Area Subsidized Electrical Appliances Purchase Policy” and “Home

Appliances Replacement Policy”.

By optimizing product mix, developing premium and high value-added
products, strengthening cost control and maintaining low inventory level
so as to benefit from the decrease of raw materials prices in the market,
the gross profit margin of the washing machine business increased from
25.8% in 2008 to 27.1% in 2009. Operating profit from the washing
machine business increased by 164.9% from RMB148 million in 2008
to RMB392 million in 2009, while the operating margin increased from
1.8% in 2008 to 4.3% in 2009.

In 2009,
manufacture of washing machines by stringently standardizing and

the Group aggressively implemented the modular lean

modulating each process of planning, development, procurement and
manufacture such that procurement costs were reduced and assembly
efficiency was enhanced.

In light of its user-oriented service philosophy, the Group kept tapping
on new demands to inspire its product innovation and continuously
create new markets. In response to the complaints of users about
washing machine noises and vibrations, Haier launched in 2009 the
Casarte duplex large-cylinder front loading washing machines with a
"S-e double-balanced ring”, breaking the balance technology bottleneck
in the washing machine industry that persisted over long time. These
washing machines were selected by more than ten property companies
in China like Wanda and Greentown as the first choice of premier
ancillary home appliances for high-grade residential property projects. The
"S-e double-balanced ring” technology has successfully obtained 15
important patents, of which three are international patent for invention
kept by China Science and Technology Museum.
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BUSINESS REVIEW ¥%7&[E k8

Water Heater Business

The water heater business accounted for approximately 20% of the
Group's revenue in 2009 (2008: 20%). Revenue grew by approximately
13.9%, reaching RMB2,345 million in 2009.

According to the market research findings of China Market Monitor,
in 2009 the Group still assumes the first position in market share
in terms of the volume of the water heater business which took up
20.3% in the Chinese market. The Group established an efficient and
diversified distribution network by gaining an access to building materials
supermarket, cooperating with decoration companies and gaining an
access to large shopping malls in the 1st and 2nd tier markets; by
means of Haier franchised stores, Goodaymart franchised stores and
water heater franchised stores in the 3rd tier markets; and by means of
franchised stores in towns and villages and home appliance stores also
selling kitchen cabinets and sanitary products in the 4th tier market.

During the year, the Group successfully maintained effective cost control
and low inventory level to benefit from the fluctuations in raw materials
prices, as well as increased the proportion of high value-added products.
As a result, the gross profit margin of the water heater business increased
from 40.8% in 2008 to 40.9% in 2009. The operating profit of the
water heater business increased by 216.4% from RMB55 million in 2008
to RMB174 million in 2009, while the operating margin increased from
2.7% in 2008 to 7.4% in 2009.

The Group continued to develop high-end differentiated products to
cater for the needs from different consumers, as evidenced by Haier’s
Changxiang series of water heaters newly developed last year, which
won IFA Industrial Design Award 2009 for home appliances at IFA trade
fair in Germany. The Group’s leading technologies and ongoing advances
in research and development capability are expected to introduce new
drivers for its future product sales. In 2009, the Group launched 90 types
of new products into the water heater market, which represented 68%
of its sales revenue.
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FINANCIAL REVIEW Bt#& [l EE

Sales and Distribution Costs, Administrative
Expenses and Other Expenses

During the year, the percentage of total costs to revenue ratio declined
as compared to 2008 after the Group had taken various measures such
as optimization of business process, improvement of organizational
efficiency and cost control. Among these costs, the sales and distribution
cost to revenue ratio during the year was the same as 2008, while the
administrative expenses to revenue ratio decreased by 1.8% as compared
to 2008. The sales and distribution cost to revenue ratio approximately
the same as compared to 2008 mainly due to the ongoing efforts
to strengthen brand marketing commitment in overseas markets, the
expansion of the establishment of the network in the domestic 3rd
and 4th tier markets and the marketing commitment so as to enhance
the brand and market competitiveness. Meanwhile, the percentage of
transportation costs to revenue ratio declined over 2008 as a result of
the optimization of the supply chain. The percentage of administrative
expenses in revenue declined over 2008 due to the maturing of the
Group's ERP information system setup so that financial commitment to
the system declined substantially during the year as compared to 2008;
office expenses, rental expenses and related administrative expenses
dropped as well due to the higher operating efficiency based on its
process reengineering.

Liquidity And Financial Resources

The Group has been presenting the consolidated financial statements in
Hong Kong dollar. Since most of the revenue and operation of the Group
is derived from Mainland China, coupled by the increasing variations
in the exchange rates of Hong Kong dollar and Renminbi, it is more
meaningful to reflect the Company's real operating status by presenting
the financial statements in Renminbi than in Hong Kong dollar. As a
result, the exchange fluctuation reserve has been restated from HK$189
million to RMB12 million as at 31 December 2008. Accordingly, all
directors have unanimously approved that the consolidated financial
statements will be presented in Renminbi from 19 August 2009.
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Liquidity And Financial Resources (Cont’d)

The Group has maintained a healthy financial and liquidity position
with a current ratio of 130% as at 31 December 2009 (2008: 123%).
As at 31 December 2009, the Group had a cash and cash equivalents
balance of RMB1,295 million (2008: RMB613 million); bank and other
borrowings amounted to approximately RMB74 million (2008: RMB143
million) of which none (2008: RMB25 million) was due within one year
and approximately RMB74 million (2008: RMB118 million) was due
over one year.

Due to our focus on cashflow management, the Group has been able
to maintain a very strong cash position with a net cash balance (cash
balance less borrowings) of RMB1,221 million as at 31 December 2009.
Our sufficient balance of liquidity ensures that we will have a financial
flexibility when the market recovers and investment opportunities
arise.

The Group's borrowing requirements are not subject to any material
seasonal effect.

The Group had capital commitments amounting to RMB21 million as at
31 December 2009 (2008: RMB30 million), all being contracted capital
commitments, which were mainly related to the purchase of fixed assets
for the expansion in production capacity of the Group’s businesses.

Capital Structure and Gearing Ratio

Gearing Ratio

As at 31 December 2009, the Group’s gearing ratio (defined as total
borrowings over net assets) was 5% representing a decrease of 8% as
compared to 2008 (13%).
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Treasury Policies

The Group employs a prudent approach to cash management and risk
controls. Most of the Group's receipts and payments are denominated in
Renminbi and Hong Kong dollars. Cash is generally placed in short term
deposits denominated either in Renminbi or Hong Kong dollars. As at 31
December 2009, most of the Group’s borrowings were denominated in
Renminbi and largely carried interests at floating rates. Foreign currency
risk is largely, though not fully, mitigated as liabilities in Renminbi will be
substantially offset by the Group’s earnings, most of which are derived
from domestic sales in the PRC and are denominated in Renminbi, and
only approximately 8% of the Group’s revenue are derived from export
sales and are denominated in other currencies. The Group does not
have any significant interest rate risk, as the Group has an overall net
cash balance. The Group does not have any financial instruments for
hedging purposes.

Employees and Remuneration Policy

The total number of employees of the Group as at 31 December 2009 was
approximately 15,200, representing a decrease of approximately 8.1%
as compared to 31 December 2008, and total staff costs for the year
amounted to approximately RMB797 million, representing an increase of
approximately 6.1% as compared to 2008, which is primarily due to the
increasing pay reflecting the staff’s contributions to the Group.
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The board (the “Board”) of directors (the “Directors”) and the
management (the “Management”) of Haier Electronics Group Co.,
Ltd. (the
crucial to the efficient operation of the Company and its subsidiaries

“Company”) recognise that sound corporate practices are

(collectively the “Group”) and the safeguarding of our shareholders’
interests. In this regard, the Board attaches great priority to reinforce
the Company’s corporate governance standards with emphasis on
transparency, accountability and independence in order to enhance our
long-term shareholders’ value.

The Company has, throughout the year ended 31 December 2009,
complied with most of the applicable code provisions (the “Code
Provision(s)”) and principles under the Code on Corporate Governance
Practices (the “CG Code") as set out in Appendix 14 to the Rules Governing
the Listing of Securities (the “Listing Rules”) on The Stock Exchange of
Hong Kong Limited (the “Stock Exchange”) except for certain deviations
as described below. This report describes the Company’s corporate
governance practices, explains its applications of and deviations from the
CG Code, together with considered reasons for such deviations.

Board of Directors

Composition

The Board currently comprises four Executive Directors, two Non-
executive Directors (re-designated from Executive Directors from 12
November 2009) and three Independent Non-executive Directors (the
"INED(s)"). The Directors are well-versed in respective areas such as legal,
accounting and finance, business management and industry knowledge
and the Board as a whole has achieved an appropriate balance of skills
and experience. The Directors’ biographical details are set out on pages
14 to 17 of this annual report.

To the best of the Company’s knowledge, there is no financial or family
relationship among the Board members. All of them are free to exercise
their independent judgment on all matters concerning the Company.

Delegation by the Board

The Directors are collectively responsible for setting the Group’s strategies,
providing leadership and guidance to put them into effect, reviewing and
monitoring the performance of the Group and are accountable to the
Company’s shareholders. To maximise the effectiveness of the Group’s
operations, the Board has delegated management and administration of
the Group’s daily operations to the executive Directors and the Management
while reserving several important matters for its approval. To this end, the
Board has adopted written guidelines (the “Guidelines”) laying down the
division of functions between the Board and the Management (including
the executive Directors for the purpose of the Guidelines).
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Board of Directors (Cont’d)

Delegation by the Board (Cont’d)
Pursuant to the Guidelines, the major functions of the Board and the

Management are summarized as follows:

The Board is principally responsible for:

1. determining the overall strategy;

2. reviewing all significant policies of the Group;

3. monitoring the performance of the Management to ensure that
the business operations of the Group are properly planned and
undertaken;

4. approving interim and annual results of the Group based
on recommendations made by the audit committee of the
Company;

5. approving material contracts and transactions for which the
Management is required to obtain the Board’s prior approval;
and

6. subject to the requirements of the Listing Rules, approving
transactions in which connected person(s) (as defined in the Listing
Rules) of the Group is/are considered having a material conflict of
interests.

The Management is principally responsible for:

1. exercising all such other powers and perform all such other acts as
may be exercised and performed by the Directors, save and except
for those that may specifically be reserved by the Board and/or the
committees set up by the Board for decision and implementation;
or those that may only be exercised by the Board pursuant to The
Companies Act of Bermuda, the Bye-laws of the Company (the
“Bye-laws”), the Listing Rules and/or the Hong Kong Codes on
Takeovers and Mergers and Share Repurchases;

2. formulating and implementing policies for business activities,
internal controls and administration of the Company;

3. planning and deciding the Company’s strategies on its business
activities; and
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Board of Directors (Cont’d)

Delegation by the Board (Cont’d)

4.  keeping proper written records of its decisions taken which may be
inspected by any members of the Board or the Board committees
upon request.

The Board reviews those arrangements and the Guidelines on a periodic
basis to ensure that they remain appropriate to the needs of the
Group.

Chairman and Chief Executive Officer (“CEO")

Under the Code Provision A.2.1, the roles of chairman and CEO should be
separate and should not be performed by the same individual. Currently,
the Company does not have any person holding the title of CEQ. Ms.
Yang Mian Mian is the Chairman of the Board and is also performing the
functions of CEO. The Board meets regularly to consider major matters
affecting the business and operations of the Group. The Company
believes that the combination of the roles of chairman and CEO can
promote the efficient formulation and implementation of the Company’s
strategies which will enable the Group to seize business opportunities
efficiently and promptly. Meanwhile, the Company believes that through
the supervision of the Board and its independent non-executive directors,
checks and balances exist so that the interests of the shareholders are
adequately and fairly represented.

Under the Code Provision E.1.2, the chairman of the board should attend
the annual general meeting. The Chairman of the Board did not attend
the 2009 annual general meeting of the Company as she had overseas
business trip at that time.

INEDs

The INEDs have the same duties of care and skill and fiduciary duties
as the executive Directors. They are expressly identified as such in all
corporate communications that disclose the names of the Directors.

The INEDs are experienced professionals with expertise in areas of
accounting and finance. With their professional knowledge and experience,
the INEDs advise the Company on its operation and management; provide
independent opinion on the Company’s connected/continuing connected
transactions; participate in the Company’s audit committee meetings,
remuneration committee meetings and nomination committee meetings.
The INEDs also contribute to provide adequate checks and balance to
protect the interests of the Company and the Company’s shareholders
as a whole, and to promote the development of the Company.

The Company has received an annual confirmation of independence
from each of the INEDs pursuant to Rule 3.13 of the Listing Rules and
considers that all INEDs to be independent as the date of this report.
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Board of Directors (Cont’d)

INEDs (Cont’d)

Under the Code Provision A.4.1, non-executive directors should be
appointed for specific terms, subject to re-election. Currently, all INEDs
are not appointed for a specific term but are subject to retirement by
rotation at the annual general meetings of the Company in accordance
with Bye-laws. As such, the Board considers that sufficient measures
have been taken to ensure that the Company’s corporate governance
practices are no less exacting than those in the CG Code.

Supply of and access to information

Newly appointed Directors will receive induction packages containing
the duties and responsibilities of directors under the Listing Rules and
other applicable rules and regulations.

All the Directors are briefed and updated from time to time on the latest
legislative and regulatory developments to ensure that they are fully
aware of their responsibilities under the Listing Rules, applicable legal
and regulatory requirements.

In order to ensure that their duties can be properly discharged, the
Directors are entitled to seek advice from independent professional advisers
whenever deemed necessary by them at the Company’s expense.

Board Meetings

During the year ended 31 December 2009, apart from consents obtained
by means of written resolutions of all the Board members, the Board
had held four scheduled meetings at approximately quarterly intervals
to review and approve, among other things, the 2008 annual results
and 2009 interim results, discloseable and connected transactions and
continuing connected transactions of the Group. The Company’s board
meetings (the “Board Meeting(s)”) are permitted to be held by means
of telephone or other means of electronic communication under the
Bye-laws.

Reasonable notices are served and comprehensive information is provided
to the Board members in advance of all the Board Meetings in order to
enable them to make informed decisions on all matters transacted at
the Board Meetings.

The proceedings of the Board Meetings are conducted by the Chairman of
the Board or another executive Director who ensures that sufficient time
is allowed for discussion among the Directors and equal opportunities
are being given to the Directors to express their views and share their
concerns.
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Board of Directors (Cont’d)

Board Meetings (Cont’d)

The Company Secretary attends the Board Meetings to advise Directors on
corporate governance practices, and statutory compliance, accounting
and financial issues whenever deemed necessary by the Board.

The Company Secretary is responsible for preparing minutes recording
all matters transacted and resolved at the Board Meetings. All the Board
minutes are kept by the Company Secretary and are open for inspection
by the Directors.

The following table shows the attendance of the Directors at the
scheduled Board Meetings during the year ended 31 December 2009:
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No. of the scheduled
Board Meetings attended/held

Executive Directors: HITES HE BOIZEHEESSSERE
Ms. Yang Mian Mian (Chairman) BBt (£E) 3/4
Mr. Cao Chun Hua EHEESE(RZZENF+—A+TZB&ET) 1/4
(resigned on 12 November 2009)
Mr. Cui Shao Hua (resigned on 19 April 2010) EAZELA (K- —ZTFMNA+NLEBHT) 4/4
Mr. Sun Jing Yan RREhE 2/4
Non-Executive Directors: FHITES
Mr. Wu Ke Song (Deputy Chairman) RRRE4(BIF/E) 1/4
(re-designated from an executive director (B=ZEThF+—A+=HiE
from 12 November 2009) RINITESEM)
Mr. Liang Hai Shan 2% 1/4
(re-designated from an executive director (AZEZNF+—A+=-H#
from 12 November 2009) HREITESET)
INEDs: BIYFHTES
Mr. Wu Yinong RIMMERAE 4/4
Mr. Yu Hon To, David EELE 4/4
Dr. Liu Xiao Feng Bl 4/4
Itis challenging to arrange the Board Meeting that fits in with the tightand AR ASEZZEMENLrEHEEANLESEe S

busy schedules of all the Directors. In particular, as certain of the executive
Directors devote considerable time and efforts to the management and
operation of the Group’s business, they were only able to attend some
of the Board Meetings in person and their attendance rate at the Board
Meetings were relatively low during the fiscal year of 2009. To enable all
the Directors to keep abreast of the Group’s latest development and to
discharge their duties properly, the Company Secretary briefed the Directors
on those matters transacted at the Board Meetings that they were unable
to attend. In addition, draft and final versions of the Board minutes are
sent to all Directors for their comments and records.
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Board of Directors (Cont’d)

Model Code for Securities Transactions by Directors

The Company has adopted a Model Code for Securities Transactions
by Directors (the “Haier Electronics Model Code”) on no less exacting
terms than the Model Code for Securities Transactions by Directors of
Listed Issuers set out in Appendix 10 to the Listing Rules. Upon enquiry
by the Company, all Directors have confirmed that they had complied
with the required standard as set out in the Haier Electronics Model
Code throughout the year ended 31 December 2009.

In addition, the Board has adopted written guidelines (the “Employees’
Guidelines for Securities Transactions”) for securities transactions by
employees (the “Relevant Employees”) who are likely to be in possession
of unpublished price sensitive information of the Company on no less
exacting terms than the Haier Electronics Model Code. Having made
specific enquiry of all the Relevant Employees, the Company confirmed
that all the Relevant Employees had complied with the required standard
as set out in the Employees’ Guidelines for Securities Transactions
throughout the year ended 31 December 2009.

Board Committees

The Board has established an Audit Committee (the “Audit Committee”),
a Remuneration Committee (the “Remuneration Committee”) and a
Nomination Committee (the “Nomination Committee”) (collectively the
"Committees”) to oversee specific aspects of the Company’s affairs.
The Committees report to the Board regularly, and have been provided
with sufficient resources to discharge their respective duties. To reinforce
independence, the chairman of the Committees is an INED. Each of
the Committees has adopted specific terms of reference covering its
duties, powers and functions which will be reviewed by the Board
from time to time. The Company Secretary also acts as secretary of the
Committees. The Committees adopt as far as practicable, the procedures
and arrangement of the Board Meeting in relation to the conduct
of meetings, notice of meetings and recording of minutes. Further
particulars of each of the Committees are set out below:
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(1) FREEE

Board of Directors (Cont’d)

Board Committees (Cont’d)
(1) Audit Committee

The Audit Committee currently comprises all three INEDs and is
chaired by Mr. Yu Hon To, David. Mr. Yu is a professional accountant
and was formerly a partner of an international accounting firm. The
primary duties of the Audit Committee are to ensure the objectivity
and credibility of financial reporting, to make recommendation
to the Board on the appointment, reappointment and removal
of the Group’s external auditors and review of the Company’s
financial controls, internal control and risk management systems.
Each member of the Audit Committee has unrestricted access to
the Group’s external auditors and the Management.

During the year ended 31 December 2009, the Audit Committee
held five meetings with an attendance rate of 100% to review the
management and accounting principles and practices adopted by
the Group and to discuss internal controls and financial reporting
matters including the review of 2008 annual results and 2009
interim results of the Group, review of internal control procedures
and review of connected transactions.

The following table shows the attendance of members of the Audit
Committee during the year ended 31 December 2009:
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Committee Meetings
attended/held

HE BTz

INEDs: BYFHTES: BEREESEENRY
Mr. Wu Yinong RINBRE 5/5
Mr. Yu Hon To, David BEE LA 5/5
Dr. Liu Xiao Feng 2 iE+ 5/5
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Board of Directors (Cont’d)

Board Committees (Cont’d)
(2) Remuneration Committee

EEg(#F)

ExgzBg(#)
(2) ¥HZEEE

The Remuneration Committee currently comprises five members
including one executive Director, namely Mr. Cui Shao Hua (resigned
on 19 April 2010), one non-executive director namely, Mr. Wu Ke
Song (re-designated from an executive director from 12 November
2009) and all three INEDs. The Remuneration Committee is chaired
by Mr. Wu Yinong, an INED. The primary duties of the Remuneration
Committee are to make recommendations to the Board on policy
and structure of all remuneration of the Directors and Management.
Each of the Directors has not involved in the determination of his/her
own remuneration. The Remuneration Committee meets at least
once a year. During the year, the Remuneration Committee has
held two meetings. At the meetings, members of the Remuneration
Committee reviewed the remuneration packages and overall
benefits of the Directors and Management by taking into account
factors such as remuneration packages and benefits offered by
comparable companies, the respective contribution of each of
the Directors and Management to the Group and the business
objectives of the Group.

The following table shows the attendance of members of the

FMZEeRKmARKEMAK  BFE—2H
TEFELERE(R _ZE-ZEFHATNHE
) —2FRTEFHRREE(R_FTN
FH—A+-HEARTEEEDUAREE=
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EZIS%Z B - #ﬁ%é%@iﬁ—é%‘&ﬂ*
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%ﬁ@ﬂ@ﬁﬁﬁiﬁﬁﬁéiﬁﬁ%$&afiZ%ﬁ
Mas REBEREN  EPEERIATELRA
A REZFHIAES REr - SEEREEE
ERHAREREXBREFZER -

TRRBE-ZFTNF T -_A=+—BLLFE

Remuneration Committee during the year ended 31 December

2009:

Executive Director:

Mr. Cui Shao Hua (resigned on 19 April 2010)

Non-executive Director:

Mr. Wu Ke Song (re-designated from
executive director from
12 November 2009)

INEDs:

Mr. Wu Yinong
Mr. Yu Hon To, David
Dr. Liu Xiao Feng

N FMEZEEKREZ

BRBEEX

No. of

Remuneration

Committee

Meetings

attended/held

HE S BITZ

BITES: FHEEESERE

ELESE(RZZE—SFNATILEEE) 172
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Rkt (BZETNEF 0/2
+—A+ZARHERTESTET)

BIUKHITES

RIVRFE 2/2

BLEE S E 2/2

2 iEt 2/2
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EEg(#F)

ExgzEe(#)
(3) #EEZEE

Board of Directors (Cont’d)

Board Committees (Cont’d)
(3) Nomination Committee

The Nomination Committee was formed on 19 September 2008
and currently comprises four members including one executive
Director, namely, Mr. Cui Shao Hua (resigned on 19 April 2010)
and all three INEDs. The Nomination Committee is chaired by Mr.
Yu Hon To David, an INED. The Nomination committee meets at
least once a year.

The Nomination Committee is responsible for formulating
nomination policy and making recommendations to the Board on
nomination and appointment of Directors and Board succession. It
also develops selection procedures of candidates for nomination,
reviews the structure, size and composition of the Board and
assesses the independence of the INEDs.

Nomination procedures include identification and acknowledgement
of qualified individuals by the Nomination Committee and review
and approval of such nomination by the Board. The Nomination
Committee is to evaluate potential candidates by considering factors
such as professional expertise, relevant experience, personal ethics
and integrity. It also advises the Board in considering the suitability
of the re-election of the Directors who are subject to the retirement
by rotation at the annual general meeting of the Company in
accordance with the Bye-laws.

During the year, the Nomination Committee has held one meeting.
At the meeting, members of the Nomination Committee have
identified and recommended qualified individual to the Board for
the appointment of director.

The following table shows the attendance of members of the
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Nomination Committee during the year ended 31 December 2009: - REEZEGKBEZEHLFEE
No. of
Nomination
Committee
Meetings
attended/held
HE BT
Executive Directors: BITES: EEZEE2EXRY
Mr. Cui Shao Hua (resigned on 19 April 2010) &AL ELAE(R_Z—ZFNA+HLHET) 11

INEDs: BYFHITES:

Mr. Wu Yinong RIFEE 1/1
Mr. Yu Hon To, David BNRE LA 1/1
Dr. Liu Xiao Feng el 11
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Communication With Shareholders

It is the Company’s practice to include details of the procedures for voting
by poll in the circulars to shareholders in accordance with the Bye-laws
and the Listing Rules. The poll results of the general meetings are also
published on the websites of the Stock Exchange and of the Company.
The Board regards general meetings as one of the principal channels
of communications with our shareholders and the Directors provide
detailed and complete answers to questions raised by the shareholders
in the general meetings.

Insurance

The Group has arranged appropriate directors’ and officers’ liability
insurance to indemnify the Directors and senior staff of the Group for
their potential liabilities incurred by them in discharging their duties. The
Group reviews the insurance coverage for the Directors and the Group’s
senior staff on an annual basis.

Accountability and Audit

The Directors acknowledge their responsibility for preparing financial
statements of the Group in accordance with relevant statutory
requirements and generally accepted accounting principles in Hong Kong
and ensuring that the financial statements give a true and fair view of
the Group’s financial position. In preparing the financial statements of
the Group for the year ended 31 December 2009, the Directors have
adopted suitable accounting policies and applied them consistently; made
judgments and estimates that are prudent and reasonable; and prepared
the financial statements on a going concern basis.

The Board aims to present a comprehensive, balanced and understandable
assessment of the Group’s development and prospects in all corporate
communications, including but not limited to annual and interim reports,
any price sensitive announcements and financial disclosures required
under the Listing Rules, any reports to regulators as well as to information
required to be disclosed pursuant to other statutory requirements.
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Internal Control and Risk Management

The Group is committed to implementing effective internal controls
and risk management procedures to identify and manage the risks that
may be faced by the Group, as well as to safeguard the interests of the
Group and our shareholders as a whole.

The Board is responsible for maintaining adequate internal controls
and risk management procedures in the Group, and for reviewing its
effectiveness through the Audit Committee on an on-going basis. The
Board has delegated to the Management the implementation of the
Group's internal controls covering financial, operational and compliance
aspects, as well as risk management procedures.

The Board is also responsible for ensuring that the management has
discharged its duty to have an effective internal control system including
the adequacy of resources, qualification and experience of staff of the
Company’s accounting and financial reporting function, and their training
programme and budget.

During the year, the Company has engaged external independent
professionals to assist in its review on the operation of individual divisions
of the Group and in its assessment of the effectiveness of Group's
internal control systems and risk management procedures in its major
business and operational processes. The Company has established an
internal control review plan to cover its major internal control systems
covering areas including operational control, financial control and
compliance control. Recommendations for further improvements have
been reported to the Audit Committee and the Audit Committee has,
in turn, reported the same to the Board together with its assessment
and recommendations. Such recommendations have been or are being
followed up by management. The Company is committed to maintain
an effective internal control system and will make sure that adequate
resources and management attention will be devoted to strengthen its
internal controls and risk management procedures.

Recognizing the importance of internal controls and risk management
procedures, the Group has initially set up an internal audit department with
the assistance of external independent professionals in establishing internal audit
procedures and in provision of appropriate training to the relevant personnel.

Remuneration of External Auditors

The Group’s independent external auditors are Ernst & Young, Certified
Public Accountants. During the year, the annual audit fees and non-audit
fees payable/paid by the Group to Ernst & Young were RMB5,100,000
and RMB1,869,000 respectively.
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The directors present their report and the audited financial statements of
the Company and the Group for the year ended 31 December 2009.

Principal Activities

The principal activity of the Company is investment holding. The principal
activities of the subsidiaries comprise the manufacture and sale of
washing machines and water heaters. There were no significant changes
in the nature of the Group’s principal activities during the year.

Results and Dividends

The Group's profit for the year ended 31 December 2009 and the state
of affairs of the Company and the Group at that date are set out in the
financial statements on pages 55 to 159.

The directors do not recommend the payment of any dividend for the
year.

Summary Financial Information

A summary of the published results and assets, liabilities and minority
interests of the Group for the last five financial years, as extracted from
the audited financial statements and restated/reclassified as appropriate,
is set out on page 160. This summary does not form part of the audited
financial statements.

Property, Plant and Equipment and Investment
Properties

Details of movements in the property, plant and equipment, and
investment properties of the Group during the year are set out in notes
15 and 16 to the financial statements, respectively.

Share Capital, Share Options and Warrants

Details of movements in the Company’s share capital, share options
and warrants during the year are set out in notes 29 and 30 to the
financial statements.
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Pre-emptive Rights

There are no provisions for pre-emptive rights under the Company’s
bye-laws or the laws of Bermuda which would oblige the Company to
offer new shares on a pro rata basis to existing shareholders.

Purchase, Redemption or Sale of Listed Securities
of the Company

Neither the Company, nor any of its subsidiaries purchased, redeemed
or sold any of the Company’s listed securities during the year.

Reserves

Details of movements in the reserves of the Company and the Group
during the year are set out in note 31(b) to the financial statements and
in the consolidated statement of changes in equity, respectively.

Distributable Reserves

At 31 December 2009, the Company’s reserves available for distribution,
calculated in accordance with the provisions of the Companies Act
1981 of Bermuda (as amended), amounted to RMB748,150,000. In
addition, the Company’s share premium account, in the amount of
RMB1,035,693,000, may be capitalized and distributed to members in
the form of fully paid bonus shares.

Major Customers and Suppliers

In the year under review, sales to the Group’s five largest customers
accounted for 76% of the total sales for the year and sales to the
largest customer included therein amounted to 40%. Purchases from the
Group's five largest suppliers accounted for 99% of the total purchases
for the year and purchases from the largest supplier included therein
amounted to 70%.

During the year, Haier Group Corporation (“Haier Corp”) and Qingdao
Haier Investment and Development Co., Ltd. (“Haier Investment”)
(collectively referred to as “Haier Group”), the substantial shareholders
of the Company, had beneficial interests in two and five of the Group’s
five largest customers and suppliers, respectively.

Save as disclosed above, none of the directors or any of their associates
or any shareholders of the Company (which, to the best knowledge
of the directors, owns more than 5% of the Company’s issued share
capital) had any beneficial interest in the Group’s five largest customers
or suppliers.
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Directors

The directors of the Company during the year and up to the date of
this report were as follows:

Executive directors:

Ms. Yang Mian Mian

Mr. Zhou Yun lJie (appointed on 12 November 2009)
Mr. Cao Chun Hua (resigned on 12 November 2009)
Mr. Cui Shao Hua (resigned on 19 April 2010)

Mr. Li Hua Gang (appointed on 19 April 2010)

Mr. Sun Jing Yan

Non-executive directors:
Mr. Wu Ke Song

(re-designated from an executive director from 12 November 2009)
Mr. Liang Hai Shan

(re-designated from an executive director from 12 November 2009)

Independent non-executive directors:
Mr. Wu Yinong

Mr. Yu Hon To, David

Dr. Liu Xiao Feng

In accordance with the bye-laws of the Company, Mr. Zhou Yun Jie, Mr.
Li Hua Gang, Mr. Sun Jing Yan, Mr. Wu Yinong and Mr. Yu Hon To, David
will retire and, being eligible, will offer themselves for re-election at the
forthcoming annual general meeting of the Company.

The independent non-executive directors of the Company are not
appointed for any specific terms and are subject to retirement by
rotation and re-election at the annual general meeting of the Company
in accordance with the bye-laws of the Company.

The Company has received an annual confirmation of independence
from each of Mr. Wu Yinong, Dr. Liu Xiao Feng and Mr. Yu Hon To,
David, and, on the basis of such confirmations, considers them to be
independent as at the date of this report.

Directors’ and Senior Management'’s
Biographies

Biographical details of the directors of the Company and the senior
management of the Group are set out on pages 14 to 19 of the annual
report.
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Directors’ Service Contracts

During the year, no director had a service contract with the Company
which is not determinable by the Company within one year without
payment of compensation, other than statutory compensation.

Directors’ Remuneration

The directors’ fees are subject to shareholders’ approval at general
meetings. Other emoluments are determined by the Company’s board
of directors with reference to directors’ duties, responsibilities and
performance and the results of the Group.

Directors’ Interests in Contracts

No director had a material interest, either directly or indirectly, in
any contract of significance to the business of the Group to which
the Company, or any of its holding companies, subsidiaries or fellow
subsidiaries was a party during the year.

Directors’ Interests and Short Positions in
Shares and Underlying Shares

At 31 December 2009, the interests and short positions of the directors
in the share capital and underlying shares (“Share(s)”) of the Company
or its associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (the “SFO")), as recorded in the register
required to be kept by the Company pursuant to Section 352 of the
SFO, or as otherwise notified to the Company and The Stock Exchange
of Hong Kong Limited (the “Stock Exchange”) pursuant to the Model
Code for Securities Transactions by Directors of Listed Issuers, were set
out in note 30 to the financial statements.

Directors’ Rights to Acquire Shares in or
Debentures of the Company

Save as disclosed in note 30 to the financial statements regarding the
share option scheme of the Company, at no time during the year were
rights to acquire benefits by means of the acquisition of Shares in or
debentures of the Company granted to any director of the Company
or their respective spouse or minor children, or were any such rights
exercised by them; or was the Company, or any of its holding companies,
its subsidiaries or fellow subsidiaries a party to any arrangement to
enable the directors of the Company to acquire such rights in any other
body corporate.
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Substantial Shareholders’ Interests in Shares
and Underlying Shares

At 31 December 2009, the following shareholders interested in 5% or
more of the issued Shares and/or underlying Shares were recorded in the
register of substantial shareholders required to be kept by the Company
pursuant to Section 336 of the SFO:

FERRRRO R AEER D 2 s

Eé:??jli-f— A=+—H  ATIKRERERCH
RADRIRBES MR ERPIFE336FRERFELZ
TERRAEMZEBITRG KBRS %A

Long positions in Shares: B zHE
Approximate
percentage of
Number of the Company'’s
Shares issued
interested share capital
Name of shareholders BRREE Notes HEREREZ EARDEBET
BisE R E BRAEZHBABEDL

Qingdao Haier Collective EEERREEEEERS

Asset Management Association (IERERBEEER))

("Haier Collective Asset Management”) 1,4 1,376,392,592 67.91
Haier Corp BREEAT 2,4 1,376,392,592 67.91
Haier Investment BRRE 3,4 1,376,392,592 67.91
Qingdao Haier Co., Ltd. ("Qingdao Haier") BEBBIRHAERAR ([E88/H]) 4 1,039,792,592 51.31
Qingdao Haier Group SEERERZREBVI)

Holdings (BVI) Limited (“Haier BVI") BIRAR ([EEBVI ) 4 547,115,110 27.00
Notes: B&E -

1. As at 31 December 2009, by virtue of the SFO, Haier Collective 1. Efq‘iggﬂi‘i—:ﬁ =+—H REZEHFK
Asset Management was deemed to be interested in an aggregate MERD SESBAETRERAANGH
of 1,376,392,592 Shares, including (i) 336,600,000 Shares held 1,376,392, 592&‘1&1’73%&%%% C BIEG)EIE
by its non-wholly-owned subsidiary, namely Haier Investment; and 25 i A 75@&%%%%233&600,000

(i) given Haier Investment was acting in concert with Haier Corp
and Qingdao Haier, Haier BVI and Haier Electrical Appliances Third
Holdings (BVI) Limited (“Haier Third BVI”) are non-wholly-owned
subsidiaries of Haier Corp, Haier Collective Asset Management
was also deemed to be interested in 392,677,482 Shares held
by Qingdao Haier, 547,115,110 Shares held by Haier BVI and
100,000,000 Shares held by Haier Third BVI pursuant to the SFO.

Ms. Yang Mian Mian and Mr. Zhou Yun Jie, executive directors of
the Company, and Mr. Wu Ke Song and Mr. Liang Hai Shan, non-
executive directors of the Company are also members of the board
of management of Haier Collective Asset Management.
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Substantial Shareholders’ Interests in Shares
and Underlying Shares (Cont’d)

Notes: (Cont’d)

2.

As Qingdao Haier, Haier BVI and Haier Third BVI are non wholly-
owned subsidiaries of Haier Corp, Haier Corp was deemed to
be interested in 392,677,482 Shares held by Qingdao Haier,
547,115,110 Shares held by Haier BVI and 100,000,000 Shares
held by Haier Third BVI pursuant to the SFO as at 31 December
2009.

Furthermore, as Haier Corp was acting in concert with Haier
Investment, Haier Corp was deemed to be interested in 336,600,000
Shares held by Haier Investment as at 31 December 2009.

Ms. Yang Mian Mian and Mr. Zhou Yun Jie, executive directors of
the Company, and Mr. Wu Ke Song and Mr. Liang Hai Shan, non-
executive directors of the Company are also the members of the
management committee of Haier Corp.

Haier Investment held 336,600,000 Shares as at 31 December
2009. Moreover, Haier Investment was deemed to be interested in
392,677,482 Shares held by Qingdao Haier, 547,115,110 Shares
held by Haier BVI and 100,000,000 Shares held by Haier Third BVI
pursuant to the SFO by reason of its acting in concert with Haier
Corp as at 31 December 2009.

Ms. Yang Mian Mian and Mr. Cui Shao Hua, the executive directors
of the Company, are also directors of Haier Investment.

As announced by the Company on 30 November 2009 and 11
December 2009, each of Haier BVI and Haier Third BVI has agreed
to transfer 547,115,110 shares and 100,000,000 shares respectively
to Qingdao Haier. The proposed transfer has not been completed
as at 31 December 2009.

Save as disclosed above, as at 31 December 2009, no person, other

than the directors of the Company, whose interests are set out in the
section “Directors’ interests and short positions in shares and underlying
shares” above, had registered an interest or short position in the shares

or underlying shares of the Company that was required to be recorded
pursuant to Section 336 of the SFO.
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Connected Transactions and Continuing
Connected Transactions

Connected transactions

(a)

Qingdao Economy and Technology Development Zone Haier Water
Heater Co., Ltd. (“Qingdao Water Heater”), a wholly-owned
subsidiary of the Company, and Qingdao Jiaonan Haier Microwave
Manufacturing Co., Ltd. (“Qingdao Microwave”), a non-wholly-
owned subsidiary of Haier Corp, entered into an asset acquisition
agreement on 24 April 2009 pursuant to which Qingdao Water
Heater agreed to acquire some fixed assets (the “Microwave Assets”)
from Qingdao Microwave at a cash consideration of approximately
RMB5,865,000. The consideration was determined with reference
to the net assets value of the Microwave Assets and was fully paid
during the year. The above transaction was completed on 17 July
2009.

Qingdao Haier Washing Machine Co., Ltd. (“Qingdao Washing
Machine”), a non-wholly-owned subsidiary of the Company, and
Qingdao Haier Tooling Development and Manufacturing Co., Ltd.
("Qingdao Tooling”), an associate of Haier Corp, entered into an
asset acquisition agreement on 24 April 2009 pursuant to which
Qingdao Washing Machine agreed to acquire some fixed assets (the
“Tooling Assets”) from Qingdao Tooling at a cash consideration of
approximately RMB1,026,000. The consideration was determined
with reference to the net assets value of the Tooling Assets and was
fully paid during the year. The above transaction was completed
on 24 April 2009.

Qingdao Jiaonan Haier Washing Machine Co., Ltd. (“Jiaonan
Washing Machine”), a non-wholly-owned subsidiary of the
Company, and Qingdao Haier Electronics Plastic Co., Ltd. (“Qingdao
Electronics Plastic”), an associate of Haier Corp, entered into an
asset acquisition agreement on 30 June 2009 pursuant to which
Jiaonan Washing Machine agreed to acquire two compression
machines (the “Compression Machines”) at a cash consideration of
approximately RMB1,926,000. The consideration was determined
with reference to the net assets value of the Compression Machines
and was fully paid during the year. The above transaction was
completed on 30 June 2009.

Wuhan Haier Water Heater Co., Ltd. (“Wuhan Water Heater"”),
a wholly-owned subsidiary of the Company, and Wuhan Haier
Refrigerator Co., Ltd. (“Wuhan Refrigerator”), a non-wholly-owned
subsidiary of Qingdao Haier, entered into a removal compensation
agreement on 30 June 2009 pursuant to which Wuhan Water Heater
agreed to remove its plant and machinery from the existing premises
to the new premises in consideration for an aggregate compensation
of approximately RMB12,406,000. The compensation included a
removal compensation fee of approximately RMB4,906,000, which
was fully received during the year, and a renovation compensation
fee of RMB7,500,000, with RMB3,400,000 received during the
year and the remaining RMB4,100,000 to be paid in two annual
instalments on or before 25 September 2010 and 2011, respectively.
The removal compensation fee and renovation compensation fee
were determined with reference to the costs and expenses incurred
by Wuhan Water Heater in respect of the removal.
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Connected Transactions and Continuing
Connected Transactions (Cont’d)

Continuing connected transactions

The Group had the following material transactions with Haier Corp,

Haier Investment, their subsidiaries and associates (collectively referred

RHERERS
AEFERGREBAR  BRARE REZMBAR
AINBMERR(MBERIEBMBAL TETAT

to as “Haier Affiliates”): BARS
Group REH
2009 2008
—EEAE ZET)N\F
Notes RMB’000 RMB’000
= AR¥T T AREFT
Export sale of washing machines O SHE TR e Bk 88
and water heaters (i) 870,049 941,872
Domestic sale of washing machines B 1A 51 5 A T e BUK 2R
and water heaters (ii) 4,603,040 2,437,576
Purchase of raw materials RERR (iii) 7,476,535 6,295,023
Printing and packaging fee expenses  ENf| BB S H (iv) 33,208 23,501
Mould charges REELH (v) 193,947 184,415
Utility service fee expenses NAREES (vi) 57,027 53,917
Logistics charges Lbink=8-gun (vii) 369,200 337,938
Promotion fee expenses EEESLH (viii) 127,926 110,723
Other service fee expenses Hih R & H (ix) 139,663 143,737
Interest expenses B (x) 7,906 13,150
Interest income F B A (x) 3,645 4,325
Trademark licence fee expenses R ES (xi) = -
Sale of gift products HERSMm (xii) 4,699 5,712
Premise lease expenses MERE ST (xiii) 840 -
Premise lease income MERERA (xiii) 1,008 -
Equipment lease income REEERA (xiv) 779 -
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Connected Transactions and Continuing

Connected Transactions (Cont’'d)

Continuing connected transaction (Cont’d)

Notes:

(i)

(ii)

(iii)

(iv)

(vi)

(vii)

(viii)

(ix)

The export sales of washing machines and water heaters were
made to Haier Electrical Appliances Co., Ltd. (“Haier Electrical”),
a subsidiary of Haier Investment, at selling prices representing the
differences between the selling prices of washing machines and
water heaters mutually agreed and the selling expenses of Haier
Electrical not exceeding 1.5% of the selling prices of washing
machines and water heaters.

The domestic sales of washing machines and water heaters were
made at unit prices not less than the average selling prices of the
same type of products sold in similar transactions to the top five
independent customers of the Group in the previous year.

The purchase of raw materials was charged at prices not higher
than the consolidated and integrated tender and bidding price of
the raw materials plus a commission fee of not exceeding 2.6%.

The printing and packaging fee expenses were charged based on
terms no less favourable than those offered by independent third
parties.

The moulds were charged with reference to the average market
tender and bidding price plus actual administrative costs.

The utility service fee expenses were charged based on the state-
prescribed prices plus actual administrative costs.

The logistics charges were charged on terms no less favourable
than those offered by independent third parties.

The promotion fee expenses were charged at no more than 1.2%
of the domestic sales of washing machines and water heaters of
the Group.

The other service fee expenses include advertising fee, research and
development fee, property rental and management fee, software
fee, legal consulting service fee, catering and travel agency service
fee, human resources service fee, general security service fee,
product certification service fee, equipment repair and maintenance
service fee and rental expense which were charged with reference
to the actual costs incurred and/or on terms no less favourable
than those offered by independent third parties to the Group.
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(i)

(ii)

(iii)

(iv)

(vi)

(vii)

(viii)

(ix)
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Connected Transactions and Continuing
Connected Transactions (Cont’d)

Continuing connected transaction (Cont’d)
Notes: (Cont’d)
(x)

The interest expenses and income were determined with reference
to the standard rates published by the People’s Bank of China.

The maximum loan balance taken out and the bank deposits
placed with Haier Group Finance Co., Ltd. (“Haier Finance”) related
to the above interest expenses and income during 2009 were
RMB143,000,000 and RMB699,738,000, respectively.
(xi) The trademark licence fee expenses were charged at a nominal
consideration of RMB1 during the year.
(xii) The sales of gift products were made at selling prices not higher
than those sold by Haier Affiliates to independent third parties.
(xiii) The premise lease expenses and income were determined with
reference to the rental assessment of the premises conducted by
an independent firm of professional valuers in the PRC.

=

(xiv) The equipment lease income was determined with reference to
the energy consumption expenses, depreciation expenses, spare
equipment expenses and management fee incurred by the Group

for the lease of the equipment.

Except for the premise lease expenses and income and equipment lease
income, the above transactions were defined as the Continuing Connected
Transactions in the circulars to the shareholders of the Company dated
26 November 2007 and 26 May 2008, respectively, and were approved
by the shareholders at special general meetings of the Company held
on 12 December 2007 and 20 June 2008, respectively.

The independent non-executive directors of the Company have reviewed
the premise lease expenses and income, equipment lease income and the
Continuing Connected Transactions set out above and have confirmed
that they were entered into:

(i) in the usual and ordinary course of business of the Group;

(i) either on normal commercial terms or, if there are not sufficient
comparable transactions to judge whether they are on normal
commercial terms, on terms no less favourable to the Group than
terms available to or from (as appropriate) independent third parties;
and

(iii) in accordance with the relevant agreements governing them on
terms that were fair and reasonable and in the interests of the
shareholders of the Company as a whole.
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Sufficiency of Public Float

Based on information that is publicly available to the Company and
within the knowledge of the directors, at least 25% of the Company'’s
total issued share capital was held by the public as at the date of this
report.

Events After the Reporting Period

Details of the significant events after the reporting period of the Group
are set out in note 37 to the financial statements.

Auditors

The consolidated financial statements have been audited by Ernst &
Young who retire and, being eligible, offer themselves for re-appointment
at the forthcoming annual general meeting of the Company.

ON BEHALF OF THE BOARD

Yang Mian Mian
Chairman

Hong Kong
19 April 2010
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INDEPENDENT AUDITORS' REPORT B #Z & fMsREE

Ell ERNST & YOUNG
=7 Kk

To the shareholders of Haier Electronics Group Co., Ltd.
(Incorporated in Bermuda with limited liability)

We have audited the financial statements of Haier Electronics Group
Co., Ltd. set out on pages 55 to 159, which comprise the consolidated
and company statements of financial position as at 31 December 2009,
and the consolidated income statement, the consolidated statement
of comprehensive income, the consolidated statement of changes in
equity and the consolidated statement of cash flows for the year then
ended, and a summary of significant accounting policies and other
explanatory notes.

Directors’ responsibility for the financial
statements

The directors of the Company are responsible for the preparation and
the true and fair presentation of these financial statements in accordance
with International Financial Reporting Standards promulgated by the
International Accounting Standards Board and the disclosure requirements
of the Hong Kong Companies Ordinance. This responsibility includes
designing, implementing and maintaining internal control relevant to the
preparation and the true and fair presentation of financial statements
that are free from material misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

Auditors’ responsibility

Our responsibility is to express an opinion on these financial statements
based on our audit. Our report is made solely to you, as a body, in
accordance with Section 90 of the Bermuda Companies Act 1981, and
for no other purpose. We do not assume responsibility towards or accept
liability to any other person for the contents of this report.

We conducted our audit in accordance with Hong Kong Standards on
Auditing issued by the Hong Kong Institute of Certified Public Accountants.
Those standards require that we comply with ethical requirements and
plan and perform the audit to obtain reasonable assurance as to whether
the financial statements are free from material misstatement.
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INDEPENDENT AUDITORS’' REPORT BN % EENREE

An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the financial statements. The procedures
selected depend on the auditors’ judgement, including the assessment of
the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditors
consider internal control relevant to the entity’s preparation and true
and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s
internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates
made by the directors, as well as evaluating the overall presentation of
the financial statements.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the financial statements give a true and fair view of the
state of affairs of the Company and of the Group as at 31 December
2009 and of the Group’s profit and cash flows for the year then ended
in accordance with International Financial Reporting Standards and have
been properly prepared in accordance with the disclosure requirements
of the Hong Kong Companies Ordinance.

Ernst & Young

Certified Public Accountants
18th Floor

Two International Finance Centre
8 Finance Street

Central

Hong Kong
19 April 2010
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CONSOLIDATED INCOME STATEMENT

Year ended 31 December 2009 #Z - EENF+_-A=+—HILFE

=
o

BlER

2009 2008
—EEAF —ZEENF
Notes RMB’000 RMB’000
st AR®T T ARBTFIT
REVENUE & 5 11,530,604 10,179,764
Cost of sales SHE A (8,084,214) (7,244,969)
Gross profit EF 3,446,390 2,934,795
Other income and gains E A A R Wz 5 30,317 30,770
Selling and distribution costs SHE K SR AN (2,297,564) (2,023,703)
Administrative expenses 1THER (620,696) (735,325)
Other expenses HEiEHA (12,495) (11,993)
Finance costs B E A 7 (7,906) (14,038)
PROFIT BEFORE TAX BREE AT R A 6 538,046 180,506
Income tax expense S X 10 (117,692) (24,390)
PROFIT FOR THE YEAR FREF 420,354 156,116
Profit attributable to: B m A
Owners of the Company AN 11 369,711 135,780
Minority interests DR R 50,643 20,336
420,354 156,116
EARNINGS PER SHARE ATTRIBUTABLE ~ ZAATZERKRER
TO ORDINARY EQUITY HOLDERS EESRER
OF THE COMPANY 13
Basic HAK RMB18.39 cents RMB6.97 cents
AR#18.39% AR#6.975
Diluted ) RMB16.99 cents RMB6.97 cents

AR¥16.995

AR®6.975
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME & & 2 H W &2 5k

Year ended 31 December 2009 #Z - EENF+-A=+—HILFE

2009 2008
—ETNEF —ETNF
Notes RMB’000 RMB’000
BisE AR¥T ARBFIT
PROFIT FOR THE YEAR FREF 420,354 156,116
OTHER COMPREHENSIVE INCOME Hit 2w K
Exchange differences on translation REBIEB ENEZR
of foreign operations (43) 760
TOTAL COMPREHENSIVE INCOME FREEWGEEE
FOR THE YEAR 420,311 156,876
Total comprehensive income FEME R E =425
attributable to:
Owners of the Company ZIN/NGT ) 11 369,668 136,540
Minority interests LR RS 50,643 20,336
420,311 156,876
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION %4 B & aR R =/

31 December 2009 —ETNF+=-A=+—H

2009 2008
—ETRF —EENF
Notes RMB’000 RMB’'000
st AR®T T AREEFTT
NON-CURRENT ASSETS FREBEE
Property, plant and equipment LEN T =N 15 597,102 653,992
Investment properties wEYF 16 18,298 -
Prepaid land premiums TR R 17 68,675 70,848
Intangible assets EmAE 18 1,464 1,617
Deferred tax assets RIETRIRE = 28 21,459 28,220
Total non-current assets IEREEELE 706,998 754,677
CURRENT ASSETS mENEE
Inventories FE 20 389,216 270,471
Trade and bills receivables EUE B R R EE 21 2,746,923 2,111,656
Prepayments, deposits TERRIE  Z2 Kk
and other receivables o R R 22 96,096 89,667
Cash and cash equivalents RekReEEIEE 23 1,295,273 612,917
Total current assets MEEERE 4,527,508 3,084,711
CURRENT LIABILITIES mENBE
Trade payables FERTE 5 8RR 24 912,234 922,099
Tax payable FERTRIR 78,568 48,275
Other payables and accruals HE R KT AE 25 2,280,993 1,359,131
Interest-bearing borrowings STEEE 26 - 24,800
Provisions Bt 27 206,476 160,399
Total current liabilities mEIRERRE 3,478,271 2,514,704
NET CURRENT ASSETS REBEEFE 1,049,237 570,007
TOTAL ASSETS LESS CURRENT LIABILITIES #AEERABEE 1,756,235 1,324,684
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION #R& B & AR R =/

31 December 2009 —ETAF+=-A=+—H

2009 2008
—EENF —ZET)\F
Notes RMB’000 RMB’'000
BisE AR¥T ARBFIT
NON-CURRENT LIABILITIES FRBEE
Interest-bearing borrowings TEEE 26 74,000 118,200
Provisions BiE 27 100,524 79,534
Deferred tax liabilities FEFIEA & 28 9,588 9,588
Total non-current liabilities JEmE B ELRTE 184,112 207,322
Net assets BEFE 1,572,123 1,117,362
EQUITY e
Equity attributable to owners KA AR E(E
of the Company
Issued equity BRI THER 29 1,527,611 1,485,859
Reserves i 31(a) (86,813) (463,767)
1,440,798 1,022,092
Minority interests DEG R AERS 131,325 95,270
Total equity e BE 1,572,123 1,117,362

Yang Mian Mian
BARAR
Chairman

FE

Zhou Yun lJie
BAEA

== /W
Director

EF
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY ZHRERRZEE)X

Year ended 31 December 2009 HE - ETAF+=-A=+—HILFEZ

Attributable to the owners of the Company

AARRRES
Equity
Capital Share Capital Exchange component
Issued  reduction Capital Merger option Reserve redemption  Retained  fluctuation Total of convertible Minority Total
equity reserve reserve reserve reserve funds reserve profits reserve reserve notes Total interests equity
B&f7 [ies BRE BARE AERE TEREH S8
B HARE  ARRE  AHER B BRES #E  REEA R BEEE EEHD &t BEEE  REEE
Notes RMB'000 RMB'000 RMB000 RMB'000 RMB'000 RMB000 RMB'000 RMB'000 RMB000 RMB'000 RMB'000 RMB000 RMB000 RMB000
i3 ARBTT ARETR ARETT ARETT ARBTR ARMTR ARBTR ARMTT ARETR ARMTT ARBTR ARMTR ARETR ARETR
At 1 January 2008 RZFFNF-A-R 1,310,074 (1,758,526) 572,005 (548,643) = 226,026 = 966,136 11,349 (531,653) 20,671 799,092 88,567 887,659
Total comprehensive FR2ENGEE
income for the year = = = = - - - 135,780 760 136,540 - 136,540 20,336 156,876
Interim dividend RS 12 - = = = o = - (34,327) = (34,327) = (34,327) - (34,327)
Special interim dividend FHRHRE 12 - - - - - - -3 - B - B3 - B3
Conversion of convertble notes % AT RHREE 29 176,932 - - - - - - - - - (20671) 156,261 - 156260
Shares repurchased BERH 29 (1,147) - - - - - 184 (184) - - B (1,147) - (1,147)
Dividends paid to ERJERRRS
minority shareholders - - - - - - - - - - - - (13,633) (13,633)
Transfer to reserve funds HBRTRERES - - - - - 2876 - (2,876) - - - - - -
At 31 December 2008 RZFDNE
and 1 January 2009
1485859 (1,758,526) 572,005 (548,643) - 228,902 184 1,030,202 12,109 (463,767) - 102209 95,270 1,117,362
Total comprehensive FR2ENELEE
income for the year - - - - - - - 369,711 (43) 369,668 - 369,668 50,643 420311
Issue of new shares R 29 42,986 - - - - - - - - - - 42,986 - 42,986
Share issue expenses RA%AER 9 (1,234) - - - - - - - - - - (1,234) = (1,234)
Equity-settled share option WRAEE 2 BiRE
arrangements T 30 - - - - 7,286 - - - - 7286 - 7,286 - 7,286
Dividends pald to BROERERS
minority shareholders - - - - - - - - - - - - (14,588) (14,588)
Transfer to reserve funds BREGEES - - - - = 36,294 o (36,294) = o o = = =
At 31 December 2009 R-ZBAE
+ZA=+-H 1,527,611 (1,758,526) 572,005 (548,643) 7,286 265,196 184 1363619 12,066 (86,813) - 1,440,798 13135 15712113
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CONSOLIDATED STATEMENT OF CASH

Year ended 31 December 2009 #Z - EENF+-A=+—HILFE

FLOWS ZEIRERER

2009 2008
“TEhE ZTENF
Notes RMB’000 RMB’000
i ARETT AREBTIT
CASH FLOWS FROM OPERATING REXBRERE
ACTIVITIES
Profit before tax BRAE A& A 538,046 180,506
Adjustments for: VELA TR AEE -
Finance costs BB 7 7,906 14,038
Interest income A EUWA 5 (5,281) (6,421)
Depreciation of property, M - BEREEITE
plant and equipment 6 78,202 86,237
Depreciation of Investment properties REMFERE 6 596 -
Recognition of prepaid land premiums RN TR 6 2,226 1,841
Amortisation of intangible assets B 6 592 576
Provision for obsolete and B BT ERE
slow-moving inventories 6 17,586 35,680
Loss on disposal/write-off of items of HE MWHEDE - BEK
property, plant and equipment, net HEHEBETFE 6 9,166 4,906
Impairment of other receivables H e BR ZORE 6 3,329 7,087
Equity-settled share option expense VARG AN A5 8 2 REAR 7 57 1 6 7,286 -
659,654 324,450
Decrease/(increase) in inventories HEERD,/(E) (136,331) 309,578
Increase in trade and bills receivables FEUE 5 8RR % E AN (635,267) (852,187)
Decrease/(increase) in prepayments, TR RIE - ke REA
deposits and other receivables FEWER SR A, (3 ) (9,758) 69,874
Decrease in trade payables 8 2R (9,865) (42,860)
Increase in other payables and accruals — EhfEf R & BT & E150 921,862 418,310
Increase in provisions RN 67,067 62,243
Effect of foreign exchange rate fE =SB B HE
changes, net (93) 6,131
Cash generated from operations KEEBERS 857,269 295,539
Interest received BEUHLE 5,281 6,421
Mainland China corporate BB RBER TSR
income tax paid (80,638) (45,949)
Net cash flows from operating activities (&% IS HEFE 781,912 256,011
CASH FLOWS FROM RETBHRLRE
INVESTING ACTIVITIES
Purchases of items of property, BEME - BEMERBEE
plant and equipment 15 (70,211) (38,473)
Proceeds from disposal of HEWE - HEK&EEREER
items of property, FT{S 3R
plant and equipment 20,839 2,268
Additions to intangible assets mtREpEE 18 (439) (805)
Decrease/(increase) in time deposits REEE B REIHA
with original maturity over #8:8 =8 A 2 & BfF K
three months when acquired A (En) 49,000 (74,000)
Net cash flows used in investing activities & /EBFTAZ R REFHE (811) (111,010)
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CONSOLIDATED STATEMENT OF CASH FLOWS #%

Year ended 31 December 2009 #Z - EENF+_-A=+—HILFE

2009 2008
“EEhE —EENF
Notes RMB’'000 RMB'000
B e AR¥ET T ARETT
CASH FLOWS FROM RMETHZHEERE
FINANCING ACTIVITIES
Interest paid BAFLE (7,906) (13,452)
Dividends paid to minority interests BERDEIRERE (14,588) (13,633)
Dividends paid BENIEE - (68,654)
Proceeds from issue of shares BITRIDATS KB 29 42,986 =
Share issue expenses DEEITHAY 29 (1,234) =
Repayment of borrowings BEEE (69,000) (58,000)
Repurchase and cancellation FEARDNEE R R
of ordinary shares 29 - (1,147)
Net cash used in financing activities BMEEBAMAZESFE (49,742) (154,886)
NET INCREASE/(DECREASE) IN CASH AND B&RBEEEEEBH
CASH EQUIVALENTS 2,/ Crd) R 731,359 (9,885)
Cash and cash equivalents at FYzBRekREFAEER
beginning of year 538,917 556,813
Effect of foreign exchange rate fEXREE BT
changes, net (3) (8,011)
CASH AND CASH EQUIVALENTS AT FRZEASRASZEER
END OF YEAR 1,270,273 538,917
ANALYSIS OF BALANCES OF CASH ReRkELEEER
AND CASH EQUIVALENTS BRI
Cash and bank balances W& MIRTTES 23 1,025,815 347,147
Time deposits TEBRTF R 23 269,458 265,770
Cash and cash equivalents as stated MEIRRER A S 2R E K
in the statement of financial position ReEEEE 1,295,273 612,917
Less: time deposits with original maturity & : REVS & B REH B
over three months when acquired HiB =18 A 2 EHFER (25,000) (74,000)
Cash and cash equivalents as ReEnERFHIZAER
stated in the statement of cash flows ReEMEIER 1,270,273 538,917
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STATEMENT OF FINANCIAL POSITION Bff&HR R 3=

31 December 2009 —ETAF+=-A=+—H

2009 2008
—EEThE —ETNF
Notes RMB’000 RMB’000
B = AR¥T T ARETT
NON-CURRENT ASSETS FRBEE
Interests in subsidiaries M8 A ml RS 19 1,887,029 1,886,980
CURRENT ASSETS REBEE
Prepayments, deposits and TBRFHRIE -~ 'E REAERERR
other receivables 22 804 1,027
Cash and cash equivalents BehkReFHEIAE 23 162,738 140,067
Total current assets MENEEAE 163,542 141,094
CURRENT LIABILITIES REBEE
Other payables and accruals Hi R R ERTAE 25 160,121 162,339
NET CURRENT ASSETS/(LIABILITIES) REBEE/(&fE)FHE 3,421 (21,245)
TOTAL ASSETS LESS CURRENT LIABILITIES #BEERREBARE 1,890,450 1,865,735
NON-CURRENT LIABILITIES ERBEE
Due to subsidiaries NG ERE 19 74,885 74,915
Net assets BEFE 1,815,565 1,790,820
EQUITY R
Issued capital B BT AN 29 212,209 205,596
Reserves ] 31(b) 1,603,356 1,585,224
Total equity EmBE 1,815,565 1,790,820

Yang Mian Mian
AR

Chairman
EE

Zhou Yun lJie
AEA

=W

Director

EFE
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Corporate Information

Haier Electronics Group Co., Ltd. is a limited liability company
incorporated in Bermuda. The registered office of the Company
is located at Clarendon House, 2 Church Street, Hamilton HM11,
Bermuda.

During the year, the Group was involved in the following principal
activities:

o manufacture and sale of washing machines
o manufacture and sale of water heaters

In the opinion of the directors, Haier Group Corporation (“Haier
Corp”) and Qingdao Haier Investment and Development Co., Ltd.
(“Haier Investment”) (collectively referred to as “Haier Group”) are
controlling shareholders of the Company. Haier Corp and Haier
Investment are registered in the People’s Republic of China (the
“PRC").

2.1 Basis of Preparation

The presentation currency of the Company was Hong Kong dollar
for the purpose of preparing its consolidated financial statements.
Starting from 19 August 2009, the directors have determined to
change the presentation currency as most of the Group’s revenue is
derived from customers based in Mainland China and the directors
consider that Renminbi (“RMB") is more meaningful in presenting
the operating results and financial position of the Company and
its subsidiaries (collectively referred to as the “Group”). These
financial statements are presented in RMB and all values are rounded
to the nearest thousand except when otherwise indicated. The
comparative figures for 2008 have been restated for the change
in presentation currency accordingly.

The change in the presentation currency and the retranslation of
the comparative amounts from Hong Kong dollars to RMB has had
no material impact on the Group’s annual consolidated financial
statements for the year presented.

1.

2.1
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BR AR o AR A it =S & AL Clarendon
House, 2 Church Street, Hamilton HM11,
Bermuda °
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o  RUEBRIHEHUKER

EEZRR BRASERAR(EREE AR R
FREERREERARAREARE ] (&
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IRHESRSUBERRME - ARANEZE
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NOTES TO FINANCIAL STATEMENTS Bf &R T MisT

31 December 2009 —FZENE+=A=+—A

2.1 Basis of Preparation (Cont’d)

64

Statement of compliance

These financial statements have been prepared in accordance with
International Financial Reporting Standards (“IFRSs”) which includes
all International Financial Reporting Standards, International
Accounting Standards (“IASs”) and Interpretations promulgated by
the International Accounting Standards Board (the “IASB”) and the
disclosure requirements of the Hong Kong Companies Ordinance.
They have been prepared under the historical cost convention.

Hong Kong Financial Reporting Standards (“HKFRSs”) includes all
Hong Kong Financial Reporting Standards, Hong Kong Accounting
Standards (“HKASs"”) and Interpretations issued by the Hong Kong
Institute of Certified Public Accountants (the “HKICPA"). Although
HKFRSs have been fully converged with IFRSs in all material respects
since 1 January 2005, in preparing these financial statements,
management has given due consideration to the requirements
of IFRS 1 First-time Adoption of International Financial Reporting
Standards. For this purpose, the date of the Group’s transition to
IFRSs was determined to be 1 January 2008, being the beginning
of the earliest period for which the Group presents full comparative
information in these financial statements.
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2.1 Basis of Preparation (Cont’d)

Statement of compliance (Cont’d)

With due regard to the Group’s accounting policies in previous
periods and the requirements of IFRS 1, management has concluded
that no adjustments were required to the amounts reported under
HKFRSs as at the date of transition to IFRSs or in respect of the
year ended 31 December 2008. As such, the Group has made an
explicit and unreserved statement of compliance with IFRSs in the
first IFRS financial statements which included these amounts as
comparatives.

Basis of consolidation

The consolidated financial statements include the financial statements
of the Company and its subsidiaries for the year ended 31 December
2009. The results of subsidiaries are consolidated from the date of
acquisition, being the date on which the Group obtains control, and
continue to be consolidated until the date that such control ceases.
All income, expenses and unrealised gains and losses resulting from
intercompany transactions and intercompany balances within the
Group are eliminated on consolidation in full.

Minority interests represent the interests of outside shareholders not
held by the Group in the results and net assets of the Company’s
subsidiaries. An acquisition of minority interests is accounted for
using the entity concept method whereby the difference between
the consideration and the book value of the share of the net assets
acquired is recognised as an equity transaction.
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NOTES TO FINANCIAL STATEMENTS B8 3R = KI5

31 December 2009 —ETAF+=-A=+—H

2.2 Changes in Accounting Policy and

66

Disclosures

The Group has adopted the following new and revised IFRSs for
the first time for the current year’s financial statements.

IFRS 1 and IAS 27
Amendments

IFRS 2 Amendments

IFRS 7 Amendments

IFRS 8

IAS 1 (Revised)

IAS 18 Amendment*

Amendments to IFRS 1 First-time
Adoption of IFRSs and IAS 27
Consolidated and Separate
Financial Statements — Cost of an
Investment in a Subsidiary, Jointly
Controlled Entity or Associate

Amendments to IFRS 2 Share-based
Payment — Vesting Conditions
and Cancellations

Amendments to IFRS 7 Financial
Instruments: Disclosures — Improving
Disclosures about Financial
Instruments

Operating Segments

Presentation of Financial Statements

Amendment to Appendix to IAS 18
Revenue — Determining whether
an entity is acting as a principal or
as an agent
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NOTES TO FINANCIAL STATEMENTS Bf &R F MIzT

31 December 2009 —ETNF+=-A=+—H

2.2 Changes in Accounting Policy and
Disclosures (Cont’d)

IAS 23 (Revised)

IAS 32 and IAS 1
Amendments

IFRIC 9 and
IAS 39 Amendments

IFRIC 13

IFRIC 15

IFRIC 16

IFRIC 18

Improvements to IFRSs
(May 2008) **

* Included in Improvements to IFRSs 2009 (as issued in April

2009).

Borrowing Costs

Amendments to IAS 32 Financial
Instruments: Presentation and
IAS 1 Presentation of Financial
Statements — Puttable Financial
Instruments and Obligations
Arising on Liquidation

Amendments to IFRIC 9
Reassessment of Embedded

Derivatives and IAS 39 Financial

Instruments: Recognition and
Measurement

Customer Loyalty Programmes

Agreements for the Construction of

Real Estate
Hedges of a Net Investment in a
Foreign Operation

Transfers of Assets from Customers

(adopted from 1 July 2009)

Amendments to a number of IFRSs

NGRS 2357
(RERT)
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et ERIZE 5%
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* %

The Group adopted all the improvements to IFRSs issued in
May 2008 except for the amendments to IFRS 5 Non-current
assets Held for Sale and Discontinued Operations — Plan to
sell the controlling interest in a subsidiary, which are effective
for annual periods beginning on or after 1 July 2009.

* k

R BB A R 2 B SR Al 2 3
FHEEER EA I AT SRS — 3 8 B
RN B A A2 R 2 BRI A (R
WERR = BEAEL A — B2 B
2 EEHRE)S  AEEERMATER =
TEE R MIRA A2
Bt

“EZNFFR BHEREEFRLA 67



NOTES TO FINANCIAL STATEMENTS Bf &R T MisT

31 December 2009 —FZENE+=A=+—A

2.2 Changes in Accounting Policy and

Disclosures (Cont’d)

Other than as further explained below regarding the impact of IAS
1 (Revised) and IFRS 8, the adoption of these new and revised IFRSs
has had no significant financial effect on these financial statements
and there have been no significant changes to the accounting
policies applied in these financial statements.

IFRS 8 Operating Segments requires disclosure of information about
the Group’s operating segments and replaces the requirement
to determine primary (business) and secondary (geographical)
reporting segments of the Group. The adoption of this standard
did not have any effect on the financial position of the Group. The
Group determined that the operating segments were the same as
the business segments previously identified under IAS 14 Segment
Reporting. Additional disclosures about each of these segments are
shown in note 4, including revised comparative information.

IAS 1 Presentation of Financial Statements (Revised) separates owner
and non-owner changes in equity. The statement of changes in
equity includes only details of transactions with owners, with non-
owner changes in equity presented as a single line. In addition, it
introduces the statement of comprehensive income: it presents
all items of recognised income and expense, either in one single
statement or in two linked statements. The Group has elected to
present two statements.

2.3 Issued But Not Yet Effective International

68

Financial Reporting Standards

The Group has not applied the following new and revised IFRSs,
that have been issued but are not yet effective, in these financial
statements.
IFRS 1 (Revised) First-time Adoption of International
Financial Reporting Standards’
IFRS 1 Amendment Amendment to IFRS 1 First-time
Adoption of International Financial
Reporting Standards — Limited
Exemption from Comparative
IFRS 7 Disclosures for First-time
Adopters*
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NOTES TO FINANCIAL STATEMENTS Bf &R F MIzT

31 December 2009 —ETNF+=-A=+—H

230 EMERER BB B RS

2.3 Issued But Not Yet Effective International

Financial Reporting Standards (Cont’d) XRA(#E)
IFRS 1 Amendments Amendments to IFRS 1 First-time RIS EmE R BRI BHREERIE 5%
Adoption of International Financial E158 (BRI A) B KB B BT 7%
Reporting Standards - Additional FER — BRI
Exemptions for First-time E BRI AR 2
Adopters? BRI A2
IFRS 2 Amendments Amendments to IFRS 2 Share-based BIPREI RS E2ER] BB IR ER S 258
Payment - Group Cash-settled E25% (BFTA) KRG BEREZ
Share-based Payment Transactions? 117k — B XBE 2
BELRHABERS
TR Z2AE R A2
IFRS 3 (Revised) Business Combinations' BB E RN RESOF
S35 (KHEET)
IFRS 9 Financial Instruments® RO mELER] M TAS
E95R
IAS 24 (Revised) Related Party Disclosures® TR T #:5°
245 (BYERT)
IAS 27 (Revised) Consolidated and Separate Financial iy P 2| A RIBRIERE

IAS 32 Amendment

IAS 39 Amendment

IFRIC 14 Amendments

IFRIC 17

IFRIC 18

IFRIC 19

Amendments to
IFRS 5 included in
Improvements to
IFRS issued in
May 2008

Statements'

Amendment to IAS 32 Financial
Instruments: Presentation —
Classification of Rights Issues?

Amendment to IAS 39 Financial
Instruments: Recognition and
Measurement — Eligible
Hedged Items"

Amendments to IFRIC 14
Prepayments of a Minimum
Funding Requirement®

Distributions of Non-cash Assets to
Owners'

Transfers of Assets from Customers'

Extinguishing Financial Liabilities with
Equity Instruments*

Amendments to IFRS 5 Non-current
Assets Held for Sale and
Discontinued Operations - Plan
to Sell the Controlling Interest in
a Subsidiary’
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et ER
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NOTES TO FINANCIAL STATEMENTS Bf &R T MisT

31 December 2009 —FZENE+=A=+—A

2.3 Issued But Not Yet Effective International

70

Financial Reporting Standards (Cont’d)

Apart from the above, the IASB has promulgated /mprovements
to IFRSs 2009 which sets out amendments to a number of IFRSs
primarily with a view to removing inconsistencies and clarifying
wording. The amendments to IFRS 2, IAS 38, IFRIC 9 and IFRIC 16
are effective for annual periods beginning on or after 1 July 2009
while the amendments to IFRS 5, IFRS 8, IAS 1, IAS 7, IAS 17, IAS
36 and IAS 39 are effective for annual periods beginning on or after
1 January 2010 although there are separate transitional provisions
for each standard or interpretation.

! Effective for annual periods beginning on or after 1 July

2 Eggscative for annual periods beginning on or after 1 January
& ég‘;gﬁive for annual periods beginning on or after 1 February
o Eg‘lg‘[ive for annual periods beginning on or after 1 July
3 Egég‘[ive for annual periods beginning on or after 1 January
& Eﬁ‘%‘[ive for annual periods beginning on or after 1 January

The Group is in the process of making an assessment of the impact
of these new and revised IFRSs upon initial application. So far, the
Group considers that these new and revised IFRSs are unlikely to
have a significant impact on the Group’s results of operations and
financial position.

HAIER ELECTRONICS GROUP CO., LTD ANNUAL REPORT 2009

23CEMERERZBERUBHRE

R (&)

BrLatEs - RS ERZEGERH—-F
FAFEEYFEHREER 2208 - EPERIY
ZHRBIRMEREEAEL 2T TEAHN
AR —BUE X RIR)/5HEBE - BB S
QL5 - BIFR G5 2ER 385 - BIFR I 75
BEE o 2 RNl B 955k o BIPR A A5 FE R 2RI S 1657 2
EBITAR_ZEENFEA - BRURRABZF
R AR - B RIS RS E R F 55 - B
MR EERNES - BRGHERFE 1R - &
RERTERMETR  BERSENE 175 - B
R ERIFE 36 KBRS ERIFE39 2 &
RIAR_E-—2F - B URRBCFE
HIR AR - ERIREA KRB A RERT S
B RAERIRX

T RCEBTNFLEA-BRUBRRRCFE
HRE AR

2 RIZ-ZF A BHIURRABZFE
HR AR

P O RZE-TE_A - HIAAERBZFEE
HR AR

¢ RE-ZEFL A -HIANERBZFE
HRE AR

5 RIE——F A - BHRUNRRRZFE
HR AR

¢ RIEB—=F—A - HIURRBZFE
HAR AR

AR B 1E RF A R BR M 5% 5 3T /] MR IS /T BB
MBREENK2EE - BRI AKERB /X
FRTR] RS AT B BRI 5 R o5 2 RIS K AT BE
AEBRERENPBRNBREATE -



NOTES TO FINANCIAL STATEMENTS Bf &R F MIzT

31 December 2009 —ETNF+=-A=+—H

24 TESTTHRBE

2.4 Summary of Significant Accounting

Policies

Subsidiaries

A subsidiary is an entity whose financial and operating policies the
Company controls, directly or indirectly, so as to obtain benefits
from its activities.

The results of subsidiaries are included in the Company’s income
statement to the extent of dividends received and receivable. The
Company’s interests in subsidiaries are stated at cost less any
impairment losses.

Impairment of non-financial assets other than goodwill
Where an indication of impairment exists, or when annual
impairment testing for an asset is required (other than inventories,
deferred tax assets and financial assets), the asset’s recoverable
amount is estimated. An asset’s recoverable amount is the higher
of the asset’s or cash-generating unit’s value in use and its fair value
less costs to sell, and is determined for an individual asset, unless the
asset does not generate cash inflows that are largely independent
of those from other assets or groups of assets, in which case the
recoverable amount is determined for the cash-generating unit to
which the asset belongs.

An impairment loss is recognised only if the carrying amount of
an asset exceeds its recoverable amount. In assessing value in use,
the estimated future cash flows are discounted to their present
value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to
the asset. An impairment loss is charged to the income statement
in the period in which it arises.

An assessment is made at the end of each reporting period as
to whether there is any indication that previously recognised
impairment losses may no longer exist or may have decreased.
If such an indication exists, the recoverable amount is estimated.
A previously recognised impairment loss of an asset other than
goodwill is reversed only if there has been a change in the estimates
used to determine the recoverable amount of that asset, but not
to an amount higher than the carrying amount that would have
been determined (net of any depreciation/amortisation) had no
impairment loss been recognised for the asset in prior years. A
reversal of such an impairment loss is credited to the income
statement in the period in which it arises.
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Related parties

A party is considered to be related to the Group if:

(a)

the party, directly or indirectly through one or more
intermediaries, (i) controls, is controlled by, or is under common
control with, the Group; (ii) has an interest in the Group that
gives it significant influence over the Group; or (iii) has joint
control over the Group;

the party is an associate;

the party is a jointly-controlled entity;

the party is a member of the key management personnel of
the Group or its parent;

the party is a close member of the family of any individual
referred to in (a) or (d);

the party is an entity that is controlled, jointly controlled or
significantly influenced by or for which significant voting
power in such entity resides with, directly or indirectly, any
individual referred to in (d) or (e); or

the party is a post-employment benefit plan for the benefit of
the employees of the Group, or of any entity that is a related
party of the Group.
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2.4 Summary of Significant Accounting

Policies (Cont’d)

Property, plant and equipment and depreciation

Property, plant and equipment, other than construction in progress,
are stated at cost less accumulated depreciation and any impairment
losses. When an item of property, plant and equipment is classified
as held for sale or when it is part of a disposal group classified as
held for sale, it is not depreciated and is accounted for in accordance
with IFRS 5. The cost of an item of property, plant and equipment
comprises its purchase price and any directly attributable costs of
bringing the asset to its working condition and location for its
intended use. Expenditure incurred after items of property, plant
and equipment have been put into operation, such as repairs and
maintenance, is normally charged to the income statement in the
period in which it is incurred. In situations where the recognition
criteria are satisfied, the expenditure for a major inspection is
capitalised in the carrying amount of the asset as a replacement.
Where significant parts of property, plant and equipment are
required to be replaced at intervals, the Group recognises such parts
as individual assets with specific useful lives and depreciation.

Depreciation is calculated on the straight-line basis to write off the
cost of each item of property, plant and equipment to its residual
value over its estimated useful life. The principal annual rates used
for this purpose are as follows:

Buildings 2% to 10%
5% to 19%
10% to 33%
9% to 20%

Plant and machinery
Tools, furniture and fixtures
Motor vehicles

Where parts of an item of property, plant and equipment have
different useful lives, the cost of that item is allocated on a
reasonable basis among the parts and each part is depreciated
separately.

Residual values, useful lives and the depreciation method are
reviewed, and adjusted if appropriate, at least at each financial
year end.
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Policies (Cont’d)

Property, plant and equipment and depreciation (Cont’d)

An item of property, plant and equipment and any significant part
initially recognised is derecognised upon disposal or when no future
economic benefits are expected from its use or disposal. Any gain or
loss on disposal or retirement recognised in the income statement
in the year the asset is derecognised is the difference between the
net sales proceeds and the carrying amount of the relevant asset.

Construction in progress represents a building under construction
and equipment and tools pending installation. It is stated at cost
less any impairment losses, and is not depreciated. Cost comprises
the direct costs of construction during the period of construction.
Construction in progress is reclassified to the appropriate category
of the property, plant and equipment when completed and ready
for use.

Investment properties

Investment properties are interests in buildings held to earn rental
income and/or for capital appreciation, rather than for use in the
production or supply of goods or services or for administrative
purposes; or for sale in the ordinary course of business. Such
properties are measured initially at cost, including transaction costs.
Subsequent to initial recognition, investment properties are stated
at cost less accumulated depreciation and any impairment losses.
Depreciation is calculated on the straight line method to write off
the cost of each investment property over its estimated useful life.
The principal annual rate used for this purpose is 5%.

Any gains or losses on the retirement or disposal of an investment
property are recognised in the income statement in the year of the
retirement or disposal.

Intangible assets (other than goodwill)

Intangible assets acquired separately are measured on initial
recognition at cost. The cost of intangible assets acquired in a
business combination is the fair value as at the date of acquisition.
The useful lives of intangible assets are assessed to be either finite
or indefinite. Intangible assets with finite lives are subsequently
amortised over the useful economic life and assessed for impairment
whenever there is an indication that the intangible asset may be
impaired. The amortisation period and the amortisation method for
an intangible asset with a finite useful life are reviewed at least at
each financial year end.
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2.4 Summary of Significant Accounting

Policies (Cont’d)

Intangible assets (other than goodwill) (Cont’d)

Patents, licences and software

Purchased patents, licences and software are stated at cost less any
impairment losses and are amortised on the straight-line basis over
their estimated useful lives of not exceeding 10 years.

Research and development costs
All research costs are charged to the income statement as
incurred.

Expenditure incurred on projects to develop new products is
capitalised and deferred only when the Group can demonstrate
the technical feasibility of completing the intangible asset so that
it will be available for use or sale, its intention to complete and its
ability to use or sell the asset, how the asset will generate future
economic benefits, the availability of resources to complete the
project and the ability to measure reliably the expenditure during
the development. Product development expenditure which does
not meet these criteria is expensed when incurred.

Deferred development costs are stated at cost less any impairment
losses and are amortised using the straight-line basis over the
commercial lives of the underlying products, commencing from the
date when the products are put into commercial production.

Leases

Leases where substantially all the rewards and risks of ownership
of assets remain with the lessor are accounted for as operating
leases. Where the Group is the lessor, assets leased by the Group
under operating leases are included in non-current assets, and
rentals receivable under the operating leases are credited to the
income statement on the straight-line basis over the lease terms.
Where the Group is the lessee, rentals payable under operating
leases are charged to the income statement on the straight-line
basis over the lease terms.

Prepaid land premiums under operating leases are initially stated
at cost and subsequently recognised on the straight-line basis over
the lease terms.
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Policies (Cont’d)

Investments and other financial assets

Initial recognition and measurement

Financial assets within the scope of IAS 39 are classified as financial
assets at fair value through profit or loss, loans and receivables,
and available-for-sale financial assets, or as derivatives designated
as hedging instruments in an effective hedge, as appropriate. The
Group determines the classification of its financial assets at initial
recognition. 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.

All regular way purchases and sales of financial assets are recognised
on the trade date, that is, the date that the Group commits to
purchase or sell the asset. Regular way purchases or sales are
purchases or sales of financial assets that require delivery of assets
within the period generally established by regulation or convention
in the marketplace.

The Group's financial assets include cash and bank balances and
trade and other receivables.

Subsequent measurement
The subsequent measurement of financial assets depends on their
classification as follows:

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include financial
assets held for trading. Financial assets are classified as held for
trading if they are acquired for the purpose of sale in the near term.
This category includes derivative financial instruments entered into
by the Group that are not designated as hedging instruments in
hedge relationships as defined by IAS 39. Financial assets at fair
value through profit or loss are carried in the statement of financial
position at fair value with changes in fair value recognised in the
income statement. These net fair value changes do not include
any dividends on these financial assets, which are recognised in
accordance with the policy set out for “Revenue recognition”
below.
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2.4 Summary of Significant Accounting

Policies (Cont’d)

Investments and other financial assets (Cont’d)

Financial assets at fair value through profit or loss (Cont’d)
The Group evaluates its financial assets at fair value through profit
or loss (held for trading) to assess whether the intent to sell them in
the near term is still appropriate. When the Group is unable to trade
these financial assets due to inactive markets and management'’s
intent to sell them in the foreseeable future significantly changes,
the Group may elect to reclassify these financial assets in rare
circumstances. The reclassification from financial assets at fair value
through profit or loss to loans and receivables, available-for-sale
financial assets or held-to-maturity investments depends on the
nature of the assets.

Derivatives embedded in host contracts are accounted for as
separate derivatives and recorded at fair value if their economic
characteristics and risks are not closely related to those of the
host contracts and the host contracts are not held for trading or
designated at fair value through profit or loss. These embedded
derivatives are measured at fair value with changes in fair value
recognised in the income statement. Reassessment only occurs if
there is a change in the terms of the contract that significantly
modifies the cash flows that would otherwise be required.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market.
After initial measurement, such assets are subsequently measured
at amortised cost using the effective interest rate method less any
allowance for impairment. Amortised cost is calculated taking
into account any discount or premium on acquisition and includes
fees or costs that are an integral part of the effective interest
rate. The effective interest rate amortisation is included in finance
income in the income statement. The loss arising from impairment is
recognised in the income statement in other operating expenses.
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Policies (Cont’d)

Investments and other financial assets (Cont’d)
Available-for-sale financial investments

Available-for-sale financial investments are non-derivative financial
assets in listed and unlisted equity securities. Equity investments
classified as available for sale are those which are neither classified
as held for trading nor designated at fair value through profit or
loss. Debt securities in this category are those which are intended
to be held for an indefinite period of time and which may be sold
in response to needs for liquidity or in response to changes in the
market conditions.

After initial recognition, available-for-sale financial investments are
subsequently measured at fair value, with unrealised gains or losses
recognised as other comprehensive income in the available-for-sale
investment valuation reserve until the investment is derecognised, at
which time the cumulative gain or loss is recognised in the income
statement in other income, or until the investment is determined to
be impaired, at which time the cumulative gain or loss is recognised
in the income statement and removed from the available-for-sale
investment valuation reserve. Interest and dividends earned are
reported as interest income and dividend income, respectively and
are recognised in the income statement as “Other income” in
accordance with the policies set out for “Revenue recognition”
below.

When the fair value of unlisted equity securities cannot be reliably
measured because (a) the variability in the range of reasonable
fair value estimates is significant for that investment or (b) the
probabilities of the various estimates within the range cannot be
reasonably assessed and used in estimating fair value, such securities
are stated at cost less any impairment losses.
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2.4 Summary of Significant Accounting

Policies (Cont’d)

Investments and other financial assets (Cont’d)
Available-for-sale financial investments (Cont’d)

The Group evaluates its available-for-sale financial assets whether
the ability and intention to sell them in the near term are still
appropriate. When the Group is unable to trade these financial
assets due to inactive markets and management’s intent to do
so significantly changes in the foreseeable future, the Group may
elect to reclassify these financial assets in rare circumstances.
Reclassification to loans and receivables is permitted when the
financial assets meet the definition of loans and receivables and
the Group has the intent and ability to hold these assets for the
foreseeable future or to maturity. Reclassification to the held-to-
maturity category is permitted only when the entity has the ability
and intent to hold until the maturity date of the financial asset.

For a financial asset reclassified out of the available-for-sale category,
any previous gain or loss on that asset that has been recognised
in equity is amortised to profit or loss over the remaining life of
the investment using the effective interest rate. Any difference
between the new amortised cost and the expected cash flows
is also amortised over the remaining life of the asset using the
effective interest rate. If the asset is subsequently determined to
be impaired, then the amount recorded in equity is reclassified to
the income statement.

Derecognition of financial assets
A financial asset (or, where applicable, a part of a financial asset or
part of a group of similar financial assets) is derecognised when:

e the rights to receive cash flows from the asset have expired,;

e the Group has transferred its rights to receive cash flows from
the asset, or has assumed an obligation to pay the received
cash flows in full without material delay to a third party under
a “pass-through” arrangement; and

o either (a) the Group has transferred substantially all the
risks and rewards of the asset, or (b) the Group has neither
transferred nor retained substantially all the risks and rewards
of the asset, but has transferred control of the asset.
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Policies (Cont’d)

Derecognition of financial assets (Cont’d)

When the Group has transferred its rights to receive cash flows
from an asset or has entered into a pass-through arrangement,
and has neither transferred nor retained substantially all the risks
and rewards of the asset nor transferred control of the asset,
the asset is recognised to the extent of the Group’s continuing
involvement in the asset. In that case, the Group also recognises an
associated liability. The transferred asset and the associated liability
are measured on a basis that reflects the rights and obligations that
the Group has retained.

Continuing involvement that takes the form of a guarantee over the
transferred asset is measured at the lower of the original carrying
amount of the asset and the maximum amount of consideration
that the Group could be required to repay.

Impairment of financial assets

The Group assesses at the end of each reporting period whether
there is any objective evidence that a financial asset or a group of
financial assets is impaired. A financial asset or a group of financial
assets is deemed to be impaired if, and only if, there is objective
evidence of impairment as a result of one or more events that has
occurred after the initial recognition of the asset (an incurred “loss
event”) and that loss event has an impact on the estimated future
cash flows of the financial asset or the group of financial assets
that can be reliably estimated. Evidence of impairment may include
indications that a debtor or a group of debtors is experiencing
significant financial difficulty, default or delinquency in interest or
principal payments, the probability that they will enter bankruptcy
or other financial reorganisation and observable data indicating
that there is a measurable decrease in the estimated future cash
flows, such as changes in arrears or economic conditions that
correlate with defaults.
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2.4 Summary of Significant Accounting

Policies (Cont’d)

Impairment of financial assets (Cont’d)

Financial assets carried at amortised cost

For financial assets carried at amortised cost, the Group first assesses
individually whether objective evidence of impairment exists for
financial assets that are individually significant, or collectively for
financial assets that are not individually significant. If the Group
determines that no objective evidence of impairment exists for an
individually assessed financial asset, whether significant or not, it
includes the asset in a group of financial assets with similar credit
risk characteristics and collectively assesses them for impairment.
Assets that are individually assessed for impairment and for which
an impairment loss is, or continues to be, recognised are not
included in a collective assessment of impairment.

If there is objective evidence that an impairment loss 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 yet been incurred). The present value of the estimated
future cash flows is discounted at the financial asset’s original
effective interest rate (i.e., the effective interest rate computed
at initial recognition). If a loan has a variable interest rate, the
discount rate for measuring any impairment loss is the current
effective interest rate.

The carrying amount of the asset is reduced either directly or
through the use of an allowance account and the amount of the loss
is recognised in the income statement. Interest income continues to
be accrued on the reduced carrying amount and is accrued using
the rate of interest used to discount the future cash flows for the
purpose of measuring the impairment loss. Loans and receivables
together with any associated allowance are written off when there
is no realistic prospect of future recovery.

If, in a subsequent period, the amount of the estimated impairment
loss increases or decreases because of an event occurring after the
impairment was recognised, the previously recognised impairment
loss is increased or reduced by adjusting the allowance account.
If a future write-off is later recovered, the recovery is credited to
the income statement.
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Policies (Cont’d)

Impairment of financial assets (Cont’d)

Assets carried at cost

If there is objective evidence that an impairment loss has been
incurred on an unquoted equity instrument that is not carried at
fair value because its fair value cannot be reliably measured, 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 discounted at the current market rate of return for a
similar financial asset. Impairment losses on these assets are not
reversed.

Available-for-sale financial investments

For available-for-sale financial investments, the Group assesses at
the end of each reporting period whether there is objective evidence
that an investment or a group of investments is impaired.

If an available-for-sale asset is impaired, an amount comprising
the difference between its cost (net of any principal payment
and amortisation) and its current fair value, less any impairment
loss previously recognised in the income statement, is removed
from other comprehensive income and recognised in the income
statement.

In the case of equity investments classified as available for sale,
objective evidence would include a significant or prolonged
decline in the fair value of an investment below its cost. The
determination of what is “significant” or “prolonged” requires
judgement. “Significant” is evaluated against the original cost of
the investment and “prolonged” against the period in which the
fair value has been below its original cost. Where there is evidence
of impairment, the cumulative loss — measured as the difference
between the acquisition cost and the current fair value, less any
impairment loss on that investment previously recognised in the
income statement — is removed from other comprehensive income
and recognised in the income statement. Impairment losses on equity
instruments classified as available for sale are not reversed through
the income statement. Increases in their fair value after impairment
are recognised directly in other comprehensive income.
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2.4 Summary of Significant Accounting

Policies (Cont’d)

Financial liabilities

Initial recognition and measurement

Financial liabilities within the scope of IAS 39 are classified as
financial liabilities at fair value through profit or loss, loans and
borrowings, or as derivatives designated as hedging instruments
in an effective hedge, as appropriate. The Group determines the
classification of its financial liabilities at initial recognition.

All financial liabilities are recognised initially at fair value and in the
case of loans and borrowings, plus directly attributable transaction
costs.

The Group’s financial liabilities include trade and other payables
and interest-bearing loans and borrowings.

Subsequent measurement
The measurement of financial liabilities depends on their classification
as follows:

Financial liabilities at fair value through profit or loss
Financial liabilities at fair value through profit or loss include financial
liabilities held for trading and financial liabilities designated upon
initial recognition as at fair value through profit or loss.

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 entered into by the
Group that are not designated as hedging instruments in hedge
relationships as defined by IAS 39. Separated embedded derivatives,
are also classified as held for trading unless they are designated as
effective hedging instruments. Gains or losses on liabilities held for
trading are recognised in the income statement. The net fair value
gain or loss recognised in the income statement does not include
any interest charged on these financial liabilities.

Loans and borrowings

After initial recognition, interest-bearing loans and borrowings
are subsequently measured at amortised cost, using the effective
interest rate method unless the effect of discounting would be
immaterial, in which case they are stated at cost. Gains and losses
are recognised in the income statement when the liabilities are
derecognised as well as through the effective interest rate method
amortisation process.
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Policies (Cont’d)

Financial liabilities (Cont’d)

Loans and borrowings (Cont’d)

Amortised cost is calculated by taking into account any discount or
premium on acquisition and fees or costs that are an integral part
of the effective interest rate. The effective interest rate amortisation
is included in finance costs in the income statement.

Derecognition of financial liabilities
A financial liability is derecognised when the obligation under the
liability is discharged or cancelled, or expires.

When 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 between
the respective carrying amounts is recognised in the income
statement.

Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount
is reported in the statement of financial position if, and only if,
there is a currently enforceable legal right to offset the recognised
amounts and there is an intention to settle on a net basis, or to
realise the assets and settle the liabilities simultaneously.

Fair value of financial instruments

The fair value of financial instruments that are traded in active
markets is determined by reference to quoted market prices or
dealer price quotations (bid price for long positions and ask price
for short positions), without any deduction for transaction costs.
For financial instruments where there is no active market, the fair
value is determined using appropriate valuation techniques. Such
techniques include using recent arm's length market transactions;
reference to the current market value of another instrument which
is substantially the same and a discounted cash flow analysis.
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2.4 Summary of Significant Accounting

Policies (Cont’d)

Inventories

Inventories are stated at the lower of cost and net realisable value.
Cost is determined on the weighted average basis and, in the case
of work in progress and finished goods, comprises direct materials,
direct labour and an appropriate proportion of overheads. Net
realisable value is based on the estimated selling prices less any
estimated costs to be incurred to completion and disposal.

Cash and cash equivalents

For the purpose of the consolidated statement of cash flows, cash
and cash equivalents comprise cash on hand and demand deposits,
and short term highly liquid investments that are readily convertible
into known amounts of cash, are subject to an insignificant risk
of changes in value, and have a short maturity of generally within
three months when acquired, less bank overdrafts which are
repayable on demand and form an integral part of the Group’s
cash management.

For the purpose of the statement of financial position, cash and
cash equivalents comprise cash on hand and at banks, including
term deposits, which are not restricted as to use.

Provisions

A provision is recognised when a present obligation (legal or
constructive) has arisen as a result of a past event and it is probable
that a future outflow of resources will be required to settle the
obligation, provided that a reliable estimate can be made of the
amount of the obligation.

When the effect of discounting is material, the amount recognised
for a provision is the present value at the end of the reporting period
of the future expenditures expected to be required to settle the
obligation. The increase in the discounted present value amount
arising from the passage of time is included in finance costs in the
income statement.

Provisions for installation services and product warranties granted
by the Group on certain products are recognised based on sales
volume and past experience of the level of installation services
rendered, repairs or returns, discounted to their present values as
appropriate.
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Policies (Cont’d)

Income tax

Income tax comprises current and deferred tax. Income tax relating
to items recognised outside profit or loss is recognised outside
profit or loss, either in other comprehensive income or directly in
equity.

Current tax assets and liabilities for the current and prior periods
are measured at the amount expected to be recovered from or
paid to the taxation authorities, based on tax rates (and tax laws)
that have been enacted or substantively enacted by the end of
the reporting period, taking into consideration interpretations and
practices prevailing in the countries in which the Group operates.

Deferred tax is provided, using the liability method, on all temporary
differences at the end of the reporting period between the tax bases
of assets and liabilities and their carrying amounts for financial
reporting purposes.

Deferred tax liabilities are recognised for all taxable temporary
differences, except:

e where the deferred tax liability arises from the initial recognition
of an asset or liability in a transaction that is not a business
combination and, at the time of the transaction, affects neither
the accounting profit nor taxable profit or loss; and

o in respect of taxable temporary differences associated with
investments in subsidiaries, where the timing of the reversal
of the temporary differences can be controlled and it is
probable that the temporary differences will not reverse in
the foreseeable future.
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2.4 Summary of Significant Accounting

Policies (Cont’d)

Income tax (Cont’d)

Deferred tax assets are recognised for all deductible temporary
differences, carryforward of unused tax credits and unused tax
losses, to the extent that it is probable that taxable profit will be
available against which the deductible temporary differences, and
the carryforward of unused tax credits and unused tax losses can
be utilised, except:

e where the deferred tax asset relating to the deductible
temporary differences arises from the initial recognition of
an asset or liability in a transaction that is not a business
combination and, at the time of the transaction, affects neither
the accounting profit nor taxable profit or loss; and

o in respect of deductible temporary differences associated
with investments in subsidiaries, deferred tax assets are only
recognised to the extent that it is probable that the temporary
differences will reverse in the foreseeable future and taxable
profit will be available against which the temporary differences
can be utilised.

The carrying amount of deferred tax assets is reviewed at the end of
each reporting period and reduced to the extent that it is no longer
probable that sufficient taxable profit will be available to allow all or
part of the deferred tax asset to be utilised. Unrecognised deferred
tax assets are reassessed at the end of each reporting period and
are recognised to the extent that it has become probable that
sufficient taxable profit will be available to allow all or part of the
deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates
that are expected to apply to the period when the asset is realised
or the liability is settled, based on tax rates (and tax laws) that
have been enacted or substantively enacted by the end of the
reporting period.

Deferred tax assets and deferred tax liabilities are offset if a legally
enforceable right exists to set off current tax assets against current
tax liabilities and the deferred taxes relate to the same taxable entity
and the same taxation authority.
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Policies (Cont’d)

Government grants

Government grants are recognised at their fair value where there
is reasonable assurance that the grant will be received and all
attaching conditions will be complied with. When the grant relates
to an expense item, it is recognised as income over the periods
necessary to match the grant on a systematic basis to the costs
that it is intended to compensate.

Revenue recognition

Revenue is recognised when it is probable that the economic
benefits will flow to the Group and when the revenue can be
measured reliably, on the following bases:

(@) from the sale of goods, when the significant risks and rewards
of ownership have been transferred to the buyer, provided
that the Group maintains neither managerial involvement to
the degree usually associated with ownership, nor effective
control over the goods sold;

(b) rental income, on a time proportion basis over the lease

terms;

(c) interestincome, on an accrual basis using the effective interest
method by applying the rate that discounts the estimated
future cash receipts through the expected life of the financial
instrument to the net carrying amount of the financial asset;
and

(d) dividend income, when the shareholders’ rights to receive
payment has been established.

Share-based payment transactions

The Company operates a share option scheme for the purpose
of providing incentives and rewards to eligible participants who
contribute to the success of the Group’s operations. Employees
(including directors) of the Group receive remuneration in the form
of share-based payment transactions, whereby employees render
services as consideration for equity instruments (“equity-settled
transactions”).
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2.4 Summary of Significant Accounting

Policies (Cont’d)

Share-based payment transactions (Cont’d)

The cost of equity-settled transactions with employees for grants is
measured by reference to the fair value at the date at which they
are granted. The fair value is determined by an external valuer
using a binomial model, further details of which are given in note
30 to the financial statements.

The cost of equity-settled transactions is recognised, together with
a corresponding increase in equity, over the period in which the
performance and/or service conditions are fulfilled. The cumulative
expense recognised for equity-settled transactions at the end of
each reporting period until the vesting date reflects the extent to
which the vesting period has expired and the Group’s best estimate
of the number of equity instruments that will ultimately vest. The
charge or credit to the income statement for a period represents
the movement in the cumulative expense recognised as at the
beginning and end of that period.

No expense is recognised for awards that do not ultimately vest,
except for equity-settled transactions where vesting is conditional
upon a market or non-vesting condition, which are treated as
vesting irrespective of whether or not the market or non-vesting
condition is satisfied, provided that all other performance and/or
service conditions are satisfied.

Where the terms of an equity-settled award are modified, as a
minimum an expense is recognised as if the terms had not been
modified, if the original terms of the award are met. In addition,
an expense is recognised for any modification that increases the
total fair value of the share-based payment transaction, or is
otherwise beneficial to the employee as measured at the date of
modification.
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Policies (Cont’d)

Share-based payment transactions (Cont’d)

Where an equity-settled award is cancelled, it is treated as if it
had vested on the date of cancellation, and any expense not yet
recognised for the award is recognised immediately. This includes
any award where non-vesting conditions within the control of
either the Group or the employee are not met. However, if a new
award is substituted for the cancelled award, and is designated as a
replacement award on the date that it is granted, the cancelled and
new awards are treated as if they were a modification of the original
award, as described in the previous paragraph. All cancellations of
equity-settled transaction awards are treated equally.

The dilutive effect of outstanding options is reflected as additional
share dilution in the computation of earnings per share.

Other employee benefits

Pension schemes

The Group operates a defined contribution Mandatory Provident
Fund retirement benefit scheme (the “MPF Scheme”) under the
Mandatory Provident Fund Schemes Ordinance for those employees
who are eligible to participate in the MPF Scheme. Contributions
are made based on a percentage of the employees’ basic salaries
and are charged to the income statement 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 Group
in an independently administrated fund. The Group’s employer
contributions vest fully with the employees when contributed into
the MPF Scheme.

The employees of the Group's subsidiaries which operate in Mainland
China are required to participate in a central pension scheme
operated by the local municipal government. These subsidiaries are
required to contribute a certain percentage of their payroll costs to
the central pension scheme. The contributions are charged to the
income statement as they become payable in accordance with the
rules of the central pension scheme.
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2.4 Summary of Significant Accounting

Policies (Cont’d)

Borrowing costs

Borrowings costs directly attributable to the acquisition, construction
or production of qualifying assets, i.e., assets that necessarily take
a substantial period of time to get ready for their intended use
or sale, are capitalised as part of the cost of those assets. The
capitalisation of such borrowing costs ceases when the assets
substantially ready for their intended use or sale. Investment
income earned on the temporary investment of specific borrowings
pending their expenditure on qualifying assets is deducted from the
borrowing costs capitalised. All other borrowing costs are expensed
in the period in which they are incurred. Borrowing costs consist
of interest and other costs that an entity incurs in connection with
the borrowing of funds.

Dividends

Final dividends proposed by the directors are classified as a separate
allocation of retained profits within the equity section of the
statement of financial position, until they have been approved
by the shareholders in a general meeting. When these dividends
have been approved by the shareholders and declared, they are
recognised as a liability.

Interim dividends are simultaneously proposed and declared,
because the Company’s bye-laws grant the directors the authority
to declare interim dividends. Consequently, interim dividends are
recognised immediately as a liability when they are proposed and
declared.
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Policies (Cont’d)

Foreign currencies

These financial statements are presented in RMB, which is the
Group’s presentation currency. The functional currency of the
Company is the Hong Kong dollar while RMB is used as the
presentation currency of the financial statements of the Company
for the purpose of aligning with the presentation currency of the
Group. Each entity in the Group determines its own functional
currency and items included in the financial statements of each
entity are measured using that functional currency. Foreign currency
transactions recorded by the entities in the Group are initially
recorded using their respective functional currency rates ruling
at the dates of the transactions. Monetary assets and liabilities
denominated in foreign currencies are retranslated at the functional
currency rates of exchange ruling at the end of the reporting period.
All differences are taken to the income statement. Non-monetary
items that are measured in terms of historical cost in a foreign
currency are translated using the exchange rates at the dates of
the initial transactions. Non-monetary items measured at fair value
in a foreign currency are translated using the exchange rates at the
date when the fair value was determined.

The functional currencies of the subsidiaries not established in
the PRC are currencies other than the RMB. As at the end of
the reporting period, the assets and liabilities of these entities
are translated into the presentation currency of the Company at
exchange rates ruling at the end of the reporting period and their
income statements are translated into RMB at the weighted average
exchange rates for the year. The resulting exchange differences are
recognised in other comprehensive income and accumulated in the
exchange fluctuation reserve. On disposal of a foreign operation, the
component of other comprehensive income relating to that particular
foreign operation is recognised in the income statement.

For the purpose of the consolidated statement of cash flows,
the cash flows of the subsidiaries not established in the PRC are
translated into RMB at the exchange rates ruling at the dates of
the cash flows. Frequently recurring cash flows of these subsidiaries
which arise throughout the year are translated into RMB at the
weighted average exchange rates for the year.
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3. Significant Accounting Judgements and 3. EAGFHETR &

Estimates

The preparation of the Group’s financial statements requires
management to make judgements, estimates and assumptions
that affect the reported amounts of revenue, expenses, assets and
liabilities, and the disclosure of contingent liabilities, at the end of
the reporting period. However, uncertainty about these assumptions
and estimates could result in outcomes that could require a material
adjustment to the carrying amounts of the assets or liabilities
affected in the future.

Judgements

In the process of applying the Group’s accounting policies,
management has made the following judgements, apart from
those involving estimations, which have the most significant effect
on the amounts recognised in the financial statements:

Operating lease commitments — Group as lessor
The Group has entered into commercial property leases on its
property portfolio. The Group has determined, based on an
evaluation of the terms and conditions of the arrangements, that
it retains all the significant risks and rewards of ownership of these
properties which are leased out on operating leases.

Classification between investment properties and owner-
occupied properties

The Group determines whether a property qualifies as an investment
property, and has developed criteria in making that judgement.
Investment property is a property held to earn rentals or for capital
appreciation or both. Therefore, the Group considers whether a
property generates cash flows largely independently of the other
assets held by the Group.
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Significant Accounting Judgements and
Estimates (Cont’d)

Judgements (Cont’d)

Classification between investment properties and owner-
occupied properties (Cont’d)

Some properties comprise a portion that is held to earn rentals or
for capital appreciation and another portion that is held for use in
the production or supply of goods or services or for administrative
purposes. If these portions could be sold separately (or leased
out separately under a finance lease), the Group accounts for the
portions separately. If the portions could not be sold separately,
the property is an investment property only if an insignificant
portion is held for use in the production or supply of goods or
services or for administrative purposes. Judgement is made on an
individual property basis to determine whether ancillary services
are so significant that a property does not qualify as an investment

property.

Estimation uncertainty
The key assumptions concerning the future and other key sources
of estimation uncertainty at the end the of reporting period, 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.

Deferred tax assets

Deferred tax assets are recognised for all deductible temporary
differences, carryforward of unused tax credits and unused tax
losses, to the extent that it is probable that taxable profit will
be available against which the deductible temporary differences,
and the carryforward of unused tax credits and unused tax losses
can be utilised. Where the actual or expected tax positions of the
relevant companies of the Group in future are different from the
original estimate, such differences will impact the recognition of
deferred tax assets and income tax charge in the period in which
such estimate has been changed.
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Significant Accounting Judgements and
Estimates (Cont’d)

Estimation uncertainty (Cont’d)

Write-down of inventories to net realisable value
Write-down of inventories to net realisable value is made based
on the ageing and estimated net realisable value of inventories.
The assessment of the write-down amount involves management’s
judgements and estimates. Where the actual outcome or expectation
in future is different from the original estimate, such differences
will impact the carrying value of the inventories and the write-
down charge/reversal in the period in which such estimate has
been changed.

Product warranty and installation provisions

Product warranty and installation provisions are made based on
sales volume and past experience of the level of installation services
rendered, repairs or returns. The assessment of the provision amount
involves management’s judgements and estimates. Where the actual
outcome or expectation in future is different from the original
estimate, such differences will impact the carrying amount of the
product warranty and installation provisions and the provision
amount charged/reversed in the period in which such estimate
has been changed.

Useful lives of items of property, plant and equipment
Management determines the estimated useful lives and related
depreciation for the Group’s property, plant and equipment. This
estimate is based on the historical experience of the actual useful
lives of items of property, plant and equipment of similar nature
and functions. It could change significantly as a result of technical
innovations and competitor actions in response to industry cycles.
The depreciation charge will increase where the useful lives are
less than the previously estimated useful lives, or management will
write off or write down obsolete or non-strategic assets that have
been abandoned or sold.

Impairment of receivables

The Group maintains an allowance for estimated loss arising from
the inability of its debtors to make the required payments. The Group
makes its estimates based on the ageing of its receivable balances,
debtors’ creditworthiness, and historical write-off experience. If the
financial condition of its debtors was to deteriorate so that the
actual impairment loss might be higher than expected, the Group
would be required to revise the basis of making the allowance.
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Operating Segment Information

For management purposes, the Group is organised into business
units based on their products and services and has three reportable

segments as follows:

(a) the washing machine business segment manufactures and
sells washing machines; and

(b) the water heater business segment manufactures and sells
water heaters.

Management monitors the results of the Group’s operating segments
separately for the purpose of making decisions about resources
allocation and performance assessment. Segment performance is
evaluated based on reportable segment profit, which is a measure
of adjusted profit before tax. The adjusted profit before tax is
measured consistently with the Group’s profit before tax except
that interest income and finance costs, as well as head office and
corporate expenses are excluded from such measurement.

Segment assets exclude deferred tax assets, cash and cash equivalents
and other unallocated head office and corporate assets as these
assets are managed on a group basis.

Segment liabilities exclude interest-bearing other borrowings, tax
payable, deferred tax liabilities and other unallocated liabilities as
these liabilities are managed on a group basis.
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4. Operating Segment Information (Cont’d) 4, BEFWER(E)

Washing machine Water heater
business business Consolidated
RIS BOKBEB =E
2009 2008 2009 2008 2009 2008

SEThE T\ ZBEAF —TT)\F ZEENE —TI)N\F
RMB000 RMB'000 RMB’000 RMB’000 ~ RMB‘000  RMB'000
ARBTT ARBTT ARMTRT ARETT AR¥TRE ARKTT

Segment revenue: HEWA
Sales to external customers RSNERFHE 9,185,375 8,120,954 2,345,229 2,058,310 11,530,604 10,179,764
Other revenue Hft A 14,780 16,822 10,256 7,495 25,036 24,317
Total act 9,200,155 8,137,776 2,355,485 2,066,305 11,555,640 10,204,081
Segment results DEE 391,543 148,310 174,246 54,582 = 565,789 202,892
Reconciliation: HE
Interest income NN 5,281 6,421
Corporate and other DAl READ

unallocated expenses ADEER (25,118)  (14,769)
Finance costs AR (7,906) (14,038)
Profit before tax BRIBTR A 538,046 180,506
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4. Operating Segment Information (Cont’d) 4, BEFIWER(E)

Washing machine Water heater
business business Consolidated
TR HOKEREK =e
2009 2008 2009 2008 2009 2008

SEEAE —TT\F ZBEAF —TT/\F ZBINE —TT)N\F
RMB000 RMB'000 RMB’000 RMB’000 ~ RMB’000  RMB'000
ARBTRT ARBTT ARMTRT ARETT ARTRE ARETT

Segment assets DEEE 2,780,780 2,255,164 557,086 496,920 3,337,866 2,752,084
Reconciliations: HE
Elimination of YD ERERERR

intersegment receivables (21,114)  (53,292)
Deferred tax assets EEHBEE 21,459 28,220
Cash and cash equivalents RekHeEEER 1,295,273 612,917
Corporate and other NAREMKRDEEE

unallocated assets 601,022 499,459
Total assets BERE 5,234,506 3,839,388
Segment liabilities HBEAE 2,041,296 1,587,094 508,947 339,227 2,550,243 1,926,321
Reconciliations: HE
Elimination of YD BRI EMERR

intersegment payables (21,114)  (53,292)
Deferred tax liabilities EERBEAE 9,588 9,588
Tax payable FEfT 78,568 48,275
Interest-bearing borrowings FEEE 74,000 143,000
Corporate and other AR REMKRDEEE

unallocated liabilities 971,098 648,134
Total liabilities BERE 3,662,383 2,722,026

98 HAIER ELECTRONICS GROUP CO., LTD ANNUAL REPORT 2009



NOTES TO FINANCIAL STATEMENTS Bf &R F MizT

31 December 2009 —ETNF+=-A=+—H

4. Operating Segment Information (Cont’d)

4l II‘ETé M

o BER (&)

Washing machine

Water heater

business business Consolidated
R HokBEY =E
2009 2008 2009 2008 2009 2008
“EBhAE —TT)N\E ZBEAE —TIT)\F ZBBAE —TTN\HF
RMB'000 RMB'000 RMB'000 RMB'000 ~ RMB‘000  RMB'000
ARETT ARETT ARBTR ARETT AR®TRT ARETR
Other segment information: HtpHEER
Depreciation and WEREH
amortisation 58,958 67,745 21,053 20,573 80,011 88,318
Corporate and other RAREMAAREE
unallocated amounts 1,605 336
81,616 88,654
Capital expenditure* BRRT* 32,818 35,531 35,841 3,695 68,659 39,226
Corporate and other RAREMAN R EH
unallocated amounts 1,991 52
70,650 39,278
Provision for obsolete and BERBETEER
slow-moving inventories 15,139 31,969 2,447 3,711 17,586 35,680
Product warranty and EmrERTRER
installation provisions 319,120 323,684 115,451 67,465 434,571 391,149
Loss on disposalfwrite-off of WE /MimE
items of property, BE k& HEER
plant and equipment, net ZEBFE 9,086 4,677 80 229 9,166 4,906
Impairment of other HihEREAE
receivables 3,329 7,087 - - 3,329 7,087

*  Capital expenditure consists of additions to property, plant
and equipment and intangible assets.
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4. Operating Segment Information (Cont’d) 4. BEIBWER(E)

Geographical information
(@) All of the Group’s revenue is derived from customers based
in Mainland China.

(b) Non-current assets

B
(@) AKERARBETINTEBNFEAERE
HWZEP e

(b) FERMBEE

2009 2008

—EENF —ZT)N\F

RMB’000 RMB’000

ARBT T ARBTT

Mainland China FR B K e 685,465 726,280
Hong Kong B 74 177
685,539 726,457

The non-current asset information above is based on the
location of assets and excludes deferred tax assets.

Information about major customers

There were three customers which individually accounted for
10% or more of the Group’s revenue during the year, and their
respective sales amounts were approximately RMB5,473,089,000,
RMB1,638,376,000 and RMB1,256,986,000.

There were four customers which accounted for 10% or more
of the Group’s revenue in the previous year, and their respective
sales amounts were approximately RMB3,379,448,000,
RMB2,128,225,000, RMB1,377,858,000 and RMB996,201,000.

The sales to the above customers are included in the washing
machine business segment and water heater business segment.
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5. Revenue, Other Income and Gains

Revenue, which is also the Group’s turnover, represents the net
invoiced value of goods sold, net of value-added tax and after
allowances for returns and trade discounts.

An analysis of revenue, other income and gains is as follows:

3

H WA K s

W MEIARE 2 X85 HEHEMZBE
FE - RRIEER REBENE ST -

Yt~ B WA RS DA

Group
rEH
2009 2008
—BEAE ZEENF
RMB’000 RMB’000
AR¥T T AREF T
Revenue &
Sale of washing machines SHE S 9,185,375 8,120,954
Sale of water heaters SHE HUKER 2,345,229 2,058,810
11,530,604 10,179,764
Other income and gains HAapl A R W

Bank interest income RITHEMA 5,281 6,421
Government subsidies * BB & * 4,729 9,530

Compensation received from B R B (8
suppliers 15,240 11,462

Gross rental income in respect EFEZ

of buildings el ALz 1,274 896
Equipment lease income FEHEERA 779 =
Others Hity 3,014 2,461
30,317 30,770

*  The amount received represented subsidies received from
the relevant authorities of the Qingdao Municipality, Wuhan
Municipality and Hefei Municipality as encouragements to
conduct businesses.

*
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6. Profit Before Tax 6. BRBADER
The Group’s profit before tax is arrived at after charging: AREEE 2 R A& A E B T 5I&I8
2009 2008
ZBEAF —EENF
Notes RMB’000 RMB’000
ks AR¥T T ARETFT
Cost of inventories sold BEHFERAR 8,066,036 7,144,372
Depreciation of property, M= - KBk
plant and equipment HETE 15 78,202 86,237
Depreciation of investment HEYFETE
properties 16 596 -
Recognition of prepaid land TERTEL S HhFR
premiums 17 2,226 1,841
Amortisation of intangible assets* 2 & E#EGE* 18 592 576
Research and development costs 3¢ Kk 3 & 81,190 82,016
Auditors’ remuneration BB BN & 5,100 4,400
Employee benefit expense EEBAMFAX
(including directors’ (BREEME —
remuneration — note 8): HfzE8)
Wages and salaries I&ERF® 652,487 637,692
Welfare =l 23,338 22,028
Pension scheme contributions IR T B 113,509 91,370
Equity-settled share LARRA#EE 2
option expense BIRRER 7,286 =
796,620 751,090
Minimum lease payments under i RIEFALE
operating leases in respect ME) 2 RS FIB
of land and buildings 21,093 37,608
Provision for obsolete and B K S AT B R
slow-moving inventories* 17,586 35,680
Product warranty and EmRERTERE
installation provisions 27 434,571 391,149
Loss on disposal/write-off HE M
of items of property, plant BEMEEEE 2
and equipment, net** E R R R~ 9,166 4,906
Impairment of other receivables**  E i i€ U B 30 2 J B * * 22 3,329 7,087
Foreign exchange differences, net & % Z=%8,%%8 20,844 30,424

*  The amortisation of intangible assets and provision for obsolete *
and slow-moving inventories for the year are included in “Cost
of sales” on the face of the consolidated income statement.

**  The loss on disposal/write-off of items of property, plant and *x
equipment, net, impairment of other receivables are included
in “Other expenses” on the face of the consolidated income
statement.
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7. Finance Costs 7. AERA
An analysis of finance costs is as follows: BEKADHTAT
Group
rEE
2009 2008
—EEAE —ZET)N\F
RMB’000 RMB’000
ARET T ARETT
Interest on borrowings wholly ARTERNEHER
repayable within five years ZBERE 7,906 13,452
Interest on convertible notes AR EERFE - 586
7,906 14,038
8. Directors’ Remuneration 8. EEM<
Directors’ remuneration for the year, disclosed pursuant to the REERE EMBRAREBRTUEOIFE 16115
Listing Rules and Section 161 of the Hong Kong Companies BECESMEWT
Ordinance, is as follows:
Group
TEE
2009 2008
ZBENF ZETNF
RMB’000 RMB’000
ARET T ARBTT
Fees wE 636 642
Other emoluments: Eoth e -
Salaries, allowances and e FMR
benefits in kind BT = 438 251
Equity-settled share ARRA & E
option expense HE AR % 1,732 =
2,170 251
2,806 893
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104

Directors’ Remuneration (Cont’d)

During the year, certain directors were granted share options, in
respect of their services to the Group, under the share option
scheme of the Company, further details of which are set out in
note 30 to the financial statements. The fair value of such options
which has been recognised in the income statement over the vesting
period, was determined as at the date of grant and the amount
included in the financial statements for the current year is included
in the above directors’ remuneration disclosure.

(a) Independent non-executive directors:
The fees paid to independent non-executive directors during
the year were as follows:

EEM=(E)

FR - REBEAQTBEREN S (FBEHRYH
WRMFE30) - ETESREAANEEEHRZR
BRERBEE ZEBREZFEINED
BHEE  YEREBHRERSERAER M
AARFEMBRR 2 SEEEN EXEEH
B 2R o

(@) BUKHFTES :
FERNTBIERTEE RS MT

2009 2008

—EEAE = AN

RMB’000 RMB’000

AR¥T T AREFT

Mr. Wu Yinong RINREE 212 214
Mr. Yu Hon To, David BEE A 212 214
Dr. Liu Xiao Feng ZleEleiE+ 212 214
636 642

There were no other emoluments payable to the independent
non-executive directors during the year (2008: Nil).
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8. Directors’ Remuneration (Cont’d) 8. EEM=(~&E)
(b) Executive directors and non-executive directors (b) BITEERIEHTES
Salaries, Equity-settled
allowances share
and benefits option Total
in kind expense remuneration
e EUR DRAEHE 2
BRI BRES <& 448
RMB’000 RMB’000 RMB’000
AR¥T T ARETT ARETT
2009 —EEAF
Executive directors: HITESE -
Ms. Yang Mian Mian HiRfmaL L - - =
Mr. Cui Shao Hua BELELRE - - -
Mr. Zhou Yun Jie * FERFE 68 565 633
Mr. Sun Jing Yan BEREkE 205 165 370
Mr. Cao Chun Hua ** BRI A 165 243 408
438 973 1,411
Non-executive directors: FERTTESE -
Mr. Wu Ke Song*** R AS A *** - 759 759
Mr. Liang Hai Shan*** R SR *xx - - -
438 1,732 2,170
2008 —ZTN\F
Executive directors: HITESE -
Ms. Yang Mian Mian 5 ApAp L T = = =
Mr. Wu Ke Song RAEMREE - - -
Mr. Liang Hai Shan 25 1% 4 - - -
Mr. Cao Chun Hua EHEESE 131 - 131
Mr. Cui Shao Hua BEOERLE - - =
Mr. Sun Jing Yan BRRaEEE 120 - 120
251 - 251
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8.

106

Directors’ Remuneration (Cont’d)

(b) Executive directors and non-executive directors
(Cont'd)

* Mr. Zhou Yun Jie was appointed as an executive director
of the Company on 12 November 2009.

**  Mr. Cao Chun Hua resigned as an executive director of
the Company on 12 November 2009.

*** Mr. Wu Ke Song and Mr. Liang Hai Shan were re-
designated as non-executive directors of the Company
on 12 November 2009.

There was no arrangement under which a director waived or

agreed to waive any remuneration during the year.

Five Highest Paid Employees

The five highest paid employees during the year included three
(2008: two) directors, details of whose remuneration are set out
in note 8 above. Details of the remuneration of the remaining two
(2008: three) non-director, highest paid employees for the year
are as follows:

EEME(E)
(b) BTEBRFHTES(H)

* BEAERRER_TThEF+—H+_HE
REARRIITES -

> BREREN_TTAFET—H+ _HE
ERDARITES °

x RRREERRBUEER _TTNF+
—ATZBHRERRAIERTES -

FABBERITURRKFABTREETAHNZ
ke

hEEEHFMES

FALRRRFMERRE=R(ZFT/\F:
ME)ER BREEZMEF BN EXHE
8o FARTME(ZFTN\F : =R)FEER
SHMES cBEFBIT

Group
rEE
2009 2008
—EEhEF —TTN\F
RMB’000 RMB’000
ARBT ARBT T
Salaries, allowances and e EZUR
benefits in kind BEYH &= 1,004 3,359
Performance related bonuses FRIRTEAL = =
Equity-settled share AR A GEE 2
option expense HE AR 2 100 =
Pension scheme contributions RIKEET IR 18 28
1,122 3,387

HAIER ELECTRONICS GROUP CO., LTD ANNUAL REPORT 2009



NOTES TO FINANCIAL STATEMENTS Bf &R F MizT

31 December 2009 —ETNF+=-A=+—H

10.

Five Highest Paid Employees (Cont’d)

The number of non-director, highest paid employees whose
remuneration fell within the following bands is as follows:

9. ZIEBEHMESR(E)

FEERSTFHEENESETIIETHBERZ
NS

Number of employees

BEAR
2009 2008
—2ThE ZET)N\F
Nil to RMB 1,000,000 ZT= AR¥1,000,0007T 2 2
RMB2,500,001 to RMB3,000,000 AR#2,500,0017T% AR 3,000,0007T =
2 3

During the year, share options were granted to a non-director,
highest paid employee in respect of his services to the Group,
further details of which are included in the disclosures in note 30
to the financial statements. The fair value of such options, which
has been recognised in the income statement over the vesting
period, was determined as at the date of grant and the amount
included in the financial statements for the current year is included
in the above non-director, highest paid employees' remuneration
disclosures.

Income Tax

No provision for Hong Kong profits tax has been made as the Group
did not generate any assessable profits arising in Hong Kong during
the year (2008: Nil).

Tax on profits assessable in Mainland China have been calculated
at the applicable PRC corporate income tax (“CIT") rates. Certain
subsidiaries of the Group are entitled to preferential tax treatments
including a reduction in CIT and a full exemption from CIT for two
years starting from their first profit-making year followed by a
50% reduction in CIT for the next consecutive three years. Certain
subsidiaries of the Group are entitled to preferential tax treatments
of reduction in CIT rate to 15%.

FN —EHEEESHREERERAKER
R IRBREERE  BRSBEARYBEER
MIFES0ZKEN - REBRBZAFEIRE
HAHEE  YEREBRAERRRER - M
AARFERBRR 2 EERER LXFES
ERFMEEME 2 KEA -

10. FR 8%

FRAEEYETMREBTBEZERYE
Ao A dEEREENGHBEE(ZFTN
FE)

PR B P b 35t P AR B A 2 B IE - Th IR B R B
REMEH(IEEMEH DERTERGFH - K
EEETHEBARARZAHERERFE &
FEEHR S ZEATER - ARk B EEERFE R
STMEFEERHBECEMEH  WHRERE
BE - FEHRRS0%DEMBH - AEBET
WMEBARBRZAMEBEERFE  RERMDLE
Fr{S = 15% 807 -
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10. Income Tax (Cont’d) 10. FTEHL (&)
Group
AEE
2009 2008
—EBEAE —ZEZNF
RMB’000 RMB'000
ARBT T ARETFT
Current — Mainland China BNER — R BOKRE 109,861 21,550
Underprovision/(overprovision) BAFERETE
in prior year (HBRERE) 1,070 (24,817)
Deferred (note 28) BT (Pi7E28) 6,761 27,657
Total tax charge for the year FAMIAL HAERE 117,692 24,390
A reconciliation of the tax expense applicable to profit before tax BARBRRNE D ME R R FERDERER 2 &
at the statutory rates for the jurisdictions in which the Company E%R+u+§ ST ANGER 2 HIBY L BT
and the majority of its subsidiaries are domiciled to the tax expense IR Y FHIAS Y R A R E R R (A
at the.effective tax rates, and a reconciliation Qf the applicable /zmmﬁ_ﬁﬁifp%m S FEMT
rates (i.e., the statutory tax rates) to the effective tax rates, are
as follows:
Group - 2009 EE -—ZSENE
Hong Kong Mainland China Total
BB 1= @t
RMB’000 %  RMB'000 %  RMB'000 %
ARBTR ARBT R ARBT T
Profit/(loss) before tax BHATEN,/ (B18) (24,422) 562,468 538,046
Tax at the statutory tax rate BEEREAE 2 HA (4,030) 16.5 140,617 250 136,587 25.4
Adjustments in respect of E A8 2 BN AR R
current tax of previous periods  {EiZ - - 1,070 0.2 1,070 0.2
Effect of withholding tax AEEHEME AR
t 10% on the distributable DREMZ10%HEFHE
profits of the Group’s PRC ZENGEE
subsidiaries - - - - - -
Income not subject to tax FERBA (115) 0.5 - - (115) (0.1)
Expenses not deductible for tax A ATHIFFI 4,145 (17.0) 81,355 14.4 85,500 15.9
Tax losses not recognised AERTEBE = = 555 0.1 555 0.1
Tax exemption MBS - - (105,905) (18.8)  (105,905) (19.7)
Tax charge at the Group’s BASRE ERHEHE
effective rate ZBBEX - - 117,692 209 117,692 21.8
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10. Income Tax (Cont'd) 10. FRE% (&)
Group — 2008 AEB-—TTN\F
Hong Kong Mainland China Total
B LN B
RMB’000 % RMB'000 % RMB'000 %
AREFT ARETT AREFT

Profit/(loss) before tax BHRADRF/ (B8) (13,500) 194,006 180,506
Tax at the statutory tax rate REEREHE 2 HE (2,228) 16.5 48,502 25.0 46,274 25.6
Adjustments in respect of R AT H 2 BN AT R

current tax of previous periods  {EH Z % = = (24,817) (12.8)  (24,817) (13.7)
Effect of withholding tax AEERENBAF

at 10% on the distributable A RENE10%F: %

profits of the Group's PRC HTE A2

subsidiaries 9,588 (71.0) - - 9,588 5.3
Income not subject to tax FERFUA (324) 2.4 = = (324) (0.2)
Expenses not deductible for tax AR F 2,680 (19.9) 4,755 2.5 7,435 4.1
Tax losses not recognised RERTERBE = = 28,109 145 28,109 15.6
Tax exemption BIRFR = = (41,875) (21.6)  (41,875) (23.2)
Tax charge at the Group’s BAKEZERHE

effective rate SEZRE N 9,716 (72.0) 14,674 7.6 24,390 135

11. Profit Attributable to Owners of the 1. R 2 B IR R B F

Company
Of the Group’s profit attributable to owners of the Company EARBBRREEAEERENARSE
of RMB369,711,000 (2008: RMB135,780,000), a loss of 369,711,000( Z FF N F © AR ®
RMB24,249,000 (2008: loss of RMB22,231,000) has been dealt 135,780,0007T ) 518 A KK #624,249,0007T
with in the financial statements of the Company (note 31(b)). (ZFTN\F : BEARY22,231,000)2#

AATZIHEENEE(FEE0) »
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12.

13.

110

Dividends 12. RE
2009 2008
—EThE —TT )\
RMB’000 RMB’000
ARET T ARET T
Interim — Nil (2008: HK2 cents) RE & (2T N\F 280D - 34,327
Special — Nil (2008: HK2 cents)  Fpl—#& (ZZTN\F @ 28l) - 34,327
= 68,654

Earnings Per Share Attributable to Ordinary
Equity Holders of the Company

The calculation of the basic earnings per share amount is based on
the profit for the year attributable to ordinary equity holders of the
Company, and the weighted average number of ordinary shares of
2,010,030,069 (2008: 1,948,822,406) in issue during the year.

The calculation of the diluted earnings per share amount is based
on the profit for the year attributable to ordinary equity holders
of the Company, adjusted to reflect the interest on the convertible
notes, where applicable. The weighted average number of ordinary
shares used in the calculation is the number of ordinary shares
in issue during the year, as used in the basic earnings per share
calculation, and the weighted average number of ordinary shares
assumed to have been issued at no consideration on the deemed
exercise or conversion of all dilutive potential ordinary shares into
ordinary shares.

No adjustment has been made to the basic earnings per share
amount presented for the year ended 31 December 2008 in respect
of a dilution as the impact of the convertible notes had an anti-
dilutive effect on the basic earnings per share amount presented.
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13. Earnings Per Share Attributable to Equity
Holders of the Company (Cont’d)

The calculations of basic and diluted earnings per share are based

B.ARABTERRREGCSHRAR

(&

SIEA A AR TR TR

on:
2009 2008
—EEAFE T NF
RMB’000 RMB’000
AR¥T T AREF T
Earnings B
Profit attributable to ordinary ARGt EGRERZR
equity holders of the Company — Z AR EAZILE
used in the basic earnings JRE Ay 5 )
per share calculation 369,711 135,780
Interest on convertible notes AT RERA S - 586
Profit attributable to ordinary RET AT B A S A
equity holders of the AN A E AR AR R
Company before interest on JEAG 5 )
convertible notes 369,711 136,366
Number of shares
RBEE
2009 2008
—EENEF AN
Shares 8y
Weighted average number of ARG E FIRERZF 2
ordinary shares in issue during FAEBITE R NE
the year used in the basic T
earnings per share calculation 2,010,030,069 1,948,822,406
Effect of dilution — weighted S Bl
average number of ordinary EFHE
shares:
Warrants R E 154,709,781 -
Share options BNt 11,548,709 =
Convertible notes R EE - 4,657,534
166,258,490 4,657,534
Total #Et 2,176,288,559 1,953,479,940
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14. Related Party Transactions

In addition to the related party transactions detailed elsewhere in

these financial statements, the Group had the following material

transactions with related parties during the year.

(a)

112

Qingdao Economy and Technology Development Zone Haier
Water Heater Co., Ltd. (“Qingdao Water Heater”), a wholly-
owned subsidiary of the Company, and Qingdao Jiaonan Haier
Microwave Manufacturing Co., Ltd. (“Qingdao Microwave"”),
a non-wholly-owned subsidiary of Haier Corp, entered into
an asset acquisition agreement on 24 April 2009 pursuant to
which Qingdao Water Heater agreed to acquire some fixed
assets (the “Microwave Assets”) from Qingdao Microwave at
a cash consideration of approximately RMB5,865,000. The
consideration was determined with reference to the net assets
value of the Microwave Assets and was fully paid during
the year. The above transaction was completed on 17 July
2009.

Qingdao Haier Washing Machine Co., Ltd. (“Qingdao Washing
Machine”), a non-wholly-owned subsidiary of the Company,
and Qingdao Haier Tooling Development and Manufacturing
Co., Ltd. (“Qingdao Tooling”), an associate of Haier Corp,
entered into an asset acquisition agreement on 24 April 2009,
pursuant to which Qingdao Washing Machine agreed to acquire
some fixed assets (the “Tooling Assets”) from Qingdao Tooling
at a cash consideration of approximately RMB1,026,000. The
consideration was determined with reference to the net assets
value of the Tooling Assets and was fully paid during the year.
The above transaction was completed on 24 April 2009.
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14. Related Party Transactions (Cont’d)

(0

(d)

Qingdao Jiaonan Haier Washing Machine Co., Ltd. (“Jiaonan
Washing Machine”), a non-wholly-owned subsidiary of the
Company, and Qingdao Haier Electronics Plastic Co., Ltd.
("Qingdao Electronics Plastic”), an associate of Haier Corp,
entered into an asset acquisition agreement on 30 June 2009
pursuant to which Jiaonan Washing Machine agreed to acquire
two compression machines (the “Compression Machines”) at
a cash consideration of approximately RMB1,926,000. The
consideration was determined with reference to the net assets
value of the Compression Machines and was fully paid during
the year. The above transaction was completed on 30 June
2009.

Wuhan Haier Water Heater Co., Ltd. (“Wuhan Water Heater"),
a wholly-owned subsidiary of the Company, and Wuhan Haier
Refrigerator Co., Ltd. (“Wuhan Refrigerator”), a non-wholly-
owned subsidiary of Qingdao Haier, entered into a removal
compensation agreement on 30 June 2009 pursuant to
which Wuhan Water Heater agreed to remove its plant and
machinery from the existing premises to the new premises in
consideration for an aggregate compensation of approximately
RMB12,406,000. The compensation included a removal
compensation fee of approximately RMB4,906,000, which was
fully received during the year, and a renovation compensation
fee of RMB7,500,000, with RMB3,400,000 received during
the year and the remaining RMB4,100,000 to be paid in
two annual installments on or before 25 September 2010
and 2011, respectively. The removal compensation fee and
renovation compensation fee were determined with reference
to the costs and expenses incurred by Wuhan Water Heater
in respect of the removal.

14.BBEALRS (&)

(0

—ETAFEANAZTH ARFZkRE
EHBARSSBRERERKEERA A
([BEER#])BEREBMAR HE
AEEERETEBRERAG(EEE
BRI EEWERE Bt BREX
KEREREREENKE([ZEEN
#eg]) WERELH R ARY,926,000
Lo ZREN2EZEBRNIKE 2 BEF
EEEWRFRBHEAN - LIRS HRZ
TTRHENA=THTHK °

ZETAFEANA=Z+TH AREZE2EK
BRARRESREKEBERAF([EER
KEFNHEESERZETEWNBLRR
EBRBAEERARTREEKIE))
I BMAERE - Bt BUERUKER
ERREMEAZKRE REBBRETY
¥ REAQRE L AKKI2406,0007T
ZHEDS - HEDSBEEENFRBEURER
ZEBBHEES O ARE4L906,0007T &=
EmES ARK7,500,000T(HA AR
3,400,0007T B R FAUYE - MR T2 A
K #4,100,0007T 5 AR E D Bl =&
—EFRZFE——FNAZTHBRZA
BRESN BRBRSRESHES DS
REZRUKSEEBBATEE KA RHAS
M TE °
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14. Related Party Transactions (Cont’d)

114

(e) The Group had the following material transactions with Haier

Corp, Haier Investment, their subsidiaries and associates

14.BEANLRS (&

AEBEBREED

(e)

)

7 BERE BE

ZWBAR R ERE (SR RERKE

(collectively referred to as “Haier Affiliates”): AED) e
Group KEH
2009 2008
—ZTAF —EENF
Notes RMB’000 RMB’000
BitaE ARET T ARBT T
Export sale of washing i O S TR S KBS
machines and water heaters (i) 870,049 941,872
Domestic sale of washing B 1A 1 5 AR TR e BUK 2R
machines and water heaters (ii) 4,603,040 2,437,576
Purchase of raw materials EREE R (iii) 7,476,535 6,295,023
Printing and packaging ENRI R BEE T W
fee expenses (iv) 33,208 23,501
Mould charges REELH (v) 193,947 184,415
Utility service fee expenses AARBEZ S (vi) 57,027 53,917
Logistics charges LNk -4, (vii) 369,200 337,938
Promotion fee expenses EEELH (viii) 127,926 110,723
Other service fee expenses EMRESE S M (ix) 139,663 143,737
Interest expenses BT H (x) 7,906 13,150
Interest income SN x) 3,645 4,325
Trademark licence fee expenses  FHIZHERE X H (i) = =
Sale of gift products SHEE M (xii) 4,699 5,712
Premise lease expenses MERES T (xiii) 840 =
Premise lease income MEREWA (xiii) 1,008 =
Equipment lease income RERERA (xiv) 779 =
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14. Related Party Transactions (Cont’d)

(e)

(Cont’d)

Notes:

(i)

(ii)

(iii)

(iv)

(v)

(vi)

(vii)

(viii)

(ix)

(x)

(xi)

(xii)

The export sales of washing machines and water heaters
were made to Haier Electrical Appliances Co., Ltd. (“Haier
Electrical”), a subsidiary of Haier Investment, at selling
prices representing the differences between the selling
prices of washing machines and water heaters mutually
agreed and the selling expenses of Haier Electrical not
exceeding 1.5% of the selling prices of washing machines
and water heaters.

The domestic sales of washing machines and water
heaters were made at unit prices not less than the
average selling prices of the same type of products
sold in similar transactions to the top five independent
customers of the Group in the previous year.

The purchase of raw materials was charged at prices not
higher than the consolidated and integrated tender and
bidding price of the raw materials plus a commission fee
of not exceeding 2.6%.

The printing and packaging fee expenses were charged
based on terms no less favourable than those offered
by independent third parties.

The moulds were charged with reference to the average
market tender and bidding price plus actual administrative
costs.

The utility service fee expenses were charged based
on the state-prescribed prices plus actual administrative
costs.

The logistics charges were charged based on terms no
less favourable than those offered by independent third
parties.

The promotion fee expenses were charged at no more
than 1.2% of the domestic sales of washing machines
and water heaters of the Group.

The other service fee expenses were charged with
reference to the actual costs incurred and/or on terms
no less favourable than those offered by independent
third parties to the Group.

The interest expenses and income were determined with
reference to the standard rates published by the People’s
Bank of China.

The trademark licence fee expenses were charged at a
nominal consideration of RMB1 during the year.

The sales of gift products were made at selling prices not
higher than those sold by Haier Affiliates to independent
third parties.

14.BBEALRS (&)

(e)

)
e

(i) MEAREZIMBARSMEEES?
EXARAR(IERERERE W
O34 &R B 20K 25 TR IBAEE R
EE77 T 2 MM B HUK 25 5B 2
BREREXZHER(TEAR
R EAKEREEZ1.5%) ZE8M

#ETT e

(i) AEREREUKSRZBAHE THIZTME
RAREEBEFERABLELR
BURZHERBERFHEEZ
BERE-

RERMEIESRENZHG—84
BIZBZER B INTHEiE2.6%2 1
S URER o

(iii)

(iv) ENfl R B8 ST H ViR NBER B E

=R ZIGREE -

(v REABXHTIZEFHNSHERL
B 5 MERITHEAAE -

(vi) ARRBESHTRBEFIEEER
S IMNERITHRAANFE -

MIRE S TR T EN B E =711
P2 GEFRETHE -

(vii)

EEBEYH RN BB E B XK
NEKEEZZBHANHEZ1.2%5ME ©

(viii)

(ix) HMRBEXHDH2EEEZEERK
AR/ RTBRBLE=FAAREE
R IRREHE -

X MEXHRBATIZERBEARRT
BB ERREE -

x) FA - AREREHRKEBAR
BARBITTEE -

HERmM IR TN ERBEA LR
BUR=TEITHE ZEEET -

(xii)
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14. Related Party Transactions (Cont’d)

(e)

)

116

(Cont’d)

Notes: (Cont’d)

(xiii) The premises lease expenses and income were determined
with reference to the rental assessment of the premises
conducted by an independent firm of professional valuers
in the PRC.

(xiv) The equipment lease income was determined with
reference to the energy consumption expenses,
depreciation expenses, spare equipment expenses and
management fee incurred by the Group for the lease of
the equipment.

Compensation of key management personnel of the Group:

14.BEAETRF ()
© (#)

BeE : (4%)

(i) MEREHRBATI2EHPE—
BB BREEMITET2MFEZE

TRMEEE °

(xiv) REBHEBATIZZEREERERE
EEZRERERSH  EXH &
RAREHREREREE -

) AEBEEEEAE ZFH

2009 2008

“ETAF —EENEF

RMB’000 RMB’000

AR%T T ARBT T

Short term employee benefits 52 #{E 5 1& F 1,074 3,494

Post-employment benefits  BfEEE £ 4& F) = 1

Equity-settled share ARG E 2 IR R

option expense 1,732 -
Total compensation paid to BN EZEERAS 2 H BBz

key management personnel 2,806 3,505

Further details of directors’ emoluments are included in note
8 to the financial statements.

Except for item (f), the above related party transactions also
constitute continuing connected transactions or connected
transactions as defined in Chapter 14A of the Listing Rules.

HAIER ELECTRONICS GROUP CO., LTD ANNUAL REPORT 2009
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15. Property, Plant and Equipment 15. 1% - BERZE
Group rEE

Tools,
furniture
Plant and and Motor Construction
Buildings  machinery fixtures vehicles in progress Total
IR A
BF HBERES R&E RE  EEIE h
RMB’000 RMB’000 RMB'000 RMB'000 RMB000 RMB'000
ARETT ARBTR ARMTRT AR%TR ARBTR ARETR

31 December 2009 ZEENETZA=T-H
At 1 January 2009; RZZENF—-R—-A:

Cost A 485,921 792,919 20,025 4,901 12,040 1,315,807

Accumulated depreciation ZithE (148,331)  (500,964) (9,050) (3,470) - (661,815)

Net carrying amount BEFE 337,590 291,955 10,975 1,431 12,041 653,992
Cost at 1 January 2009, net of R=ZETAF—A—AZMKAE -

accumulated depreciation BHRETE 337,590 291,955 10,975 1,431 12,041 653,992
Additions NE 5,437 8,237 5,815 1,099 49,623 70,211
Disposals/write-off HE /M (9,029) (18,520 (2,054) (402) = (30,005)
Depreciation provided FANERHE

during the year (20,087) (50,524) (6,571) (1,020) - (78,202)
Transfer to investment REMEER

properties (18,894) - - - - (18,894)
Transfers e 6,390 30,637 12 - (37,139) -
Cost at 31 December 2009, RZETNFE+-A=1—H

net of accumulated LK Bk

depreciation REE 301,407 261,785 8,277 1,108 24,525 597,102
At 31 December 2009: R-EThE+-A=1+—-0:

Cost KA 464,383 703,746 23,629 2,686 24,525 1,218,969

Accumulated depreciation ZEE (162,976)  (441,961) (15,352) (1,578) - (621,867)

Net carrying amount EHFE 301,407 261,785 8,277 1,108 24,525 597,102
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15. Property, Plant and Equipment (Cont’d)

118

15. 1% - MERRE(E)

Group (Cont'd) REE(E)
Tools,
furniture
Plant and and Motor  Construction
Buildings ~ machinery fixtures vehicles in progress Total
IA KA
BT BREREES REE B EEIR b
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARBTT ARETT ARETR ARETT ARETT ARETR
31 December 2008 “EEN\ET-A=1-H
At 1 January 2008: RZZENG—A—-R:
Cost A 478,906 794,977 19,197 4,241 5827 1,303,148
Accumulated depreciation 2:HE (125296) (459,520 (5,987) (3,395) - (594,198)
Net carrying amount FH3E 353,610 335,457 13,210 846 5,827 708,950
Cost at 1 January 2008, RZBZNF-A—H2ZA
net of accumulated BEMREFIE
depreciation 353,610 335,457 13,210 846 5,827 708,950
Additions NE 70 9,520 470 673 27,740 38,473
Disposals/write-off & /M (27) (7,127) (20) - = (7,174)
Depreciation provided FRANERME
during the year (23,035) (60,014) (3,100) (88) - (86,237)
Transfers ELE 6,972 14,119 435 - (21,526) -
Exchange realignment I 5 A% - = (20) = = (20)
Cost at 31 December 2008, RIBZNEFTZA=F—RZAA -
net of accumulated BENRZEHTE
depreciation 337,590 291,955 10,975 1,431 12,041 653,992
At 31 December 2008: RZBZEN\F+=A=1+—H:
Cost KA 485,921 792,919 20,025 4,901 12,041 1,315,807
Accumulated depreciation Z5tiTE (148,331)  (500,964) (9,050) (3,470) - (661,815
Net carrying amount EHFE 337,590 291,955 10,975 1,431 12,041 653,992

HAIER ELECTRONICS GROUP CO., LTD

ANNUAL REPORT 2009



15. Property, Plant and Equipment (Cont’d)

All buildings of the Group are erected on land in Mainland China
held under medium term leases.

As at 31 December 2009, certain of the Group's buildings with an
aggregate net book value of approximately RMB211,910,000 (2008:
RMB236,364,000) did not have building ownership certificates
registered under the names of the respective subsidiaries of the
Company.

With respect to the above properties and the Group’s investment
properties, on 24 February 2005 and 20 September 2006, Haier
Corp issued two undertakings to the Company, pursuant to which
Haier Corp agreed to provide other suitable properties to the Group
to ensure the operations of certain subsidiaries of the Company
operating in Qingdao and Wuhan and indemnify the Group against
any losses arising from the above defective property title issue
and for any moving cost/loss incurred, if, for any reason, the
respective subsidiaries were not able to continue to use the buildings
before the related acquisition and registration procedures have
been completed. The aggregate net book value of the Group’s
buildings and investment properties indemnified by Haier Corp as
at 31 December 2009 amounted to approximately RMB129,166,000
(2008: RMB155,712,000).

In the opinion of the directors, the Group is entitled to lawfully
and validly occupy and use the buildings and investment properties
for its daily operations, notwithstanding the fact that the related
building ownership certificates have not yet been obtained.

NOTES TO FINANCIAL STATEMENTS Bf &R F MIzT

31 December 2009 —ETNF+=-A=+—H

15. 9% - MERRE (&)

AEE2FEFHRTRROFHE - ARG
BRRE o

R-ZThF+-A=+—8  AEERER
SFEX B ARK211,910,0000( ZFT)\F -
ARM236,364,00070) 2 & TEFWHAARAR
AIBHBARIZ BEERZEHEREE -

HEMMERREBEREYMENS  R=FZ
AF-_A-t+HWEER-_ZTEEFALA=-1+H"
EREERARIAARAEDLMIERR it
BREBARRAE - WEMHEQTWEEME
HEEEABURE RECRF TRATEE SR
BFEEEER  SREEQRKBRASE@EIR
HEMEEDE  UBREADARETERINE
KEZETHBARMKREER  WREAS
ER A EREMEXEMBEE 2EME
KUARFBRZ EARBERA BK - K=
TTENF+ZA=+—H BREEARR
BAEEZEFRRAVELEREMEENA
AR #129,166,000( ZZENF : AR
155,712,0007T) °

EXRA BEDADSERFLERS @ I
AEBEBERSERBRERRERET K
EMENETEREE -
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16.

120

Investment Properties 16. R EY
Group rEE
2009 2008
ZBEBAF ZET)NF
RMB’000 RMB’000
AR¥T T ARETT
Cost at 1 January, net of R—A—BZKA  ENBREFHTE
accumulated depreciation = =
Transfer from own-occupied ERSRyESL S
properties 18,894 -
Depreciation provided FRNERE
during the year (596) -
Cost at 31 December, net of RT+ZA=+—BZKA ENRRFINE
accumulated depreciation 18,298 -
At 31 December: W+=—A=+—8:
Cost D 18,894
Accumulated depreciation ZEHE (596) =
Net carrying amount FREDFE 18,298 =

All investment properties of the Group are erected on land in
Mainland China held under medium term leases.

In the opinion of the directors, the fair value of the Group's
investment properties was approximately RMB21,046,000 as at
31 December 2009 (2008: Nil). Property rentals from investment
properties for the year ended 31 December 2009 amounted to
approximately RMB1,008,000 (2008: Nil).

As at 31 December 2009, the Group’s investment properties did not
have building ownership certificates registered under the name of
the Company’s subsidiary. The Group obtained an undertaking from
Haier Corp in relation to such defective property title issue, details
of which are set out in note 15 to the financial statements.

HAIER ELECTRONICS GROUP CO., LTD ANNUAL REPORT 2009
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17. Prepaid Land Premiums 17. B L bR
Group rEE
2009 2008
ZBENF = AN
RMB’000 RMB’000
ARET ARETFT
Carrying amount at 1 January R—A—RAZEEE 72,819 74,660
Recognised during the year FAHER (2,.226) (1,841)
Carrying amount at 31 December R+=—A=+—HZEEE 70,593 72,819
Current portion included FTATBRFIE -« ke REMERERR
in prepayments, deposits ZmEEl s
and other receivables (1,918) (1,971)
Non-current portion ERENEL 68,675 70,848

All prepaid land premiums represent payments for leasehold land
in Mainland China held under medium term leases.

As at 31 December 2009, certain parcels of the Group’s leasehold
land with an aggregate unamortised prepaid land premium amount
of approximately RMB8&,825,000 (2008: RMB9,384,000) did not
have land use right certificates registered under the names of
the respective subsidiaries of the Company, all of which were
indemnified by Haier Corp as at 31 December 2009. Details of the
undertakings granted by Haier Corp to the Company in relation to
such title issue are set out in note 15 to the financial statements.

P A TEA L SRR 70 o B B B 194 B3
DB 2 MELHFRIA -

R-ZEZAE+-_A=1+—8  FEEREH
TESHHE TR ABREL A A KR H8,825,0007T
(ZZZTN\F : AR¥9,384,00070) 2 % T8
E+ T EUNRARSHEERNBARZBEE
2T FEAEE  SREBARER =T
NE+ZA=T—BHREELEZHEE - R
SE QR MAR B A AT A E 2 % im R A
REEL A Z BN B IRERMES o
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18. Intangible Assets 8.EBILEE
Group rEE
Patents
Software and licences Total
LS BRI R4S @st
RMB’000 RMB'000 RMB'000
ARET R AR®T R AR®T R
31 December 2009 —EENF+ZRA=1T—H
At 1 January 2009: RZZTNF-H—B:
Cost DEN 805 2,429 3,234
Accumulated amortisation 2T (229) (1,388) (1,617)
Net carrying amount REFE 576 1,041 1,617
Cost at 1 January 2009, net of RZZZENF-—RA—BZKA
accumulated amortisation BRG] 576 1,041 1,617
Additions during the year FRARE 439 - 439
Amortisation provided during the year FREHRE (245) (347) (592)
Cost at 31 December 2009, net of RZEZNF+-_A=1+—H
accumulated amortisation LR - BBk RATEE 770 694 1,464
At 31 December 20009: RZZZNF+ZA=1+—Q:
Cost N 1,244 2,429 3,673
Accumulated amortisation ZETEH (474) (1,735) (2,209)
Net carrying amount REFE 770 694 1,464
31 December 2008 —EENF+ZA=1+—H
At 1 January 2008: RZZZENF-H—H8:
Cost DEN - 2,429 2,429
Accumulated amortisation ESE 3 = (1,041) (1,041)
Net carrying amount REFE - 1,388 1,388
Cost at 1 January 2008, net of RZZZNF-A—BZEA
accumulated amortisation [BEGEEE: - 1,388 1,388
Additions during the year FRARE 805 - 805
Amortisation provided during the year FRE R E (229) (347) (576)
Cost at 31 December 2008, net of RZEZNF+-_A=+—H
accumulated amortisation LR - BBk RATEH 576 1,041 1,617
At 31 December 2008: RZZEENE+-A=+—8:
Cost B 805 2,429 3,234
Accumulated amortisation 2T (229) (1,388) (1,617)
Net carrying amount REFE 576 1,041 1,617
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19. Interests in Subsidiaries 19. it & A Al A=
Company AN
2009 2008
—EThF —EENF
RMB’000 RMB’'000
ARET T AREETFTT
Unlisted investments, at cost JELEMIRE TR 1,745,393 1,745,393
Due from subsidiaries A S NGIE/ O] 143,711 143,662
1,889,104 1,889,055
Impairment for unlisted FEEMIREREFIEE)
investments (note) (2,075) (2,075)
1,887,029 1,886,980
Note: An impairment was recognised for certain unlisted BieE - R ERARTE QR 2 FREIRER - 8K
investments with a carrying amount of RMB2,075,000 E?ﬁﬂEE@AE%Z,OB,OOOﬁZ%?
because the relevant subsidiaries had suffered losses for JEEMIREERIBE o
many years.
The amounts due from and to subsidiaries included in the FTARRBERBEERIERBBEZER KL
Company’s non-current assets and non-current liabilities of FESTFT /B A B FRIE S Bl A A R#143,711,0007T
RMB143,711,000 (2008: RMB143,662,000) and RMB74,885,000 ZZTN\F : AR¥143,662,0007T) & AR
(2008: RMB74,915,000), respectively, are unsecured, interest-free 74,885,000 0( —ZZ)\F : AR#¥74,915,000
and not repayable within one year. The carrying amounts of these T REER RE RN —FRNBEENR - %F
amounts due from and to subsidiaries approximate to their fair JE U K2 FE AT B /B Rl SRIE 2 BRE (B BL A B
values. HE -
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19. Interests in Subsidiaries (Cont’d)

124

Particulars of the principal subsidiaries are as follows:

19. B 2 Bl fEsR (45)

Percentage of

EBHBARZERMT :

Place of Nominal value equity directly
registration and of registered attributable to Principal
Name operations capital the Company activities
KRR EEEN
£8 FEH R & S 4t B AMELEE BRERD L TEXK
RMB’000 Direct Indirect
AR¥TR HE e
Qingdao Haier Washing PRC/ 238,610 - 93.44 Manufacture
Machine Co., Ltd. * Mainland China and sale of
S5EERAKBERAR* FRE B ARE washing machines
A N B E R
Foshan Shunde Haier Electric PRC/ 48,800 - 60 Manufacture
Co., Ltd. * Mainland China and sale of
HILTIEE SR ESER AR HE R EARE washing machines
A B MHE R
Hefei Haier Washing Machine PRC/ 92,000 - 98.69 Manufacture
Co., Ltd. * Mainland China and sale of
AIEBREXEER AR BB A RE washing machines
AR SHE R
Qingdao Jiaonan Haier PRC/ 10,000 - 94.49 Manufacture
Washing Machine Co., Ltd. ** Mainland China and sale of
SEBRMEREKKERAR** FB hEAREE washing machines
A N B E R
Chongging Haier Washing PRC/ 25,000 25 74.02 Manufacture
Machine Co., Ltd. * Mainland China and sale of
EEREREXEER AT B B A RE washing machines
A B E R
Foshan Shunde Haier PRC/ 20,000 25 74.02 Manufacture
Intelligent Electronic Mainland China and sale of

Co., Ltd. *

FILTIEE SR ELET

BRAR]*

HAIER ELECTRONICS GROUP CO., LTD ANNUAL REPORT 2009
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19. Interests in Subsidiaries (Cont’d)

NOTES TO FINANCIAL STATEMENTS Bf &R FTMIzT
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19. B R Bl HERR (45)

Percentage of

Place of Nominal value equity directly
registration and of registered attributable to Principal
Name operations capital the Company activities
ENREEERL
Z8 RIS b AMELEE REBRD L TEXK
RMB’000 Direct  Indirect
AR¥TR HE i
Qingdao Haier Electronics PRC/ 5,000 50 30 Sale of
Sales Co., Ltd. * Mainland China washing machines
SEERBERHEEGRAF R B A RE and water heaters
$HE ST K UK 2R
Haier Indesit (Qingdao) PRC/ UsD24,000 - 100 Manufacture
Washing Machine Mainland China 24,0003 7T and sale of
€o., Iligl, == AR R B K washing machines
BRBEES(FE)ERK A BB E R
BRAR]***
Qingdao Haier Drum PRC/ UsbD12,000 - 100 Manufacture
Washing Machine Mainland China 12,0003 7T and sale of
Go., litd: == AR B A e washing machines
S EBRREERE A RSHE SRR
BRAR]***
Qingdao Economy and PRC/ 120,000 - 100 Manufacture
Technology Development Mainland China and sale of
Zone Haier Water FRE R B K R water heaters
Heater Co., Ltd. *** HE RIHE HUKER
SERERTAER SR
HOKBEBR AR ***
Wuhan Haier Water Heater PRC/ 50,000 - 100 Manufacture
Co., Ltd. *** Mainland China and sale of
RETRAKEBER AR ** BB HPBEARE water heaters
A E R SHE UK
Chongging Haier Water PRC/ 10,000 - 100 Manufacture
Heater Co., Ltd. ** Mainland China and sale of
EEBREVKBRERAA > R B A RE water heaters

“TEAFEH
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19.

20.

126

Interests in Subsidiaries (Cont’d)

* Registered as a Sino-foreign equity joint venture enterprise
under PRC law.

**  Registered as a limited liability company under PRC law.

*** Registered as a wholly-foreign-owned enterprise under PRC
law.

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

19.

B R B MR (A2

* RERBEAREM AT SR

AEAF -

> REPEEFEIMABREERF
o RBPBEIAREMRIEBEELE

ERMIZARRMBARNES

7) %5 - 5 B2
REETEY

EXREBARFRE 2 RESARAEBEEFE

TERLDZMBLRE - EERR
BRAKEEHATBNITE

DI EL A B

Inventories 20. 7€
Group REH
2009 2008
—SThE —BENF
RMB’000 RMB'000
AR¥T R AREFTT
Raw materials [t 32,163 33,083
Work in progress R 16,116 7,028
Finished goods UK 340,937 230,360
389,216 270,471
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21. ERBE S RAKRE

AEBEEEF HNBESGRRAEERE
HFEERN  BEANEFENTE R
HAEA—EA XEXFZEEHRZAE
E=-EA - EXEFPHUBEEHLR - AREHK
00 B R B i R MR [B] B W BR SR AR R E B R
b o BHAME S REIRE T HERM &R
MARAEEHEWEZEREEBRSZTEFA
B MY BERETNEERR - BKE SR

relate to a large number of diversified customers, there is no HARFHE ©

21. Trade and Bills Receivables

The Group's trading terms with its customers are mainly on credit,
except for new customers, where payment in advance is normally
required. The credit period is generally one month, extending
up to three months for major customers. Each customer has a
maximum credit limit. The Group seeks to maintain strict control
over its outstanding receivables to minimise credit risk. Overdue
balances are reviewed regularly by senior management. In view of
the aforementioned and the fact that the Group’s trade receivables

significant concentration of credit risk. Trade receivables are non-
interest-bearing.

RBERRERESERZERZEZEHY
reporting period, based on the invoice date, is as follows: Mo

An aged analysis of the trade receivables as at the end of the

Group

REME
2009 2008
—ZEAF —ZTETNF
RMB’000 RMB’'000
AR® T AREEFTT

Trade receivables: JEUE PR ¢

Within 1 month 1E A A 457,259 800,538
1 to 2 months 1£22@A 72,298 6,170
2 to 3 months 2&=318A 71,415 133,526
Over 3 months HBiB31EA 215,646 121,422
816,618 1,061,656
Bills receivable FEU % 1,930,305 1,050,000
2,746,923 2,111,656
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21.

128

Trade and Bills Receivables (Cont’d)

The aged analysis of the trade and bills receivables that are not
considered to be impaired is as follows:

21. BREZRIRERE(F)

YR ABREZERE ZERNLEEZRR
DT

Group
rEE
2009 2008
—ZEEAEF —FT)\F
RMB’000 RMB’'000
AR¥T T ARETIT
Neither past due nor impaired AREER K AR E 2,531,277 1,990,234
Less than 1 year past due BED—E 215,646 121,422
2,746,923 2,111,656

Receivables that were neither past due nor impaired relate to
customers for whom there was no recent history of default.

Receivables that were past due but not impaired relate to a number
of customers that have a good track record with the Group. Based
on past experience, the directors of the Company are of the opinion
that no provision for impairment is necessary in respect of these
balances as there has not been a significant change in credit quality
and the balances are still considered fully recoverable. The Group
does not hold any collateral or other credit enhancements over
these balances.

Included in the Group’s trade and bills receivables are amounts
due from Haier Affiliates amounting to RMB407,193,000 (2008:
RMB703,541,000), which are repayable on similar credit terms to
those offered to the major customers of the Group. Further details
of the sales to these related parties are set out in note 14 to the
financial statements.
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22. Prepayments, Deposits And Other Receivables

22. AR ~ HERAMERRK

Group Company
rEE PN
2009 2008 2009 2008
SERNFE TN\ FE ZBTREFE —TT)N\EF
RMB’000 RMB’000 RMB’000 RMB’000
AR¥TR ARETT ARBTR ARBTT
Prepayments AR FRIE 71,576 33,240 361 412
Deposits b 443 615 443 615
Other receivables H fth FEUBR 5K 33,849 62,899 - =
105,868 96,754 804 1,027
Impairment BUE (9,772) (7,087) = =
96,096 89,667 804 1,027
The movements in provision for impairment of other receivables HAb R ARFORERE 2 S BT :
are as follows:
Group Company
rEE b /NE |
2009 2008 2009 2008
—EEAFE ZTITNF ZBEAE ZTIT)N\F
RMB’000 RMB’000 RMB’000 RMB’000
AR¥TR ARKTT AR®BTR ARBTT
At 1 January n—HA—H 7,087 = - =
Impairment loss recognised R EEE
(note 6) (PF5E6) 3,329 7,087 - -
Amount written off 48 A AT Uk Bl 5118
as uncollectible (644) - - -
As at 31 December R+=—RA=+—H 9,772 7,087 - -

Except for other receivables amounting to RMB9,772,000 included
in the above balance, none of the above assets is either past due or
impaired. Other than the aforementioned impaired receivables, the
financial assets included in the above balances relate to receivables
for which there was no recent history of default.

Included in the Group's prepayments, deposits and other receivables
are amounts due from Haier Affiliates amounting to RMB78,017,000
(2008: RMB11,829,000), which are unsecured, interest-free and are
repayable on demand. The carrying amounts of the prepayments,
deposits and other receivables approximate to their fair values.

BREMEHRTBEREZHEMBERERARE
9,772,0007T ol - Lt & E B & E A sk B R
BBz BREZEBEKIRKI il
FiT 8L3E 2 B 765 & 7= ER D 3 HA R SR A0 8% 2 R IR
REE -

AEBEZEMNFKIE  Ze RHEMEURERRBE
FEUUS BB A L3XB A ARKT8,017,0007C
(ZEZTN\F : AR¥11,829,0007T) %A
BERE . B RIZMAEE - BMNFIE - &
& REMEWREER Z RAERE AT ERE -
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Cash and Cash Equivalents 2. REeRREEHEEH
Group Company
AEE AAT
2009 2008 2009 2008
—EENF —ZTTNF ZEBEAF TT)N\F
RMB’'000 RMB’'000 RMB’000 RMB’'000
ARETRE ARETT ARETRT ARETT
Cash and bank balances & MIRITHE 1,025,815 347,147 4,225 8,546
Time deposits T BT X 269,458 265,770 158,513 131,521
Cash and cash equivalents RekR&FMEER 1,295,273 612,917 162,738 140,067

At the end of the reporting period, the cash and bank balances
and time deposits of the Group denominated in RMB amounted
to RMB1,132,535,000 (2008: RMB472,850,000). The RMB is not
freely convertible into other currencies, however, under Mainland
China’s Foreign Exchange Control Regulations and Administration of
Settlement, Sale and Payment of Foreign Exchange Regulations, the
Group is permitted to exchange RMB for other currencies through
banks authorised to conduct foreign exchange business.

Cash at banks earns interest at floating rates based on daily bank
deposit rates. Short term time deposits are made for varying periods
of between one day and three months depending on the immediate
cash requirement of the Group, and earn interest at the respective
short term time deposit rates. The bank balances are deposited with
creditworthy banks or financial institutions with no recent history
of default. The carrying amounts of the cash and cash equivalents
approximate to their fair values.

Included in the Group’s cash and cash equivalents are deposits of
approximately RMB679,020,000 (2008: RMB452,824,000) placed
with Haier Group Finance Co., Ltd. (“Haier Finance”), a financial
institution approved by the People’s Bank of China. The interest
rate on these deposits was 0.36% per annum. Further details of
the interest income attributable to the deposits placed with Haier
Finance are set out in note 14 to the financial statements.
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24. B E 5 R
RIS RN L PR BRREEASS

24. Trade Payables

An aged analysis of the trade payables as at the end of the reporting

period, based on the invoice date, is as follows: e :

Group

rEE
2009 2008
ZBENF ZETNF
RMB’000 RMB’000
ARBT T ARBTT
Within 1 month KENGIA 904,812 894,443
1 to 2 months 1£221@A 626 9,990
2 to 3 months 2E3@A 302 435
Over 3 months HBiE31EA 6,494 17,231
912,234 922,099

e E SRR FRE - Y —RIZNF30E90
RZEEHESE -

The trade payables are non-interest-bearing and are normally settled
on credit terms ranging from 30 to 90 days.

AEBEZEMNESDERBERASHBEEAL
IA A A RH896,044,000T( —EEZENE : A
R #894,854,0007T ) + #Z X AB IR EL H Ab [F 48
HERGTAEEREZEEKRKEE - 54
MZEREATREZ HtFBHE R ESRE

Included in the Group’s trade payables are amounts due to Haier
Affiliates amounting to RMB896,044,000 (2008: RMB894,854,000),
which are repayable on similar credit terms to those offered by
other similar suppliers of the Group. Further details of the purchases
from these related parties are set out in note 14 to the financial

statements. MisE14 -
25. Other Payables and Accruals 25. Hitt B IR R BT A E
Group Company
rEH KATF
2009 2008 2009 2008
“EEAE —TTN\F ZBELE —TTNF
RMB’000 RMB’000 RMB’000 RMB’000
AR¥TR AREBTT AR®BTR ARBTT
Other payables E fth FETBR SR 1,316,380 1,132,248 154,750 157,870
Accruals EEtBE 964,613 226,883 5,371 4,469
2,280,993 1,359,131 160,121 162,339

Included in the Group's other payables and accruals are amounts
due to Haier Affiliates amounting to RMB628,642,000 (2008:
RMB806,765,000). These amounts are unsecured, interest-free and

are repayable on demand.

AEEEMEMNEREETEERERMSSE
MEE A LB ARE628,642,000T( —EF
A\ AR#806,765,0007T) ° 2 E 18 A E
IR B RITBAEE -
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26. Interest-bearing Borrowings 26.5;TEBE
Group rEE
2009 2008
ZEBENF —TTN\F
Effective Effective
interest rate Maturity interest rate Maturity
BERA= E)- BIRAX gl
% RMB'000 % RMB'000
ARBTR ARETFT
Current e
Other loans HEfER - 5.4-7.56 2009 24,800
Non-current FERE
Other loans HiEH 5.75-7.74 2011 74,000  5.75-7.74 2011 118,200
74,000 143,000
Group Company
rEE AN
2009 2008 2009 2008
SEEAF —TI)N\F ZBBELF —TT)N\F
RMB’000 RMB’000 RMB’000 RMB’000
AR¥TR ARBTT AR®BTR ARBTT
Borrowings repayable: ARUATREEREZEE :
Within one year or on demand —FAFIRAA - 24,800 - =
In the second year FF 74,000 = - -
In the third to fifth years, inclusive F=FEZERF
(BREEMT) - 118,200 - -
74,000 143,000 - -

All interest-bearing borrowings are loans borrowed from Haier
Finance, which are guaranteed by Haier Corp. They are unsecured,
bear interest at rates ranging from 5.75% to 7.74% per annum
and are repayable in 2011. Further details of the interest expenses
attributable to the loans borrowed from Haier Finance are set out

in note 14 to the financial statements.
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26. Interest-bearing Borrowings (Cont'd) 26. st EBE(E)
All borrowings of the Group bear interest at floating interest rates AEBMBEEEANEBFESF S BEAARE
and are denominated in RMB. A -
The carrying amounts of the Group’s borrowings approximate to AEBZEBEZRABERE AT ERE °

their fair values.

27. Provisions 27. BE
Group rEH
Product warranties
and installation
EmRERTHE
2009 2008
ZBENF ZET)NF
Notes RMB’000 RMB’000
1= AR¥T T AREFIT
At 1 January m—H—H 239,933 177,238
Additional provision FTIg R 6 434,571 391,149
Amounts utilised during the year FREBA &5 (367,504) (328,454)
At 31 December R+—A=+—H 307,000 239,933
Portion classified as SEREBIBEZ D
current liabilities (206,476) (160,399)
Non-current portion JEmBNEL D 100,524 79,534
The Group provides installation services and warranties of one to AEERAEFPREHEERBE AR -2
six years to its customers on washing machines and water heaters, FERHEREOKBRRE - AMBZERAIELEE
under which faulty products are repaired or replaced. The amount gEH - RERESBREERATRREER
of the provision for the warranties is estimated based on sales HRTS - SRR E LT o Al EERE
volume and past experience of the level of installation services BET - WHEE RELBET °

rendered, repairs and returns. The estimation basis is reviewed on
an ongoing basis and revised where appropriate.
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28. Deferred Tax

The movements in deferred tax assets (mainly relating to provisions)
and deferred tax liabilities (mainly relating to withholding taxes)

during the year are as follows:

28. R IH

FR-REHRBEE(TZRBRERRE) ET
BRAE(EEERMBAME) ST

Group
Deferred tax assets
rEE
EERIBREE
2009 2008
—EEhE —EENF
Notes RMB’000 RMB’000
ih=d AR®T R AREEF T
At 1 January ®n—HA—H 28,220 46,289
Deferred tax charged FREW R FZNGR 2 EERIE
to the income statement
during the year 10 (6,761) (18,069)
At 31 December W+—-—A=+—~H 21,459 28,220
Deferred tax liabilities
BEEHESE
2009 2008
—ZEAF —ZTT)N\F
Notes RMB’000 RMB’000
MfsE AR®T T ARBT T
At 1 January m—H—H 9,588 -
Deferred tax charged FREW RN 2 EERIE
to the income statement
during the year 10 - 9,588
At 31 December R+=—A=+—8 9,588 9,588
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28. Deferred Tax (Cont’d)

The Group has tax losses arising in Hong Kong of RMB31,782,000
(2008: RMB31,782,000) that are available indefinitely for offsetting
against future taxable profits of the companies in which the losses
arose. The Group also has tax losses arising in Mainland China of
RMB180,278,000 (2008: RMB178,059,000) that will expire in one
to five years for offsetting against future taxable profit. Deferred
tax assets have not been recognised in respect of these losses as
they have arisen in the Company and subsidiaries that have been
loss-making for some time and it is not considered probable that
taxable profits will be available against which the tax losses can
be utilised.

Pursuant to the PRC Corporate Income Tax Law, a 10% withholding
tax is levied on dividend declared to foreign investors from the
foreign investment enterprises established in Mainland China. The
requirement is effective from 1 January 2008 and applies to earnings
after 31 December 2007. A lower withholding tax rate may be
applied if there is a tax treaty between Mainland China and the
jurisdiction of the foreign investors. For the Group, the applicable
rate is 10%. The Group is therefore liable to withholding taxes on
dividends distributed by those subsidiaries established in Mainland
China in respect of earnings generated from 1 January 2008.

Except for the deferred tax liabilities of RMB9,588,000 (2008:
RMB9,588,000), which represents the withholding taxes for the
earnings of the PRC subsidiaries to be remitted, as at 31 December
2009, no deferred tax has been recognised for withholding taxes
that would be payable on the unremitted earnings that are subject
to withholding taxes of the Group’s subsidiaries established in
Mainland China. In the opinion of the directors, it is not probable
that these subsidiaries will distribute such earnings in the
foreseeable future. The aggregate amount of temporary differences
associated with investments in subsidiaries in Mainland China for
which deferred tax liabilities have not been recognised totalled
approximately RMB824,190,000 at 31 December 2009 (2008:
RMB184,928,000).

There are no income tax consequences attaching to the payment
of dividends by the Company to its shareholders.
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29.
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Issued Equity 29. ERTHSR
Group rEE
Issued equity
ERTER
RMB’000
AR¥T T
At 1 January 2008 RZZTZNF—HA—H 1,310,074
Conversion of R R ER
convertible notes 176,932
Shares repurchased & B A% 10 (1,147)
At 31 December 2008 and RZZZNF+ZA=+—HEFY
beginning of year 1,485,859
Issue of new shares BATHR D 42,986
Share issue expenses RINEITER (1,234)
At 31 December 2009 REZZZBNF+-A=+—8H 1,527,611

Upon the completion of the Group reorganisation (the
“Reorganisation”) on 28 January 2005, Haier Group became the
controlling shareholders of the Company through the injection of its
equity interests in certain subsidiaries (the “Relevant Subsidiaries”)
principally engaging in the manufacture and sale of top loading
washing machines and mobile phones to the Company. Accordingly,
the Group applied the reverse acquisition basis of accounting to
account for the effect of the Reorganisation.
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29. Issued Equity (Cont'd) 29. BB TRER(E)
Under the reverse basis of accounting, the amount of issued equity REFRBEEE  IRREARZEGEE
of the Group stated in the consolidated statement of financial EBRRZASEEH T ZEHEA

position at the end of the reporting period represents:

2009 2008
—EBEAE ZEENF
RMB’000 RMB’000
AR¥T T AREFT
(i) the amount of the issued capital, () MABEMBARR=ZZTRF
contributed surplus and capital — A=+ N\BBEETEA -
reserves of the Relevant N BERDA R IR A (4
Subsidiaries at 28 January 2005 k- 852,599 852,599
(i) the amount of share capital (i) ARABIRZZT R EHE
(including share premium) of the FERFRERHEE
Company issued for the acquisition B A1 T A5 I J B K 3]
of certain subsidiaries principally 2 ETHERRFTEST
engaged in the manufacture Z R (BIER G
and sale of front loading washing w(E) R
machines and water heaters in 2006 240,795 240,795
(i) the changes in share capital and share (i) A2 =EEBARBZBRAR
premium of the Company since the RN EEZE 81 :
Reorganisation, including:
e the repurchases of shares o RARIEERMDIETE
of the Company (1,147) (1,147)
e the exercise of share options o ARARNTHEREERE
of the Company 119,650 119,650
o the conversion of convertible o RARHRAIBRKRER
notes of the Company 273,962 273,962
e the placement of shares o RAFREERD
of the Company, net of (MBRRMHEITHZ)
share issue expenses 41,752 -
1,527,611 1,485,859
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29. Issued Equity (Cont'd) 29. BB TR (E)
Company AN
2009 2008
—EEhEF —ET)N\F
RMB’000 RMB’000
ARBT T ARBTT
Authorised: JETE ¢
30,000,000,000 30,000,000,0008%
(2008: 30,000,000,000) —ZFZ A\ : 30,000,000,0000%)
shares of HK$0.1 each SREEE0. 1T 2 R D 3,000,000 3,000,000
2009 2008
—EEThEF ZETNF
HK$'000 RMB'000 HK$'000 RMB'000
FET AR¥BTR ARETT
equivalent equivalent
£E Z1H
Issued and fully paid: BEEITREHE :
2,026,673,905 2,026,673,905/%
(2008: 1,951,673,905) (ZZZ/)\&F :1,951,673,905/%)
shares of HK$0.1 each BREE0N BT Z KD 202,667 212,209 195,167 205,596
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29. Issued Equity (Cont’d)

A summary of the transactions during the year involving the
Company'’s issued share capital is as follows: T:

Number of
shares in issue

ERTROBE

29. BRTHER(E)
RERSRARREBTRAZRSHBEM

Issued Share

share premium
capital account Total
BETREX  ROBER st
RMB’000 RMB’000 RMB’000

ARBTT AR®BTR AR®TR

At 31 December 2007 and R_BE+F

beginning of year +ZA=+—BEKFY 1,859,323,461 197,081 833,284 1,030,365
Shares repurchased (note i) FEEIAR 1 (P o) (2,094,000) (185) (962) (1,147)
Conversion of convertible AR % (PRE)

notes (note ii) 94,444,444 8,700 168,232 176,932
At 31 December 2008 and —TTN\EFE

beginning of year +_H =t+—BEREA 1,951,673,905 205,596 1,000,554 1,206,150
Issue of new shares (note iii) AT (B3 75,000,000 6,613 36,373 42,986
Share issue expenses (note iii) B in 2178 A (FYakiii) - = (1,234) (1,234)
At 31 December 2009 RZZTNF

+-—A=1+—8~ 2,026,673,905 212,209 1,035,693 1,247,902

Notes: MIEE
(i)  All of the repurchased shares were cancelled in the previous () FEBERHERBAEETN  HAA

year and the issued share capital of the Company was
reduced by the par value thereof. The premium and related
expenses paid on the repurchases of the ordinary shares of
RMB962,000 were charged to share premium account. An
amount equivalent to the par value of the ordinary shares
was transferred to the capital redemption reserve as set out
in the consolidated statement of changes in equity.

Details of the repurchases are summarised as follows:

RIZBBITIRAMEZEEE TSR °
REOERAREMN ZEERBETHEAR
#£962,0007T B A B& 17 /& (B BR R HIBR o 35k
Mz A B ER AT - HERLTERME
Bz D SR AEAREL i -

BOFERRmT

Number of Price per share Total

Month shares repurchased Highest Lowest price paid

Al ERROEE _ BRRE B EER
=®E 43

HK$ HK$ RMB'000

BT BT ARETRT

September 2008 :22)\¢ﬂﬂ 281,000 0.79 0.78 195

October 2008 —ZZ)\F+A 1,813,000 0.79 0.38 952

2,094,000 1,147
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29.

30.
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Issued Equity (Cont’d)

(i)  On 18 January 2008, the outstanding aggregate principle
amount of the convertible notes were fully converted and
resulted in the issue of 94,444,444 additional ordinary
shares.

(iii)  On 23 March 2009, the Company issued 75,000,000 shares of
the Company at HK$0.65 per share (the “Placing Shares”) to
the subscribers in a share placing. In addition, the Company
issued 300,000,000 non-listed warrants, on the basis of four
warrants for each Placing Share issued, at no initial issue price.
This entitles the holder of each warrant to subscribe for one
new share of the Company at an exercise price of HK$0.66 at
any time for a period of four years from the date of issue of
such warrant. There was no exercise of the warrants during
the year.

At the end of the reporting period, the Company had
300,000,000 warrants outstanding. The exercise in full of
the outstanding warrants would, under the present capital
structure of the Company, result in the issue of 300,000,000
additional shares at HK$0.66 each.

Share Option Scheme

The Company operates a share option scheme (the “Share Option
Scheme”) for the purpose of providing incentives and rewards
to the eligible participants who contribute to the success of the
operations of the Group. Eligible participants of the Share Option
Scheme include any employee, executive or officer of the Group
(including executive and non-executive directors of the Company)
and any supplier, consultant, agent, adviser, shareholder, customer,
partner, business associate who, in the option of the board of
directors of the Company (the “Board”), has contributed to the
Group. The Share Option Scheme became effective on 28 February
2002 and, unless otherwise cancelled or amended, will remain in
force for 10 years from that date.

The maximum number of shares in respect of which options may be
granted under the Share Option Scheme is such number of shares,
when aggregated with shares subject to any other share option
scheme(s) of the Company, must not exceed 10% of the issued share
capital of the Company as at the date of adoption of the Share Option
Scheme. The maximum number of shares issuable upon exercise
of the options granted under the Share Option Scheme and any
other share option scheme(s) of the Company (including exercised,
cancelled and outstanding options) to each eligible participant in any
12-month period is limited to 1% of the shares of the Company
in issue as at the date of grant. Any further grant of share options
in excess of this 1% limit shall be subject to the issue of a circular
by the Company (and if required, the holding company) and the
shareholders’ approval of the Company (and if required, the approval
of the shareholders of the holding company) at a general meeting.
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30. Share Option Scheme (Cont’d) 30. B AEETEI(E)

Share options granted to a director, chief executive or substantial
shareholder of the Company, or to any of their respective associates,
are subject to the approval in advance by the independent non-
executive directors of the Company (and if required, the independent
non-executive directors of the holding company), excluding the
independent non-executive director(s) of the Company and the
holding company who is/are the grantee(s) of the options. In
addition, any share option granted to a substantial shareholder or
an independent non-executive director of the Company, or to any
of their respective associates, in excess of 0.1% of the shares of
the Company in issue as at the date of grant or with an aggregate
value (based on the closing price of the shares of the Company as at
the date of grant) in excess of RMB5 million, within any 12-month
period, is subject to the issue of a circular by the Company (and if
required, the holding company) and the shareholders’ approval of
the Company (and if required, the approval of the shareholders of
the holding company) in advance at a general meeting.

The offer of a grant of share options may be accepted within 28 days
from the date of the offer, upon payment of a nominal consideration
of RMB1 in total by the grantee. The exercise period of the share
options granted is determinable by the Board, and commences on a
specified date and ends on a date which is not later than 10 years
from the date of grant of the share options or the expiry date of
the Share Option Scheme, whichever is earlier.

The exercise price of the share options is determinable by the Board,
but may not be less than the highest of (i) the closing price of the
shares of the Company as stated in the daily quotation sheet of
the Stock Exchange on the date of grant, which must be a trading
day; (ii) the average closing price of the shares of the Company as
stated in the Stock Exchange’s daily quotation sheets for the five
trading days immediately preceding the date of grant; and (iii) the
nominal value of the shares of the Company.

Share options do not confer rights on the holders to dividends or
to vote at shareholders’ meetings.
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BB AR 2 BERR AR AT R 2 BR 1 - B iR IR
HEHARRAE#ETIRN0.1% KB ERER
PEAARARRG 2 KRTEFTE)BBARE
5,000,0007C - BIAAG(R(AMWAEFRE)ERA
7)) ZBTIEE R R BN IREASECRA QAR
R(R(BFE)ERA R Z R ) B -

BB ZEZ AR EE A ML 28R A H
ERAXMNEBAREE XAREIUTRES -
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ZHAERBREFEFFENREERE)R
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30. Share Option Scheme (Cont’d)

142

30.

The following table discloses movements in the Company’s share

options outstanding during the year:

BT (E)
TR B PO B R AT A 2 B -

Long position in Shares or underlying Shares pursuant to REBRERRAREEARG ZHFR
share options
2009 —EZhEF
Number of share options Date of Exercise  Approximate
BREHE grant of price of % of issued
At1 Granted  Exercised At 31 share share  Shares upon
Name or category January during during December  options Exercise period  options exercise of
of participant 2009 the year the year 2009  (note 1) of share options  (note 2) Share options
e BRE BRERTR
RZZENE R-2BAE  RHAH B #BRORG
SEEHZIER -A-B  ERRE  FARR tSAST-B (ME1) BREGEE (W) ZE0ELM
per share
=1
HKS$
B
Executive directors HTES
Mr. Sun Jing Yan BREkE - 2,300,000 - 2,300,000 18/09/2009 18/09/2009 - 17/09/2014 1.7 0.1
Mr. Zhou Yun Jie (note 3) ~ BIEATE 4 (B&E3) - 7,900,000 - 7,900,000 18/09/2009 18/09/2009 - 17/09/2014 1.7 039
- 10,200,000 - 10,200,000
Non-executive directors  H{7E%
Mr. Wu Ke Song (note 4) B AR A (Hi3E4) - 10,600,000 - 10,600,000 18/09/2009 18/09/2009 - 17/09/2014 17 0.52
External consultants SERR
In aggregate At - 40,000,000 - 40,000,000 18/09/2009 18/09/2009 - 17/09/2013 1.7
Other participants Efypa%
In aggregate (note 5) CRIliES) - 23,650,000 - 23,650,000 18/09/2009 18/09/2009 - 17/09/2014 17
- 84,450,000 - 84,450,000
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30. Share Option Scheme (Cont’d)

Notes:

1. The vesting period of the share options is from the date of
grant until the commencement of the exercise period.

2. Theexercise price of the share options is subject to adjustment(s)
in the case of rights or bonus share issues, or other similar
changes in the share capital of the Company.

3. Mr. Zhou Yun Jie was appointed as an executive director of
the Company with effect from 12 November 2009.

4. Mr. Wu Ke Song was redesignated as a non-executive director
of the Company with effect from 12 November 2009.

5. This included 3,400,000 share options granted to Mr. Cao
Chun Hua who resigned as an executive director of the
Company with effect from 12 November 2009.

The fair value of the share options granted to executive directors,
non-directors and other participants and external consultants during
the year were approximately RMB28,919,000 (RMBO0.65 each) and
RMB24,934,000 (RMBO0.62 each), respectively, of which the Group
recognised a total share option expense of RMB7,286,000 (2008:
Nil) during the year ended 31 December 2009. No share options
were granted in prior year.

30. R fERTEI(42)

BIaE
1. BEEZEBHARLAHEETERR
wAsLE o

2. BREZITEENNEENREEITAR
FAR B IR E AR B2

3. RBAEARAER-_ZENF+T-A+TZHE
EZERARNRMITES -

4. HRRBEENR-_ZBEAF+—A+ZHR
BERAABENTES °

5. HARBRTEEELAAE(RZZENF
+—A T+ _HBRBTIARRNTES)Z
3,400,00017 &R #E -

RERNRTHTES  FEZFTRHEHMBESE
RINEEM 2 BREATED N AARE
28,919,000 T (F R E B A R#0.657T) R AR
#£24,934,0007T (F R EE A R¥0.627T) © &
SERURBE_ZTTNF T _A=1T—H1t
FEBAERERZ 2% ARK7,286,0007T
(ZZT)NF  |) - WERNEAFRLBERE -
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30. Share Option Scheme (Cont’d)

The fair value of equity-settled share options granted during the
year was estimated as at the date of grant, taking into account the
terms and conditions upon which the options were granted. The
following table lists the inputs to the model used:

Executive directors, non-directors and other participants
Dividend yield (%)
Historical volatility (%)
Risk-free interest rate (%)
Contractual life of options (year)
Exercise multiple
Weighted average share price (HK$ per share)

External Consultants
Dividend yield (%)
Historical volatility (%)
Risk-free interest rate (%)
Contractual life of options (year)
Exercise multiple
Weighted average share price (HK$ per share)

The expected volatility reflects the assumption that the historical
volatility is indicative of future trends, which may also not necessarily
be the actual outcome.

No other feature of the options granted was incorporated into the
measurement of fair value.

At the end of the reporting period, the Company had 84,450,000
share options outstanding under the Share Option Scheme. The
exercise in full of the outstanding share options would, under
the present capital structure of the Company, result in the
issue of 84,450,000 additional ordinary shares of the Company
and additional share capital of RMB7,431,600 (equivalent to
HK$8,445,000) and share premium of RMB 118,905,600 (equivalent
to HK$135,120,000) (before issue expenses).

At the date of approval of these financial statements, the Company
had 84,450,000 share options outstanding under the Share Option
Scheme, which represented approximately 4.2% of the Company’s
shares in issue as at that date.
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30. fR IR T8I (A2)

FARKUEAGE 2 BREQAFERELR
HifhEt - WEEBR KB Z R R - T
RINHPTARAZBAE :

WITEF  FEFRHEMSEHEE

AR B (%) 2.38
[ 2R 1E (%) 65.10
P A (%) 1.731
#)7E P AR M G HA (4F) 5
FTIEfE SR 150%
EFHRE(ERAET) 1.70
SNHE 8 ]
AR EE(%) 2.38
[ 2R 1E (%) 67.61
P A (%) 1.475
#)7E AR M G HA (4F) 4
FTIEfE SR 150%
EFHRE(ERAET) 1.70

BHEBRRESLKEAERTRARES 2R
R I RRIAR L EERAERALN o

A 48 24 4 A1 PR 2 M BT AR T AE 2 B

o

felr

RIBEHR ARAREBRESEE
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31. Reserves 31. 1
(a) Group (a) *&5H

The amounts of the Group’s reserves and the movements
therein for the current and prior years are presented in the
consolidated statement of changes in equity on page 59 of
the financial statements.

Pursuant to the relevant PRC laws and regulations, certain of
the Group’s subsidiaries registered in the PRC are required to
transfer a portion of their profits to reserve funds. These funds
are non-distributable in the form of cash dividends. When
determining the appropriations to these funds, the net profits
of these subsidiaries are determined in accordance with the
applicable financial rules and regulations of the PRC.

The Group's capital reduction reserve arose from the reduction
in the nominal value of each of the issued shares of the
Company from HK$0.10 to HK$0.01 by the cancellation of
paid-up capital of HK$0.09 on each of the issued shares of the
Company effective from 8 March 2007. The Group’s capital
reserve originally represented the difference between the
credit arising from the capital reduction of HK$1,657,866,000
(equivalent to RMB1,758,526,000) and the amount transferred
to eliminate the accumulated losses of the Group of
HK$1,196,370,000 (equivalent to RMB1,186,521,000).

The capital redemption reserve arose from the share repurchases
in the previous year. Further details of these share repurchases
are set out in note 29 to the financial statements.

The contributed surplus of the Company represents the excess
of the fair value of the shares of the subsidiaries acquired,
over the nominal value of the Company’s shares issued in
exchange therefor. Under the Companies Act 1981 of Bermuda
(as amended), the contributed surplus is distributable to
shareholders subject to the Companies Act 1981 of Bermuda
(as amended) and bye-laws of the Company.

The share option reserve comprise the fair value of share options
granted which are yet to be exercised, as further explained in
the accounting policy for share-based payment transactions in
note 2.4 to the financial statements. The amount will either
be transferred to the share premium account when the related
options are exercised, or be transferred to retained profits
should the related options expire or be forfeited.

AERERBEFEAEE HERERL
BB - WU BRESOE L HARE
REBE -

RIBHEDBUAGI AR - AEBE TR
o B R 2 PR T8 2 B 78 5 L B 0 e 4
EREES  ZEESTANUREREZ
HADIK - EEERZSES 2 DACH
SRFER 2 P BI58R R XA R EE %
EHIE AR AR -

REBZRAEBREEEEEN St
FZANBRBRFHARRFRE B
TRR1D 2 B8R AR ZAN0.09%8 7T #8427
BREBITRG ZEER10ETTEHIRE
0.01/87T ° REE 2 RAHEE R AEIR R
NEA 2 #8R1,657,866,00078 7T (FHE
AR #81,758,526,0007T ) £ 835 5 LA ¥ §5 K
£ E 251 E5181,196,370,0007% 7T (FHHE A
AR#1,186,521,00070) &R 2 =58 -

REF  BXABORERROBEESL -
BEZSHRMNELD 2 E—TFHBARYB
HARMEE29 °

RRR ARG ARFTIEEH B QB
RNFEBARNRBENEBRZEHTRN
H{EZZR - REBEARE-N/N\—FLQA
ERERT) BARBBGCEETARE
NN—FRBEEGERT) KA R RARIE
BRTTOIK TR -

BREREEECRBMERTR ZBIE
ZRFE FREBBRKME2.45 B A
BN RERINRRHZEEK - E48
REBRRTE e RAERERM®
B - SREAERERHREORY - I
BERE RN
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31. Reserves (Cont'd) 31. & (&)
(b) Company (b) ZAA2F
Retained
Share Capital  Exchange Share profits/
premium Contributed redemption  fluctuation option (accumulated
Notes account surplus reserve reserve reserve losses) Total
3 EARE  SERD BRE REE/
liF3 BEE  HARH fifE i i (RHEB) L
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARETE  ARETT  ARBTR ARETE ARETR AR¥TR ARET:
At 1 January 2008 RZZZ\§-A-A 833,284 646,996 - (78,646) - 97,749 1,499,383
Total comprehensive ERZERNES
income for the year - - - (109,267) - 96,492 (12,775)
Interim dividend RS 12 - - - - - (34,327) (34,327)
Special interim dividend BRI R 2 12 - - - - - (34327) (34,327)
Conversion of convertible ABTERER
notes 168,232 - - - - - 168,232
Shares repurchased AEl G 29 (962) - 184 - - (184) (962)
At 31 December 2008 and RZETNE
1 January 2009 R |
RZZENE—A-H 1,000,554 646,996 184 (187,913) - 125403 1,585,224
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31. Reserves (Cont’d)

(b) Company (Cont’d)

31. RHE(E)

(b) DR ()

Retained
Share Capital  Exchange Share profits/
premium Contributed redemption  fluctuation option (accumulated
Notes account surplus reserve reserve reserve losses) Total
R EARE  SERD ERE REER/
itz BEE  HAR& ffE i fife  (ZEE) a5
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARETTE  ARETT  ARBTR ARETE ARETR ARETR  ARET:
Total comprehensive EREEBRES
loss for the year - - - (44) - (24,249 (24,293)
Issue of new shares BTHR 36,225 S - - - = 36,225
Share issue expenses RiA%TER (1,086) = - - - = (1,086)
Equity-settled share option ~ WIRAAE 2 EfRiE
arrangement i - - - - 7,286 - 7,286
At 31 December 2009 RZEENE
+-A=1t-8 1,035,693 646,996 184 (187,957) 7,286 101,154 1,603,356
32. Contingent Liabilities 32. ARAE
At the end of the reporting period, neither the Group nor the RS ER - RNREE AR R EFEMEANSK
Company had any significant contingent liabilities. =
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33. Operating Lease Arrangements 3. REMNTHE
(a) As lessor (a) EAEAA
The Group leases its investment properties to Haier Affiliates REBRBEEHOLH K EREWENR
under operating lease arrangements, with leases negotiated ATrEeRBBAL - BEZHPER=F
for a term of three years (note 16). (BI5E16) °
At the end of the reporting period, the Group had total future REE R - AEBERIER T 5 B2 E
minimum lease receivables under non-cancellable operating BBV CERAMERPE B RRE
leases with its tenants falling due as follows: W ERSLENT :
Group
rEE
2009 2008
ZBEAEF ZETNF
RMB‘000 RMB’000
AR¥T T ARETFTT
Within one year —FKN 2,016 =
In the second to fifth years, E-ZAF (BEEHEMF)
inclusive 3,024 -
5,040 —
(b) As lessee (b) EHBEEA

148

The Group leases certain properties under operating lease
arrangements. Leases for the properties are negotiated for
terms ranging from one to five years.

At the end of the reporting period, the Group and the
Company had total future minimum lease payments under
non-cancellable operating leases falling due as follows:

AEERBELEHORHERE THE -
HAMEZEHRESNF—FELF -

RBEIR - ARERARTVRER T
#RI 312 2 TR BUY 2 [ B R A A R I
HHERSBENT :

Group Company
REE P /NCT|
2009 2008 2009 2008
—EERAE —ETENF ZBBEAEFE —TT)N\HF
RMB’000 RMB’'000 RMB’'000 RMB’000
ARETRE ARETT ARETRE ARETT
Within one year —FR 16,500 12,403 1,370 219
In the second to EF_EZREF
fifth years, inclusive (BIEEERME) 4,593 10,346 = =
21,093 22,749 1,370 219
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34. Commitments

In addition to the operating lease commitments detailed in note
33(b) above, the Group had the following commitments at the end

of the reporting period:

34, K

B £ P RE33(b)FTAF L AR 2 A RIE SN - Ak
BRRERRE AT AL

Group FEME
2009 2008
ZBENF ZET)NF
RMB’000 RMB’000
ARET T ARBTT
Contracted, but not provided for: =& 4ME R
Property, plant and equipment S EN =N 21,196 29,821

At the end of the reporting period, the Company did not have
any significant commitments other than those disclosed in note

33(b) above.

35. Financial Instruments By Category

The carrying amounts of loans and receivables and financial liabilities
at amortised cost of the Group at the end of the reporting period

are as follows:

Financial assets

RBEHR - ARARR LX) EE
SN AT A BARAIE -

35. R TESH

RBERR - AEE 2 B R E WA IR #
HARASIRR A BEZREERT

MBEE

Loans and receivables

EXRERRIE
2009 2008
—ZTAF —TT)N\FE
RMB’000 RMB’000
AR¥T T AREETTT
Trade and bills receivables EUKE ZERAREE 2,746,923 2,111,656
Other receivables (note 22) H th fE AR R (Md3E22) 24,077 55,812
Cash and cash equivalents RekReEEIAE 1,295,273 612,917
4,066,273 2,780,385
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35. Financial Instruments By Category (Cont’d)

Financial liabilities

35. 2RI EDE(EZ)
B E

Financial liabilities
at amortised cost

BB AR BB EE
2009 2008
ZEBENF —ETNF
RMB’000 RMB’000
ARET T ARETTT
Trade payables BB SRR 912,234 922,099
Other payables (note 25) E e BR R (M9 5E25) 1,316,380 1,132,248
Interest-bearing borrowings SEEE 74,000 143,000
2,302,614 2,197,347

The carrying amounts of loans and receivables and financial liabilities

at amortised cost of the Company at the end of the reporting

period are as follows:

Financial assets

RBEBR - NRF 2 BRI WA Rz
HAASIRR . AR B REEDT

MBEE

Loans and receivables

B R EWRE
2009 2008
—BBhE —TEN\F
RMB’000 RMB’000
AR®ET T AREEFTT
Due from subsidiaries (note 19)  FEUHIE A AIZIA(FIEE19) 143,711 143,662
Cash and cash equivalents HehReEFEHER 162,738 140,067
306,449 283,729
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35.

36.

Financial Instruments By Category (Cont'd) 35. @I ADE(E)
Financial liabilities BEaE
Financial liabilities
at amortised cost
REBHER AR MEEE
2009 2008
—BBNE —TENE
RMB’000 RMB’000
AR®T T ARBT T
Other payables (note 25) H A pE AR R (Y 3E25) 154,750 157,870
Due to subsidiaries NGBS 74,885 74,915
229,635 232,785
Financial Risk Management Objectives and 36. M EREE B ERBE

Policies

The Group's principal financial instruments comprise interest-bearing
borrowings and cash and short term deposits. The main purpose
of these financial instruments is to raise finance for the Group's
operations or acquisitions. The Group has various other financial
assets and liabilities such as trade and bills receivables and trade
payables, which arise directly from its operations.

It is, and has been, throughout the year under review, the
Group’s policy that no trading in financial instruments shall be
undertaken.

The main risks arising from the Group’s financial instruments are
interest rate risk, foreign currency risk, credit risk and liquidity risk.
The board review and agrees policies for managing each of these
risks and they are summarised below.

Interest rate risk

The Group’s exposure to the risk of changes in market interest rates
relates primarily to the Group’s borrowings with floating interest
rates. The Group does not use derivative financial instruments to
hedge its exposure to interest rate risk.

The following table demonstrates the sensitivity to a reasonably
possible change in interest rates, with all other variables held
constant, of the Group’s profit before tax (through the impact on
floating rate borrowings). There is no significant impact on other
components of the Group’s equity.

AEEZFESHTABRMAERERRGA
RHEFENR - ZEeMITAZFEANRRESE
BLERWERE - AEBEREZBREMYMBKE
ERAE WERKEBEH ZEBIREZHRAK
EBRUARENE SRR o

REEDEFE  AEEZBRATETER

SMTEEE -

EEEZIK‘EIQEQIQZIEHFA?%%JWEW@ :
m@ﬁﬁﬂ“°§$@
T R 17 7E % feﬁﬂfﬂ ZWEBZ RELILIAT ©

SRR - FER

GRS

NEE T FEANRSEHEB

T ERMARELZ

FREE - AREYEERITESH T AT

HF R o

TRIRERMABEMEHTE ZIBERT » HA
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BIEARE R B 2 BURRE

TE)  NXREFHHAK

SEEMERIOWBEEATE -

“TEAEER

BEERR

SEEERD A 151



NOTES TO FINANCIAL STATEMENTS Bf &R T MfsT

31 December 2009 —FZENE+=A=+—A

36. Financial Risk Management Objectives and 36. K REREEBERBE(E)

152

Policies (Cont’d)

Interest rate risk (Cont’d)

=@ (E)

Increase/(decrease) Increase/(decrease)
in basis points in profit before tax

BREL AR
BE& A () #hn O
RMB’000
AR®ET T
2009 —EBEAE
RMB AREE (50) 370
RMB AR 50 (370)
2008 )\ F
RMB AREE (50) 715
RMB N 50 (715)
Foreign currency risk SN R B

The Group has transactional currency exposures. Such exposures
mainly arise from sales or purchases by the Group’s operating units
in Mainland China in currencies other than the units’ functional
currency (i.e., RMB). The Group does not enter into any hedging
transactions in an effort to reduce the Group’s exposure to foreign
currency risk.

The following table demonstrates the sensitivity at the end of the
reporting period to a reasonably possible change in the exchange
rates of Euro, United States Dollar, Japanese Yen and Great Britain
Pound, with all other variables held constant, of the Group’s profit
before tax (due to changes in the fair value of monetary assets and
liabilities). There is no significant impact on other components of
the Group’s equity.
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36. Financial Risk Management Objectives and 36. ¥ EREEEERBR(£)

Policies (Cont’d)

Foreign currency risk (Cont’d)

ShRERLBE (AF)

Increase/(decrease) Increase/(decrease)
in exchange rates in profit before tax

RRBE A5 Fl
EREHA(FEK) R
% RMB’000
AR¥T T
2009 —EEhF
If RMB strengthens i AR R BB FHE
against Euro 5 (9.266)
If RMB strengthens i AR HETTHE
against United
States Dollar 5 (8,576)
If RMB strengthens i AREE H BB FHE
against Japanese Yen 5 (631)
If RMB strengthens against fil AR HE H S EEHE
Great Britain Pound 5 (1,588)
If RMB weakens against Euro i AR HBRERE (5) 9,266
If RMB weakens against fil AREE H E TR (E
United States Dollar (5) 8,576
If RMB weakens against i AR BERE
Japanese Yen (5) 631
If RMB weakens against i AR R EERE
Great Britain Pound (5) 1,588

“TTNEFR SEBBEMARAT 153



NOTES TO FINANCIAL STATEMENTS Bf &R F MIzT

31 December 2009 —ETNF+=-A=+—H

36. Financial Risk Management Objectives and 36. MK REREEBERBE(E)

Policies (Cont’d)

Foreign currency risk (Cont’d)

S EER ()

Increase/(decrease) Increase/(decrease)
in exchange rates in profit before tax

R B A
R EA(T®K) #n, O d)
% RMB’000
ARETT
2008 —EENF
If RMB strengthens i AR H B R FHE
against Euro 5 (5,670)
If RMB strengthens against HARKE R ETHE
United States Dollar 5 (5,215)
If RMB strengthens against M AR H BEAE
Japanese Yen 5 (511)
If RMB strengthens against fis] AR H B FHE
Great Britain Pound 5 (1,326)
If RMB weakens against Euro i AR ¥E S B 7R B2 (B (5) 5,670
If RMB weakens against United — fH AR X ETEE
States Dollar (5) 5,215
If RMB weakens against i ARBH AERE
Japanese Yen (5) 511
If RMB weakens against fin AR H B EER7 (B
Great Britain Pound (5) 1,326

Credit risk

The Group trades only with recognised and creditworthy third
parties. It is the Group’s policy that all customers who wish to
trade on credit terms are subject to credit verification procedures.
In addition, receivable balances are monitored on an ongoing basis
and the Group’s exposure to bad debts is not significant.

The credit risk of the Group’s other financial assets, which comprise
cash and cash equivalents and other receivables, arises from default
of the counterparty, with a maximum exposure equal to the carrying
amounts of these instruments.
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36. Financial Risk Management Objectives and

Policies (Cont’d)

Credit risk (Cont’d)

Since the Group trades only with recognised and creditworthy
third parties, there is no requirement for collateral. Concentrations
of credit risk are analysed by customer/counterparty and by
geographical region. At the end of the reporting period, the Group
had certain concentrations of credit risk as 90% (2008: 96%) of the
Group's trade receivables were due from the five largest customers
of the Group.

Further quantitative data in respect of the Group’s exposure to
credit risk arising from trade receivables are disclosed in note 21
to the financial statements.

Liquidity risk

The Group monitors its risk to a shortage of funds using a recurring
liquidity planning tool. This tool considers the maturity of both its
financial instruments and financial assets (e.g., trade receivables)
and projected cash flows from operations.

The Group's objective is to maintain a balance between continuity
of funding and flexibility through the use of bank loans and other
borrowings. It is the Group’s policy to renew its loan agreements
with Haier Finance or major local banks in Mainland China upon
the maturity of the Group’s short term bank loans and other

borrowings.
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36. Financial Risk Management Objectives and 36.

Policies (Cont’d)

Liquidity risk (Cont’'d)

The maturity profile of the Group’s financial liabilities as at the end
of the reporting period, based on the contractual undiscounted

payments, is as follows:

2009

RBESRE(E)

—ZETAF

On demand or

BREREEEERBE(E)

RBERR - RBEATNEAHNNHRGE - &
SEFBEEZIEMAASMT

no fixed terms Within Beyond
of repayment one year one year Total
RERS
EE EER —£R —§#% #at
RMB’000 RMB’000 RMB’000 RMB’000
ARBTR ARMTR ARMTR AR®TR
Trade payables e E SRR - 912,234 - 912,234
Other payables (note 25) H fth FEASTBR R (B4 7E25) 147,048 1,169,332 - 1,316,380
Interest-bearing borrowings ~ FFEEE - - 81,870 81,870
147,048 2,081,566 81,870 2,310,484
2008 —EENF
On demand or
no fixed terms Within Beyond
of repayment one year one year Total
RERL
H2 [E5] 7E 52 SR AR —FR —1& G
RMB’000 RMB’000 RMB’000 RMB’000
ARBTIT ARETT ARETRT ARBTFT
Trade payables FERTE 5 8RR - 922,099 - 922,099
Other payables (note 25) H fth FEASTBR R (I 3E25) 147,059 985,189 - 1,132,248
Interest-bearing borrowings s EMEE = 26,139 137,758 163,897
147,059 1,933,427 137,758 2,218,244
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36. Financial Risk Management Objectives and
Policies (Cont’d)

Liquidity risk (Cont’d)
The maturity profile of the Company’s financial liabilities as at the
end of the reporting period, based on the contractual undiscounted
payments, is as follows:

36. HEEMEEEERKE(EZ)

RBESEE(E)
RBERR - RBEATNETHNNHRGE - &

ARFBEEZIHABSMT

2009 —EENF
On demand or
no fixed terms Within Beyond
of repayment one year one year Total
RERS
EE EE R —FR —F% #Et
RMB’000 RMB’000 RMB’000 RMB’000
AR¥TRT AR®¥TR AR®BTR AR®BT:R
Other payables (note 25) HE R R (Md5E25) 147,048 7,702 - 154,750
Due to subsidiaries AL NEENG 74,885 - - 74,885
221,933 7,702 - 229,635
2008 —FT)\F
On demand or
no fixed terms Within Beyond
of repayment one year one year Total
RER
B & E R SR —FR —1& K
RMB’000 RMB’000 RMB’000 RMB’000
ARBTT ARETT ARETRT ARBTT
Other payables (note 25) E R R (MF5E25) 147,059 10,811 = 157,870
Due to subsidiaries AL NG 74,915 = = 74,915
221,974 10,811 - 232,785
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36.

158

Financial Risk Management Objectives and
Policies (Cont’d)

Capital management

The primary objectives of the Group’s capital management are to
safeguard the Group’s ability to continue as a going concern and
to maintain healthy capital ratios in order to support its business
and maximise shareholders’ value.

The Group manages its capital structure and makes adjustments
to it in light of changes in economic conditions. To maintain or
adjust the capital structure, the Group may adjust the dividend
payment to shareholders, return capital to shareholders or issue
new shares. The Group is not subject to any externally imposed
capital requirements. No changes were made in the objectives,
policies or processes for managing capital during the years ended
31 December 2009 and 31 December 2008.

The Group monitors capital using a gearing ratio, which is total
debt divided by total equity. The Group’s policy is to maintain the
gearing ratio not exceeding 100%. Total debt is interest-bearing
borrowings. The gearing ratios as at the ends of the reporting
periods were as follows:

36. HEEMREEREERKE (&)

BERER
AEEEAER 2 TR BRERBRAKERS
BREZENREFSRBREALE - UXHHE
EBEABERFRERSEE -

AEERBEERASHEERABRELERE
o ARIBABREALEE REER AR
MR ER 2 B8~ MR IR B B A BT
B o REBRNZEMINEHEMNE RNERFTH
R-HBE_ZTTZANF+_A=+—BE_ZZ
NE+ZA=1+—HLEFE EHUEAEHEE
1Z - BURSKIZFrIr & ) o

AEERABEEARN LR (AMEHBERERE
BE)EEER - AEBMZBRAKFABERL
EAHEA100% - EHBEBRETEMEE - R
HEMR - AEEARLERNOT -

Group

rEE
2009 2008
e “ETT)\F
RMB’000 RMB’000
AR®T T ARETT
Interest-bearing borrowings SEEE 74,000 143,000
Total debt B EE 74,000 143,000
Total equity REmiRE 1,572,123 1,117,362
Gearing ratio BEEREE 5% 13%
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37. Events After The Reporting Period

(a)

(b)

On 27 January 2010, the Group and Haier Corp entered into
a products procurement agreement, which set out the key
terms and conditions and the general pricing principles relating
to the procurement of the electronic and home appliance
products manufactured by Haier Affiliates by the Group.

In addition, on 27 January 2010, the Group and Haier Group
entered into an internal sales agreement which set out the
key terms and conditions and the general pricing principles
relating to the internal sales of the electronics and home
appliance products from the Group to Haier Affiliates.

The above transactions constituted continuing connected
transactions of the Company and were approved by the
shareholders at a special general meeting of the Company
held on 9 March 2010.

On 11 December 2009, Qingdao Haier Co., Ltd. (“Qingdao
Haier”), Qingdao Haier Group Holdings (BVI) Limited (“Qingdao
Haier BVI"), a non wholly-owned subsidiary of Haier Corp, and
Haier Electrical Appliances Third Holding (BVI) Limited (“Haier
Third BVI”), a non wholly-owned subsidiary of Haier Corp,
entered into a transfer agreement (“Transfer Agreement”) in
relation to the transfer of approximately 31.93% issued share
in capital in the Company by Qingdao Haier BVI and Haier
Third BVI to Qingdao Haier at a price of HK$3.00 per share of
the Company. The transfer was completed on 31 March 2010.
After the completion of the Transfer Agreement, Qingdao
Haier is interested in 51.31% of the issued share capital of
the Company.

38. Approval of the Financial Statements

The financial statements were approved and authorised for issue
by the board of directors on 19 April 2010.

37. REHREE

(a)

(b)
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AZt+ERFILAERZ  ETHELE
EREREEKEARAMHEEE T AKX
EEMZAREZHRRRIGEHEAR—RE
BRA -

B BB A R RIFHERER 5 WL
RRARAR_Z-ZTF=ZANBETLZ
BRI RIR S EHEAE

RZZZNAFE+=—A+—H E5EBK
MERAR(ESER])  EESEREE
2R (BV) AR AR FBBVI] (AE@RE
ERAREEZENBRAR)EERERE=
ZERBVDERAR(NERE=BVI]) (&S
BEEQAREZENBRR)FT L EER
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FIVE YEAR FINANCIAL SUMMARY AFEBEFEE

A summary of the results and of the assets, liabilities and minority
interests of the Group for the last five financial years, as extracted from
the published audited financial statements and restated/reclassified as
appropriate, is set out below.

Year ended 31 December

BEt-A=t-BHLEE

ATHINRNEBZ BER BT BRFEERE BE -
BERIBBRESHME  DREAC TR KR
REB®mE - WEELHEE 2EEEHHE

2009 2008 2007 2006 2005
—EENF —TT)\F ZZTEF ZTTRF —TTHF
RMB'000 RMB'000  RMB'000  RMB'000  RMB'000
ARETRT AREBETT ARETT ARETRT ARETIT
RESULTS %5
CONTINUING OPERATIONS BEEEER
REVENUE U 11,530,604 10,179,764 8,332,592 7,082,304 5,837,076
Cost of sales SHERMA (8,084,214) (7,244,969) (5,904,494) (5,194,664) (4,513,939)
Gross profit EF 3,446,390 2,934,795 2,428,098 1,887,640 1,323,137
Other income and gains HAb WA 2 ezs 30,317 30,770 33,646 44,083 11,181
Selling and distribution costs SHE R SER A (2,297,564) (2,023,703) (1,604,933) (1,276 285) (847,765)
Administrative expenses THEAR (620,696) (735,325) (513,714) (412,190) (279,281)
Other expenses Hi&EH (12,495)  (11,993) (5,841) (2,505) (6,338)
Finance costs BE A (7,906) (14,038)  (23,458)  (11,399)  (17,025)
PROFIT BEFORE TAX BRBLATE A 538,046 180,506 313,798 229,344 183,909
Income tax expense FTE#AX (117,692)  (24,390)  (93,820)  (40,749)  (24,227)
PROFIT FOR THE YEAR BESEER 2 FRER
FROM CONTINUING
OPERATIONS 420,354 156,116 219,978 188,595 159,682
DISCONTINUED OPERATION CRIEEEER
Profit/(loss) for the year from a BARHEEER 2
discontinued operation FRiEF/ (E1E) - - - 106,124  (504,654)
PROFIT/LOSS) FOR THE YEAR BRI (EE) 420,354 156,116 219,978 294,719  (344,972)
Attributable to: FE1h
Owners of the Company 21& ARE 369,711 135,780 167,769 269,212  (383,178)
Minority interests DR R R 50,643 20,336 52,209 25,507 38,206
420,354 156,116 219,978 294,719  (344,972)
ASSETS, LIABILITIES AND BE - BERIVE
MINORITY INTERESTS BRER
TOTAL ASSETS BEHAE 5,234,506 3,839,388 3,430,213 3,384,449 3,663,325
TOTAL LIABILITIES BELE (3,662,383) (2,722,026) (2,548,735) (2,583,238) (2,508,640)
MINORITY INTERESTS DERRER (131,325)  (95,270)  (88,626) (154,959) (169,137)
1,440,798 1,022,092 792,852 646,252 985,548

Note:

i

The figures for the year ended 31 December 2005, 2006, 2007 and 2008 ﬁﬁ/g\ii&f%ﬁmﬁém‘ FERARE BE_ZTT

were restated to align with the change of presentation currency from RE - —TTRE -
Hong Kong dollars to RMB. Details of the change in the presentation

currency is setout in the note 2 to the financial statements.
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