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CORPORATE PROFILE
I

SCUD Group Limited (HKSE Stock Code: 01399) (the “Company”,
together with its subsidiaries, the “Group”) is a leading manufacturer
of rechargeable battery packs and related accessories for mobile phones,
notebook computers and digital cameras in the People’s Republic of China
(“PRC" or “China"). The Group also engaged in manufacture and sale of
lithium bare battery cells for mobile phones and portable power supply
kits suitable for various portable electronic products since 2010.

The principal operating businesses of the Group include the Group's
own “SCUDMERR"” brand and “Chaolitongif 738" brand business,
original equipment manufacturing (“OEM") business and upstream bare
battery cell business.

The Group has been focusing on business expansion over the years.
Through two of its own-brand “SCUDFRERE " and “Chaolitongi& /178",
the Group expanded its businesses of production and sales of rechargeable
battery packs, chargers and related accessories for mobile phones,
notebook computers and digital cameras. Our two own-brands, “SCUD
FRERR" and “Chaolitong#a 1738 ", are specifically targeted at high-end
market and second to third-tier cities. The Group launched a wide range
of products in response to market demand catering for the needs of
different groups of consumers. Currently, the Group’s market share in
the PRC accounts for approximately 23.1% (2010: 20.8%) which secured
its leading position.

Apart from its own-brand business, the Group also sells battery products
by way of OEM, which has gained the trust of well-known customers such
as Huawei, ZTE, Panasonic, Foxconn and BBK Electronics. In addition, the
Group strived to expand the upstream battery cell business since 2010
to protect the Group’s brand advantage in the industry, with an aim to
facilitate the stable growth of sales and profit in the future.
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FINANCIAL HIGHLIGHTS

IR

FOR THE YEAR ENDED 31 DECEMBER 2011

(RMB thousand except where otherwise stated)

BE-E——F+t-A=t-HLEFE
(BREAZEHI  UTFTARKESIR)

2011 2010 % Change
—E——F —E-TF ZHBEL
Turnover S 1,653,011 1,527,445 8.2
Profit from Operations R A 77,404 70,252 10.2
Profit Attributable to Equity Holders RRARIEDRFFAA
of the Company JEAR 4 R 59,492 54,350 9.5
Total Assets BEHRE 1,998,181 1,771,730 12.8
EBITDA REtFIE -~ B rER
BEEH AT 2 A 159,432 158,540 0.6
Basic Earnings Per Share (RMB cents) FRERAEF (ARES) 5.76 5.27 9.3
Diluted Earnings Per Share (RMB cents) GRESZN (ARES) 5.76 5.22 10.3
Current Ratio (Times) mEIEE (F) 2.4 2.8 (14.3)
Quick Ratio (Times) RELEER (%) 1.8 2.3 21.7)
Total Debt to Equity Ratio (%) B EFARE R 2 & (%) 11.0 6.7 43 pts/ENE
Cash Position WEARI 498,965 414,210 20.5
Proposed Final Dividend FORGRCREARR S (FBAL)
Per Share (HKD cents) 2.0 - -
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CORPORATE INFORMATION
AREH

REGISTERED OFFICE

Codan Trust Company (Cayman) Limited
Cricket Square

Hutchins Drive

P.O. Box 2681 GT

Grand Cayman KY1-1111

Cayman Islands

PRINCIPAL PLACE OF BUSINESS IN THE PRC

No. 39, Kuaian Technology Zone

Mawei Economic and Technology Development Zone
Mawei District, Fuzhou

Fujian Province, PRC

PLACE OF BUSINESS IN HONG KONG

Room 5505, 55/F Central Plaza
18 Harbour Road
Wanchai, Hong Kong

BOARD OF DIRECTORS

Executive Directors

Fang Jin (Chairman)

Guo Quan Zeng (Chief Executive Officer)
Huang Yan

Zhang Li

Independent Non-Executive Directors
Loke Yu

Wang Jing Zhong

Wang lJian Zhang

COMPANY SECRETARY

Yeung Mun Tai (FCCA, CPA)

AUTHORIZED REPRESENTATIVES

Fang Jin
Yeung Mun Tai
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CORPORATE INFORMATION
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Reed Smith Richards Butler

INDEPENDENT AUDITORS

Moore Stephens Certified Public Accountants

AUDIT COMMITTEE

Loke Yu (Chairman)
Wang Jing Zhong
Wang Jian Zhang

REMUNERATION COMMITTEE AND
NOMINATION COMMITTEE

Loke Yu (Chairman)
Fang Jin
Wang Jing Zhong

PRINCIPAL SHARE REGISTRAR AND
TRANSFER OFFICE

Butterfield Fulcrum Group (Cayman) Limited
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HONG KONG BRANCH SHARE REGISTRAR

AND TRANSFER OFFICE

Tricor Investor Services Limited
26/F Tesbury Centre
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Wanchai, Hong Kong

PRINCIPAL BANKERS

Fujian Haixia Bank
China Merchants Bank
China Construction Bank
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http://www.scudcn.com
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CHAIRMAN'S STATEMENT
IEHES

Fang Jin Chairman

& FE

Dear shareholders,

HEMIR :

On behalf of the board (the “Board”) of directors of SCUD Group Limited (“SCUD", the “Company” or,
together with its subsidiaries, the “Group”), | am pleased to present the annual results of the Company for
the full year from 1 January 2011 to 31 December 2011 (the “Review Period").

AANEREREREBERARDIRER | [A2RAERENBERARASIAKE NEES(ES

2 DMARS

BUSINESS REVIEW

The economy of the PRC stayed in the long-term positive track in 2011
despite global uncertainties and domestic inflation pressure. Thanks to
the steady momentum of domestic telecommunication market, together
with increasingly popular intelligent electronic products on the back of
higher spending power, high-performance telecommunication products
have profited from the opportunities in ongoing consumption upgrades.
As a result, the market witnessed escalating demand for small size and
high capacity rechargeable batteries and multipurpose portable power
supply kits. According to the latest statistics from the market analyst
Analysys International, China had 986 million mobile phone users as
at the end of 2011, representing an increase of 14.81% from 2010,
including 128 million 3G users. The number of 3G users is anticipated
to exceed 300 million by 2012.

The Group has achieved overall satisfactory performance during the
Review Period. The Group recorded turnover and profit attributable to
the equity holders of about RMB1,653.0 million and RMB59.5 million
respectively, an increase of 8.2% and 9.5% compared with 2010,
respectively, and basic earnings per share were approximately RMB5.76
cents.
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CHAIRMAN'S STATEMENT
FRHEE

Capitalizing on the insight of the Group’s management into domestic
telecommunication market and extensive business experience, the Group
promptly adjusted its operating strategies in line with market demand
brought by the significant changes in the landscape of mobile phone
industry, thereby achieving sustained healthy development for every
business segment of the Group. During the Review Period, our own-brand
business rolled out a string of new products geared to the emerging
smartphone market in a bid to reinforce the brand’s leading market
position and enhance its competitiveness. With approximately 23.1%
market share, the Group’s own-brand products have taken the lead in
the industry, and are well positioned in the medium and high-end mobile
phone market which will be a future stronghold.

On the other hand, to proactively expand its original equipment
manufacturing (“OEM") business, the Group acquired new automated
and semi-automated equipment during the period to increase production
efficiency, leading to higher product quality and less labour pressure
and thus a remarkable growth of over 43.8% in OEM business during
the year. In addition to the well-established cooperation with domestic
renowned brands like ZTE and Huawei as well as Panasonic, the Group
also took initiatives to explore new customers with a view to secure
steady growth in the number of orders.

In addition, the Group continued to invest in the upstream bare battery
cell business with an aim to secure its leading position in the market
in terms of product quality. In 2011, sales revenue from the upstream
bare battery cell business recorded a growth of 9.6%. During the
period, the Group actively expanded the business of Dongguan Hongde
Battery Co.,
2011,

Co., Ltd. (“Shenzhen Nalon”), another bare battery cell manufacturer

Ltd. (“Dongguan Hongde”), a subsidiary established in
and further acquired 70% interests in Shenzhen Nalon Battery

in Shenzhen, at consideration of RMB40 million. The Group believes
that the investments in the upstream bare battery cell business, while
stabilizing raw material supply and increasing customer confidence, will
improve the control on material costs and its gross margin to enhance
the competitive edge of downstream products, as bare battery cell
typically accounts for more than 50% of manufacturing cost of mobile
phone battery products.

On research and development, the province-level technology R&D centre
of the Group and its experienced team strived to develop various portable
power supply kits, such as external rechargeable batteries for iPhone
and other portable electronic products. Given their flexibility both in
appearance and capacity, such products are believed to better cater for
a broad consumer base.
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CHAIRMAN'S STATEMENT
ITRHEE

OUTLOOK

The Review Period witnessed smooth running of the economy of the
PRC under the pressures of inflation and hiking labour costs on many
industries. The equipment technologies evolve rapidly in line with the
recent vigorous development of the telecommunications industry. The
competition landscape of the mobile phone market shifted as a result of
the robust development of smartphone and 3G phone market. Therefore,
the demand for traditional mobile phones declined noticeably during
the Review Period. The mobile phone accessories industry landscape
is gradually shifting in line with the device innovations. It is expected
the demand for traditional replaceable backup batteries for mobile
phones will decrease accordingly and will be partially taken by high
capacity portable power supply kits with higher technological content.
Hence, the change in demand for backup batteries for mobile phones
will pose challenges to the industry of traditional backup batteries for
mobile phones.

The Group is actively realigning its development strategy to address the
hardships and challenges brought by external economic circumstances and
the changing industry landscape. To stay in tune with the fast emerging
smartphones, the Group will take efforts in development and production
of more high cost-performance battery products, especially high capacity
portable power supply kits, seeking to cater for the demands of brand
and OEM customers with diversified battery products. Meanwhile, the
Group expects to further sharpen its competitiveness through the industry
chain integrating its upstream to downstream operations based on its
bare battery cell business, striving to maximize the profitability in the
ever-changing market.

Looking ahead, the policies outlined in the PRC Government’s 12th Five-
Year Plan starting from 2011 would provide strong support for the “new
energy” and “new materials” industries platforms, and the higher-end
rechargeable battery products with better efficiency, environmentally
friendly and energy saving performance will come into the spotlight
in the market. Meanwhile, the spearheading development of wireless
broadband network in recent years is expected to provide plenty of
opportunities and room for the external power supply kits and related
mobile digital product markets to grow. While focusing on production
and sale of battery products and expansion of bare battery cell business,
the Group will tap on its brand strength to diversify its presence to mobile
phone accessories including chargers and bluetooth headsets in a bid
to secure steady growths in future sales and profit.
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CHAIRMAN'S STATEMENT
FRHEE

With the rapid development of the Internet in China in recent years,
the direct sales model in e-commerce further matured. In recent years,
the Company has conducted sales through network platforms including
taobao.com and 360buy.com. With continuous efforts in expanding
network marketing in the future, the Group is committed to creating a
three-dimensional network marketing model that combines the real world
with the virtual world to generate new profit growth, while leveraging
on e-commerce to uplift its brand image.

Without the diligent and hard work of all the staff at SCUD, the
cooperation and joint efforts of all our upstream and downstream
business partners, and the trust and support of our customers, we would
not have accomplished the development and growth that the Group has
achieved over the past year.

Finally, I would like to take this opportunity to express my deepest
gratitude to the Group's business partners and customers for their
continued support and trust. Also, | would like to extend my sincere
thanks to the Board, senior management and all our staff for their
dedication and hard work.

Fang Jin
Chairman

Fuzhou, the PRC
26 March 2012
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MANAGEMENT DISCUSSION AND ANALYSIS
BEENWRD T

FINANCIAL PERFORMANCE REVIEW
BB RBEERE

2006-2011 CAGR 2006-2011 CAGR

2006201 FFEAIERE 2006201 FFEAERE

A A

Turnover & 358 Gross Profit ] (Gross Profit Margin FEF|&)
2006 936,300,000 2006 240,500,000 (25.7%)
2007 960,900,000 2007 243,500,000 (25.3%)
2008 1,252,700,000 2008 263,800,000 (21.1%)
2009 1,264,900,000 2009 229,100,000 (18.1%)
2010 1,527,400,000 2010 260,800,000 (17.1%)

BN 1653000000 MNNENNREN 290.700,000 (17.6%) |

SEGMENT TURNOVER

55.4% 37.7% 68% 0.1%

OEM BUSINESS Bare Others
OEMR Battery Cell it
Percentage of own-brand sales Percentage of OEM sales iuf:r‘]?ss
over total turnover over total turnover EOEK
BAmEHE OEMIHEFBE X T TN L
MREETEADL
B 49.0% B 345%
Mobile phone battery Mobile phone battery
BBEREEL BEBEEEL
m 3.4% m 1.8%
Chargers Notebook computer battery
B ERABHED
m 1.0% B 14%
Portable power supply kits Chargers and other mobile
BIR phone peripherals
H 1.0% E%Eﬁ&ﬁﬁﬂEEbQE%?@ié
Bluetooth headsets Edh
EFHK
m 1.0%
Other mobile phone peripherals
HthBBEEREER
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MANAGEMENT DISCUSSION AND ANALYSIS
BEENWRDT

Industry Review

The pace of economic growth in China continued in 2011, and the
communication industry has seen promising growth. The growing sales of
mobile phone sales, together with the rise of high-end smartphones and
3G phones like iPhone and Android phones and the further proliferation
of the wireless broadband had driven up market demand of the highly
efficient and energy-saving mobile lithium batteries. As at early January
2012, the number of mobile phone users in China had exceeded 1 billion,
providing a huge consumer base for mobile lithium batteries. According
to the statistics of the Ministry of Industry and Information Technology of
the PRC, the number of domestic mobile phone users had reached 986
million as at the end of December 2011, an increase of 127 million from
the beginning of the year. As at the end of 2011, the penetration rate of
mobile phones was 73.6 phones per 100 people, up 9.2% from 2010.
According to the latest statistics from the market researcher Analysys
International, the number of 3G users reached 128 million in 2011 and
the penetration rate of 3G services was 13%.

As shown in the 29th Statistical Report on Internet Development in China
published by China Internet Network Information Center (CNNIC), as
at the end of 2011, the number of Internet users in China amounted
to 513 million, an increase of 55.8 million from the previous year. The
rate of Internet penetration was 38.3%, representing an annual growth
rate of 4%. The number of mobile Internet users reached 356 million,
accounting for 69.3% of the total number of Internet users in 2011 as
compared with 66.2% in 2010, while the penetration rate of mobile
Internet users was 36.5% among mobile phone users. It is expected that
the user base of mobile Internet will further expand. As smartphones
and 3G phones are gaining popularity, mobile phone has evolved from a
communication tool to a multi-purpose electronic product that functions
as an integrated platform for personal communication, recreation and
mobile-based office. Mobile phones featuring multi-core processors and
large touch-screens will dominate the market in the future. As battery
life has become one of the major concerns of mobile phone users, the
market demand for rechargeable batteries with high performance-to-
price ratio and multi-purpose portable power supply kits is on the rise.
Therefore, mobile lithium battery manufacturers must actively optimize
and adjust the product mix and develop more products that meet market
demands to ensure a sustainable and stable growth.
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MANAGEMENT DISCUSSION AND ANALYSIS
BEENWRD T

SCUD Group, a leading manufacturer of branded battery in China,
capitalizes on the reputation and the excellent quality of the brand
built over the years to provide ideal battery products for various mobile
digital products, as well as supply the renowned domestic mobile phone
manufacturers with quality batteries and related accessories. In response
to the changes in market demands, during the Review Period, the Group
adjusted its development strategy and product mix, gradually shifted the
focus of its own-brand business into the high-end market with higher
profit margin, identified more famous partners for the OEM operations
and stepped up the development of portable battery products which
are both flexible in design and capacity and the highly efficient and
energy-saving lithium batteries. Also, the Group actively expanded the
up-stream battery operations by controlling costs, boosting production
efficiency and optimizing product quality with more advanced equipment.
Optimizing down-stream product quality by getting hold of up-stream
production technology is the main driver for higher competitive edge.

Own-brand Business

“SCUD FRERR"and “Chaolitong #8738 " are the two main own-brands
of the Group, providing different products to differentiated consumers
through an enormous distribution network. “SCUD FZEBR"is targeted
at the medium to high-end market. The rise in purchasing power of
the consumers and the soaring user base of smartphones such as
iPhone boosted the demand for products such as external power source
and mobile phone accessories, thus presenting business opportunity
for “SCUDFRERR". Despite the slowdown in growth of demand for
traditional batteries, “Chaolitong B 718
to low-end market, catering to the demand for traditional replaceable

" still targeted at the medium

backup batteries from users of traditional mobile phone. During the
Review Period, the sales volume of own-brand mobile phone rechargeable
batteries amounted to approximately 52.44 million units (2010: 56.22
million units). The Group’s turnover from own-brand mobile phone
batteries amounted to RMB810 million (2010: RMB836 million). 77.4%
(2010: 84.5%) of the own-brand mobile phone battery sales was derived
from “SCUD HERR"” brand, and the remaining 22.6% (2010: 15.5%)
was derived from “Chaolitong #8138 "brand.

The mobile phone market in China underwent rapid growth during the
Review Period, and in particular the growth of high-end smartphones
outpaced feature phones. The mobile phone accessories industry has also
been changing to keep pace with the development trend. Mobile phone
has become an indispensable tool for consumers’ work and recreation,
playing an increasingly important role in their daily life. Consumers
therefore have higher expectations on products, and they are willing
to upgrade their smartphones and other digital accessories through

SCUD GROUP LIMITED ~ ANNUAL REPORT 2011
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continuous purchases. With a wide and fast growing market base of
domestic customers, more opportunities for high-end brands emerge. The
Group believes that extending battery life and improving efficiency and
energy-saving performance of products in line with the strategic goal of
development and intrinsic competitive edge is the premise to succeed in
the mobile phone lithium battery industry, therefore, the Group plans to
gradually shift the focus of its own-brand mobile phone battery business
from the sizeable medium to low-end market, to the high-end market
with greater profit margin, so as to achieve a sustainable healthy growth
for the own-brand business while keeping the business scale and profit
margin at an equilibrium.

On the other hand, with the inflation pressure brought by economic
growth, enterprises in China have to face the problem of soaring property
rental, production costs and wages, which confines the profitability of
enterprises. The production facilities of the Group are located in major
cities such as Fuzhou and Shenzhen, where the impact of inflation is
even more apparent. The Group is stepping up on the centralized use
of resources with an aim to increase operation efficiency and to lower
production cost. In May 2011, the entire production and operation
of“Chaolitong #8 J738 " medium to high-end batteries in Shenzhen has
been taken over by the production base in Fuzhou. The production scale
of “Chaolitong” in Shenzhen is scheduled to reduce step by step, but
the Shenzhen production base will retain the production of“Chaolitong
#BJ738 " chargers and low-end batteries in the short run. The integration
process will affect the Group as a whole in the near term, and yet the
synergy between the two own-brands can be reinforced in the long
run.

The sales model of electronic products witnessed diversification in recent
years. Online direct sales are gaining popularity with the advent of Internet.
In recent years, the Group has also conducted sales through platforms
such as taobao.com and 360buy.com. As the number of Internet users
in China exceeded 500 million and with the growing popularity of online
sales channels, the Group shall tap on the consumption patterns of online
shopping. The Group will also carry out brand promotion and building
on such online platforms through optimizing the sales website.
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OEM Business

By leveraging on the excellent quality and the popularity of the”SCUD
FEHBR"brand in the market, the Group gained opportunities to
cooperate with more mobile phone manufacturers for the development
and production of medium to high-end and smartphone rechargeable
batteries and related accessories. For the year ended 31 December 2011,
the Group’s OEM business recorded a turnover of approximately RMB624
million (2010: RMB434 million), representing an increase of 43.8% as
compared to the same period in 2010 and accounting for approximately
37.7% (2010: 28.4%) of the Group’s total turnover. The sales volume for
mobile phone batteries amounted to approximately 20.75 million units
(2010: 14.54 million units) during the year, representing an increase of
42.7% as compared to 2010.

Considering the escalating number of smartphone users, the Group will
focus on the production of high-end, efficient, environmentally-friendly
and energy saving rechargeable battery products. In the field of mobile
phone battery production, product quality is an important indicator for the
prospect of application of such product. During the Review Period, the Group
increased investment in the research and development of up-stream battery
production technique. The objective is to solve the problem of dwindling
labour supply and to raise the Group’s core competitiveness through the
introduction of advanced and automated equipment, and the improvement
in production technique and product quality.

During the Review Period, the Group maintained sound cooperation
with renowned electronic product manufacturers including ZTE, Huawei,
Panasonic, BBK Electronics and Foxconn, resulting in a huge increase
in OEM orders. OEM business is expected to be the main driver of
performance growth, and the Group will continue to seek cooperation
with more renowned mobile phone manufacturers.

Bare Battery Cell Business

During the Review Period, the Group actively expands the up-stream
bare battery cell business and increased efforts in research with an aim
to create an integrated industry chain that spans from up-stream to
down-stream products. Controlling the cost and quality of up-stream
products enabled the Group to pursue steady sustainable development
of its down-stream products, thereby raising core competitiveness. As
at 31 December 2011,
business amounted to approximately RMB113 million (2010: RMB103

the turnover of the Group’s bare battery cell

million), representing approximately 6.8% of the Group’s total turnover.
The average gross margin of the bare battery cell business during the
Review Period was approximately 16.9%, which is expected to increase
gradually alongside the increase in business scale.
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Considering the rising labour costs and property rental in Shenzhen,
Shenzhen Hongde battery cell factory which is located at Nanshan
District, Shenzhen is relocating all its production facilities in phases to
the new factory in Dongguan. Dongguan Hongde battery cell factory
which is located at Qingxi Town, Dongguan has completed renovation
and commenced test production during the Review Period, with its
relocation plan expected to complete by the end of 2013. The designed
production capacity of Dongguan Hongde battery cell factory is currently
40 million bare battery cells per annum, which doubles the capacity of the
old Shenzhen plant. Upon full production, the new plant is expected to
allow the Group’s bare battery cell business to save more production and
operating costs, therefore improving operating efficiency of the business
segment. As more orders for the bare battery cell factories are expected
on the back of capacity expansion and increasing number of customers,
the bare battery cell business will take a gradually increasing weight over
time. Since most of the domestic bare battery cell manufacturers mainly
provide medium and low-end bare battery cells with distinct product
and quality positioning from imported high-end products, the capacity
expansion of Hongde focusing on medium and high-end bare battery
cells, while providing stable supply of quality bare battery cells to the
Group, creates another growth generator in addition to the Group’s
mobile phone rechargeable battery business.

During the Review Period, Scud (Fujian) Electronics Co., Ltd., a wholly-
owned subsidiary of the Company acquired 70% equity interest in
Shenzhen Nalon. The purpose of the Group’s investment in Shenzhen
Nalon is to increase the scale and productivity of the upstream bare
battery cells manufacturing business of the Group. Shenzhen Nalon is
one of the leaders in medium to high-end lithium ion bare battery cells
in China in terms of research and development capabilities. Leveraging
on its professional and experienced research and development team,
advanced production and inspection facilities, and strict quality assurance
system. Shenzhen Nalon will enable the Group to enhance its research
and development capabilities in the Group’s core technologies, and
further stabilize the upstream supply, maintain cost control, improve
profit margin and enhance core competitiveness. The investment in
Shenzhen Nalon will allow the Group to apply such expertise on its
rechargeable battery products with varying qualities in its future bare
battery cells supply, contributing to the enhancement of “SCUD K%
B&” brand’s unique competitive strengths in the rechargeable batteries
industry in China.
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Outlook

The year 2012 is a year full of challenges and opportunities. The
development of the mobile phone accessories industry will align closely
with the trend started by the emergence of smartphones. The Group
is well positioned to adjust the development strategy, putting more
resources on developing and producing battery products with high
cost-performance ratio, and will shift from placing prime focus on
the development of own-brands to a three-way development objective
covering own-brands, OEM and bare battery cell segments. The Group
shall strive to attain maximum profit in the changing market, and to
further consolidate and enhance its market position, thus amplifying the
brand influence of the Group.

Industry Prospects

The year of 2011 marks the beginning of the “12th Five-Year” Plan
of the PRC. Looking ahead, policies that encourage development of
industries as outlined in the PRC

“new energy” and “new materials”

Government’s “12th Five-Year” Plan will draw the attention of the
market to the production of high-end, efficient, environmental friendly
and energy-saving rechargeable battery products. Meanwhile, the
monumental development of wireless broadband network in recent
years has also provided substantial room of growth for the market of

external power supply kits and related mobile digital products.

Emerging information technologies including Internet of Things, Triple
Play and e-commerce are expected to see rapid growth in the future.
In accordance with the “2011 China E-commerce Market Study”
carried out by the China E-business Research Centre, an information
provider specialized in research on e-commerce companies in the PRC,
the turnover of e-commerce transactions in the PRC exceeded RMB
2.95 trillion by December 2011, representing a year-on-year increase of
31%. The tremendous user base will present endless opportunities for
the development of e-commerce business. Meanwhile, with stronger
momentum in the mobile phone market of the PRC, the rapid growth in
3G market and sensational rise of the mobile internet, consumers tend
to expect more from mobile batteries and battery chargers. Hence, highly
efficient and energy-saving lithium battery has become the mainstream
of the market, while the demand of traditional batteries has shrunk
accordingly. The higher technical threshold and production costs make
the Group stand out in the market. The Group will tap into its intrinsic
advantages in technology and marketing in line with market trends so
as to expand its share in the ever-changing market and further cement
its leading position in the industry.
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FINANCIAL REVIEW

For the year ended 31 December 2011, the Group recorded consolidated
turnover of approximately RMB1,653.0 million (2010: RMB1,527.4
million), increased by approximately 8.2% as compared to that in 2010.
Gross profit and profit from operations for 2011 were approximately
RMB290.7 million (2010: RMB260.8 million) and approximately RMB77.4
million (2010: RMB70.3 million) respectively, increased by approximately
11.4% and approximately 10.2% respectively as compared to that in
2010. The profit attributable to equity holders of the Company for 2011
increased by 9.5% to approximately RMB59.5 million (2010: RMB54.4
million). The Group recorded EBITDA of approximately RMB159.4 million
(2010: RMB158.5 million) for the year, increased by approximately 0.6%
as compared to that in 2010. Basic earnings per share for the year ended
31 December 2011 were approximately RMB5.76 cents (2010: RMB5.27
cents per share).

Turnover

In 2011, the sales of mobile phone rechargeable batteries remain the
major revenue driver of the Group, while the sales of bare battery
cells became the Group's second major revenue contributor. Sales of
approximately RMB1,379.8 million (2010: RMB1,181.0 million) came
from mobile phone batteries which accounted for 83.5% (2010: 77.3%)
of the Group’s consolidated turnover, of which approximately RMB809.5
million (2010: RMB835.8 million) was generated from the own-brand
business segment and approximately RMB570.3 million (2010: RMB345.2
million) was generated from the OEM business segment, which represents
approximately 49.0% (2010: 54.7%) and 34.5% (2010: 22.6%) of the
Group’s consolidated turnover respectively.

Sales of approximately RMB112.7 million (2010: RMB102.9 million) was
contributed by the upstream bare battery cells manufacturing business,
which accounted for approximately 6.8% (2010: 6.7 %) of the Group's
consolidated turnover.

Sales of approximately RMB57.0 million (2010: RMB78.2 million) was
generated from chargers which accounted for approximately 3.4% (2010:
5.1%) of the Group’s turnover, of which 99.0% (2010: 96.6%) of the
sales of chargers was generated from the own-brand business segment.
Sales of approximately RMB29.3 million (2010: RMB61.8 million) was
generated from the sales of OEM notebook computer batteries, which
represents approximately 1.8% (2010: 4.0%) of the Group’s consolidated
turnover.
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Sales of portable power supply kits and bluetooth headsets contributed
approximately RMB16.6 million (2010: Nil) and approximately RMB14.6
million (2010: RMB2.7 million) to the Group’s consolidated turnover
respectively.

Segment Results

In 2011,
accounted for approximately 55.4% of the Group’s consolidated turnover
(2010: 60.2%) and the total revenue from the OEM business accounted
for approximately 37.7% of the Group’s consolidated turnover (2010:
28.4%). Approximately 6.8% of the Group’s total turnover (2010: 6.7 %)
was generated from the bare battery cell business segment.

the total revenue from the own-brand business segment

For the own-brand business segment, the total revenue contributed to
the Group in 2011 decreased by approximately 0.4% to approximately
RMB915.3 million (2010: RMB919.4 million). Approximately 73.6%
(2010: 77.7%) of the Group’s own-brand products were sold under the
“SCUDREREE" brand while approximately 26.4% (2010: 22.3%) were
sold under the “Chaolitong#B 738" brand. As the total sales volume of
mobile phone batteries of these two brands dropped by approximately
3.8 million pieces to a total of approximately 52.4 million pieces in
2011, the total revenue generated from the sales of own-brand mobile
phone batteries was dropped by approximately 3.1% to approximately
RMB809.5 million (2010: RMB835.8 million) as compared with 2010.

As for other own-brand products, sales of own-brand chargers
amounted to approximately RMB56.4 million in 2011 (2010: RMB75.5
million). Portable power supply kits and bluetooth headsets contributed
approximately RMB16.6 million (2010: Nil) and approximately RMB14.4
million (2010: RMB2.7 million) to the Group’s consolidated turnover
respectively. Revenue from own-brand digital camera batteries and
notebook computer batteries amounted to approximately RMB1.3 million
(2010: RMB4.6 million) and approximately RMB2.7 million (2010: RMBO0.2
million), respectively.

For the OEM business segment, the total revenue contributed to the Group
increased by approximately 43.8% from approximately RMB433.6 million
in 2010 to approximately RMB623.5 million in 2011. The rapid rise of
large telecommunication equipment manufacturers like ZTE and Huawei
has brought the Group’s OEM business a steady growth. The turnover
of OEM mobile phone batteries significantly increased by approximately
65.2% to approximately RMB570.3 million (2010: RMB345.2 million) in
2011,
approximately 42.7% in 2011. Sales of approximately RMB29.3 million

and the sales volume of OEM mobile phone batteries grew by

was generated from the sales of OEM notebook computer batteries
(2010: RMB61.8 million).
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For the bare battery cell business segment, approximately RMB112.7
million was contributed to the Group’s consolidated turnover in 2011,
which represents an increase of 9.6% as compared to thatin 2010 (2010:
RMB102.9 million). Sales volume of bare battery cells were approximately
15.6 million pieces (2010: 13.7 million pieces) for 2011.

Cost of Sales

The Group’s cost of sales amounted to approximately RMB1,362.4
million in 2011 (2010: RMB1,266.6 million), representing an increase
of approximately 7.6% as compared to 2010. Direct materials, direct
labour and other production costs accounted for approximately 86.1%
(2010: 87.9%), 5.2% (2010: 4.7%) and 8.7% (2010: 7.4%) of the
cost of sales.

Gross Profit and Gross Profit Margin

The overall gross profit margin of the Group increased from approximately
17.1% for 2010 to approximately 17.6% for 2011.

For the Group’s own-brand business, the overall gross profit margin for
2011 was approximately 19.3%, increased by 0.4 percentage points
from approximately 18.9% in 2010. The average gross profit margin for
own-brand mobile phone batteries increased from approximately 19.9%
in 2010 to approximately 20.6% in 2011. The gross profit margins for
mobile phone batteries of “SCUDFRZERR” brand and “Chaolitongi
713" brand in 2011 were approximately 24.0% (2010: 20.0%) and

approximately 9.1% (2010: 11.3%), respectively.

For the OEM business, the overall gross profit margin in 2011 was
approximately 15.2% (2010: 15.6%). The gross profit margin for OEM
mobile phone batteries declined from approximately 15.5% in 2010 to
approximately 15.2% in 2011 while the gross profit margin for OEM
notebook computer batteries decreased from approximately 16.9% in
2010 to approximately 16.6% in 2011.

For the bare battery cells business, the gross profit margin in 2011 was
approximately 16.9% (2010: 17.8%).
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Other revenue of approximately RMB12.8 million (2010: RMB11.1 million)
in 2011 was comprised of approximately RMB3.7 million (2010: RMB3.3
million) being bank interest income, approximately RMB5.2 million (2010:
RMB2.0 million) being foreign exchange gain and approximately RMB1.4
million (2010: RMB4.3 million) being negative goodwill recognised as
income during the Review Period.

Selling and distribution expenses of approximately RMB57.5 million
(2010: RMB76.0 million) accounted for approximately 3.5% (2010: 5.0%)
of the Group’s turnover in 2011. The selling and distribution expenses
for the Review Period comprised approximately RMB9.3 million (2010:
RMB35.5 million) being the expenses incurred for the amortisation of all
renovation spending, approximately RMB13.0 million (2010: RMB18.1
million) was spent on advertising and promotion in 2011 and staff
salaries and welfare of approximately RMB10.2 million (2010: RMB6.8
million).

Administrative expenses of approximately RMB164.9 million (2010:
RMB124.1 million) accounted for approximately 10.0% (2010: 8.1%) of
the Group’s turnover in 2011. Administrative expenses mainly comprised
of R&D expenses of approximately RMB49.2 million (2010: RMB33.1
million), staff salaries and welfare of approximately RMB33.0 million
(2010: RMB20.5 million), depreciation of approximately RMB13.1 million
(2010: RMB10.1 million), and approximately RMB10.6 million (2010:
RMB10.4 million) being amortisation of intangible assets mainly arising
from acquisition of “Chaolitong#& /738" . In addition, an impairment loss
on the “Chaolitongif /73" brand of RMB21.1 million (2010: RMB18.2
million) was charged to the consolidated income statement in 2011.

Finance costs of approximately RMB10.2 million (2010: RMB2.1 million)

mainly represent interest on bank borrowings.

Profit Attributable to Equity Holders

In 2011, the Group recorded profit attributable to equity holders of the
Company of approximately RMB59.5 million (2010: RMB54.4 million),
which represents an increase of 9.5% as compared with 2010. The profit
margin attributable to equity holders of the Company was approximately
3.6% (2010: 3.6%).
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Liquidity and Financial Resources

Cash and cash equivalents held by the Group as at 31 December 2011
was approximately RMB499.0 million, increased by RMB84.8 million (at
31 December 2010: RMB414.2 million). The Group maintained a net cash
position of approximately RMB227.5 million net of bank borrowings and
pledged bank deposits for banking facilities, decreased by approximately
RMB3.3 million as compared to the net cash as at 31 December 2010.
The Group continued to maintain a net cash inflow from operating
activities of approximately RMB136.4 million for the year ended 31
December 2011 (2010: RMB33.8 million).

The Group's bank borrowings outstanding as at 31 December 2011
amounted to approximately RMB147.8 million (at 31 December 2010:
RMB86.4 million) were carried at floating interest rates. There was no
particular seasonality of the Group’s borrowings. The Group monitored
capital using a gearing ratio, which is total debt of the Group divided by
total equity of the Group. Total debt to equity ratio of the Group expressed
as a percentage of interest bearing loans and other borrowings over the
total equity of approximately RMB1,347.7 million (at 31 December 2010:
RMB1,286.5 million) was approximately 11.0% as at 31 December 2011
(at 31 December 2010: 6.7%). Bank deposits pledged for banking
facilities as at 31 December 2011 was approximately RMB123.6 million
(at 31 December 2010: RMB97.0 million).

As at 31 December 2011, the Group’s current ratio was approximately
2.4 times (at 31 December 2010: 2.8 times) based on current assets of
approximately RMB1,476.8 million (at 31 December 2010: RMB1,200.7
million) and current liabilities of approximately RMB626.6 million (at 31
December 2010: RMB434.6 million).

Trade receivable turnover days were approximately 98.4 days for the
year ended 31 December 2011 as compared to approximately 78.7
days for the year ended 31 December 2010. Inventory turnover days
were approximately 75.1 days for the year ended 31 December 2011 as
compared to approximately 53.6 days for the year ended 31 December
2010. Trade payable turnover days were approximately 94.6 days for
the year ended 31 December 2011 as compared to approximately 79.9
days for the year ended 31 December 2010.
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Net Current Assets and Net Assets

The Group's net current assets as at 31 December 2011 was approximately
RMB850.1 million, increased by approximately 11.0% from the balance
of approximately RMB766.1 million recorded as at 31 December 2010.
Net assets as at 31 December 2011 was approximately RMB1,347.7
million, increased by approximately RMB61.2 million over the balance
as at 31 December 2010.

Significant Investments and Acquisitions

On 23 November 2011, Scud (Fujian) Electronics Co., Ltd. (“Scud
Electronics”), a wholly-owned subsidiary of the Company, entered into a
share sale and purchase agreement (“Share Sale and Purchase Agreement”)
with Cao Xinggang and Shi Wei (the “Vendor”), pursuant to which Scud
Electronics agreed to pay a total consideration of RMB40.0 million of
which RMB21.0 million was payable to the Vendor as consideration for
the 70% equity interests in Shenzhen Nalon Battery Co., Ltd. (“Shenzhen
Nalon”) whilst the remaining RMB19.0 million was payable to Shenzhen
Nalon and should be recorded in the accounts of Shenzhen Nalon as
capital surplus after the approval from competent authorities of the PRC
on the share sale and purchase has been obtained. Upon completion of
the Share Sale and Purchase Agreement, Shenzhen Nalon would become
an indirect subsidiary of the Company with Scud Electronics having a 70%
equity interest in Shenzhen Nalon and Cao Xinggang remained as the
beneficial owner of 30% equity interest in Shenzhen Nalon.

During the Review Period, RMB21.0 million was paid to the Vendor
as consideration for the 70% equity interests in Shenzhen Nalon and
RMB19.0 million was paid to Shenzhen Nalon as deposit and was
recorded in the accounts of Shenzhen Nalon as capital surplus after
the approval from the relevant PRC authorities on the share sale and
purchase had been obtained.

Pursuant to the terms of the Share Sale and Purchase Agreement, it was
agreed that Scud Electronics shall be entitled to appoint over 70% of
the board of directors of Shenzhen Nalon and shall have the right to
appoint the president and vice-president of Shenzhen Nalon. The total
consideration under the Share Sale and Purchase Agreement was arrived
at after arm’s length negotiations between the parties based on the
net asset value of Shenzhen Nalon as at 31 July 2011 of approximately
RMB30.18 million as stated in the management accounts of Shenzhen
Nalon as at 31 July 2011. Further information about this transaction is
set out in the Company’s announcement dated 23 November 2011.
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According to the supplementary agreement, the ownership of RMB19.0
million capital surplus of Shenzhen Nalon belongs to SCUD Electronics
only.

Save as disclosed above, the Group made no significant investment nor
did it make any material acquisition or disposal of subsidiaries during
the Review Period.

Pledge of Assets

As at 31 December 2011, bank loans of approximately RMB0.6 million
(at 31 December 2010: RMBO.1 million) were secured by the Group’s
motor vehicles with a carrying amount of approximately RMB0.9 million
(at 31 December 2010: RMB2.0 million) and bank loans of approximately
RMB147.2 million (2010: RMB86.4 million) were unsecured.

Commitments

The Group's capital commitments outstanding as at 31 December 2011
amounting to approximately RMB5.8 million (at 31 December 2010:
RMB72.6 million) was mainly attributed to the setup of the bare battery
cell production plant in Dongguan and acquisition of equipment.

Contingent Liabilities

As at 31 December 2011, the Group did not provide any form of
guarantee for any company outside the Group and did not involve
in any material legal proceedings for which provision for contingent
liabilities was required.

Capital Structure

During the Review Period, there was no change in the share capital of
the Company.

Foreign Exchange Exposure

For the year 2011, the Group conducted its business transactions
principally in Renminbi. The Group has not experienced any material
difficulties or negative impacts on its operations as a result of fluctuations
in currency exchanges rates. Although the Group has certain bank
balances denominated in United States Dollars, Japanese Yen and Hong
Kong Dollars, their proportion to the Group’s total assets is insignificant.
The Directors considered that no hedging of exchange risk is required
and no financial instruments were used for hedging purposes during
2011. Nevertheless, the management will continue to monitor the foreign
exchange exposure and will take prudent measures as and when it is
appropriate.
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Employee, Remuneration Policies and Share Option
Scheme

As at 31 December 2011, the Group had 4,641 full-time employees
(2010: 4,084). The salaries of the Group’s employees were determined by
the personal performance, professional qualification, industry experience
of the employee and relevant market trends. The Group ensures all
levels of employees are paid competitively within market standard and
employees are rewarded on a performance-related basis within the
framework of the Group’s salary, incentives and bonus scheme. The
management reviews the remuneration policy of the Group on a regular
basis and evaluates the working performance of the employees. The
remuneration of the employees includes salaries, allowances, year-end
bonus and social insurance. According to the relevant prevailing laws and
regulations of the PRC, the Group has participated in the social insurance
plans set up by the related local government authorities, including
pension funds, medical insurance (including maternity insurance),
unemployment insurance and work-related injury insurance. The Group
has also participated in the mandatory provident fund scheme for its
Hong Kong employees in accordance with the Mandatory Provident Fund
Scheme Ordinance (Chapter 485 of the Laws of Hong Kong).

As at 31 December 2011 and 2010, all share options granted under
the Pre-IPO share options scheme adopted by the Company prior to its
listing have expired.
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DIRECTORS AND SENIOR MANAGEMENT
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EXECUTIVE DIRECTORS

Fang Jin, aged 53, is an executive Director and the Chairman of the
Group, and is a senior economist. Mr. Fang is a member of each of the
Remuneration Committee and Nomination Committee of the Company.
He is also a co-founder of the Group which was founded in December
2006. Mr. Fang is mainly responsible for the Group’s developmental
planning, operational and corporate investment decision-making and
brand strategy. Mr. Fang has been leading the Board for collective decision-
making for years and has set a very clear direction for SCUD product
management and brand construction. He commenced his career at the
age of 18, and has accumulated over twenty years of experience in the
mobile phone accessories industry and related operation management.
He has very keen discernment and vision on the exploration of brand
market and the marketability of new products. Prior to the establishment
of Scud (Fujian) Electronics Co. Ltd. (“Scud Electronics”) in 1997, Mr.
Fang was engaged, as a sole proprietor, in the sale of communication
products and accessories in the PRC. In December 1996, he established
Cai Hong Group (Hong Kong) Co. Ltd. (“Cai Hong") in conjunction
with partners including Mr. Lin Chao (and established Scud Electronics
in October 1997). Mr. Fang has received several awards including:

2003 National Advanced Individual On Projects of End
Users’ Satisfaction
2004 Excellent Runners of Technological Private Enterprises in China
2004 Fujian Top Ten Venture Heroes in the Commercial Sector
2005 China Top Ten Excellent Entrepreneurs in Brand Construction
2005 The Mudell’s World Executive Awards for Achievement in
Business and Economy
2006 Annual Excellent Persons in Fujian Economy
2006 National Excellent Managers of Users’ Satisfaction

Mr. Fang is the Vice Chairman of the Joint Industrial and Commercial
Association of Mawei District in Fuzhou City Economic and Technological
Development Region.
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Mr. Fang is the sole director and shareholder of Swift Joy Holdings
Limited, which is a substantial shareholder of the Company. As at
31 December 2011, Mr. Fang was interested in 402,000,000 shares,
representing approximately 38.95% of the issued share capital of the
Company within the meaning of Part XV of the Securities and Futures
Ordinance (Chapter 571 of the Laws of Hong Kong) (“SFO").

Guo Quan Zeng, aged 51, is an executive Director and Chief Executive
Officer of the Group, and is an engineer. He is responsible for the
management of the Group’s daily operations. He joined the Group in
July 1997. He had been the managers of the research and development
department, sales department, planning department, production
department and quality control departments of Scud Electronics, and had
been director, vice general manager and vice president. He has abundant
experience in junior level management in OEM business development,
brand promotion, product research and development and quality control.
Prior to joining the Group, Mr. Guo was a lieutenant commander engineer
of the PRC navy mainly responsible for establishing and maintaining
wireless telecommunication systems. Mr. Guo has over 28 years of
experience in the research and development and quality management in
electronic products. Mr. Guo graduated from the Navy Senior Electronic
Engineering School with a bachelor’s degree in radio telecommunication
engineering in 1983.

Mr. Guo is the sole director and shareholder of Cheer View Holdings
Limited, which is a shareholder of the Company. As at 31 December 2011,
Mr. Guo was interested in 18,000,000 shares, representing approximately
1.74% of the issued share capital of the Company within the meaning
of Part XV of the SFO.

Huang Yan, aged 32, is an executive Director and the general manager
of the Scud E-commerce Center. Ms. Huang is responsible for the main
operation of the Group’s own brand e-commerce business division,
brand culture construction, brand market integration, development and
integration of sales distribution channel for SCUD’s network. Ms. Huang
accumulated years of experience in the business of telecommunication
products and is dedicated to technology innovation, management,
establishment and maintenance of distribution channels of the Group.
Capitalizing on rich experience in operation of traditional channels
gained over the years, Ms. Huang managed to seize the opportunity of
rapid development of e-commerce and expanded the foothold of the
"SCUD" brand in the PRC. Her contributions were essential in making
the “SCUD" brand become one of the most valuable and most influential
brands in the PRC market, driving the business growth of the “SCUD”
brand to achieve large scale production, expanding product offerings
of the Group as well as eventually increasing the Group’s presence in
the global market.
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Ms. Huang graduated from the Fujian Cadet Academy of Economic
Management in 1999 in the specialty of trading. She is currently a
master degree student at Xiamen University. She joined the Group in
February 2001 and has served as the operation manager, the deputy
general manager, the executive deputy general manager and the general
manger of the Groups’ own brand business division. She has in-depth
understanding of the management of network brand business, production
planning and team building. She was appointed as an executive Director
of the Company on 30 December 2009. As at 31 December 2011, Ms.
Huang did not have any equity interest in the Company within the
meaning of Part XV of the SFO.

Zhang Li, aged 51, is an executive Director and the general manager
of Scud Electronics, and is responsible for the entire operations of Scud
Electronics. The business of Scud Electronics is the production of OEM
products, including mobile phone batteries, chargers, notebook computer
batteries and motive batteries. Mr. Zhang joined the Group in October
2003 and had been the deputy general manager of Scud Electronics. Prior
to joining the Group, Mr. Zhang had served as manager in the industrial
design department of Fujian Start Network, as manager of the research
and development department, of the accessories department and of the
sales department of Fujian Communications and Broadcasting Industrial
Company. He has nearly 30 years of experience in the telecommunication
industry. Mr. Zhang graduated from the Mechanical Engineering Faculty of
Jiangxi University in 1978. He was granted the qualification of practising
as an engineer in 1992 and was granted the qualification of practising
as a senior engineer in 1999. He was appointed as an executive Director
of the Company on 31 December 2010. As at 31 December 2011, Mr.
Zhang does not have any equity interest in the Company within the
meaning of Part XV of the SFO.
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INDEPENDENT NON-EXECUTIVE DIRECTORS

Dr. Loke Yu, alias Loke Hoi Lam, aged 62, is an independent non-executive
Director of the Company and Chairman of each of the Audit Committee,
Remuneration Committee and Nomination Committee of the Company,
respectively. Dr. Loke has over 36 years of experience in accounting and
auditing for private and public companies, financial consultancy and
corporate management. He holds a Master of Business Administration
Degree from the Universitiy Teknologi Malaysia and a Doctor of Business
Administration Degree from the University of South Australia. Dr. Loke is
a Fellow of The Institute of Chartered Accountants in England and Wales,
Hong Kong Institute of Certified Public Accountants and The Hong Kong
Institute of Directors. He is also an Associate Member of The Hong Kong
Institute of Chartered Secretaries. He is currently the company secretary of
Minth Group Limited and serves as an independent non-executive director
of Vodone Limited, Matrix Holdings Limited, Bio-Dynamic Group Limited,
China Fire Safety Enterprise Group Limited, Winfair Investment Company
Limited and Zhong An Real Estate Limited, all being companies listed on
the Main Board of The Stock Exchange of Hong Kong Limited (“Stock
Exchange”). During the last three years, Dr. Loke had been an independent
non-executive director of CNNC International Limited (formerly known as
United Metals Holdings Limited), Shandong Molong Petroleum Machinery
Company Limited and ZMAY Holdings Limited, all being companies listed
on the Main Board of the Stock Exchange. He joined the Company as an
independent non-executive Director on 14 May 2009. As at 31 December
2011, Dr. Loke does not have any equity interest in the Company within
the meaning of Part XV of the SFO.

Wang Jing Zhong, aged 56, is an independent non-executive Director
of the Company and a member of each of the Audit Committee,
Remuneration Committee and the Nomination Committee of the
Company, respectively. Mr. Wang is a senior engineer and graduated from
East China University of Science & Technology with a Bachelor’s degree
in chemistry. He has nearly 15 years of experience in the management
of the battery industry. He had served as the engineer-in-charge of the
household products division in the Ministry of Light Industries, as deputy
department head of the campus department of the Education Bureau, as
the deputy officer-in-charge of the Household Products Office, and as the
secretary general of China Battery Industry Association. He is currently
the executive vice-president of China Battery Industry Association. Mr.
Wang joined the Company as an independent non-executive Director on
3 December 2006. Mr. Wang is currently an independent non-executive
director of Tianneng Power International Limited, a company listed on
the Main Board of the Stock Exchange. As at 31 December 2011, Mr.
Wang does not have any equity interest in the Company within the
meaning of Part XV of the SFO.
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Wang Jian Zhang, aged 66, is an independent non-executive Director, a
member of the Audit Committee of the Company and a senior engineer.
Mr. Wang graduated from Xian Military Institute of Telecommunication
Engineering. He has 25 years of experience in electronic technology and
management. Prior to joining the Group, Mr. Wang had served as deputy
director of the Promotion Division of Comprehensive Planning Department
under Ministry of Electronics Industry, director of the Comprehensive
Planning and the Investment Division under Ministry of Mechanical
and Electrical Industry, director-general of the Comprehensive Planning
Department under Ministry of Electronics, and director-general of the
Comprehensive Planning Department under the Ministry of Information
Industry. Mr. Wang joined the Company as an independent non-executive
Director on 3 December 2006. As at 31 December 2011, Mr. Wang
does not have any equity interest in the Company within the meaning
of Part XV of the SFO.

SENIOR MANAGEMENT

Yeung Mun Tai (FCCA, CPA), aged 35, is the Company Secretary of the
Company. He is the Chief Financial Officer of the Group and is responsible
for the overall financial and accounting affairs. He is a member of the
Association of Chartered Certified Accountants and a member of the
Hong Kong Institute of Certified Public Accountants. Prior to joining the
Group, Mr. Yeung worked as an auditor in an international accounting
firm. He has more than 12 years of experience in the accounting field.
He has a Bachelor’s degree in Business Administration and Accounting.
Mr. Yeung joined the Group in September 2005.

Zhang Hao, aged 40, is the general manager of Scud Battery Co. Ltd.
Mr. Zhang is responsible for the main operation of the Group’s own brand
business division, brand culture construction, brand market integration
and development of sales distribution channel. Mr. Zhang accumulated
years of experience in the business of telecommunication products and
is dedicated to technology innovation, management and establishment
and maintenance of distribution channels. Mr. Zhang obtained the
qualification of internal corporate mentor in 2007. Mr. Zhang completed
the Executive Master of Business Administration (EMBA) programme of
Tsinghua University in 2009 and obtained the qualification of corporate
trainer in 2010. Mr. Zhang joined the Group in August 2000 and has
served as the supervisor of the Group’s own brand business division, the
manager of project division, the manager of research and development
division and the general manager of marketing center. Since joining
the Group, Mr. Zhang has made valuable contributions to obtaining
numerous patents of the Group.
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Chen Wei, aged 41, is the general manager of Shenzhen Hongde Battery
Co., Ltd. Mr. Chen is responsible for the overall operation of the Group’s
bare battery cell division. Mr. Chen accumulated years of experience in
the business of bare battery cell and battery products. He is dedicated
to developing the upstream business of the Group. Mr. Chen graduated
from Henan Normal University in 1993 with a bachelor's degree and
obtained a master’s degree from University of Science and Technology
Beijing in 1996. Mr. Chen joined the Group in November 2011. Prior to
joining the Group, Mr. Chen held various positions with a number of
companies, such as the general manager of Zhaoging Fenghua Lithium
Battery Co., Ltd., the chief engineer of Shenzhen Bak Battery Co.,
Ltd., the general manager of Shenzhen Hongde Battery Co., Ltd., the
executive deputy general manager of Shenzhen Tianmao Battery Co.,
Ltd. and the executive deputy general manager of Zhongshan Tianmao
Battery Co., Ltd..
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The board of directors (the “Board”) of SCUD Group Limited (the
“Company” and, together with its subsidiaries, the “Group”) presents
its annual report and audited consolidated financial statements for
the financial year from 1 January 2011 to 31 December 2011

("Review Period”).

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The principal activities
of its major subsidiaries are set out in Note 33 to the consolidated
financial statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 31 December 2011 are set
out in the consolidated income statement on page 59.

A final dividend for the year ended 31 December 2011 of HK$0.02
per share, amounting to a total final dividend of approximately
RMB16,733,000, is to be proposed for the approval of shareholders at
the forthcoming annual general meeting of the Company.

PROPERTY, PLANT AND EQUIPMENT

Details of the movements during 2011 in the property, plant and
equipment of the Group are set out in Note 13 to the consolidated
financial statements.

SHARE CAPITAL

Details of the movements during 2011 in the share capital are set out
in Note 27 to the consolidated financial statements.

DISTRIBUTABLE RESERVES OF THE COMPANY

The Company'’s reserves available for distribution to shareholders as at
31 December 2011 comprised the accumulated profits, other reserves
and share premium of approximately RMB663.2 million (2010: RMB608.5
million).
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DIRECTORS AND SERVICE CONTRACTS

The Directors of the Company during the year and up to the date of
this report were:

EXECUTIVE DIRECTORS:

Fang Jin (Chairman)

Guo Quan Zeng (Chief Executive Officer)
Huang Yan

Zhang Li (re-appointed on 11 May 2011)

INDEPENDENT NON-EXECUTIVE DIRECTORS:

Loke Yu
Wang Jing Zhong

(re-appointed on 11 May 2011)
(re-appointed on 11 May 2011)
Wang lJian Zhang (re-appointed on 11 May 2011)

According to the requirements of Article 87(1) of the articles of association
of the Company, at each annual general meeting one-third of the
Directors for the time being (or, if their number is not a multiple of three,
the number nearest to but not less than one-third) shall retire from office
by rotation provided that every Director shall be subject to retirement
at an annual general meeting at least once every three years. Mr. Fang
Jin, Mr. Guo Quan Zeng and Ms. Huang Yan will retire at the Company’s
annual general meeting to be held in 2012. Mr. Fang Jin, Mr. Guo Quan
Zeng and Ms. Huang Yan, all being eligible, will offer themselves for
re-election in the forthcoming annual general meeting in 2012.

There are no service contracts for any of the Directors who are nominated
for re-election at the forthcoming annual general meeting in 2012 which
are not determinable by the Group within one year without payment of
compensation (other than statutory compensation).
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DIRECTORS’ AND CHIEF EXECUTIVES' INTERESTS
AND SHORT POSITIONS IN SHARES

As at 31 December 2011, the relevant interests or short positions of the
Directors and chief executive of the Company in the shares, underlying
shares and debentures of the Company or its associated corporations
(within the meaning of Part XV of the Securities and Futures Ordinance
(Chapter 571 of the Laws of Hong Kong) (“SFO"), which are required to
be notified to the Company and The Hong Kong Stock Exchange Limited
("Stock Exchange”) pursuant to Divisions 7 and 8 of Part XV of the SFO
(including interests or short positions which they are taken or deemed
to have under such provisions of the SFO)) or were required pursuant
to section 352 of the SFO, to be entered in the register referred to
therein or were required, pursuant to the relevant provisions of the Rules
Governing the Listing of Securities on the Stock Exchange (the “Listing
Rules”) relating to securities transactions by Directors to be notified to
the Company and the Stock Exchange were as follows:

Long positions (ordinary shares of HK$0.1 each of the Company):
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HR(AQAASREHEIBITZEER):

Percentage of
the issued
share capital

of the Company

Number of (Note 3)

issued ordinary HARTSBIT

Name of Director Capacity shares held REZBDL

L 14 FREREREA (BF3E3)

Fang Jin Corporate interest (Note 1) 402,000,000 38.95%
Pl NEEs (M)

Guo Quan Zeng Corporate interest (Note 2) 18,000,000 1.74%

SERIE NEIER(HEE2)

Note 1: These shares are directly held by Swift Joy Holdings Limited,
whose entire issued share capital is held by Fang Jin.

Note 2: These shares are directly held by Cheer View Holdings
Limited, whose entire issued share capital is held by Guo
Quan Zeng.

Note 3:  We have applied the number of shares of the Company in

issue as at 31 December 2011, i.e. 1,032,001,246 Shares,

when calculating this percentage.

Save as disclosed above, none of the Directors or chief executives
or their associates had any interests or short positions in any shares,
underlying shares and debentures of the Company or any of its associated
corporations as at 31 December 2011.
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SHARE OPTIONS

The Company’s share option scheme (the “Scheme”) was adopted
pursuant to a shareholders’ resolution passed on 3 December 2006 for
the primary purpose rewarding eligible participants who have contributed
to the Group and encouraging eligible participants to work towards
enhancing the value of the Company and its shares for the Company
and its shareholders as a whole. Eligible participants include directors
and employees of the Group and any directors and employees of the
Group, advisors, consultants, distributors, contractors, suppliers, agents,
customers, business partners, joint venture business partners, promoters
or service providers of the Company whom the board of directors of the
Group considers to have contributed or will contribute to the Group.
Under the Scheme, the board of directors of the Company may grant
options to eligible employees, including directors of the Company and
its subsidiaries, to subscribe for shares in the Company. The Scheme was
adopted for a period of 10 years and the Company by ordinary resolution
in general meeting or the board of directors of the Company may at
anytime terminate the Scheme without prejudice to the options granted
during the life of the Scheme and which remain unexpired immediately
prior to such termination.

At 31 December 2011, the number of shares in respect of which options
had been granted and remained outstanding under the Scheme was
Nil (2010: Nil). The total number of shares in respect of which options
may be granted under the Scheme is not permitted to exceed 10%
of the shares of the Company in issue at the time of listing, without
prior approval from the Company’s shareholders. The number of share
issued and to be issued in respect of which options granted and may
be granted to any individual in any one year is not permitted to exceed
1% of the shares of the Company in issue at any point in time, without
prior approval from the Company’s shareholders. The number of shares
issued and to be issued in respect of which options granted and may be
granted to a substantial shareholder or an Independent Non-executive
Director or any of their respective associates representing in aggregate
over 0.1% the Company’s share capital on the date of such grant or
with an aggregate value in excess of HK$5,000,000 must be approved
in advance by resolution of the Company’s shareholders (voting by
way of poll). Upon the grant of an option a consideration of HK$1 is
payable and the relevant option may be exercised in accordance with
the terms of the Scheme at any time during the exercise period to be
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determined by the Board, which shall not exceed 10 years. The exercise
price of the options shall be determined by the board of directors of
the Company in its absolute discretion but will in any event not be less
than the higher of:—

(1) the closing price of the Company’s shares as stated in the daily
guotations sheets issued by the Hong Kong Stock Exchange on the
date of an offer of an option by the Company (which must be a
business day);

(2) the average closing price of the Company’s shares as stated in the
daily quotations sheets issued by the Hong Kong Stock Exchange
for the 5 preceding business days of the day of the offer of an
option; and

(3) the nominal value of the Company’s shares.

PRE-IPO SHARE OPTION SCHEME

All options granted under the Pre-IPO Share Option Scheme have expired
as at 1 January 2011.

POST-IPO SHARE OPTION SCHEME

No options have been granted under the Post-IPO Share Option Scheme
as at 31 December 2011.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR
CONVERTIBLE BONDS

At no time during the year ended 31 December 2011 was the Company or
any of its fellow subsidiaries and subsidiaries, a party to any arrangements
to enable the directors of the Company to acquire benefits by means of
the acquisition of shares in, or convertible bonds (including bonds) of, the
Company or any other body corporate and none of the Directors, their
spouses or children under the age of 18, had any rights to subscribe for
securities of the Company, or had exercised any such rights.

SUBSTANTIAL SHAREHOLDERS

As at 31 December 2011, the following persons (other than directors or
chief executive of the Company) had interests or short positions in the
shares and underlying shares of the Company which fall to be disclosed
to the Company under the provisions of Divisions 2 and 3 of Part XV of
the SFO, or which were recorded in the register required to be kept by
the Company under section 336 of the SFO:
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Long positions (Ordinary shares of HK$0.10 each of the
Company):

Name of shareholder Capacity

REREA 514

Swift Joy Holdings Limited Beneficial owner

AR AR A A Emfa A

Lin Chao Corporate interest (Note 1)

Mhia NAVEm (MHEET)
Beneficial owner
EmEA A

Right Grand HoIdings Limited Beneficial owner (Note 1)

ERERERA BEmEA APIEE)

Note 1:  These shares are directly held by Right Grand Holdings Limited,

whose entire issued share capital is held by Lin Chao.

Note 2:  We have applied the number of shares of the Company in

issue as at 31 December 2011, i.e. 1,032,001,246 Shares,
when calculating this percentage.

Save as disclosed above, as at 31 December 2011, the Company had
not been notified by any persons (other than directors or chief executive
of the Company) who had interests or short positions in the shares or
underlying shares of the Company which would fall to be disclosed to
the Company under the provisions of Divisions 2 and 3 of the Part XV
of the SFO, or which were recorded in the register required to be kept
by the Company under section 336 of the SFO.

CORPORATE GOVERNANCE

Report for the corporate governance practice adopted by the Company
is set out on pages 46 to 56 of this annual report.

REMUNERATIONS OF THE DIRECTORS AND THE
FIVE HIGHEST PAID EMPLOYEES

For the year ended 31 December 2011, the total remunerations of the
Directors and the five highest paid employees are set out in Note 8 to
the consolidated financial statements.
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AUDIT COMMITTEE, NOMINATION COMMITTEE
AND REMUNERATION COMMITTEE

The Company has established an audit committee (“Audit Committee”),
a nomination committee (“Nomination Committee”) and a remuneration
committee (“Remuneration Committee”).

AUDIT COMMITTEE

The primary duties of the Audit Committee are mainly to review the
material investment, capital operation and material financial system of
the Company, to review the accounting policy, financial position and
financial reporting procedures of the Company, to communicate with
the external audit firm, to assess the performance of internal financial
and audit personnel, and to assess the internal control of the Company.
At present, the Audit Committee consists of three members who are Dr.
Loke Yu, Mr. Wang Jing Zhong and Mr. Wang Jian Zhang.

NOMINATION COMMITTEE AND REMUNERATION COMMITTEE

The primary duties of the Nomination Committee and Remuneration
Committee are mainly to study and formulate the criteria of selection
and the remuneration policy of the Directors and the senior management
of the Company, to review candidates for the Directors and the senior
management of the Company, and to review the human resources
development and the utilisation policy of the Company. At present,
the Nomination Committee and the Remuneration Committee each
consists of three members who are Dr. Loke Yu, Mr. Fang Jin and Mr.
Wang Jing Zhong.

PRE-EMPTIVE RIGHTS

Although there are no restrictions over the grant of pre-emptive rights
under the laws of Cayman Islands, no pre-emptive rights have been
granted under the articles of association of the Company.

MAJOR CUSTOMERS AND SUPPLIERS

The top five customers and the largest customer of the Group represent
approximately 32.4% and approximately 11.4% of the Group’s total
sales of the year, respectively.

The top five suppliers and the largest supplier of the Group represent
approximately 27.7% and approximately 7.6% of the Group’s total
purchases of the year, respectively.

At no time during the year did a Director, an associate of a Director or
a shareholder of the Company (which to the knowledge of the Directors
owns 5% or more of the issued share capital of the Company) has equity
interests in the top five customers and suppliers of the Group.
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CONNECTED TRANSACTIONS BERXS

During the Review Period, the Company and the Group had connected REEEEIRE - AABIRAEE BHETHAER S LEF
transactions and continuing connected transactions, certain details of BHEER S @ HETHBERIER EMRBIE14AZNR
which have been disclosed in compliance with the requirements of  FE{EHL#E o

Chapter 14A of the Listing Rules.

The name of, and the relationship with, the parties connected HEARFIBEEMNATHZELEREAERNT
with the Company are as follows:

Name Relationship

=L BE

Fang Jin Director and controlling shareholder of the Company

Pk EERADANERRER

Guo Quan Zeng Director

FRIE =

Lin Chao Substantial shareholder of the Company

v RAFEERR

Scud Electronics Scud (Fujian) Electronics Co., Ltd., a wholly-owned subsidiary indirectly held
RERET by the Company with Mr. Fang Jin being common director

RERE (82) EFARAR HTeAEARREEN AR RBEE2ENB QR

Scud Stock Scud Stock (Fujian) Co., Ltd., a company with Mr. Fang Jin and Mr. Guo Quan Zeng,
REBRAD being common directors who has shareholding interest in this company as to
67% and 3%, respectively. Mr. Lin Chao has 25% shareholding interest in Scud Stock
BEREBRBRNDERDGT  FekERAREEERHFREZNLA - DHEAR
ALRA67% 3% ke o MARSE AR RERRA ()25 % Ak

Scud Battery Scud Battery Co., Ltd., a wholly-owned subsidiary indirectly held by the Company
REREM with Mr. Fang Jin being common director
REBRBBERAGF > AekERHRAEENARARELZEINE AR

Scud Shenzhen Scud Electronics (Shenzhen) Co., Ltd., a wholly-owned subsidiary indirectly held
RERR R by the Company with Mr. Fang Jin being common director

REREFT ORI BRAR  m2ERAREENARRHEEZENB AR

CLTE Chaolitong Electronic Company Limited, Mr. Ma Jie and Mr. Zheng Wei are directors and
HAMEF shareholders of both CLTE and CLTT
BOBEFARDA] - EREERBEEERBENAE T B IBRENEERIRE

CLTT Chaolitong Technology Company Limited, a 70% owned subsidiary indirectly held by the
BB RH Company with Mr. Ma Jie and Mr. Zheng Wei being directors of both CLTE and CLTT
RYTHRABRHRARDA - AARRERBTIONNHME AR - BREERBELRER
HOBEFREHEREENRES
Fujian Netcom Fujian Netcom Technology Co., Ltd., a company indirectly wholly-owned
TR by Mr. Fang Dong, the brother of Mr. Fang Jin

BEEARKRERAR  FRAEMERERENAR  FRAERFTREENRE
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(a)

(b)

W

Connected Transaction

On 14 May 2010, 21 June 2010 and 15 July 2010, Scud Shenzhen, a
wholly-owned subsidiary of the Company entered into three sale and
purchase agreements (together “Sale and Purchase Agreements”)
respectively, with Fujian Netcom, a company wholly-owned by
Mr. Fang Dong, the brother of Mr. Fang lJin, our Director and
controlling shareholder. Fujian Netcom is therefore an associate
(as defined in the Listing Rules) of Mr. Fang Jin. Pursuant to the
Sale and Purchase Agreements, Scud Shenzhen agreed to sell and
Fujian Netcom agreed to purchase various types of batteries for a
total consideration of RMB4,999,225 (inclusive of the PRC value
added tax) payable after receipt of the batteries. Further details of
the Sale and Purchase Agreements are set out in the Company’s
announcement dated 14 March 2011.

Continuing Connected Transactions
(i) Lease agreements with Scud Stock

As stated in the Company’s prospectus dated 11 December
2006, on 20 June 2004, the Company entered into a land lease
agreement (the “Main Lease Agreement”) with Scud Stock
for the purpose of leasing a factory premises for production
use until 30 June 2007. The Main Lease Agreement was
subsequently extended to 30 June 2024.

Scud Electronics and Scud Stock entered into a separate lease
agreement (the “New Lease Agreement”) dated 15 November
2007 for the lease of office premises for administrative use
for the Group for a term of 3 years and later entered into a
lease renewal agreement (the “Renewal Agreement”) dated
8 January 2010 terminating the New Lease Agreement with
effect from 1 January 2010. The Renewal Agreement is
effective commencing from 1 January 2010 and its tenure
ending on 31 December 2012. The annual rental under the
Renewal Agreement was RMB1,378,368 payable in cash on a
monthly basis. The annual cap for the year ended 31 December
2010 was RMB4,100,000 including the rental under the Main
Lease Agreement.

(a)

(b)
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On 1 January 2011, Scud Electronics and Scud Stock agreed
to terminate the Main Lease Agreement and the Renewal
Agreement with effect from 1 January 2011 and entered
into a lease agreement (the “First Lease Agreement”) for the
period commencing from 1 January 2011 and ending on 31
December 2013. The annual rental was RMB5,461,866 and
payable by cash on a monthly basis.

On 1 January 2011, Scud Battery and Scud Stock entered into
a lease agreement (the “Second Lease Agreement”) for the
period commencing from 1 January 2011 and ending on 31
December 2013. The annual rental was RMB6,729,777 and
payable by cash on a monthly basis.

The premises in Fuzhou under the First Lease Agreement and
the Second Lease Agreement were leased for use as a factory,
office for administration use for the Group and staff dormitory
for the employees of the Group. Further details of the First
Lease Agreement and the Second Lease Agreement are set
out in the Company’s announcement dated 3 January 2011.

CLT Lease Agreement

On 17 January 2008, CLTE and CLTT entered into a lease
agreement (“CLT Lease Agreement”) whereby CLTT will lease
the factory and dormitory premises from CLTE in Shenzhen.
Mr. Ma Yuk Sang, as vendor who pursuant to a sale and
purchase agreement dated 12 December 2007 procured the
sale of the entire equity interest in CLTT to Joint Smart Holdings
Limited, a non-wholly-owned subsidiary of the Company and
the purchaser under the said sale and purchase agreement, is a
connected person of the Company by way of its 30% interest
in Joint Smart Holdings Limited. As of 2 June 2008 whereby the
Company received all relevant approvals required from Chinese
regulators in relation to the said sale of equity interest in CLTT,
CLTT became an indirect non-wholly owned subsidiary of the
Company and as such, the CLT Lease Agreement constitutes a
continuing connected transaction of the Company as of such
date since the shareholders of CLTE are connected persons
pursuant to Rule14A.11(4) (a) of the Listing Rules. The lease
was for an initial period of 3 years from 17 January 2008 to 16
January 2011, with an agreed annual rental of RMB3,600,000.
Rental is payable in cash on a monthly basis. Further details
of the CLT Lease Agreement are set out in the Company’s
announcement dated 17 January 2008.
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The CLT Lease Agreement has been renewed on 4 January
2011 based on the same terms. Based on the annual rental
pursuant to the renewed agreement, as the highest of the
relevant percentage ratios as defined under Rule 14.07 of the
Listing Rules (other than the profits ratio) in respect of the
annual caps of such transactions is, on an annual basis, less
than 1%, such transaction constitute de minimis transactions
for the Company under Rule 14A.33(3)(b) of the Listing Rules
and are therefore exempt from the reporting, annual review,
announcement and independent shareholders’ approval
requirements under Chapter 14A of the Listing Rules following
amendments to the Listing Rules effective 3 June 2010.

The details on annual caps and actual amount incurred for the above

continuing connected transactions for 2012 and 2011 are as follows:

CLT Lease Agreement

First Lease Agreement
Second Lease Agreement

Note:

izabebich =gt

E—HiEEH=E
FE_HEEHHE

As disclosed in the Company’s announcement dated 3 January
2011, the annual caps for the aggregate rental payable by
Scud Electronics and Scud Battery to Scud Stock under all
Leases (as defined in the announcement) is RMB12,191,643
for each of the 3 years ending 31 December 2013, being the
sum of the annual caps under the First Lease Agreement and
the Second Lease Agreement.

The independent non-executive Directors of the Company have reviewed

the connected transactions and continuing connected transactions set
out herein and in Note 30 to the consolidated financial statements, and
have confirmed that, during the year ended 31 December 2011, such
transactions were entered into:

(1)

in the ordinary and usual course of business of the Group;
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Actual amount incurred Annual cap

for the year ended
31 December 2011

for the year ending
31 December 2012

BE-ZT——F BE-ZT——-F
+ZA=+—-8L1 +ZA=+—-HL
FENERSH FENFEELR
(RMB) (RMB)
(ARHTT) (ARHIT)
3,600,000 N/A “EF
5,461,866 5,461,866
6,729,777 6,729,777
(Note)

(Mt3E)

iz  BUWARRAHAE-_T——F—A=ZHH
NEFRE BE-_Z—=F+_-A=+
—HIEF=RFESRFREREFRRER
EHREEHHE(TERZAE)ERAR
ERBOINZHEREFEE FRAAR
#12,191,6437C * BIE—HHAERHENME
—HEERHEIFELREE -

RRBBIIFNTEZFCEHN A NG W ERE
MIES0FTERER H RISEBER S - WHER -

RBE-_T——F+-_A=+—RHILFERN " G
55

(1) RAKBEIERNMAEEBBREPIIL

—T—5FH REREEARAT



DIRECTORS' REPORT
EEERE

on normal commercial terms or on terms no less favorable to the
Group than terms available to or from independent third parties;
and

in accordance with the relevant agreements governing them on
terms that are fair and reasonable and in the interests of the
shareholders of the Company as a whole.

The independent auditors of the Company have also confirmed that
the continuing connected transactions relating to the lease agreements
with Scud Stock:—

(1

nothing has come to their attention that causes them to believe
that the disclosed continuing connected transactions have not been
approved by the Board of the Company;

for transactions involving the provision of goods or services by the
Group, nothing has come to their attention that causes them to
believe that the transactions were not, in all material respects, in
accordance with the pricing policies of the Company;

nothing has come to their attention that causes them to believe
that the transactions were not entered into, in all material respects,
in accordance with the relevant agreements governing such
transactions; and

with respect to the aggregate amount of the Continuing Connected
Transactions, nothing has come to their attention that causes
them to believe that the continuing connected transactions have
exceeded the maximum aggregate annual value disclosed in the
previous announcements by the Company.

Further details of the transactions and relationships of the connected
parties are also set out in Note 30 to the financial statements.

DIRECTORS’ INTEREST IN CONTRACTS
OF SIGNIFICANCE AND CONNECTED
TRANSACTIONS

Save as the transactions referred in the section “Connected Transactions”

above, no Directors has direct or indirect material interests in any contracts

of significance subsisting during or at the end of the financial year ended
31 December 2011.
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PURCHASE, SALE OR REDEMPTION OF SECURITIES

Neither the Company nor any of its subsidiaries purchased, sold or
redeemed interest in any of the Company’s listed securities for the year
ended 31 December 2011.

The annual report for the year containing all the relevant information
as required by Appendix 16 to the Listing Rules will be despatched to
shareholders of the Company and published on the website of the Stock
Exchange in due course.

ANNUAL CONFIRMATION OF INDEPENDENCE

The Company has received from each independent non-executive Director
an annual confirmation of his independence, and the Company considers
such directors to be independent in accordance with each and every
guideline set out in rule 3.13 of the Listing Rules.

SUFFICIENT PUBLIC FLOAT

Based on the information that is publicly available to the Company and
within the knowledge of the Directors, as at the date of this report,
the Company has maintained sufficient public float as required under
the Listing Rules.

INDEPENDENT AUDITORS

Moore Stephens retire and a resolution for their reappointment as
independent auditors of the Company will be proposed at the forthcoming
annual general meeting.

By the order of the Board

)

FANG JIN

Chairman

26 March 2012
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CORPORATE GOVERNANCE PRACTICE

SCUD Group Limited (the “Company”) together with its subsidiaries,
(the “Group”) is committed to maintaining and ensuring a high level of
corporate governance standards and continuously reviews and improves
the Group’s corporate governance and internal controls practices. Set
out below are the principles of corporate governance as adopted by the
Company during the financial year from 1 January 2011 to 31 December
2011 (the “Review Period”).

DISTINCT ROLES OF CHAIRMAN AND CHIEF
EXECUTIVE OFFICER (“CEO")

During the Review Period, Mr. Fang Jin served as the Chairman of the
board (“Board”) of directors (“Directors”) of the Company and was
responsible for leading the Board in establishing and monitoring the
implementation of strategies and plans to create values for shareholders.
Mr. Guo Quan Zeng served as the President of the Group and was
responsible for managing the overall business operations of the Group,
proposing strategies to the Board and the effective implementation of
the strategies and policies adopted by the Board, effectively carrying
out the role of a CEO.

Save for their business relationships as a result of their respective
directorships and positions and shareholding interests in the Company
and Scud Stock (Fujian) Co. Ltd., there are no financial, business, family
or other material or relevant relationships between the Chairman and
the CEO.

THE BOARD

As of 31 December 2011, there were seven members on the Board,
which are the Chairman, three other executive Directors and three
independent non-executive Directors (“INEDs"), the names of which are
shown in the table on page 51.

The INEDs are considered by the Board to be independent of the
management and free of any relationship that could materially interfere
with the exercise of their independent judgments. The Board considered
that each of the INEDs brings his own relevant expertise to the Board
and its deliberations.

None of the INEDs has any business or financial interests with the Group
nor has any relationship with other directors. Each of the INEDs confirmed
their respective independence to the Group.
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Save for the Directors’ business relationships as a result of their respective
directorships in the Company and save as disclosed above, there are
no financial, business, family or other material or relevant relationships
among members of the Board and they are independent from each
other.

The Board met regularly during the Review Period on an ad hoc basis as
required by business needs. The Board’s primary purpose is to set and
review the overall strategic development of the Group and to oversee
the achievement of the plans to enhance shareholders’ value. Daily
operational decisions are delegated to the Executive Directors and the
senior management. The Board met 5 times in 2011 and the Directors’
attendance is shown in the table on page 51. The Board has conducted
a review of the effectiveness of the system of internal control of the
Group during the Review Period.

AUDIT COMMITTEE

The Company has established an audit committee (“Audit Committee”)
with written terms of reference as suggested under the code and
recommended best practices under the Code on Corporate Governance
Practices (the “Code on Corporate Governance”) set out in Appendix 14
of the Rules Governing the Listing of Securities on The Stock Exchange
of Hong Kong Limited (“Stock Exchange”) (“Listing Rules”) and adopted
with reference to “A Guide for Effective Audit Committees” published
by the Hong Kong Institute of Certified Public Accountants in February
2002. At present, the Audit Committee comprises three INEDs who
are Dr. Loke Yu, Mr. Wang Jing Zhong and Mr. Wang Jian Zhang.
The chairman of the Audit Committee is Dr. Loke Yu. Each committee
member can bring to the Audit Committee his valuable experience in
reviewing financial statements and evaluating significant control and
financial issues of the Group who among themselves possess a wealth
of management experience in the accounting profession or commercial
sectors. The Audit Committee was established on 3 December 2006 and
has held 2 meetings during the year 2011 and the relevant Director’s
attendance is shown on page 51.
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The main duties of the Audit Committee are as follows:

(i)

(ii)

(iii)

(iv)

(vi)

(vii)

to review the half-year and annual financial statements of the
Group before they are submitted to the Board for approval,

to make recommendations to the Board on the appointment,
reappointment and removal of the external auditors, and approve
the remuneration and terms of engagement of the external auditor,
and any questions of resignation or dismissal of that auditor;

to review and monitor the external auditor’s independence and
objectivity and the effectiveness of the audit process in accordance
with applicable standards;

to review the Group’s financial controls, internal controls and risk
management systems;

to review the Group’s financial and accounting policies and
practices;

to review and monitor the effectiveness of the internal audit
function; and

to review the terms and conditions of connected transactions of
the Group.

During the Review Period, the Audit Committee has carried out the

following:

(a)

Financial Statements

The Audit Committee met with the Chief Financial Officer and other
senior management of the Group to review the interim report and
annual report of the Group prior to recommending the financial
statements to the Board for approval. The Audit Committee has
considered and discussed the reports with the management, the
Group’s internal department and external auditors, with a view
of ensuring that the Group’s consolidated financial statements
were prepared in accordance with the International Accounting
Standards and also reviewed the terms and conditions of connected
transactions of the Group.
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(b) External Auditors

(c)

The Audit Committee reviewed and monitored the external auditors’
independence and objectivity and the effectiveness of the audit
process. The Audit Committee also made recommendations to the
Board on the appointment, reappointment and removal of Moore
Stephens Certified Public Accountants (“Moore Stephens”), as the
Group’s external auditors.

Review of Risk Management and Internal Control

The Audit Committee assisted the Board in meeting its responsibilities
for maintaining an effective system of internal control. It conducted
a review of the process by which the Group evaluated its control
environment and risk assessment process, and the way in which
business and control risks were managed. The Audit Committee
also discussed with the internal audit department of the Group the
work plan for their audits on the Group together with their resource
requirements to ensure the effectiveness of internal controls in the
Group’s business operations.

REMUNERATION COMMITTEE

The Company established a remuneration committee (“Remuneration

Committee”) on 3 December 2006 and has held 1 meeting during the

year 2011 where all Remuneration Committee members attended the

meeting to discuss remuneration related matters as shown in page 51.

At present, the Remuneration Committee comprises Dr. Loke Yu, Mr.

Fang Jin and Mr. Wang Jing Zhong. The Chairman of the Remuneration

Committee is Dr. Loke Yu. Its main duties are summarised as follows:

(i)

(ii)

(iii)

to make recommendations to the Board on the Group's policy and
structure for all remuneration of Directors and senior management
as well as a formal and transparent procedure for developing such
remuneration policies;

to determine the specific remuneration packages of all Executive

Directors, senior management and Non-executive Directors; and

to ensure that no Director or any of his associates is involved in
deciding his own remuneration.
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The work done by the Remuneration Committee during the year include
the following:

(i) determining the policy for the remuneration of Executive
Directors;

(i) assessing performance of Executive Directors; and
(iii) approving the terms of Executive Directors’ service contracts.

Details of the amount of Directors emoluments is set out in Note 8 to
the consolidated financial statements.

NOMINATION COMMITTEE

The Company established a nomination committee (“Nomination
Committee”) on 3 December 2006 and has held 1 meeting during the
year 2011 where all Nomination Committee members attended the
meeting as shown on page 51. At present, the Nomination Committee
comprises Dr. Loke Yu, Mr. Fang Jin and Mr. Wang Jing Zhong. The
Chairman of the Nomination Committee is Dr. Loke Yu. The Nomination
Committee selects and recommends appropriate candidates based on
the candidates’ prior experience and qualifications to the Board on the
appointment of Directors and the senior management of the Group. The
main duties of the Nomination Committee are as follows:

(i)  to review the structure, size and composition (including skills,
knowledge and experience) of the Board on a regular basis and
to make recommendations to the Board regarding any proposed
change;

(i)  to develop the criteria for identifying and assessing the qualifications
of and evaluating candidates for directorship;

(iii) to assess the independence of independent non-executive directors
to determine their eligibility; and

(iv) to review and assess the adequacy of the corporate governance
guidelines of the Company and to recommend any proposed
changes to the Board for approval.
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The work done by the Nomination Committee during the Review Period
include determining the policy for the nomination of Directors.

The following table summarises the attendance of each individual Director
and committee member in the respective Board, committee and general
meetings held during the Review Period.

Board
=g
Number of meetings held during N EE )
the Review Period e G 5
Executive Directors: PITES:
Fang Jin ki 5/5
Guo Quan Zeng PRI 4/5
Huang Yan g 5/5
Zhang Li KRB 4/5
Independent Non-executive Directors: BYFHTEE :
Loke Yu BEFE A 4/5
Wang Jing Zhong FHR 3/5
Wang Jian Zhang T 4/5

LOOKING FORWARD

The Group will keep on reviewing its corporate governance standards on
a regularly basis and the Board endeavors to take the necessary actions
to ensure compliance with the provisions of the Code on Corporate
Governance introduced by The Stock Exchange.

INDEPENDENCE INFORMATION

The Company has received from each of the INEDs an annual confirmation
of his independence, and the Company considers such directors to be
independent in accordance with each and every guideline set out in Rule
3.13 of the Listing Rules.
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COMPLIANCE WITH THE CODE ON CORPORATE
GOVERNANCE PRACTICES OF THE LISTING
RULES

The Company has complied with all the code provisions set out in the
Code on Corporate Governance as set out in Appendix 14 of the Listing
Rules for the financial year ended 31 December 2011.

To achieve high corporate governance standards and enhance corporate
performance and accountability, the Company has established an internal
audit department to ensure the Group maintains a sound and effective
system of internal controls. The internal control system is designed to
provide reasonable assurance against material misstatement or loss; to
manage the risk of system failure; and to assist in the achievement of the
Group’s objectives. In addition to safeguarding the Group’s assets, it also
ensures the maintenance of proper accounting records and compliance
with relevant laws and regulations.

MODEL CODE FOR SECURITIES TRANSACTIONS
BY DIRECTORS OF LISTED ISSUERS

The Company had adopted the Model Code for Securities Transactions by
Directors of Listed Issuers as set out in Appendix 10 of the Listing Rules
(the “Model Code"). Having made specific enquiries of all Directors, the
Company confirmed that all Directors have complied with the required
standard as set out in the Model Code for the financial year ended 31
December 2011.

AUDITORS’ REMUNERATION

The Audit Committee of the Company is responsible for considering
the appointment of the external auditors and reviewing any non-audit
functions performed by the external auditors, including whether such
non-audit functions could lead to any potential material adverse effect
on the Company. During the Review Period, the Group was required to
pay approximately RMB1,200,000 to Moore Stephens and approximately
RMB285,000 to the PRC auditors for their audit services. The Group was
also required to pay approximately RMB207,000 to Moore Stephens for
their non-audit services.
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DIRECTORS’ AND AUDITORS’ RESPONSIBILITIES
FOR ACCOUNTS

The Directors’ responsibilities for the accounts and the responsibilities
of the external auditors to the shareholders are set out on pages 57 to
58 of this annual report.

STAKEHOLDERS

The continuing development and present scale of the Group were
benefited from the trust and support of the stakeholders. We have been
dedicating efforts not only to maximise the present value of the Group
but also seeking to maximise the interest and return for all parties so
as to enhance a harmonious development and a victorious collaboration
in the long run.

1. INVESTORS

The Group has always paid much attention to communication
and interaction with investors, and continued to improve
communication channels with shareholders and investors, so as to
enhance governance transparency. The Group’s management will
regularly meet with investors, and proactively announce the latest
information and business development plans. During the Review
Period, we have held individual investors’ meetings and telephone
conferences with various institutional investors and fund managers.
Furthermore, the Group has been in strict compliance with listing
requirements; to provide market participants and regulators with
timely, accurate, complete and reliable information of the Group,
so that investors may make the best decision.

2. CONSUMERS
PRODUCT SAFETY

The Group has placed emphasis on the safety issues of products,
especially on mobile phone batteries and have implemented strict
quality control like ISO so as to meet safety requirements. With
our product testing centres, we administer stages of tests including
crash, high-temperature, dampen and long-period recharging on
our battery products. We also invest resources in product R&D to
develop more reliable products. The battery products of the Group
have also passed the stringent requirements on quality control and
safety set by relevant government authorities.
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3. EMPLOYEES
OCCUPATIONAL SAFETY

The Group has focused on factory production safety, strived to
enhance employees’ safety knowledge and training, and increased
factory fire prevention facilities and safety patrols, so as to ensure
the free flow of fire passages and the adequacy of water for fire
prevention. In addition, the Group has regularly held fire exercises,
increased investments in fire prevention facilities in factories, so
as to ensure the sufficiency of fire prevention equipments and
facilities.

The Group has proactively taken and implemented various measures,
including:

(i) increase factory fire prevention facilities and safety patrols
(once a week), fix problems in a timely manner, so as to ensure
the free flow of fire passages and the adequacy of water for
fire prevention;

(i) hold regular safety seminar and training for employees,
especially for new staff, striving to enhance employees’ hazard
prevention and safety awareness;

(iii) conduct at least two large scale fire exercises every year and
conduct general safety checks and fire exercises on such
days;

(iv) enhance factory management and divide it into safety
responsibility districts, appoint safety examiners at the
workshops, with routine patrols, and eliminate potential
problems in a timely manner;

(v) improve and formulate storage, safe keeping, transportation

and processing procedures for flammables, and provide
training for staff frequently in contact in such flammables;
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ESTABLISH OWN SKILL TRAINING INSTITUTE

Apart from occupational safety, the Group has also placed emphasis
to on-job training for its staff. The Group kicked off a comprehensive
talent training programme, which is tied to the establishment of
its own skill training institute. Talents will be cultivated at the
skill institute and available in the pipeline to resolve the labour
shortage issue faced by the industry participants. After a period of
training, the Group will convey labour resources directly to various
departments, which will shorten the time of staff replacement and
reduce labour cost. Automated production will also be implemented
at different phases. Moreover, in the training process, students can
comprehend the practical operation issues arising from the course
of production, which will effectively enhance production efficiencies
and qualities. The Group will enlist talents from the society at large
and select the management and technical experts that it needs
through professional and rigorous training processes. At the same
time, this will also bring to the society a new generation of talents
and allow the Company to fulfil its social responsibilities and deliver
contributions to the society.

PROTECTION OF EMPLOYEES’ LEGAL RIGHTS

The Group has been promoting and exercising a fair and non-
discriminative employment policy. Employees are employed on
contract basis and employment contracts were signed based on
a fair and voluntary principle, with requirements with regard to
contract term, scope of work, work remuneration, social insurance,
and working hour, among others. The rights and obligations
of the employer and employee are defined clearly by legal
representation.

We also strictly comply with the relevant laws and regulations in
relation to national social insurance to set up insurance scheme for
basic aged caring, medical, injuries at work, unemployment and
birth-giving for employees and cover the various insurance expenses.
Meanwhile, to further protect the interests of individual employees,
the Company registered a commercial accident insurance scheme
for all employees. The Group implemented the Labor Contract
Law of the People’s Republic of China since 1 January 2008 and
established a labor union. We hold an employees’ meeting every
two weeks, in support of construction and development of a
harmonious and stable employee and employer relationship.
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4. COMMUNITY
ENVIRONMENTAL PROTECTION

As a responsible enterprise, the Group has always emphasised
in supporting environmental protection. We strictly control the
production procedures and reduce waste generation. Despite small
amount of waste generated during the packaging process, it is
sorted by the Group and the recyclable portions are delivered to
qualified recycling plants for treatment.
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INDEPENDENT AUDITORS’ REPORT

TO THE SHAREHOLDERS OF SCUD GROUP LIMITED
(Incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of SCUD Group
Limited (the “Company”) and its subsidiaries (collectively referred to
as the “Group”) set out on pages 59 to 155, which comprise the
consolidated statement of financial position as at 31 December 2011,
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
information.

DIRECTORS’ RESPONSIBILITY FOR THE
CONSOLIDATED FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation of
consolidated financial statements that give a true and fair view in
accordance with International Financial Reporting Standards and the
disclosure requirements of the Hong Kong Companies Ordinance, and
for such internal control as the directors determine is necessary to enable
the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

AUDITORS’ RESPONSIBILITY

Our responsibility is to express an opinion on these consolidated financial
statements based on our audit and to report our opinion solely to you,
as a body, and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of this
report.

B 2 AN

MOORE STEPHENS

CERTIFIED PUBLIC ACCOUNTANTS

905 Silvercord, Tower 2
30 Canton Road

Tsimshatsui »
Kowloon Eﬁ
Hong Kong ==
z
Tel : (852) 2375 3180 oy

Fax : (852) 2375 3828 .
E-mail : ms@ms.com.hk B i
www.ms.com.hk
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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 about whether the consolidated financial statements are free

from material misstatement.

An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the consolidated financial statements.
The procedures selected depend on the auditors’ judgment, including
the assessment of the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error. In making those
risk assessments, the auditors consider internal control relevant to the
entity’s preparation of consolidated financial statements that give a true
and fair view 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 consolidated 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 consolidated financial statements give a true and fair
view of the state of the Group’s affairs as at 31 December 2011 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.

e

Moore Stephens
Certified Public Accountants

Hong Kong
26 March 2012
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CONSOLIDATED INCOME STATEMENT

an\

BllEE

For the year ended 31 December 2011 HZE_—T——#+=-FH=+—HIFFE

2011 2010
—E——F —ZF
Note RMB’000 RMB’000
MI5E ARETT AREETTT
Turnover B 4 1,653,011 1,527,445
Cost of sales SHEKAR (1,362,359) (1,266,634)
Gross profit EF 290,652 260,811
Other revenue H bl 5 12,793 11,142
Selling and distribution expenses SHE Ko SR A (57,487) (76,040)
Administrative expenses 1TERA (164,861) (124,102)
Other operating expenses Efth a2 F 2 (3.693) (1,559)
Profit from operations KT 6 77,404 70,252
Finance costs [ELE= VDN 9 (10,181) (2,052)
Profit before taxation BR % BT A 67,223 68,200
Taxation Fi18 10 (12,308) (16,038)
Profit for the year REE A 54,915 52,162
Attributable to: T 5 AL :
Equity holders of the Company RARIERFFEA 59,492 54,350
Non-controlling interests S M S (4,577) (2,188)
54,915 52,162
Dividends BRE 11 16,733 -
Earnings per share BREF
— basic (RMB cents) —ERARE S 12 5.76 5.27
— diluted (RMB cents) —EE(ARESD) 12 5.76 5.22
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
mEEEWER

For the year ended 31 December 2011 #Z-Z——F+_-_HA=+—HILFZ

2011 2010
—g——%  —z-TF
RMB’000 RMB’000

AR®TF T ARBT T

Profit for the year RERE R 54,915 52,162

Other comprehensive income for AEEHMEEmEBA

the year
Exchange differences arising BN BB A ) 2 B S R
on translation of the financial EITHMERELE ZER 58
statements of foreign subsidiaries (3,780) (749)

Total comprehensive income for AEEZHEBAELE

the year 51,135 51,413
Total comprehensive income THALTEEEEBALLE :
attributable to:
Equity holders of the Company RARIERFFEA 53,388 51,917
Non-controlling interests FEE ) 1 A A (2,253) (504)
51,135 51,413
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
R a MBI

At 31 December 2011 #—-F——4#+_-A=+—A8

2011 2010
—E——F —ZT—FF
Note RMB’'000 RMB’'000
HMosE AR®T T ARET T
Non-current assets EREBEE
Property, plant and equipment LE S 13 399,041 370,936
Intangible assets B EE 14 120,512 151,395
Deferred tax assets LL%}%Iﬁﬁﬁ 15 1,848 304
Prepayments, deposits and TBFRIE « Re REAM
other receivables EEELISZEAIE 19 - 48,403
521,401 571,038
Current assets REEE
Due from related parties FEURE B A T 57K0E 16 1,703 5,888
Inventories FE 17 347,773 212,943
Trade and notes receivables EUE 538 & E N R & 18 511,165 380,509
Prepayments, deposits and other BFHIE - ek
receivables b fE U 5RIR 19 114,800 186,812
Current tax recoverable AI U [E] BN EAFR I8 2,374 330
Pledged bank deposits EEARITFR 20 123,639 96,976
Bank balances and cash RITHEER IR 21 375,326 317,234
1,476,780 1,200,692
Current liabilities REBEE
Due to a related party B A @ A TR0 22 6 4,128
Trade and notes payables FERTE 55018 R IERN R & 23 383,528 325,637
Provision for warranty EmREEES 24 3,623 3,898
Other payables, receipts in H et FRIE - TBUGRIE
advance and accrued charges RIETER 25 109,188 61,309
Current tax payable J& 1~ BN EAFR I8 3,022 1,644
Bank loans — current portion RITER—REID 26 127,275 37,961
626,642 434,577
Net current assets M EEFE 850,138 766,115
Total assets less current liabilities BEERREAR 1,371,539 1,337,153
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
mE BRI R

At 31 December 2011 R=—ZF——4#+—-H=+—H

2011 2010
—=E——fF =T
Note RMB’000 RMB’000
ks AR¥T AREF T
Capital and reserves EXR#E
Share capital [N 27 103,014 103,014
Reserves & e 1,130,020 1,076,632
Equity attributable to equity AARERFEA
holders of the Company bR 1,233,034 1,179,646
Non-controlling interests FEFEHI R R 114,646 106,867
Total equity RS 1,347,680 1,286,513
Non-current liabilities FRBEME
Bank loans — non-current RITER—IEMB B
portion 26 20,539 48,470
Deferred tax liabilities FEFIEE & 15 3,320 2,170
23,859 50,640
Total equity and non-current BEZRERBARS
liabilities 1,371,539 1,337,153

) N
FANG JIN GUO QUAN ZENG
bl SR IT
Director Director
EF EF
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the year ended 31 December 2011 #Z—

n‘/—ﬁ *

")(%E.%Ej}%

Tt -A=t-BLFE

Attributable
to equity
Shares Statutory Enterprise Share holders Non-
Share  tobe  Share  Capital reserve expansion Translation  option Acumulated  of the controlling
capital  issued premium  reserve  fund  fund reserve reserve  profits Company interests  Total
AARER
k5 i 0% BRE KA FEHE
ke EORG ROEE E4ARE MEE BREE ENRE 0 BRE ZMEA RENR 0 EE 4R
RMB'000  RMB'000  RMB'000  RMB'000 RMB'000 RMB'000 RMB'000 RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
ARHTT ARETT ARETT ARBTT ARBTR ARETR ARMTR ARMTL ARMTT ARETT ARETT ARETT
At 1 January 2010 H-g-2-5-A 0301 10459 SIS 186205 436 IE (44D 489 19748 115614 8196 123813
Exchange differences arising on EHEBAT
translation of foreign subsidiaries ETARELNENZR - - - - - - - - e e (149
Profit for the year KEER - - - - - - - - G430 54350 (2188) 52,162
Total comprehensive income/(los) RERRARENA/(5E)
for the year % = = = = S - 24 - 54350 51917 (504) 51413
Subsequent adjustment on W AN ARE
contingent consideration on HfkaE
acquisition of Chaolitong - (10459) - - - - - - - (10459) - (10459)
Share options lapsed in 2010 REE-SERNNERE - - - - - - - (4859 48% - - -
Non-controling interest arising HRE-THEAEE
from acquistion of a subsidiary M3 R - - - - - - - - - - DB B
Appropriations A = = = - 10349 6023 = - (16372) - - -
Dividends pad Efffe - - - - - - - - (1800 (18008) - (18,008
Capital contributions to subsidiaries ~ FEERIEERFIBATHE
by non-controlling interests - - - - - - - - - - 2168 2168
At 31 December 2010 R-Z-BF+-A=t-A 103,014 - STIM5 186215 84685 43181  (36,883) - 22319 1179646 106,867 1,286,513
Bxchange differences arising on BB
translation of foreign subsidiaries EfREEEENZR - - - - - - (6104) - - (6104 234 (3780)
Profit for the year FEERA - - - - - - - - 5949 5949 (4577) 54915
Total comprehensive income/(loss) KERRARENA/(BR)
for the year &% = = - - - - (6104) - 5949 53388 (2253) 51135
Appropriations bl - - - - 9999 49% - - (14951) - - -
Capital contributions to subsidiaries A5 EERINEAFLE
by non-controlling interests - - - - - - - - - - 40 440
Non-controllng interest arising fiom ~~ FrEE— B AEES
acquisition of  subsidiary w3 ER - - - - - - - - - - 95 95
At 31 December 2011 R-F--5+ZB=1-H 103,014 - STIM5 186215 94684 48,133 (42,987) - 266,860 1,233,034 114,646 1,347,680
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

mERBREHR

For the year ended 31 December 2011 EZ—Z——#®+_-HA=+—HILFZ

Pursuant to relevant laws and regulations in the People’s Republic of
China (“PRC") applicable to foreign investment enterprises and the
Articles of Association of the PRC subsidiaries of the Company, these
PRC subsidiaries are required to maintain two statutory reserves, namely
a statutory reserve fund and an enterprise expansion fund which are
non-distributable. Scud (Fujian) Electronics Co., Ltd. (“Scud Electronics”),
Scud Battery Co., Ltd. (“Scud Battery”), Scud Electronics (Shenzhen) Co.,
Ltd. (“Scud Shenzhen”), Chaolitong Technology Co., Ltd. (“Chaolitong
Technology”), Shenzhen Hongde Battery Co., Ltd. (“Shenzhen Hongde”),
Scud (Guangzhou) Digital Technology Co., Ltd. (“Scud Guangzhou”),
Scud (Beijing) Electronics Co., Ltd. (“Scud Beijing”), Fujian Chaolitong
Battery Co., Ltd. (“Fujian Chaolitong”) and Shenzhen Nalon Battery Co.,
Ltd. (“Shenzhen Nalon”) (together the “PRC Subsidiaries”) are required
to transfer 10% of their respective profit after taxation as reported in
the PRC statutory financial statements to the statutory reserve fund until
the balance reaches 50% of their respective registered capital.

Pursuant to the Articles of Association of the PRC Subsidiaries, they
are also required to make appropriation from their respective profit
after taxation as reported in the PRC statutory financial statements to
the enterprise expansion fund at rates determined by their respective
boards of directors. The statutory reserve fund may be used to make
up prior year losses incurred and, with the approval from the relevant
government authorities, to increase capital for expansion of production
of the PRC Subsidiaries. The enterprises expansion fund, subject to the
approval by the relevant government authorities, may also be used to
increase capital of the PRC Subsidiaries.

The capital reserve of the Group represents the difference between
the nominal amount of the shares issued by the Company and the
aggregate amount of the paid-in capital of subsidiaries acquired plus
the consideration received by the Company pursuant to the Group
Reorganisation in preparation of the listing of the Company’s shares.
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CONSOLIDATED STATEMENT OF CASH FLOWS
n‘/_ﬁ IE%/)HJE%

For the year ended 31 December 2011 HZE_—T——#+=-FH=+—HIFFE

2011 2010
—B——F —T-%F
RMB'000 RMB'000
ARETT AREFT
Cash flows from operating activities RETHHBRETE
Profit before taxation BR7 A A 67,223 68,200
Adjustments for: FHEIER
Interest income FEWA (3,701) (3,266)
Finance costs BB A 10,181 2,052
Impairment loss recognised FEVAERANRESRE
on intangible assets 21,066 18,217
Amortisation of intangible assets EREESH 10,605 10,377
Depreciation and amortisation: EREE
— Property, plant and equipment - - BEREE 62,121 42,389
- Sales counter decoration —ERIEEEE 9,304 35,521
Loss on disposals of property, HEME - BE RikfE
plant and equipment EEER 1,061 918
Impairment loss recognised on trade HERWE 5708 RERRE
and notes receivables, prepayments, BNRIE -« 7E REMEKIE
deposits and other receivables ERRNRERSE 4,057 1,602
Reversal of impairment loss recognised TEREWE F7B RERER -
on trade and notes receivables, BRRE - Ze REMEKZKE
prepayments, deposits and BROREE R
other receivables (772) (991)
Negative goodwill recognised as income REBRANEEE (1,382) (4,286)
Release of provision for warranty EPERRBEEES (275) (268)
Operating profit before changes Rt BB ZHAIN
in working capital RER R 179,488 170,465
Decrease/(increase) in amounts due from M EEALTIER D/ (38 m)
related parties 4,185 (3,553)
Increase in inventories FEEM (87,534) (543)
Increase in trade and notes receivables e E 5 30E R eI E SR 3 (89,327) (82,135)
Decrease/(increase) in prepayments, deposits BT FUE » e R E b EUGIE
and other receivables B,/ () 127,644 (121,259)
Increase in trade and notes payables [ERE 25 KB RHIE M 12,521 81,340
Increase/(decrease) in other payables, H i ERUE - BUGRIE R
receipts in advance and accrued charges [EETE AN/ (D) 10,613 (172)
Cash generated from operations RELEEBHR S 157,590 44,143
Interest paid ERFIE (10,181) (2,979)
PRC Enterprise Income Tax paid EHPBECEREH (11,027) (7,332)
Net cash generated from RELEEZHNRELTHE
operating activities 136,382 33,832

—E—EFH REREEERAF



CONSOLIDATED STATEMENT OF CASH FLOWS
n/-.r\ EE:%/)H:E%‘:Z

For the year ended 31 December 2011 EZ—Z——#®+_-HA=+—HILFZ

2011 2010
“E-—-% —T-TF
Note RMB’000 RMB'000
HieE ARBTR ARETT
Cash flows from investing activities REREEHNRLRE
Interest received B S 3,701 3,266
Increase in pledged bank deposits BHEMERTES i?JD (26,663) (6,065)
Acquisition of a subsidiary, net of cash WE KB A
acquired ?um%)\f% 28 (18,102) 2,725
Payments for sales counter decoration HEEAEBRE (7,667) (7,020)
Purchase of property, plant and equipment  BEWE - BER&E (82,922) (155,166)
Payments to acquire intangible assets BABVEERR (751) (3,745)
Proceeds from disposals of property, HEME - BFE REE
plant and equipment RIFT{S IR 190 1,568
Net cash used in investing activities RREBEEEMNERLFE (132,214) (164,437
Cash flows from financing activities REMETHNRLSRE
Dividends paid BRRE - (18,006)
Bank loans raised EERTER 143,823 117,357
Repayment of bank loans BERTER (82,439) (47,944)
(Repayment to)/advance from related parties  [MABEAL(ERK), DR (4,122) 4,128
Capital contributions to subsidiaries Rl £ UG ek
by non-controlling interests 440 2,168
Net cash generated from financing REMETHNRSFE
activities 57,702 57,703
Increase/(decrease) in cash ReRRLEEER
and cash equivalents #im,/(Rd) 61,870 (72,902)
Cash and cash equivalents at FYReRBELEEER
beginning of year 317,234 390,884
Effect of foreign exchange rate changes EXEHHFE (3.778) (748)
Cash and cash equivalents at end of year FABEERESZEER 375,326 317,234
Analysis of cash and cash equivalents REeRBESEEEEBEAN
Bank balances and cash RITRBNRE 21 375,326 317,234
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

GENERAL

The Company is a public limited company incorporated in the
Cayman Islands on 20 July 2006 as an exempted company with
limited liability and its shares were listed on the Main Board of The
Stock Exchange of Hong Kong Limited (“Stock Exchange”) on 21
December 2006.

The consolidated financial statements are presented in Chinese
Renminbi (“RMB"), which is the same as the functional currency
of the Company.

The Company’s principal activity is investment holding and its
subsidiaries are principally engaged in manufacture and sale of
rechargeable battery packs and related accessories for mobile
phones, notebook computers, digital cameras and other electronic
appliances, while also engaging in manufacture and sale of high-
end lithium bare battery cells for mobile phones.

BASIS OF PRESENTATION OF FINANCIAL
STATEMENTS

The consolidated financial statements for the year ended 31
December 2011 (the “Financial Statements”) have been prepared
under the historical cost convention. In addition, the consolidated
financial statements include applicable disclosures required by the
Rules Governing the Listing of Securities on the Stock Exchange (the
“Listing Rules”) and the Hong Kong Companies Ordinance (Chapter
32 of the Laws of Hong Kong). The principal accounting policies and
methods of computation used in the preparation of the Financial
Statements are consistent with those adopted in the consolidated
financial statements for the year ended 31 December 2010, except
for the adoption of the new and revised International Financial
Reporting Standards (“IFRSs”) as explained in Note 3 below.

e IR R MY

For the year ended 31 December 2011 #Z—ZF——F+_-_A=+—HItF)F
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e ISR A

For the year ended 31 December 2011 EZ—Z——#®+_-HA=+—HILFZ

3. SIGNIFICANT ACCOUNTING POLICIES

a) Statement of compliance

These financial statements have been prepared in accordance
with International Financial Reporting Standards (“IFRSs"), which
collective term includes all applicable individual IFRSs, International
Accounting Standards (“IASs”) issued by the International
Accounting Standards Board (the “IASB”) and Interpretations
issued by the International Financial Reporting Interpretations
Committee (the “IFRIC") of the IASB and the disclosure
requirements of the Hong Kong Companies Ordinance.

b) Adoption of new and revised International
Financial Reporting Standards

The accounting policies adopted are consistent with those of
the previous financial year except as follows:

The Group has adopted the following new and revised IFRSs
and IFRIC interpretations for the Financial Statements which
are effective for accounting periods commencing on or after
1 January 2011. Except for in certain cases, giving rise to the
new and revised accounting policies and additional disclosures,
the adoption of these new interpretations and amendments has
had no effect on these financial statements.

IAS 24 (Revised) Related Party Disclosures
IAS32 Amendment Classification of Rights Issues
IFRS 1 Amendment Limited Exemption from Comparative IFRS

7 - Disclosures for First-time Adopters

IFRIC 14 Amendment Prepayments of a Minimum Funding
Requirement

IFRIC 19 Extinguishing Financial Liabilities with
Equity Instruments

Improvements Improvements to IFRSs issued in 2010
to IFRSs 2010
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

b)

Adoption of new and revised International
Financial Reporting Standards (Continued)

Except for the impacts of the new and revised IFRSs described
below, the application of the other new and revised IFRSs
had no effect on the consolidated financial statements of the
Group for the current or prior accounting periods.

IAS 24 (Revised) “Related Party Disclosures”

The revised standard provides a partial exemption for
government-related entities. If a government controls, jointly
controls or significantly influences an entity, the entity is
required to make disclosures that are important to users
of the financial statements but eliminates requirements to
disclose information that is costly to gather and of less value
to users. This balance is achieved by requiring disclosure about
these transactions only if they are individually or collectively
significant.

The amendment also provides a revised definition of a
related party which has been simplified and removes
inconsistencies.

As a result, the Group has reassessed the identification of
related parties and concluded that the revised definition does
not have any material impact on the Group’s related party
disclosures in the current or prior accounting periods.

Improvements to IFRSs 2010

Various IFRSs have been amended by the Annual Improvements
issued in 2010 including a number of amendments to the
disclosure requirements in IFRS 7 “Financial Instruments:
Disclosures”. These amendments do not have any material
impact on the classification, recognition and measurements
of the amounts recognised in the financial statements in the
current or prior accounting periods.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 EZ—Z——#®+_-HA=+—HILFZ

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

(9)

Significant judgments and estimates

The preparation of financial statements in conformity with IFRSs
requires the directors of the Company to make judgments,
estimates and assumptions that affect the application of
policies and reported amounts of assets, liabilities, income
and expenses. The estimates and associated assumptions are
based on historical experience and various other factors that
are believed to be reasonable under the circumstances, the
results of which form the basis of making the judgments
about carrying values of assets and liabilities that are not
readily apparent from other sources. Actual results may differ
from these estimates.

The estimates and underlying assumptions are reviewed
on an ongoing basis. Revisions to accounting estimates are
recognised in the period in which the estimate is revised if
the revision affects only that period, or in the period of the
revision and future periods if the revision affects both current
and future periods.

The directors have considered the development, selection
and disclosure of the Group's critical accounting policies
and estimates. The estimates and assumptions that have a
significant risk of causing a material adjustment to the carrying
amounts of assets or liabilities are as follows:

i) Useful lives and depreciation of property, plant and
equipment
The Group determines the estimated useful lives and
related depreciation charges of its property, plant and
equipment. These estimates are based on the historical
experience of the actual useful lives of property, plant and
equipment of similar nature and functions. The Group
will increase the depreciation charge where useful lives
are less than previously estimated lives, and will write off
or write down technically obsolete or non-strategic assets
that have been abandoned or sold. Actual economic lives
may differ from estimated useful lives. Periodic review
could result in a change in depreciable lives and therefore
depreciation charges in future periods.

SCUD GROUP LIMITED =~ ANNUAL REPORT 2011

3. EESHHEEX#®)

(d)

B R R et

LIRBEIR SRS ERR B R
AAREEMNAELRERREARAZ
WEE B WARRMXERE HE -
fEthB& - ERBEEMBBEILENR
BT HEEMAGENEEEBRERSH
BEZR N ZREMRE@IER TRE
BEZAFZ/ELENM REREK - B
BRERMBEA BN F AT

AEt RARERRRISEEE T AR - &
FEZME 2 T EHERTRMERT 54
BIHER - SR ERE R AEHME
AIRMEET 2 B & B 1R AR R AR

EECEEAKEIZ SRR G2
Bk BEREE SRFHEENER
FHREEHEAFABR T EZRAREGH
s RBRT

) W BERREZAEHAFHRI
B

AEBEEYE - BERREB2 G
AEAFRARBBIERS - %%
EETTIRIBIEE RINRERRL 2 W% -
BB KRR HEERAERF R BERL
BmMEL o WA ERFEHE AT
FARE AREERERSITER
X YEHEHRESRHE 2K LB
I 2k 2F 5% B & 2= i 3H SR - BRR
ROBEFHA RS 2 AT EAFHT
[ - EMiEE AlE L B EZ AT E
FHHREE - AMsIBRAREER
REE T ER -



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

c¢) Significant judgments and estimates (Continued)

i)

iif)

iv)

Net realisable value of inventories

Net realisable value of inventories is the estimated selling
price in the ordinary course of business, less estimated
costs of completion and variable selling expenses. These
estimates are based on the current market condition and
the historical experience of manufacturing and selling
products of similar nature. It could change significantly
as a result of changes in customer taste and competitor
actions in response to any industry downturn. The
directors reassess the estimations at the end of each
reporting period.

Allowances for bad and doubtful receivables

The Group makes allowances for bad and doubtful
receivables based on an assessment of the recoverability
of the receivables. This assessment is based on the credit
history of the customers and other debtors and the
current market condition. The directors reassess the
allowance at the end of the reporting period.

Warranty claims

The Group generally offers half-year warranties for its
own-brand name products sold. The directors estimate
the related provision for future warranty claims based on
historical warranty claim information, as well as recent
trends that might suggest that past cost information
may differ from future claims. Factors that could impact
the estimated claim information include the success of
the Group’s productivity and quality initiatives, as well
as parts and labour costs.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

(9)

Significant judgments and estimates (Continued)

v)

Vi)

Vii)

Impairment of intangible assets

Determining whether an intangible asset is impaired
requires an estimation of the value in use. The value in
use calculation requires the Group to estimate the future
cash flows expected to arise and a suitable discount rate
in order to calculate the present value. Where the actual
future cash flows are less than expected, an impairment
loss may arise. Details of the impairment testing are
provided in Note 14.

Share-based payments

The Group measures the cost of equity-settled transactions
with employees by reference to the fair value of the
equity instruments at the date at which they are granted.
Estimating fair value for share-based payments requires
determining the most appropriate valuation model for
a grant of equity instruments, which is dependent on
the terms and conditions of the grant. This also requires
determining the most appropriate inputs to the valuation
model including the expected life of the option, volatility
and dividend yield and making assumptions about them.
The assumptions and models used for estimating fair
value for share-based payments are disclosed in Note
29.

Deferred tax assets

Deferred tax assets are recognised for all unused tax
losses to the extent that it is probable that taxable profit
will be available against which the losses can be utilised.
Significant judgment is required to determine the amount
of deferred tax assets that can be recognised, based upon
the likely timing and the level of future taxable profits
together with future tax planning strategies.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

(d)

d)

Significant judgments and estimates (Continued)
vii) Deferred tax assets (Continued)

The Group has tax loss carry forwards amounting to
approximately RMB29,846,000 (2010: RMB36,760,000).
These losses relate to subsidiaries that have a history of
losses and may not be used to offset taxable income
elsewhere in the Group. These subsidiaries have no
temporary taxable differences which could partly support
the recognition of deferred tax assets. Also, there are no
tax planning opportunities available that would further
provide a basis for recognition.

If the Group was able to recognise all unrecognised
deferred tax assets, profit would increase by approximately
RMB7,462,000.

Further details on deferred taxes are disclosed in Note
15.

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and entities (including special
purpose entities) controlled by the Company (its subsidiaries).
Control is achieved where the Company has the power to
govern the financial and operating policies of an entity so as
to obtain benefits from its activities.

The results of subsidiaries acquired or disposed of during the
year are included in the consolidated income statement from
the effective date of acquisition and up to the effective date
of disposal, as appropriate.

Where necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies
into line with those used by other members of the Group.

All intra-Group transactions, balances, income and expenses
are eliminated in full on consolidation.

Non-controlling interests in subsidiaries are presented
separately from the Group's equity therein.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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For the year ended 31 December 2011 EZ—Z——#®+_-HA=+—HILFZ

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

d)

Basis of consolidation (Continued)

Allocation of total comprehensive income to non-controlling

interests

Total comprehensive income and expense of a subsidiary is
attributed to the owners of the Company and to the non-
controlling interests even if this results in the non-controlling
interests having a deficit balance.

Changes in the Group's ownership interests in existing

subsidiaries

Changes in the Group's ownership interests in subsidiaries that
do not result in the Group losing control over the subsidiaries
are accounted for as equity transactions. The carrying amounts
of the Group's interests and the non-controlling interests are
adjusted to reflect the changes in their relative interests in the
subsidiaries. Any difference between the amount by which
the non-controlling interests are adjusted and the fair value
of the consideration paid or received is recognised directly in
equity and attributed to owners of the Company.

When the Group loses control of a subsidiary, the profit or
loss on disposal is calculated as the difference between (i) the
aggregate of the fair value of the consideration received and
the fair value of any retained interest and (ii) the previous
carrying amount of the assets (including goodwill), and
liabilities of the subsidiary and any non-controlling interests.
Where certain assets of the subsidiary are measured at revalued
amounts or fair values and the related cumulative gain or loss
has been recognised in other comprehensive income and
accumulated in equity, the amounts previously recognised in
other comprehensive income and accumulated in equity are
accounted for as if the Company had directly disposed of
the related assets (i.e. reclassified to the consolidated income
statement or transferred directly to retained earnings). The
fair value of any investment retained in the former subsidiary
at the date when control is lost is regarded as the fair value
on initial recognition for subsequent accounting under IAS
39 “Financial Instruments: Recognition and Measurement”
or, when applicable, the cost on initial recognition of an
investment in an associate or a jointly controlled entity.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

e)

Business combinations

Acquisitions of businesses are accounted for using the
acquisition method. The consideration transferred in a business
combination is measured at fair value, which is calculated
as the sum of the acquisition-date fair values of the assets
transferred by the Group, liabilities incurred by the Group to
the former owners of the acquiree and the equity interests
issued by the Group in exchange for control of the acquiree.
Acquisition-related costs are generally recognised in the
consolidated income statement as incurred.

At the acquisition date, the identifiable assets acquired and
the liabilities assumed are recognised at their fair value at the
acquisition date, except that:

° deferred tax assets or liabilities and liabilities or assets
related to employee benefit arrangements are recognised
and measured in accordance with IAS 12 “Income Taxes”
and IAS 19 “Employee Benefits” respectively;

° liabilities or equity instruments related to share-based
payment transactions of the acquiree or the replacement
of an acquiree's share-based payment transactions
with share-based payment transactions of the Group
are measured in accordance with IFRS 2 “Share-based
Payment” at the acquisition date; and

o assets (or disposal Groups) that are classified as held for
sale in accordance with IFRS 5 “Non-current Assets Held
for Sale and Discontinued Operations” are measured in
accordance with that Standard.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 EZ—Z——#®+_-HA=+—HILFZ

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

e)

Business combinations (Continued)

Goodwill is measured as the excess of the sum of the
consideration transferred, the amount of any non-controlling
interests in the acquiree, and the fair value of the acquirer’s
previously held equity interest in the acquiree (if any) over the
net of the acquisition-date amounts of the identifiable assets
acquired and the liabilities assumed. If, after assessment,
the net of the acquisition-date amounts of the identifiable
assets acquired and liabilities assumed exceeds the sum of the
consideration transferred, the amount of any non-controlling
interests in the acquiree and the fair value of the acquirer’s
previously held interest in the acquiree (if any), the excess is
recognised immediately in the consolidated income statement
as a bargain purchase gain.

Non-controlling interests that are present ownership interests
and entitle their holders to a proportionate share of the
entity's net assets in the event of liquidation may be initially
measured either at fair value or at the non-controlling
interests' proportionate share of the recognised amounts of the
acquiree's identifiable net assets. The choice of measurement
basis is made on a transaction-by-transaction basis. Other
types of non-controlling interests are measured at their fair
value or another measurement basis required by another
Standard.

Where the consideration the Group transfers in a business
combination includes assets or liabilities resulting from
a contingent consideration arrangement, the contingent
consideration is measured at its acquisition-date fair value
and considered as part of the consideration transferred in
a business combination. Changes in the fair value of the
contingent consideration that qualify as measurement
period adjustments are adjusted retrospectively, with the
corresponding adjustments being made against goodwill or
gain on bargain purchase. Measurement period adjustments
are adjustments that arise from additional information obtained
during the measurement period about facts and circumstances
that existed as of the acquisition date. Measurement period
does not exceed one year from the acquisition date.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 #ZE—F——4%+_-H=+—HILF&

3. SIGNIFICANT ACCOUNTING POLICIES (Continued) 3. TESHHEXR#

e) Business combinations (Continued) e) EBE/E)

The subsequent accounting for changes in the fair value of the
contingent consideration that do not qualify as measurement
period adjustments depends on how the contingent
consideration is classified. Contingent consideration that is
classified as equity is not remeasured at subsequent reporting
periods and its subsequent settlement is accounted for within
equity. Contingent consideration that is classified as an asset
or a liability is remeasured at subsequent reporting periods
in accordance with IAS 39, or IAS 37 “Provisions, Contingent
Liabilities and Contingent Assets”, as appropriate, with the
corresponding gain or loss being recognised in the consolidated
income statement.

When a business combination is achieved in stages, the Group's
previously held equity interest in the acquiree is remeasured
to fair value at the acquisition date (i.e. the date when the
Group obtains control), and the resulting gain or loss, if
any, is recognised in the consolidated income statement.
Amounts arising from interests in the acquiree prior to the
acquisition date that have previously been recognised in other
comprehensive income are reclassified to the consolidated
income statement where such treatment would be appropriate
if that interest were disposed of.

Changes in the value of the previously held equity interest
recognised in other comprehensive income and accumulated
in equity before the acquisition date are reclassified to the
consolidated income statement when the Group obtains
control over the acquiree.

If the initial accounting for a business combination is incomplete
by the end of the reporting period in which the combination
occurs, the Group reports provisional amounts for the items for
which the accounting is incomplete. Those provisional amounts
are adjusted during the measurement period (see above), or
additional assets or liabilities are recognised, to reflect new
information obtained about facts and circumstances that
existed as of the acquisition date that, if known, would have
affected the amounts recognised as of that date.
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For the year ended 31 December 2011 #Z—

F—F1-A=t—ALFE

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

f)

Goodwill

Goodwill arising on an acquisition of a business is carried
at cost less accumulated impairment losses, if any, and is
presented separately in the consolidated statement of financial
position.

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

A cash-generating unit to which goodwill has been allocated is
tested for impairment annually, or more frequently when there
is indication that the unit may be impaired. If the recoverable
amount of the cash-generating unit is less than its carrying
amount, the impairment loss is allocated first to reduce the
carrying amount of any goodwill allocated to the unit and then
to the other assets of the unit on a pro-rata basis based on the
carrying amount of each asset in the unit. Any impairment loss
for goodwill is recognised directly in the consolidated income
statement. An impairment loss recognised for goodwill is not
reversed in subsequent periods.

On disposal of the relevant cash-generating unit, the attributable
amount of goodwill is included in the determination of the
profit or loss on disposal.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

g)

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
recoverable amount of the asset is estimated. An asset's
recoverable amount is the higher of the value in use of the
asset or cash-generating unit to which it belongs 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 consolidated 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 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 impairment loss is
credited to the consolidated income statement in the period
in which it arises.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 EZ—Z——#®+_-HA=+—HILFZ

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

h)

Property, plant and equipment and depreciation

Property, plant and equipment, other than construction in
progress, are stated at cost less accumulated depreciation and
impairment losses, if any. Details are set out in Note 13.

Assets that are held by the Group under leases which
transfer to the Group substantially all the risks and rewards
of ownership are classified as being held under finance leases.
Where the Group acquires leasehold land held for own use
under a finance lease, the prepaid cost representing the fair
value of the leasehold land, is included in property, plant and
equipment, together with the related leasehold property. Both
these leasehold land and property are stated at cost, less
accumulated depreciation and impairment losses.

The cost of an item of property, plant and equipment
(an “Item"”) comprises its purchase price and any directly
attributable costs of bringing the Item to its working condition
and location for its intended use. Expenditure incurred after
the Item has been put into operation, such as repairs and
maintenance, is normally charged to the consolidated income
statement in the period in which it is incurred. In situations
where it can be clearly demonstrated that the expenditure has
resulted in an increase in the future economic benefits expected
to be obtained from the use of the Item, the expenditure is
capitalised as an additional cost of the Item.

When, in the opinion of the directors, the recoverable amounts
of property, plant and equipment are below their carrying
amounts, provisions are made to write down the carrying
amounts of such assets to their recoverable amounts (see
also Note 3g) above).

The gain or loss on disposal or retirement of an Item recognised
in the consolidated income statement is the difference
between the sale proceeds and the carrying amount of the
relevant Item, and is recognised in the consolidated income
statement.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

h)

Property, plant and equipment and depreciation
(Continued)

Depreciation is provided to write off the cost of the assets on
the straight-line method, based on the estimated economic
useful lives of the individual assets, after taking into account
their estimated residual value, if any, at the following rates
per annum:

Leasehold land held for own use Over the

under finance leases lease term
Electronic equipment, furniture and fixtures 20%
Motor vehicles 20%
Plant and machinery 10%
Moulds 20%-33.33%
Leasehold improvements 10%

Construction in progress represents property, plant and
equipment in the course of construction for production or for
its own use purposes. Construction in progress is classified to
the appropriate category of property, plant and equipment
when completed and ready for intended use. Depreciation
on these assets, on the same basis as other property assets,
commences when the assets are ready for their intended use.

Leased assets
i) Classification of assets leased to the Group

Assets that are held by the Group under leases which
transfer to the Group substantially all the risks and
rewards of ownership are classified as being held under
finance leases. Leases which do not transfer substantially
all the risks and rewards of ownership to the Group are
classified as operating leases.

i)  Operating lease charges

Where the Group has the use of assets held under operating
leases, payments made under the leases are charged to
the consolidated income statement in equal instalments
over the accounting periods covered by the lease term,
except where an alternative basis is more representative
of the pattern of benefits to be derived from the leased
assets. Lease incentives received are recognised in the
consolidated income statement as an integral part of the
aggregate net lease payments made. Contingent rentals,
if any, are charged to the consolidated income statement
in the accounting period in which they are incurred.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

j)

k)

Intangible assets other than goodwiill
Intangible assets acquired separately

Intangible assets acquired separately and with finite useful
lives are carried at cost less accumulated amortisation and
accumulated impairment losses, if any. Amortisation for
intangible assets with finite useful lives is provided on a
straight-line basis over their estimated useful lives. Alternatively,
intangible assets with indefinite useful lives are carried at cost

less any subsequent accumulated impairment losses.

Distribution network 10 years
Domain names 3 years
Employee contracts 2.57 years
Non-compete agreements 2 years
Software 3-5 years

Gains or losses arising from derecognition of an intangible
asset are measured at the difference between the net disposal
proceeds and the carrying amount of the asset and are
recognised in the consolidated income statement when the
asset is derecognised.

Research and development expenditure

Expenditure on research activities is recognised as an expense
in the period in which it is incurred.

An internally-generated intangible asset arising from
development (or from the development phase of an internal
project) is recognised if, and only if, all of the following have
been demonstrated:

e the technical feasibility of completing the intangible asset
so that it will be available for use or sale;

e the intention to complete the intangible asset and use
or sell it;

e the ability to use or sell the intangible asset;

e  how the intangible asset will generate probable future
economic benefits;
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

k)

Research and development expenditure
(Continued)

e  the availability of adequate technical, financial and other
resources to complete the development and to use or
sell the intangible asset; and

e the ability to measure reliably the expenditure attributable
to the intangible asset during its development.

The amount initially recognised for internally-generated
intangible asset is the sum of the expenditure incurred from
the date when the intangible asset first meets the recognition
criteria. Where no internally-generated intangible asset can
be recognised, development expenditure is charged to the
consolidated income statement in the period in which it is
incurred.

Subsequent to initial recognition, internally-generated
intangible assets are measured at cost less accumulated
amortisation and accumulated impairment losses (if any),
on the same basis as intangible assets that are acquired
separately.

Inventories

Inventories are stated at the lower of cost and net realisable
value. Cost is determined using the weighted average method
and comprises all costs of purchase, costs of conversion and
other costs incurred in bringing the inventories to their present
location and condition.

Net realisable value is the estimated selling price in the ordinary
course of business less the estimated costs of completion and
the estimated costs necessary to make the sale.

When inventories are sold, the carrying amount of those
inventories is recognised as an expense in the period in
which the related revenue is recognised. The amount of any
write-down of inventories to net realisable value and all losses
of inventories are recognised as an expense in the period the
write-down or loss occurs. The amount of any reversal of any
write-down of inventories is recognised as a reduction in the
amount of inventories recognised as an expense in the period
in which the reversal occurs.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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For the year ended 31 December 2011 EZ—Z——#+_-HA=+—HILFZ

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

m) Financial instruments

Financial assets

The Group’s financial assets include amounts due from
related parties, trade and notes receivables, deposits and
other receivables, pledged bank deposits and bank balances
and cash, which are classified and accounted for as loans
and receivables. Financial assets are recognised on the trade
date.

Loans and receivables are non-derivative financial assets with
fixed or determinable payments that are not quoted in an
active market. Loans and receivables are initially recognised
at fair value and subsequently measured at amortised cost
using the effective interest method, less impairment losses.
Any changes in their value are recognised in the consolidated
income statement. Significant financial difficulties of debtors,
such as the probability that debtors will enter bankruptcy
or financial reorganisation, and default or delinquency in
payments are considered indicators that the receivables are
impaired.

Derecognition of financial assets occurs when the rights to
receive cash flows from the financial assets expire or are
transferred and substantially all of the risks and rewards of
ownership have been transferred.

An assessment for impairment is undertaken at least at the
end of each reporting period whether or not there is objective
evidence that a financial asset or a group of financial assets is
impaired. Impairment loss on loans and receivables is recognised
when there is objective evidence that the company will not
be able to collect all the amounts due to it in accordance
with the original terms of the receivables. The amount of the
impairment loss is determined as the difference between the
asset’s carrying amount and the present value of estimated
future cash flows.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

m) Financial instruments (Continued)

n)

Financial liabilities

The Group financial liabilities include amounts due to related
parties, bank loans, trade and notes payables, other payables
and accrued charges. Financial liabilities are recognised when
the Group becomes a party to the contractual provisions of
the instrument.

Financial liabilities are initially recognised at fair value, net
of transactions costs incurred and subsequently measured at
amortised cost using the effective interest method. Financial
liabilities are derecognised when the obligation specified in
the contract is discharged or cancelled, or expires.

Provisions

Provisions are recognised when the Group has a present legal
or constructive obligation arising as a result of a past event,
it is probable that an outflow of economic benefits will be
required to settle the obligation and a reliable estimate can
be made.

When the effect of discounting is material, the amount
recognised for a provision is the present value at the end
of 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 consolidated income
statement.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 EZ—Z——#+_-HA=+—HILFZ

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

o)

Foreign currency translation

The financial statements are presented in Chinese Renminbi,
which is the Company’s functional currency. 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
are initially recorded using the functional currency rates ruling
at the date 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
reporting period. All differences are taken to profit or loss.

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 certain overseas subsidiaries are
currencies other than the Chinese Renminbi. As at the end of
reporting period, the assets and liabilities of these entities are
translated into the presentation currency of the Company at
the exchange rates ruling at the end of reporting period, and
their income and expense items are translated into Chinese
Renminbi at the weighted average exchange rates for the
year. The resulting exchange differences are recorded in
other comprehensive income and the cumulative balance is
included in translation reserve in the consolidated statement
of changes in equity. On disposal of a foreign entity, the
deferred cumulative amount recognised in exchange reserve
relating to that particular foreign operation is recognised in
the consolidated income statement.

For the purpose of the consolidated statement of cash flows,
the cash flows of overseas subsidiaries are translated into
Chinese Renminbi at the exchange rates ruling at the dates
of the cash flows. Frequently recurring cash flows of overseas
subsidiaries which arises throughout the year are translated
into Chinese Renminbi at the weighted average exchange
rates for the year.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

p)

Taxation

Taxation represents the sum of the tax currently payable and
deferred tax. The tax currently payable is based on taxable
profit for the year.

Taxable profit differs from net profit as reported in the
consolidated income statement because it excludes items of
income or expense that are taxable or deductible in other
years, and it further excludes items that are never taxable
or deductible.

Deferred tax is the tax expected to be payable or recoverable
on differences between the carrying amount of assets and
liabilities in the financial statements and the corresponding
tax bases used in the computation of taxable profit, and is
accounted for using the liability method.

Deferred tax liabilities are generally recognised for all taxable
temporary differences, and deferred tax assets are recognised
to the extent that it is probable that taxable profits will be
available against which deductible temporary differences can
be utilised. Such assets and liabilities are not recognised if
the temporary difference arises from the initial recognition of
other assets and liabilities in a transaction that affects neither
the tax profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary
differences arising on investments in subsidiaries, except where
the Group is able to control the reversal of the temporary
differences and it is probable that the temporary difference
will not reverse in the foreseeable future.

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 asset to be recovered.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

p)

qa)

Taxation (Continued)

Deferred tax is calculated at the tax rates that are expected
to apply in the period when the liability is settled or the
asset realised, based on tax rates that have been audited or
substantively enacted at the end of each reporting period.
Deferred tax is charged or credited in the consolidated
income statement, except when it relates to items charged
or credited directly to other comprehensive income, in which
case the deferred tax is also dealt with in other comprehensive
income.

Revenue recognition

Revenue is measured at the fair value of the consideration
received or receivable, and is reduced for estimated customer
returns, rebates and other similar allowances, as follows:-

i)  Sales of goods

Revenue from sales of goods is recognised when goods
are delivered and title has passed, which means that all
the following conditions are satisfied:

o the Group has transferred to the buyer the significant
risks and rewards of ownership of the goods;

e the Group retains neither continuing managerial
involvement to the degree usually associated with
ownership nor effective control over the goods
sold;

o the amount of revenue can be measured reliably;

e itis probable that the economic benefits associated
with the transaction will flow to the Group; and

o the costs incurred or to be incurred in respect of
the transaction can be measured reliably.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

qa)

r)

s)

Revenue recognition (Continued)
i) Interest income

Interest income is recognised 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.

iii)  Processing income

Processing income is recognised when processing services
are provided.

Government grants

Government grants in the form of incentive payments are
recognised as income and reported separately as “other
income” when the government's approval of grant is
unconditional.

Government grants related to new products research costs
are recognised in the consolidated income statement over the
period necessary to match them with the related costs and
deducted in reporting the related expenses.

Employee benefits
i) Short term employee benefits

Salaries, annual bonuses, paid annual leave, leave passage
and the cost to the Group of non-monetary benefits are
accrued in the year in which the associated services are
rendered by employees of the Group. Where payment or
settlement is deferred and the effect would be material,
these amounts are stated at their present values.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 EZ—Z——®+_-HA=+—HILFZ

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

s)

Employee benefits (Continued)

i)

iif)

iv)

Contributions to defined contribution retirement
plans

Contributions to Mandatory Provident Funds as required
under the Hong Kong Mandatory Provident Fund Schemes
Ordinance and contributions to the retirement schemes
operated by the relevant authorities for employees of the
subsidiaries in the People’s Republic of China (“PRC") are
recognised as an expense in the consolidated income
statement as incurred, except to the extent that they
are included in the cost of inventories not yet recognised
as an expense.

Termination benefits

Termination benefits are recognised when, and only when,
the Group demonstrably commits itself to terminate
employment or to provide benefits as a result of voluntary
redundancy by having a detailed formal plan which is
without realistic possibility of withdrawal.

Equity-settled share-based payments

The fair value of services received, determined by
reference to the fair value of shares options granted to the
employees at the grant date, is expensed on a straight-
line basis over the vesting period with a corresponding
increase in equity (share options reserve).

At the end of each reporting period, the Group revises
its estimates of the number of options that are expected
to ultimately vest. The impact of the revision of the
estimates, if any, is recognised in the consolidated income
statement, with a corresponding adjustment to share
options reserve.

At the time when the share options are exercised, the
amount previously recognised in share options reserve
will be transferred to share premium. When the share
options are forfeited after the vesting date or are still
not exercised at the expiry date, the amount previously
recognised in share options reserve will be transferred
to accumulated profits.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

t)

u)

v)

Borrowing costs

Borrowing costs directly attributable to the acquisition,
construction or production of qualifying assets, which are
assets that necessarily take a substantial period of time to get
ready for their intended use or sale, are added to the cost of
those assets, until such time as the assets are 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 eligible for capitalisation. All other borrowing
costs are charged to the consolidated income statement in
the period in which they are incurred.

Cash and cash equivalents

For the purpose of the consolidated statement of cash flows,
cash and cash equivalents comprise cash at bank and on hand,
demand deposits with banks and other financial institutions,
and short term highly liquid investments that are readily
convertible into known amounts of cash and which are subject
to an insignificant risk of changes in value, having been within
three months of maturity at acquisition, less advances from
banks repayable within three months from the date of the
advance. Bank overdrafts that are repayable on demand and
form an integral part of the Group’s cash management are also
included as a component of cash and cash equivalents.

Related parties

(i) A person, or a close member of that person’s family, is
related to the Group if that person:

(@ has control or joint control over the Group;

(b) has significant influence over the Group; or

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

e SRR MEE

For the year ended 31 December 2011 B ZE-F——%+-H=+—HIF&

3. EESTHHEX#®)

t)

u)

v)

BERAE

AR RELERRREREETA
HEREREREENSEREEMEL
MEREERES  FARFEENKRAE
T EERFEECARLEAHERES
BHHE c EEEREEELE LA - &
BIRERZEFEEEMRRAOKRER
A DEARERETENMCNBERAT
k% - A EMEERAEEE SN R
NER S WSRO ©

RERBREEEY
HEAREREBRME e kReEE
MEERTERLRE  FROBITNE
B TS AR R BT 3R - PARGERAAR &)
e MABEREMBREED - A
XEEEPRRE) AEBAR=EA
WEHIREIRE - RAR BB HE
“EAEEZRITER - RERREEE
I BEEANEERMREE - REKAR
SERSER - HOMRITEX

BHEAL
(i) WBATIBER - RIZALTRETRRE
REBARE

(@) ZALHEBIKAREHARER:

(b) RMATHASBEERTZEN:
%

© ZALATEERAEESA
A EEBERERE -

—T—55H REREEARAT



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e ISR A

For the year ended 31 December 2011 #Z—

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

Tt -A=t—ALFE

v) Related parties (Continued)

(i) An entity is related to the Group if any of the following

conditions applies:

(@) The entity and the Group are members of the same

group.

(b) One entity is an associate or joint venture of the
other entity (or an associate or joint venture of a
member of a group of which the other entity is a
member).

(c) Both entities are joint ventures of the same third

party.

(d) One entity is a joint venture of a third entity and
the other entity is an associate of the third entity.

(e) The entity is a post-employment benefit plan for
the benefit of employees of either the Group or an

entity related to the Group.

(f)  The entity is controlled or jointly controlled by a

person identified in (i).

(@ A person
influence over the entity or is a member of the
key management personnel of the entity (or of a

identified in (i)(@) has significant

parent of the entity).

w) Segment reporting

Operating segments are reported in a manner consistent
with the internal reporting provided to the chief operating
decision-maker. The chief operating decision-maker, who is
responsible for allocating resources and assessing performance
of the operating segments, has been identified as the Board

that makes strategic decisions.

SCUD GROUP LIMITED ~ ANNUAL REPORT 2011

3. EESTHHEEX#®)

v)

EBEALE)

(i) WMBATER  AZEREASES
i

(a) EER—fE

M mf

3
5
o

p=1113
PRI
[
N
N o]
P wR

i}
i}

D OW o ER
2y 5 g

o

[

\

!

\

!

ey

TN
N

%]

3N
|

Do mE
Eoio)
foz

I o 40

I -
m

o 3o
D E
1
eIl

g S o)

o
>
RG3
I
=

|
?“di

I
o
N
np
g
5

NI

,\
L
] }

ERRAASENEANEEE
BEZERNEBRHAENN
BER R AEAIET ) o

ol
mm L

=
)ﬂﬂ}

BRI E )Iﬁﬁfr%a ALHEHIK
i

\|
/|
I

H

(@ F(EFIEALTYZER
EAYENABLEB(RLE
BEATMIEERERS -

D E

&y AR I E TR E 2 EERKE

BRENARREN TR — @( fEHIRER

E’U%?@%I%"é%—f@?&ﬁ% Heagnht
7 ks



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

4. TURNOVER AND SEGMENT INFORMATION

a)

b)

Turnover

Turnover represents gross invoiced sales, less returns and
trade discounts.

Reportable segments

The Group has adopted IFRS 8 “Operating Segments”
with effect from 1 January 2009. IFRS 8 requires operating
segments to be identified on the basis of internal reports about
components of the Group that are regularly reviewed by the
chief operating decision makers in order to allocate resources
to segments and to assess their performance.

The Group is currently engaged in the business of the Group’s
own brands “SCUDFRERR" brand and “Chaolitongi /738"
brand (together as “Own-brand business”), original equipment
manufacturing (“OEM business”) as well as bare battery cells
("Bare battery cells business”). The chief operating decision
makers (i.e. the Company’s directors) review the segment
information of these businesses and based on it to allocate
resources to segments and to assess their performance. The
Group's reportable segments are set out below:-

Own-brand business — Manufacture and sale of “SCUD#
FEBE"” brand and “Chaolitongi8 /138" brand rechargeable
battery packs, chargers, portable power supply kits, bluetooth
headsets and related accessories for mobile phones, notebook
computers, digital cameras and other electronic appliances.

OEM business — Manufacture and sale of rechargeable battery
packs, chargers and related accessories for mobile phones
for branded mobile phone manufacturers within and outside
China by way of OEM.

Bare battery cell business — Manufacture and sale of bare
battery cells for mobile phones.

Others — Sales of raw materials and work-in-progress.

e SRR MEE
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4. EXBERIBEHR

a)

b)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 EZ-Z——F+_-HA=+—HILFZ

4. TURNOVER AND SEGMENT INFORMATION 4. &XZERDoIBER )

(Continued)
b) Reportable segments (Continued) b) BE|IIE
Segment information about these businesses are presented BAZSEBNDEER 25T ¢
as follows:
Segment revenue and results 2 Eflh s R FEAE
Group A58
201 2010
“E-F “3-3%
Own-brand OEM  Bare battery Own-brand OEM  Bare battery
business business  cell business Others Total business business  cell business Others Total
HERMER  OEMER  ENER Eft @i BEREEE  OMER  EUEE b it
RMB'000 RMB000 RMB'000 RMB'000 RMB000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARMTR ARETR ARMTR AR%TR AR%TR ARETT ARETE ARETT ARETLE ARETR
Total Turnover BEE 915,289 623,545 196,151 1439 1,736,424 919,437 433,599 143,577 71530 1,568,143
Less: Internal sales W APHE - - (83,413) - (83,413) = = (40,698) = (40,698)
Turnover BEE 915,289 623,545 112,738 1439 1,653,011 919,437 433,599 102,879 71,530 1,527,445
Segment results PEHEE 47,199 17,227 3,579 281 68,886 37,296 15,042 83815 563 61,716
Unallocated income RARMA 2,598 2,290
Unallocated expenses ~ AAEHX (9,359) (4,790)
Finance costs BERK (3,060) (1,602)
Profit before taxation B AT 59,065 57,614
Taxation i (4,150) (5452)
Profit for the year REERF 54,915 52,162
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 B Z—F——F+_-_A=+—HItF)E

4. TURNOVER AND SEGMENT INFORMATION 4. &XZERDIPER 2

(Continued)
b) Reportable segments (Continued) b) BHE|IEE
Segment information about these businesses is presented as ERAZSEBNDBERZFNET (&)
follows: (Continued)
Assets and liabilities BEREE
Group A58
2011 2010
S -F-34
Own-brand OEM  Bare battery Own-brand OEM  Bare battery
business business  cell business Total business business  cell business Total
BERMER  OEMEX BUEK i AEREER OEMEETS BB ey
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARBTRE  ARMTR ARMTR ARMTR ARETT ARETT ARMTR  ARETR
Segment assets PEEE 795,068 584,399 276,090 1,655,557 907,090 269,034 117,686 1,293,810

Unallocated corporate assets  KAEATEE

- Current tax recoverable  — A IREIBNEARIE - 330
- Pledged bank deposits —BERBIER 15,865 84,482
- Bank balances and cash ~ —$B{TEHREE 298,025 304,573
- Others —Hfp 28,734 88,535
Consolidated total assets ~ ErAHBAE 1,998,181 1,771,730
Segment liabilities PHEE 202,489 221,260 171,698 601,447 229,461 50,976 40,630 321,067
Unallocated corporate liabilities &AE A A E 49,054 164,150
Consolidated total liabilities  4FA#&(E 650,501 485,217
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e ISR M

For the year ended 31 December 2011 EZ-ZF——%+_-H=+—HILFZ

4. TURNOVER AND SEGMENT INFORMATION 4.

BEBRITER @)

(Continued)
c¢) Other information o HiEHR
Group A£ME
2011 2010
-5 %%
Own-brand OEM  Bare battery Own-brand OEM  Bare battery
business business  cell business Others Total business business  cell business Others Total
BERMEE  OEMEER  ERER At &% BEREEE  OMEE  EiEE it it
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARETR ARETR ARMTR ARETR ARETR ARETT ARETR ARETr ARETT ARETR
Additions to property, ~ AEWE iR
plant and equipment Rt 31,070 24,480 33,489 4,017 93,116 126,790 2173 26,406 18,811 174,180
Additions to sales PEZREEEE
counter decoration (BERAENZ
(included in leasehold ~ £BR)
improvements) 7,667 - - - 7,667 7,020 - - - 7,020
Additions to intangible  REEFAE
assets 46 - 60 645 751 1,500 - 81 2,245 3,826
Depreciation of property, #1% * B &
plant and equipment RENE 31,878 22,747 6,149 1,347 62,121 16,262 7,453 2,891 15,783 42,389
Amortisation of sales  BEEEEEHH
counter decoration (BEREENZ
(included in leasehold M)
improvements) 9,304 - - - 9,304 35,521 - - - 35,521
Amortisation of BYAEEH
intangible assets (Note) (i) 9,789 - 3 m9 10,605 9,903 - - 474 10,377
Impairment loss on B BENAE
intangible assets (Note) ~ &5#8 (Hiz) 21,066 - - - 21,066 18,217 - - - 18217
Note: Impairment loss/amortisation of intangible assets Mzt : AWEBNBEEANEREERN

arising from the acquisition of Chaolitong (see also

Note 14 below for details).

m SCUD GROUP LIMITED ~ ANNUAL REPORT 2011
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 B Z—F——F+_-_A=+—HItF)Z

TURNOVER AND SEGMENT INFORMATION 4. ZXZERDIPER (2

(Continued)
d) Turnover from major products d FEEmMMNEXR
The Group’s turnover from its major products were as AEBFZERMEFEENT ¢
follows:
Group
rEH
2011 2010
—E——fF —=-TF
RMB’000 RMB’000
AR®T T ARBT T
Own-brand business — SCUD brand: Qﬁ%#ﬁ%ﬁ% REMRmE :
Mobile phone battery BEE; 626,549 706,463
Chargers FEE 6,084 2,916
Portable power supply kits BEEL 16,584 -
Bluetooth headsets ““E% 14,384 2,693
Others Hith 10,184 2,745
673,785 714,817
Own-brand business — Chaolitong brand: Qﬁ%#ﬁ%ﬁ% FB )
Mobile phone battery BEE; 182,954 129,334
Chargers TEER 50,354 72,590
Others Hith 8,196 2,696
241,504 204,620
Own-brand business BB mhR R 915,289 919,437
OEM business: OEMZT :
Mobile phone battery &@JEE 570,295 345,178
Notebook computer battery $§Eﬂ%a§ 29,256 61,775
Others Etm 23,994 26,646
OEM business OEME % 623,545 433,599
Bare battery cell business: BREK
Bare lithium battery cells $EEE 112,738 102,879
Others HAb 1,439 71,530
1,653,011 1,527,445

—TFER NEREEERAR



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 EZ—Z——#+_-HA=+—HILFZ

4. TURNOVER AND SEGMENT INFORMATION 4. &XZERoIBER )
(Continued)

e) Geographical information e) HEEHR
REEWEZI| R RTHE DR EE
EEBREESTARNEEGEH FAY
HRABEERABENE BEREKERER
BEMREES T REAEAREHRF
Bl E A sk AR B o

Analysis of the Group’s turnover and results as well as analysis
of the Group’s carrying amount of each relevant segment’s
assets and additions to property, plant and equipment and
intangibles by geographical market have not been presented
as they are substantially generated from or situated in the

PRC.
5. OTHER REVENUE 5. Hibks

Group

rEE
2011 2010
—E——fF =T
Note RMB’000 RMB’000
Bt ARBT T AREFT
Interest income FLEHA 3,701 3,266
Foreign exchange gain b 5 Wz 5,168 1,975
Processing income hnT WA 849 1,363

Negative goodwill recognised ERRBBAZBEE

as income 28 1,382 4,286
Sundry income E A A 1,693 252
12,793 11,142
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

PROFIT FROM OPERATIONS

Profit from operations is arrived at after charging (crediting):

e SRR MEE

For the year ended 31 December 2011 B ZE-F——%+-H=+—HIF&

&K
AL

RMEMB GEA) U TIES -

Group
TEE
2011 2010
—E——F —E-TF
RMB’000 RMB’000
ARETT AREFTT
Auditors’ remuneration: ZERD N &
— current year provision —AREERE 1,692 1,650
— prior year overprovision —BEFEREEE (265) (29)
Depreciation of property, plant M - BENRERENTE
and equipment (including (B IERE R AR AR
depreciation recorded in BT E
research and development AER#14,368,0007T
costs of RMB14,368,000 (ZZ2—2%F
(2010: RMB6,322,000)) AR#6,322,0007T)) 62,121 42,389
Amortisation: iy
— sales counter decoration —EfEEmEE
(included in leasehold (BEREEYFEEER)
improvements) 9,304 35,521
— intangible assets —EREE 10,605 10,377
Impairment loss recognised on FERWE 5B R EWEE
trade and notes receivables, TEfFRIE -~ e RE A EI
prepayments, deposits and RIBERABEEE
other receivables 4,057 1,602
Reversal of impairment loss EEWE 5B R ERER -
recognised on trade and notes TEfFRIE -~ e RE A EI
receivables, prepayments, IR TER AR E B R
deposits and other receivables (772) (991)
Loss on disposals of property, HEWE - BRE R&E
plant and equipment ELEEE 1,061 918
Cost of inventories recognised R AR
as expenses FEKA 1,362,359 1,266,634
Operating lease rentals: e
— office premises o YNEL Y ES 24,550 14,450
— machinery — s - 72
Impairment loss recognised on PEFEEERNBERBRE
intangible assets 21,066 18,217
Negative goodwill recognised BERBWAMHEGE
as income (1,382) (4,286)
Research and development costs  AfF9E M F 3k 2k 49,174 33,127
Staff costs (Note 7) B TR (KEE7) 134,629 96,875
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e ISR A

For the year ended 31 December 2011 EZ—Z——#+_-HA=+—HILFZ

7. STAFF COSTS

7. BEIRA
Group
AEH
2011 2010
—g-——F  -T TF
RMB’000 RMB'000

AR¥TR ARBTT

Directors’ remuneration (Note 8) = =4 (FfE8) 982 1,110

Other staff costs Hib 8 Tk A 136,526 96,861
Retirement benefits scheme RIRtEFIET B LR

contributions 9,197 6,884

Less: Staff costs included in W BT AT R KA

research and development 78 TR

costs (12,076) (7,980)

134,629 96,875

8. DIRECTORS' AND EMPLOYEES' REMUNERATION

a) The information disclosed pursuant to Section 161 of the
Hong Kong Companies Ordinance is as follows:

8. EXNEEMSE
a) BEEBQTGHIEI6TEARENER

W
Group
KEE
2011 2010
—B——% —E-TF
RMB’000 RMB'000

AR¥®T T ARETT

Fees e 286 294
Salaries e 672 796
Other emoluments: Eth & :
Retirement benefits RIREF T &
scheme contributions R 24 20
982 1,110
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 B ZE-F——%+-H=+—HIF&

8. DIRECTORS’ AND EMPLOYEES' REMUNERATION 8. EER{EEM < »)

(Continued)
b)  Details of emoluments paid by the Group to the directors are b) AEERESZNOMESFEET
as follows:
2011 2010
“E-F —Z-%F
Retirement Retirement
benefits benefits
scheme Total scheme Total
Salaries Fees contributions emoluments Salaries Fees contributions  emoluments
BARER BINER
e he HE 1538 ame e we FEEA ape
RMB’000 RMB’000 RMB’000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARETT AR¥Tn AR®Tn ARETR ARETT AREFT ARETR ARET:
Fang Jin ik - - 6 6 - - 5 5
Guo Quan Zeng R 500 - 6 506 500 - 5 505
Huang Yan =t 76 - 6 82 76 - 5 81
Zhang Li (Note ) SRER(Miz) 96 - 6 102 - - - -
Loke Yu FEB % - 166 - 166 - 174 - 174
Wang Jing Zhong ~ THA - 60 - 60 - 60 - 60
Wang Jian Zhang ~ TEE - 60 - 60 - 60 - 60
Li Hui Qiu (Note i)~ Z&Hk (MizHi) - - - - 220 - 5 225
Total &t 672 286 2 982 7% 294 20 1,110
Notes: MI5E -
() appointed as director on 31 December 2010; () RZE—ZF+_A=+—HEZE
(i) resigned as director on 31 December 2010. iy R—ZE—ZTF+_-_A=+—HHEIE
HE -

—FFER NEREEERAR



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e ISR M

For the year ended 31 December 2011 EZ—Z——®+_-H=+—HILFE

8. DIRECTORS’ AND EMPLOYEES' REMUNERATION 8. EER{EEM < »)

(Continued)

c)  The five highest paid individuals include two directors for the Q)
year ended 31 December 2011 (2010: two), details of whose
emoluments are set out above.

The emoluments of the remaining three (2010: three non-

BRE-T——F+-A=+—ALFE:
BEBBHMALEERE(ZE -5
M) EE - REZMEFFERRLX -

HBp=2(ZZF—ZF : ZH}EF)&KS

director) highest paid individuals are as follows: FIATHB ST
Group
REE
2011 2010
—E——F —ZT—FTF
RMB’000 RMB’'000
ARETRT AREFIT
Salaries, bonus, allowance e 8 EAR
and other benefits HaF 1,932 1,874
Retirement benefits scheme RINEFIETE
contributions HER 30 21
1,962 1,895

The emoluments of the remaining non-director, highest paid

EBRSRHMFESALHOMES N FAT

individuals are within the following bands: #E
Group
£33
2011 2010
—EB——fF —TEEF
Nil to RMB810,700 T E AR#¥810,7007T
(equivalent to Nil to (ZRZ%1,000,000/7T)
HKD1,000,000) 2 2
RMB810,701 to RMB1,621,400 A K#810,70170E AK#1,621,4007T
(equivalent to HKD 1,000,001 (%[71,000,001/8 752,000,000/ L)
to HKD2,000,000) 1 1

SCUD GROUP LIMITED ~ ANNUAL REPORT 2011



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 B Z—F——F+_-_A=+—HItF)Z

DIRECTORS’ AND EMPLOYEES’ REMUNERATION 8. EEREEME »)
(Continued)

d) During both years, no emoluments were paid by the Group d RMEFEA  NEEBERT LRSS
AT(BHEEERES) X FEMAMME
YERIR S| AN A A 5 B 3k 10 A AR 5 [ 5 ) 52
B SRREBAIOMAE - RBEFER
WEESREE S -

to the five highest paid individuals (including both directors
and employees) as an inducement to join or upon joining
the Group or as compensation for loss of office. None of the
directors has waived any emoluments during both years.

FINANCE COSTS 9. BEMA
Group
rEEH
2011 2010
—=E——F —E-TF
RMB’000 RMB’000
AR%T R ARBTT
Interest on bank borrowings RITE KA S 8,944 2,490
Interest on discounted notes FEYT AL IR AR A A 2
receivable 1,237 489
10,181 2,979
Less: amounts capitalised in W EEREEENMEEGE
qualifying assets - (927)
10,181 2,052
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 EZ—Z——®+_-HA=+—HILFZ

10. TAXATION 10. #i1E

No provision for taxation has been made by the Company as it is
not subject to tax in the Cayman Islands or other jurisdictions save
for the PRC where it conducts its principal business operations.

No provision for Hong Kong Profits Tax has been made as the
Group's profits were neither arising in nor derived from Hong Kong
during both years, and all subsidiaries incorporated in Hong Kong
incurred tax losses during the year.

The provision for PRC Enterprise Income Tax is based on the
estimated taxable income for PRC taxation purposes at the rate of
taxation applicable for the period.

Scud Electronics and Scud Battery are foreign investment enterprises
located in Mawei District, Fuzhou, Fujian Province, PRC. Scud
Shenzhen, Chaolitong Technology and Shenzhen Hongde are foreign
investment enterprises located in Shenzhen, PRC. Both Mawei
District and Shenzhen are designated as an Economic Development
Zone. Accordingly, Scud Electronics, Scud Battery, Scud Shenzhen,
Chaolitong Technology and Shenzhen Hongde were subject to an
income tax rate of 15%.

Pursuant to the PRC Law of Income Tax of Foreign Investment
Enterprises and Foreign Enterprises, Detailed Rules and Regulations
for the Implementation of PRC Law of Income Tax of Foreign
Investment Enterprise and Foreign Enterprises and the approval
documents Rongkai Guo Shui Zheng [2003] No.72 and Rongkai Guo
Shui Zheng [2007] No.4 issued by Fuzhou Branch Tax Bureau on 15
May 2003 and 7 February 2007, respectively, Scud Electronics and
Scud Battery were entitled to an exemption from PRC Enterprise
Income Tax for two years commencing from their respective first
profit-making year of operation and a 50% relief from PRC Enterprise
Income Tax for the next three years (“2+3 tax holidays"”).

Accordingly, Scud Electronics was exempted from income tax
from 1 January 2002 to 31 December 2003 and was subject to
income tax at 7.5% from 1 January 2004 to 31 December 2006.
In 2007, Scud Electronics was recognised as a “foreign-invested
advances technology enterprise”. Scud Electronics has extended the
preferential income tax rate for three more years and has enjoyed
an effective tax rate of 10% from 2007 to 2010.

m SCUD GROUP LIMITED ~ ANNUAL REPORT 2011
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

10. TAXATION (cContinued)

On 16 March 2007, the Fifth Plenary Session of the Tenth National
People’s Congress promulgated the PRC Enterprise Income Tax Law
(“the new Enterprise Tax Law"), which took effect on 1 January
2008. As a result of the new Enterprise Tax Law, the statutory income
tax rate for enterprises in the PRC has been reduced from 33%
to 25%. On 6 and 26 December 2007, the State Council released
the Detailed Rules and Regulations for the Implementation of PRC
Enterprises Tax Law (“Implementation Rules”) and Guo Fa [2007]
No. 39 Notice on Carrying out the Transitional Preferential Policies
concerning Corporate Income Tax (“Circular 39"”), respectively.

The new Enterprise Tax Law, its Implementation Rules and Circular
39 provide a 5-year transitional period from 1 January 2008 for
those entitles which were established before 16 March 2007 and
which were entitled to a preferential lower income tax rate under
the effective tax laws and regulations, as well as grandfathering
on the 2+3 tax holidays. The transitional tax rates are 18%, 20%,
22%, 24% and 25% for calendar years 2008, 2009, 2010, 2011
and 2012 onwards, respectively.

Pursuant to the new Enterprise Tax Law and the approval document
Rongkai Guo Shui Zheng [2009] No.150 on 30 April 2009, Scud
Electronics was recognised as an Advanced and New Technology
Enterprise (“ANTE") under the PRC Enterprise Income Tax Law for
a period of 3-year effective retroactively from 1 January 2008 to 31
December 2010. Under the PRC Enterprise Income Tax Law Article
28, a recognised ANTE is entitled to a reduced income tax rate of
15%. Accordingly, Scud Electronics is subject to income tax at 15%
from 1 January 2008 to 31 December 2010.

On 17 January 2012, Scud Electronics was approved to continue as
an ANTE for a period of 3-year effective from 1 January 2011 to 31
December 2013 according to the approval document Ming Ke Gao
[2012] No. 1, and is subject to income tax at 15% accordingly.

Scud Battery started to enjoy the tax exemption from 2007 and the
50% tax relief from 2009. Scud Battery was subject to income tax
rate at 10% in 2009, 11% in 2010 and 12% in 2011.

e SRR MEE
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 EZ—Z——®+_-HA=+—HILFZ

10. TAXATION (Continued) 10. BLIE (%)

Pursuant to the PRC Law of Income Tax of Foreign Investment
Enterprises and Foreign Enterprises, Detailed Rules and
Regulations for the Implementation of PRC Law of Income Tax
of Foreign Investment Enterprise and Foreign Enterprises and
the approval documents Shen Guo Shui Long Bu Jian Mian [2008]
No.4, Shen Guo Shui Bao Fu Jian Mian [2007] No.0111 and
Shen Guo Shui Nan Jian Mian [2006] No.0060 issued by Shenzhen
Branch Tax Bureau on 8 January 2008, 10 September 2007 and
9 March 2006, respectively, Chaolitong Technology, Scud
Shenzhen and Shenzhen Hongde are entitled to an exemption from
PRC Enterprise Income Tax for two years commencing from their
respective first profit-making year of operation to a 50% relief from
PRC Enterprise Income Tax for the next three years.

Chaolitong Technology and Scud Shenzhen started to enjoy the tax
exemption from 2008 and the 50% tax relief from 2010. Shenzhen
Hongde started to enjoy the tax exemption from 2007 and the
50% tax relief from 2009. Chaolitong Technology, Scud Shenzhen
and Shenzhen Hongde was subject to income tax rate at 11% in
2010 and 12% in 2011.

According to the new Enterprise Tax Law, its Implementation
Rules and Circular 39, the tax exemptions granted to Chaolitong
Technology, Scud Shenzhen and Shenzhen Hongde can be continued
until their respective expiry dates.

Pursuant to the new Enterprise Tax Law, Scud Beijing and Scud
Guangzhou were subject to income tax rate at 25%.

Details of the taxation in the consolidated income statement are
as follows:

BIBFRRIINEDERBIMEERNAERE - B
Me R B SNE 1 % M BISMD ERFT B FA R R 48
AR ARE - AEFNTHFEDBO RN =FZ
NE—ANB  —EELFNLATHE=-ZEZ
NFEZANBEHAOEL X RBEREMRRR
[2008]45% ~ FEIF & @5 £[2007]101 1158 K&
= %% R R 2 [2006]006085% - B @R« IR
REBRKAIEEEERAFEESENEELSE
TE T S BT AY M N JEEA G A R B (b ZE P
B AERREK=FZH50%HF Bt EFT
BIER ©

BAOBRHEEFINRERHE -—SZENFRES
HERE  YH_Z—ZFRZHRIEREE
B FYRER ST LFREFFHIBERE
WYH-_ZEZNFZEHERYER - @A
B RNREBREFIBER-_ZE—TFR -
T——FEDRIR11% M 12% TS -

RBHEEDE - REHEIGDIRFE35EM

R P BRI RYIFRERFRYDEE 2T
BRI ENMEERENERBRARL -

RIFFBEBDE - ERTRER M EIMNRERZ
TR 25 % BRI °

AR EWEROTHEFBAOT

Group
rEEH
2011 2010
—E——fF —E-TF
RMB’000 RMB’000
AR® T ARBT T
Current tax — PRC BEARIE — A
Enterprise Income Tax AT
Tax for the year REEFIA 13,030 14,199
(Overprovision)/underprovision NEFECRERE),
for previous year BiETE (3,328) 51
Deferred tax (Note 15) FEEFE A (MI5E15) 2,606 1,788
Taxation IR 12,308 16,038
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 B ZE-F——%+-H=+—HIF&

10. TAXATION (Continued) 10. BilE (2)
The reconciliation between profit before taxation and taxation in RERE W RA - F AR AT & F) L5 18 7 2
the consolidated income statement is as follows: BRANT :

Group

rEE
2011 2010
—B——F —E-TF
RMB’000 RMB’000
ARETR ARBTT
Profit before taxation BRA% AR A 67,223 68,200

Tax at income tax rate of 25% IRFSFE R 25 %t EFi 18

(2010: 25%) (ZZF—ZF: 25%) 16,806 17,050
Tax effect of different tax rates of 7EE M FAMERCEH B A

subsidiaries operating AR EN TS E

in other jurisdictions (3,442) (1,252)
Tax effect of expenses not DA 2 i R 2

deductible for tax purposes 11,032 9,278
Tax effect of income not taxable ~ BERFUW AN E

for tax purposes (507) (575)
Tax effect of temporary differences 5 Al A i 78 & B = RE M AR 5 s 28

not previously recognised (1,587) 2
(Overprovision)/underprovision LARTEE GRS BE) BETR

in prior years (3,328) 51
Tax effect of tax losses RERTIEEBENT G2

not recognised 2,646 3,748
Tax effect of withholding tax 252 B A R B A S A BT /8 R B AY

at 5% on the distributable A 53k AR5 %

profits of the Group’s BMTEIMRA S 2

subsidiaries established in

the PRC 4,150 1,520
Utilisation of previously ) SRR TR IB & 18

unrecognised tax losses (131) -
Effect of concessionary rate FREIF B A R ER TR E R

granted to the PRC subsidiaries R 2 (13,331) (13,784)
Taxation i1 12,308 16,038
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e ISR M

For the year ended 31 December 2011 EZ—Z——®+_-H=+—HILFE

11. DIVIDENDS 11.

A final dividend for the year ended 31 December 2011 of HK$0.02
per share, amounting to a total final dividend of approximately
RMB16,733,000 is to be proposed at the forthcoming annual
general meeting of the Company. These financial statements do
not reflect this dividend payable.

No final dividend was declared for the year ended 31 December
2010.

12. EARNINGS PER SHARE 12.

The calculation of the basic and diluted earnings per share
attributable to the equity holders of the Company is based on the
following data:

9=

ﬁﬂ*%——¢+*ﬂi+—aﬁiﬁm$%
i% B ER%0.028TT - REBRELFESENAR
#16,733,000 T A A ﬂEﬂﬂ%éﬁéﬁE’ﬂHxﬁﬂ
FAELREHES  ZTVYBRRIERMRE
BRI S -

BE_Z-ZF+_A=t—BLFEVES
IRAERARHARS,

BREF

ARBERFBARESRERN TR MR
BIATBURETE -

Group

REME
2011 2010
g% —T-TF
RMB’000 RMB'000

AR®F T ARBT T

Earnings for the purposes of basic HHEERERBT REEN AT

and diluted earnings per share (KRR EIERFEFE ARG AREE M)

(profit for the year attributable to
the equity holders of the Company)

59,492 54,350

Number of ordinary shares

ZEREE
2011 2010
—E——F —E-ZF
‘000 ‘000
BF 5t LATFET
Weighted average number of TEHERERZR
ordinary shares for the purpose TR R
of basic earnings per share 1,032,001 1,032,001
Effect of dilutive potential BB EEE e R AR
ordinary shares: VR
— share options — R - 9,105
Weighted average number of SHEREERT
ordinary shares for the purpose AR ke I 2K
of diluted earnings per share 1,032,001 1,041,106
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 B Z—F——F+_-_A=+—HItF)Z

13. PROPERTY, PLANT AND EQUIPMENT 13. 0% - BMERRE
Electronic
equipment,
Land under furniture Leasehold
finance lease Plant and Motor and fixtures Construction Improvements
BEME  Buiding Machinery  Vehicles  EFRfE: inprogress  Moulds HE Total

BT 4 B7 HEREZ nE  KAREE  ERIR BR  9xEE fif
RMBOOD  RMBODD  RMBODD  RMBODD  RMBOOD  RMBOOO  RMBOOO  RMBOOO  RMBO0O
ARETT ARMTZ ARMTR ARETR ARETR ARETR ARETR ARETR ARETRH

Group 150
Cost A
1 January 2010 —2-25-f-H 12,904 - 125,747 9,845 71,329 12,15 32,843 120,381 44501
Additions AE - 927 54,862 1322 11,185 65,662 190 28,965 163,113
Additions through acquisition Rl -HREAR

of a subsidiary mEE - - 14972 81 2,054 - - 980 18,087
Transfer from construction in progress BEEAERIR - 105,870 3,582 - 1776 (132,711) - 21,483 -
Exchange adjustment ERRZ - - - - (5) - - - (5
Disposals e - - (2,819) (856) (846) - - (897) (5,418)
31 December 2010 ZE-ZE+-A=1-H 12,904 106,797 196,344 10,392 85,493 5103 33,033 170,912 620,978
Additions AE - - 42120 1,580 20,190 - 8,703 17,996 90,589
Additions through acquisition Rl -HREAR

of a subsidiary mEE - - 9473 109 589 - 23 - 10,194
Transfer from construction in progress BREERIRE - - - - - (5,103) = 5,103 =
Exchange adjustment ERRZ - - - - ) - - - )
Disposals e - - (380) (307) (11,345) - (8,707) (91,746) (112,485)
31 December 2011 Z2--F1Zf=1-H 1294 106797 247557 1,774 94,919 - 33052 102265 609,268
Depreciation i
1 January 2010 ZZ-%£-B-H 919 = 30,844 4178 42,048 - 20,658 76,421 175,068
Charge for the year REERT 258 = 13,824 1,165 11,360 = 4178 47125 77,910
Exchange adjustment B A - - - - @) - - - )
Disposals e = = (1,064) (516) (455) - - 87 %)
31 December 2010 Z2-BE1AZ1-H 1177 - 43,604 4827 52,949 - 24,83 122,649 250,042
Charge for the year REERY 258 5,073 20,094 1,236 13,854 - 4,564 26,346 71,425
Exchange adjustment B - - - - 6) - - - 6)
Disposals HE - = (174) (292) (10,778) - (8,272) (91,718) (111,234)
31 December 2011 “5--F{-f=1-H 1,435 5073 63,524 51N 56,019 - 21,128 57,211 210,221
Net book value BEFE
31 December 2011 —2—%+-fA=t-H 11,469 101,724 184,033 6,003 38,900 - 11,924 44,988 399,041
31 December 2010 “5-3F{-A=1-R 1,727 106,797 152,740 5,565 32,544 5103 8,197 43,263 370,936
Certain motor vehicles have been pledged by the Group in favour AEEE ST REERTRT  (ER—EHR
of a bank to secure a bank loan granted by a bank to the Group TEFRMER(S R TXHE26) °

(see also Note 26 below).
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For the year ended 31 December 2011 EZ—Z——#+_-HA=+—HILFZ

14. INTANGIBLE ASSETS 14. B EE
Distribution Trade names ~ Domain  Employee Non-compete
network and patents names  contracts agreements  Goodwill  Software Total
(Note i) (Note i) (Note iii)
AR RRESFH HE  ERAH THEGE [k #t Eh
(i) (i) ki)
RVMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
ARETT ARETT ARETR ARETT ARETR ARETRT ARETR ARETR
Group A58
Cost s
1 January 2010 “Z-Z5-A-A 97,664 106,182 74 58 350 12,390 3724 220442
Additions #m = = = - - - 3,745 3,745
Acquisition through business combination  EBEHAHKE - - - - - - 81 81
Disposal e - - - - - - (30) (30)
Subsequent adjustment to the FARENHEREE
contingent consideration - (5,224) - - - (6,190) - (11,414)
31 December 2010 ZE-TETZR=T-A 97,664 100,98 74 58 350 6,200 750 21284
Additions #m - - - - - - 751 751
Acquisition through business combination  EBEHAHNE - - - - - - 37 37
31 December 2011 I o 97,664 100,958 74 58 350 6,200 8308 213612
Amortisation and impairment BHERAE
1 January 2010 “Z-Z£-f-H 14,649 10,39 37 34 263 6,200 1,288 32,865
Charge for the year REERT 9,767 - 25 24 87 - a4 10377
Disposals mE - - = = = = (30) (30)
Impairment loss HERE - 1817 - - - - - 1827
31 December 2010 “Z-ZF+-f=1+-H 24,416 28,611 62 58 350 6,200 1,732 61,429
Charge for the year AEERZ 9,767 - 12 - - - 826 10,605
Impairment loss HEFR 21,066 - - - - - - 1,066
31 December 2011 “2—%fZR=t-H 55,249 28,611 74 58 350 6,200 2,558 93,100
Net carrying amount BEFE
31 December 2011 “2—EtA=t-H nMs 72347 - - - - 5750 120512
31 December 2010 “2-2EfZR=1-H 73,248 72,347 12 - - - 5,788 151,395
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

14. INTANGIBLE ASSETS (Continued)

Notes:

i)

iii)

V)

Distribution network represents the sales network of the
“ChaolitongiB /138" brand, covering second tier and third
tier cities, towns and villages in the PRC. It is expected that
Chaolitong’s distribution network will offer positive growth
prospect for the Group and retrieved the present insufficiency
of the Group’s distribution channel in such region. Distribution
network has been allocated to the single cash generating
unit (“CGU"), Chaolitong. The recoverable amount of the
CGU is determined based on value in use calculations. These
calculations use cash flow projections based on financial
budgets approved by management covering a five-year period.
The discount rates used of 17.75% reflect specific risks relating
to the CGU. Management determined the budgeted gross
margin based on past performance and its expectations for the
market development. The cash flows beyond five years have
been extrapolated using a steady 3% per annum growth rate.
The growth rate used does not exceed the long-term average
growth rates for the businesses in which the CGU operates.
Management has calculated the value in use of the CGU
which is lower than the total carrying amount and therefore
has concluded that an impairment of RMB21,066,000 (2010:
Nil) was necessary. The loss is included in “Administrative
expenses” in the consolidated income statement.

Trade names and patents comprise 7 trade names and 3
patents held by Chaolitong. The tradename of “Chaolitong
B3 is a popular brand which has obtained the general
recognition of consumers in rural areas and second tier and
third tier cities in the PRC. An impairment of trade names and
patents of RMB18,217,000 was provided in the year of 2010.
No further impairment of trade names and patents was made
in the current year.

Goodwill arising from the acquisition of the “Chaolitong 8 /7
i8" brand is attributable to the anticipated revenue growth,
profitability, future market development and anticipated future
operating synergies from the combination. An impairment of
goodwill of RMB6,200,000 was made in the year of 2009.
No further impairment of goodwill was made in the current
year.

The Group carries annual impairment tests for goodwill and
trade names and patents with indefinite useful lives, or more
frequently if there are indications that these intangible assets
might be impaired. The acquired distribution network, non-
compete agreements, employee contracts, domain names
and software are amortised on a straight-line basis over their
respective estimated useful lives.

The amortisation charge recognised for the year is included
in “Administration expenses” in the consolidated income
statement.

For the year ended 31 December 2011 #Z

4= A\H

e PR MR MR

—E——FtZA=1T—HIFE

4. BEE#)
B -

i)

iii)

V)

7 5 4845 45[ ChaolitongitB 7138 | fn & B %
EFE= - =W R RSN AR
SR - BB NBND HREEA
AEBEIREIEMER  YHEHE T AEER
AIfEZit@ D HRENTE - DHAKE

HDEINE-RDREeELEBL(REE
AEE ) BNEE A58 o AT E B T AR
BEREEETE - Z-tEREEEELE

MEAFHPNT RBENE S REA -
BRIRE17.75%RM T ZRSELEBEME
%ﬂﬂ%o*ﬁ?@ﬁ%&%%ﬂﬁ%%
RIEHRETEE ZER - AFENIERE
mb@ﬁﬁ3%2$%iiﬁrﬁ o ERRN
BBRSELBNAE 2 TENRETH
WER . EEEENIRSEALEMNE

AEEEREEE At BREARE
210660007%(—? TF ) o ZHE

Tiat N R AT ] °

o b B S5 R B 35 R D B AT R A M 7 (8 R R
HA3THEF) o FChaohtongthLJuuHE‘e'iE’]ﬁ
BEREIEONME  BEHE= - =&
WA R B HBEENTERY  c R
—ZTFEFHARK18,217,0007T 2 I EH =
FELRE o P ARG [Z I & 5 on h2 B )
fEHE—HRE -

Hﬁ(ﬁﬁfChaolltongﬁ_ﬂ@JuuﬁE‘EFEZFﬁ
@EEEB’\A%FEZ?EHHWAF i
MAED) - RRMIGHERRAHRRLE

ABREZAH - REZNFRARKE
6,200,0007E2Fﬁ%f’ﬁﬁﬂ1§ c RAFE
WS EELE— P RE -

ANEE S EE B MROHELmiE ME
METERRENR  HHBTLEERT
KATRERE - BISEINSAE A TT LRI, o
PTREE 2 DA - TERFHE BEA
) BAREHUAEREREEEB 2
FHE R FHE TS -

AERERNBHASIENES
[T AT °

Al R

—E—EFH REREERRAF
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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For the year ended 31 December 2011 EZ—Z——®+_-HA=+—HILFZ

15. DEFERRED TAX ASSETS AND LIABILITIES 15. CEANELEHEEERERE

RECOGNISED
The components of deferred tax assets/(liabilities) recognised in the RERESE MBI K R IR T I8
consolidated statement of financial position and the movements BE/(AE) B RESHIT:

during the year are as follows:

Impairment  Impairment

loss on loss on
property, trade and  Accelerated Provision Undistributed
plant and other  accounting  of warranty profits of
equipment  receivables depreciation costs  subsidiaries Total
FEWE 5508
nx BER  REMEYR illy:d EmRE  WELAN
REAERRE TEAESR BiHE  HAERE  RDEER L
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARBTT ARETT ARETT ARETT AEBTR  ARET:
Group r5E
1 January 2010 RZE-Z5—-A—H 156 416 - - (1,900) (1,328)
Charge to consolidated R AMERF G
income statement (156) (112) - - (1,520) (1,788)
Reversal of temporary BOTREZER
difference - - - - 1,250 1,250
31 December 2010 RZE-ZE+_A=1—H - 304 - - (2,170) (1,866)
Charge to consolidated ~ REANERH K
income statement - 731 39 774 (4,150) (2,606)
Reversal of temporary BEEREER
difference - - - - 3,000 3,000
31 December 2011 RZE—&+-A=+-H - 1,035 39 774 (3,320 (1,472)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

15. DEFERRED TAX ASSETS AND LIABILITIES

RECOGNISED (continued)

The Group’s PRC subsidiaries had unused tax losses of approximately
RMB29,846,000 (2010: RMB36,760,000), that can be carried
forward for five years from the years in which the loss arose for
offsetting against future taxable profits of those subsidiaries.

No deferred tax asset has been recognised in respect of approximately
RMB29,846,000 (2010: RMB36,760,000) unused tax losses due to
unpredictability of future profit streams for offsetting the unused
tax losses before expiry.

According to Articles 3 and 37 of the new Enterprise Tax Law,
distribution of dividends by a foreign investment enterprise in China
to its non-tax resident foreign investor is subject to Enterprise Income
Tax at source on a withholding basis. The standard withholding tax
rate pursuant to Article 4 of the new Enterprise Income Tax Law is
20%. According to Article 27 of the Enterprise Income Tax Law and
Article 91 of the Detailed Implementation Rules of the Enterprise
Income Tax Law, the applicable withholding tax rate has been
reduced to 10%. Under the Arrangement between the Mainland
of China and Hong Kong Special Administration Region for the
Avoidance of Double Taxation and the Prevention of Fiscal Evasion,
or Mainland China/HKSAR DTA, Hong Kong tax residents which
hold 25% or more of a PRC enterprise are entitled to a reduced
dividend withholding tax rate of 5%.

In addition, according to Cai Shui [2008] No.1, a circular jointly
issued by the Ministry of Finance and State Administration of
Taxation on 22 February 2008, distribution of dividends out of
pre 2008 retained profits by a foreign investment enterprise to its
foreign investor in or after 2008 is exempted from Enterprise Income
Tax, whereas distribution of dividends out of profits generated by
a foreign investment enterprise in or after 2008 shall be subjected
to Enterprise Income Tax in accordance with the relevant articles
of the Enterprise Income Tax Law and its Detailed Implementation
Rules as described above. Accordingly, dividends receivable from
certain subsidiaries in respect of profits earned since 1 January
2008 is subject to 5% withholding tax.

e SRR MEE

For the year ended 31 December 2011 B ZE-F——%+-H=+—HIF&

15. ERANELEHRTEER EE®)

NEBEWFHBENERRHB RSB EERE
AN R #29,846,000t( T —FF : ARK
36,760,0007T) * AJABERF - MATEEMNEE
K S B A A2 AR SR FE R B Al o

FR P M U TR RI R 2 e A1 2ROIR DA 4K 40 72 2 B Al
REHAMBIEREE WL ERHARE
29,846,000T(=E—ZF: AK¥36,760,000
T0)BIR R B AT E R IR IH A E o

REBFEEBEFZGREE=TL&K  IBER
BREMFERIBEREEDRIKE ZRER
PARRHB T A BREEFFFHR - RIBFEE
FRSBORFE UG - EAZ B EH20% ©
RBCEMESTEE - T LRREEMRFHE
EiEEPIEN+ & LdERENRERE
10% ° RIEBECAHMB B R RITTHREBER LS
EREEHBMPIERIRRANZTE) - AE+
BEE25%H A LERENFBARER @ A%
BB ERS5 % HAARLE BRI

ARBEVHBEERREEARR —FTN\F=
AZ+—ABARMACEAREXMEHE TE
BHEemM) (FT[2008]15%) - —BF)N\F
ZHNERECRERNRERDEMNE - &
—TENFIURDBERINEREEN - AR
BEEREHR : M_TTENFHARFEIG
BREGCENFBNEOR - AR EADEME
BOEBRGD R A AEERAESANEERMAG
B Bt ETHEBARRE T N\F—H
— B RIS RO N i 4 IR B A BAN5 % TR
o
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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For the year ended 31 December 2011 #Z—

15.

16.

AR IR MY RE

F—F+-A=t—ALFE

DEFERRED TAX ASSETS AND LIABILITIES
RECOGNISED (continued)

At 31 December 2011,
of temporary differences associated with retained earnings of the

the Group’s share of aggregate amount

Company’s PRC subsidiaries was approximately RMB274,378,000
(2010:RMB241,243,000). Deferred taxation has not been provided
for in the consolidated financial statements in respect of the Group’s
share of temporary differences attributable to retained profits
of the Company’s PRC subsidiaries amounting to approximately
RMB230,978,000 (2010: RMB197,843,000) as the Group is able
to control the timing of the reversal of the temporary differences

15.

CRANELEHEEEREE @)
R-EBE——F+-A=+—8 Z~N&EEEL
BEANFRBENERTRE BRGNS
ZHEAHHARK274,378,000( — B —F
F . AR ¥241,243,0007T ) © R A& B A

RO EERNE BEREERA
BERETSRE  TEFXASERGEAA

AIFEMEBARRBEREFELZEREELD
AR #230,978,000c( = —ZF : ARK
197,843,0007T ) A #r A I IS MR (E IR E R 18

and it is probable that the temporary differences will not reverse B -
in the foreseeable future.
DUE FROM RELATED PARTIES 16. BN EBEAN L RIE
The amounts due from related parties are unsecured, interest-free JERBRAEATHRIBEAEET 2 REAR
and repayable on demand. EREEE
The information disclosed pursuant to Section 161B of the Hong BIEERE D EH F161BIK A # 5B /& &
Kong Companies Ordinance is as follows: UM
Maximum balance Balance at Balance at
during the year 31 December 2011 31 December 2010
RZB-——F+=Zf RZIZ-TE1_f
FREEER =t—BM&EeR =+—BME
RMB’000 RMB'000 RMB’'000
ARETR ARBT T ARETT
Scud Stock (Fujian) Co., Ltd. (Note i) BERERRMOBRAR(HEE D) 1,703 1,703 694
Fujian Netcom Technology Co., Ltd. (Note ii)  @EBAREARA R (M i) - - 5,194
1,703 1,703 5,888
Notes: FfaE

)) Scud Stock (Fujian) Co., Ltd. (“Scud Stock”) is a company with
Mr. Fang Jin and Mr. Guo Quan Zeng being common directors
and shareholders. Mr. Lin Chao, substantial shareholder of the
Company, has 25% shareholding interest in Scud Stock.

i)  Fujian Netcom Technology Co., Ltd. (“Fujian Netcom”) is a
company wholly owned by Mr. Fang Dong, the brother of
Mr. Fang Jin.
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For the year ended 31 December 2011 B Z—F——F+_-_A=+—HItF)ZF

17. INVENTORIES 17. FE
Group
REH
2011 2010
—E2——F —ZT-FF
RMB’000 RMB’'000
AR®T R ARET T
Raw materials R R 153,353 117,722
Work in progress K i 62,459 59,658
Finished goods EERK i 75,014 21,113
Goods in transit EREmHm 56,947 14,450
347,773 212,943
All inventories were stated at cost. A FEH AR AR °
18. TRADE AND NOTES RECEIVABLES 18. EWE ZREREVRRE
Group
KEH
2011 2010
—E——F —ZT—TF
RMB’'000 RMB’000
ARETT AREEFTT
Trade receivables FEWE 5 kI8 498,435 335,207
Notes receivables FEU R I% 20,987 49,539
519,422 384,746
Less: Allowance for bad and W RIEEAREAE
doubtful debts (8,257) (4,237)
511,165 380,509

As at 31 December 2011, notes receivables of approximately RMBNil
(2010: RMB18,315,000) have been pledged by the Group in favour
of a bank to secure notes payables (see also Note 20 below).

RZZ——F+_A=1+—8 AEEEHL
ARBZT(ZZ—FTF : AK¥18,315,000

70) B IR R AR T 4RTT
R(Z R TXHEE20)

—FER NEREEERAR
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For the year ended 31 December 2011 EZ—Z——#®+_-HA=+—HILFZ

18. TRADE AND NOTES RECEIVABLES (continued)

An aged analysis of trade and notes receivables at the end of the
reporting period, based on the invoice date and net of allowance,

18. EWWE S RIEREWRERE &)

RIBHZER - EHRBERERNRE BEERE
MW R 5 5008 M B RIR R AT a0 T

is as follows:

Group

AEME
2011 2010
—F——% —EFTF
RMB’000 RMB’000
AR®TT ARBTT
0 to 60 days 0£60X 308,434 272,013
61 to 180 days 612180k 180,962 98,300
181 to 365 days 181E 365K 18,746 9,234
1 to 2 years —ZEZMF 2,860 927
2 to 3 years ME=F 163 35
511,165 380,509

The average credit period granted on sale of goods ranged from
60 to 90 days.

RTHEERNFHERESR AN F60=E90R -

Movements in allowance for bad and doubtful debts during the FARERBENSHIOT
year were as follows:
Group
rEE
2011 2010
—E——fF T -TF
RMB’000 RMB’000
ARBT T ARBT T
1 January —H—H 4,237 3,890
Impairment losses recognised BRI AR 4,020 1,072
Amounts written off during FAMEER AU E & B8
the year as uncollectible - (725)
31 December +=—A=+—8H 8,257 4,237

SCUD GROUP LIMITED ~ ANNUAL REPORT 2011



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR

For the year ended 31 December 2011 #ZE—F——4%+_-H=+—HILF&

18. TRADE AND NOTES RECEIVABLES (continuves)  18. BEINE ZFIE R EWEE &)

The aged analysis of the trade and notes receivables that are past 260 BB 0 SRR (B O FE WU 5 3R IE I e LR HR Y
due but not impaired is as follows: BRERDATLAT
Group
TEE
2011 2010
—=E——fF —E-TF
RMB’000 RMB’000

AR¥TR ARETT

Less than 6 months past due BERR B N E A 107,748 36,925
Over 6 months past due @ ER7E A BA £ 14,730 4,328

122,478 41,253
Receivables that were past due but not impaired relate to a number #60 HR 18 30 R R (B ) JE GRIB AR R R B 9 B9 & <2
of independent customers that have a good track record with the EPMAEREEA R A o IRIBAEL
Group. Based on past experience, the directors of the Company B ARRESTRRAREGRBREBEAXN
are of the opinion that no provision for impairment is necessary N - MERBEIERI 28D - MAFERE
in respect of these balances as there has not been a significant LE AR TR E RS -

change in credit quality and the balances are still considered fully
recoverable.
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19. PREPAYMENTS, DEPOSITS AND OTHER

19. ANFIR » RERHMWEBYRE

RECEIVABLES
Group
TEE
2011 2010
—E2——F —E-TF
RMB’000 RMB’000
ARBT T ARBT T
Advance to suppliers [ FE P 2R 90,903 104,006
VAT recoverable AR EBET 4,288 6,648
Deposits paid for acquisition of ~ BEWE - BE L&
property, plant and equipment WEffize 11,409 123,325
Refundable deposits AR [OE S 6,538 1,269
Others Hh 3,011 2,051
116,149 237,299
Less: Allowance for bad and B RIBREE
doubtful debts (1,349) (2,084)
114,800 235,215
Current portion BIHEAER (5 114,800 186,812
Non-current portion FEBNERER (D - 48,403
114,800 235,215
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19. PREPAYMENTS, DEPOSITS AND OTHER

RECEIVABLES (Continued)

Movements in allowance for bad and doubtful debts during the

year were as follows:

19. B FIE - RER A MWEWRKE

(%)
FRARBREENESHNT

Group

rEH
2011 2010
—=E——fF —E-TF
RMB’000 RMB'000
AR®T T ARBFT
1 January —H—H 2,084 2,671
Impairment losses recognised BRI AR R 37 530
Impairment losses reversed EERORERE (772) (991)

Amounts written off during FAREER T AU E £ 7E

the year as uncollectible - (126)
31 December +=—A=+—H 1,349 2,084

None of the above assets is past due. The financial assets included
in the above balances relate to receivables for which there was no

recent history of default.

20. PLEDGE OF ASSETS

At the end of the reporting period, the following assets have been
pledged by the Group in favour of the banks to secure general
banking facilities granted by the banks to the Group:

A EEEWAREIE - A AR BIER BREW
FIAR TS E E M HBE I EIE MR RCE o

20. EEEH

RBERRGERE - AEECHATEEER
FIRIT - (ERBE —RBITEEER

Group

rER
2011 2010
= —ETF
RMB’000 RMB’'000
AR®T ARETTT
Motor vehicles AE 879 1,956
Bank deposits RITIER 123,639 96,976
Notes receivables FEUW =% - 18,315
124,518 117,247
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20. PLEDGE OF ASSETS (continued)

The pledged bank deposits carry fixed interest rate of 3.1% per
annum for the year (2010: 2.75% per annum), and will be released
upon the settlement of the notes payable.

21. BANK BALANCES AND CASH

Bank balances and cash comprise cash held by the Group and
short-term bank deposits with an original maturity of three months
or less. The short-term bank deposits carry fixed interest rate at
0.5% per annum (2010: 1.0% per annum).

The Chinese Renminbi (“RMB") is not freely convertible into other
currencies, however, under the PRC’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.

22. DUE TO RELATED PARTIES

The amount due to related parties are unsecured, interest-free and
repayable on demand.

Details of the balance are as follows:

20.

21.

22.

BEEET @

FRACERRTERZBIE(ZE—FF:
F2.75B) W EEF N EG L - WHRENES
R T AR o

RITERERE

BITEHEECPEREASERENR SRR
HEA=EARA TN EHETFR - EHIE
TEFEEEFENROSE(ZE—TF : §F
1.0E)&H8 °

ARBTARE DI ERLBEMES
AT R BEIMNEE IR RO RAE - HERE
EEEMRTE  AKREAKHRRELETINES
MEBZIRITIRE -

ENEREEALIR
FEAEMEALHSERRER 28 RAR

FREFEE

FESREVRFIBIAT ¢
Group
AEE
2011 2010
2% =
RMB’000 RMB’000

AR¥®T T ARETT

Scud Stock RERRAX D 6 3,360
Fujian Netcom TREA - 768
6 4,128
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23. BENESRERENRE

Group
AEE
2011 2010
—E——F —T-TF
RMB’000 RMB'000
AR¥TT ARBFT
Trade payables e E 55808 188,525 110,307
Notes payables FER R 195,003 215,330
383,528 325,637

An aged analysis of trade and notes payables at the end of the
reporting period, based on the invoice date, is as follows:

RIFEFA - RS HBERKENE HHE
RENEEAREONTIT

Group

rEE
2011 2010
—E——F —E-TF
RMB’000 RMB’000
AR®BT T AREFT
0 to 60 days 0Z£60X 214,139 231,300
61 to 180 days 612180K 145,847 85,617
181 to 365 days 181E 365K 15,725 6,483
1 to 2 years —ZWF 6,771 1,461
2 to 3 years ME=4F 916 770
Over 3 years =FLE 130 6
383,528 325,637

BNESHETEBREHBERFEKAH

Trade payables principally comprise amounts outstanding for trade
purchases and ongoing costs. The average credit period taken for
trade purchases ranged from 30 to 90 days.

RE PR - B HWEHERATF 7 F308
£90H -
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24. PROVISION FOR WARRANTY

2. EmRIEEEE

Group
rEE
2011 2010
e i —F—FF
RMB’000 RMB’000
ARETR ARBT T
1 January —H—H 3,898 4,166
Release 4Bl (275) (268)
31 December +=—A=+—8H 3,623 3,898

The provision for warranty claims represents management’s best
estimate of the Group’s liability under a half-year warranty program
granted on the own-brand name battery, based on prior experience

25.

and industry averages for defective products.

OTHER PAYABLES, RECEIPTS IN ADVANCE

EmREREEFSHEEEERBEELERK
EAREFHEE  AAEERLNE G mE
B FREFENAEFLNREMR

25. H B RRIR ~ MR R FERT

AND ACCRUED CHARGES 5H
Group
rEH
2011 2010
—E——fF —E-TF
RMB’000 RMB’000
AR%TR AREFTT
Deposits ®me 29,549 16,167
Payroll and welfare payables JEAH 37 B B2 AE A 20,229 13,674
Accrued expenses FERTRX 4,042 2,086
Payables for acquisition of BEWE  HEKR
property, plant and equipment FE IR 10,395 6,556
Payables for construction ERNERZTEER
in progress 1,633 =
Other taxes payable H b fET IR 5,818 5,598
Withholding tax liability TEIBIEAE 4,250 1,250
Others HApty 33,272 15,978
109,188 61,309
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26. RITER

Group

rEH
2011 2010
—E——fF —ZE—TF
RMB’000 RMB’000
AR%T R ARETTT
Secured bank loans EEARITER 645 74
Unsecured bank loans EEMIRITER 147,169 86,357
147,814 86,431

The terms of repayment of the bank loans are as follows: RITEFERFHWOT ¢

Group

rEH
2011 2010
= —ETF
RMB’000 RMB’000
AR%T T AREFIT
Within 1 year or on demand —FRRIFEK 127,275 37,961
After 1 year but within 2 years —FREMFAN 117 =
After 2 year but within 5 years MEREBERFNA 20,422 48,470
Over 5 years jiisp oAk - -
Non-current portion FERNEREB (R 20,539 48,470
147,814 86,431
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26.

27.

BANK LOANS (continued)

As at 31 December 2011, bank loans of approximately RMB645,000
(2010: RMB74,000) were secured by the Group’s motor vehicles
with a carrying amount of approximately RMB879,000 (2010:
RMB1,956,000) (see also Note 20 above). There were no other
borrowings other than bank loans as at 31 December 2011 and
31 December 2010.

As at 31 December 2011, the Company'’s director and controlling
shareholder, Mr. Fang Jin, has guaranteed certain bank loans
made to the subsidiaries of the Group of up to an amount of
RMB50,645,000 (2010: RMB53,470,000).

The average effective interest rates per annum (which are also equal
to the contractual interest rates) on the Group’s bank borrowings
are as follows:

26. RITEF (@)

RZTE——F+-_A=+—80 ABHARE
645,000( = ZF—ZF : AR¥74,0000)H
RITERIAAREERE AL A R#879,0007T
—ZT T4 : AR¥E1,956,00070)H/5EIER
IR (B IN2E L X sE20) e R ——F+
—“A=+—BRkR=—ZE—ZTF+-_A=+—8"
BRIRITTEFIMIEEMEER o

RZZE——F+_A=1+—B ARANES
SRR 75 S 5% e A S B 2 SR
SEEEEARYES0,645,0007T (=T —B4F -
AR ¥53,470,0007T ) 495 T #2197 B 3K 16 1 8
R o

ARENEROFHERF S (TFEERALF
)T

Group
ALK
2011 2010
—g--% -—T-%F
Average effective interest rate B BERZ
on fixed-rate borrowings FHERAE 6.61% 5.22%
SHARE CAPITAL 27. R
Number of
ordinary shares
of HK$0.10 each Amount
in Thousands RMB’'000
HK0.108 T
ZERRE ot |
T ARET T
Authorised: VERE
At 31 December 2010 and 2011 R-Z—ZTEK -_FT——F+-A=+—H 5,000,000 502,530
Issued and fully paid: EEITRARE
At 31 December 2010 and 2011 R-ZBE—ZTER-"FT——F+-A=+—8H 1,032,001 103,014
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28. ACQUISITION OF SUBSIDIARIES

a)

Acquisition of Shenzhen Nalon Battery Co., Ltd.
("Shenzhen Nalon”)

On 23 November 2011, Scud (Fujian) Electronics Co., Ltd.
(“Scud Electronics”) a wholly-owned subsidiary of the
Company, entered into a share sale and purchase agreement
(“Share Sale and Purchase Agreement”) with Cao Xinggang
and Shi Wei (the “Vendor"”) pursuant to which Scud Electronics
agreed to pay a total consideration of RMB40,000,000 of
which RMB2 1,000,000 payable to the Vendor as consideration
for the 70% equity interests in Shenzhen Nalon whilst the
remaining RMB 19,000,000 payable to Shenzhen Nalon and
should be recorded in the accounts of Shenzhen Nalon as
capital reserve after the approval from competent authorities
of the PRC on the share sale and purchase have been obtained.
Upon completion of the Share Sale and Purchase Agreement,
Shenzhen Nalon became an indirect subsidiary of the Company
with Scud Electronics having a 70% equity interest in Shenzhen
Nalon and Cao Xinggang remained as the beneficial owner of
30% equity interest in Shenzhen Nalon.

During the Review Period, RMB21,000,000 was paid to
the Vendor as consideration for the 70% equity interests
in Shenzhen Nalon and RMB19,000,000 was injected to
Shenzhen Nalon and recorded as capital reserve of Shenzhen
Nalon.

Pursuant to the terms of the Share Sale and Purchase
Agreement, it was agreed that Scud Electronics shall be
entitled to appoint over 70% of the board of directors of
Shenzhen Nalon and shall have the right to appoint the
president and vice-president of Shenzhen Nalon. The total
consideration under the Share Sale and Purchase Agreement
was arrived at after arm’s length negotiations between the
parties based on the net asset value of Shenzhen Nalon as at
31 July 2011 of approximately RMB30,182,000 as stated in
the management accounts of Shenzhen Nalon as at 31 July
2011. Further information about this transaction is set out in
the Company’s announcement dated 23 November 2011.

According to the supplementary agreement, the ownership of
RMB19,000,000 capital reserve of Shenzhen Nalon belongs
to Scud Electronics only.

e IS ERR A

For the year ended 31 December 2011 #ZE—F——4%+_-H=+—HILF&

28. WEHE LR

a)

W g R T BARE Bt B PR 2 8 ([ R
BARE )

R_ZE——F+—A=-+=8 " AQaH
2EMBARIRER(EBR)EFERAA
([REBREFDEZERRAR(ET D
AV EERE(IRNEERZ])
Bt RERETREINRREARE
40,000,0007T * &+ AR#21,000,0007T
1532 4 F &5 1ERIREYIBARE70% A HE 2 X
8 MmerEEAR%19,000,0007TH# 3 4 F
ARIIBARE - W ERAS A B BIER AT 6 P9 3h
BHBEE &R ARYIBARE 2 R B 1E
BAFHE - REXRMDERHRE - R
BRRE A R AR A Bl 2 BT B A A - MR
ERETHEFEFRIIBAGETONEE  ME
A AERIIBAEEI0% RIEERIEA A °

RE K - AR#21,000,0007TE X
FEHERFRYIBAGET0%BRAEZ RIE - A
K #19,000,000 T E /=& TR YIBARE KAt
AEFRYIBARE 2 B AN

RIERND B E R 2 &R - 5l HER
EREFAIZEFRIEAGETONNA EHE
EeKRE  MERZERIIAECESR
REIZEER - RNEERRERZ2BRETDL
RINE2ERYBBRER T ——F A=
+—BZ2EBEREXMINEIAENR=Z
— FLtA=+—HZEEFEHNARE
30,182,0007C18 A FREREBIZER - AL
REMEMERBR A GBI BHAE =T —
—&F+—A-+=B2A% -

RiEMm T - AR 19,000,0007TF A
FYIBAREE A fbfE - FTEEARERS
BAE °
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28. ACQUISITION OF SUBSIDIARIES (continued)

a)

Acquisition of Shenzhen Nalon Battery Co., Ltd.
("Shenzhen Nalon") (Continued)

Reason for acquisition

The purpose of the Group’s investment in Shenzhen Nalon is to
increase the scale and productivity of the upstream bare battery
cells manufacturing business of the Group and Shenzhen
Nalon is one of the leaders in mid- to high-end lithium ion bare
battery cells in terms of research and development capabilities,
leveraging on its professional and experienced research and
development team, advanced production and inspection
facilities, and strict quality assurance system. Shenzhen Nalon
will enable the Group to enhance its research and development
capabilities in the Group's core technologies, and further
stabilize the upstream supply, maintain cost control, improve
profit margin and enhance core competitiveness. As Shenzhen
Nalon is primarily engaged in research and development,
manufacturing and sale of mid-to high-end lithium ion bare
battery cells, the investment in Shenzhen Nalon will allow
the Group to apply such expertise on its rechargeable battery
products with varying qualities in its future bare battery cells
supply, contributing to the enhancement of “SCUDFRTERR"
brand’s unique competitive strengths in the rechargeable
batteries industry in China.
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28. ACQUISITION OF SUBSIDIARIES (Continued) 28. WEBHI B Bl (#)
a) Acquisition of Shenzhen Nalon Battery Co., Ltd. a) WERIITEIRESEMAR QT (R
(“Shenzhen Nalon”) (Continued) BREE]) (&)
31 December
2011
—E2——F
+=A=+-"
Fair Value
AFEE
RMB’000
AREF T
The assets and liabilities recognised E s EEERN A E
as a result of the acquisition are Raswr :
as follows:
Property, plant and equipment M - W MR 10,194
Intangible assets mAE 37
Trade and notes receivables FEWE 55k 18 & FE R & 51,843
Inventories FE 47,296
Trade and other payables FERTE 55K I8 I EL A & < /IR (61,294)
Bank balances and cash RITEBREIR® 2,898
Non-controlling interest, based on FEAEHIMERE R - TR
their proportionate interest in the WETEBREER
recognised amounts of the asset BENERLLOIEE
and liabilities of the acquiree (9,592)
Net identifiable assets acquired BB HEAFEE 41,382
Gain on bargain purchase arising L BES T E AR DAB SR (B AR
from acquisition B E M (1,382)
Total consideration BwRE 40,000
Total consideration satisfied by cash: BRENRSER -
Consideration paid to Vendor XN TERZRE 21,000
Consideration paid credited to capital S AIREEAZRYIBA8E
reserve of Shenzhen Nalon HERRTE 19,000
40,000
Net cash outflow arising from AWEEEEENES
acquisition: Tt VFER
Bank balances and cash acquired BERBRITAESR LA S 2,898
Cash consideration paid BERESNRE (21,000)
(18,102)
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28. ACQUISITION OF SUBSIDIARIES (continued)

a)

Acquisition of Shenzhen Nalon Battery Co., Ltd.
("Shenzhen Nalon") (Continued)

The excess of the fair value of attributable net assets
acquired over the cost of acquisition of RMB1,382,000 (i.e.
negative goodwill) was recognised as other revenue in the
Group’s consolidated income statement for the year ended
31 December 2011. The Directors considered the negative
goodwill resulted from a bargain purchase.

The fair value of trade and other receivables is approximately
RMB51,843,000 and includes trade receivables with a
fair value of approximately RMB43,273,000. The gross
contractual amount for trade receivables due is approximately
RMB43,273,000, of which none of them is expected to be
uncollectible.

Scud Electronics nominates directors and appoints them in
place of the existing directors of Shenzhen Nalon on 31
December 2011, the date from which Scud Electronics is able
to govern Shenzhen Nalon's financial and operating policies.
The date of acquisition is 31 December 2011.

Shenzhen Nalon contributed no revenue to the Group for the
year ended 31 December 2011. If the acquisition had occurred
on 1 January 2011, contributed revenue and net profit to
the Group for the year ended 31 December 2011 would
have been approximately RMB 106,000,000 and approximately
RMB3,921,000 respectively.
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WEERYImEIsEE AR A 3 (1R
BAgE D) (42)

FTiR B8 & EE R EE(R A T EEB L BT
EEWEKA 2 25 A KK1,382,0007T
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=T BIEFEZGRERGERERRBEMD
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BRESREMKREBAFENRARKE
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28. ACQUISITION OF SUBSIDIARIES (continued)

b)

Acquisition of Shenzhen Hongde Battery Company
Limited (“Shenzhen Hongde")

On 20 April 2010, Scud Electronics, a wholly-owned subsidiary
of the Company, entered into a Capital Injection Agreement
with Shenzhen Ruide Electronic Industrial Co., Ltd. (“RuiDe
Electronics”), Hua Wei, Liu Bai, Ji Fulin and Zhang Wei (together
the “Vendors”) pursuant to which Scud Electronics agreed to
pay a total consideration of RMB50,000,000 whereby upon
completion of the Capital Injection Agreement, Shenzhen
Hongde became an indirect subsidiary of the Company and
Shenzhen Hongde is ultimately owned by Scud Electronics as
to 70%, RuiDe Electronics as to 6%, Hua Wei as to 13%, Liu
Bai as to 5%, Ji Fulin as to 3% and Zhang Wei as to 3%.

Pursuant to the terms of the Capital Injection Agreement,
the total consideration payable by Scud Electronics is
RMB50,000,000. During the year ended 31 December 2010,
RMB35,000,000 have been injected into Shenzhen Hongde
as contributions to its registered capital whilst the remaining
RMB15,000,000 have been recorded by Shenzhen Hongde
as capital surplus.

Pursuant to the terms of the Capital Injection Agreement, it
was agreed that Shenzhen Hongde shall distribute dividends
on an annual basis which shall not be less than 30% of the
relevant year's profits after tax. Further it was agreed that
the Vendors shall be entitled to the undistributed profits of
Shenzhen Hongde in the form of dividends which amount to
RMB6,000,000 for the period up to 31 December 2009, whilst
the remaining undistributed profits shall be for the benefit of
the equity holders pro-rata of their equity interests in Shenzhen
Hongde post capital injection. Scud Electronics shall also be
entitled to appoint over 70% of the board of directors of
Shenzhen Hongde and shall have the right to appoint the
president and vice-president of Shenzhen Hongde. The total
consideration under the Capital Injection Agreement was
arrived at after arm'’s length negotiations between the parties
based on the net asset value of Shenzhen Hongde as at 31
March 2010 of approximately RMB29,668,000 as stated in the
unaudited management accounts of Shenzhen Hongde.
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28. ACQUISITION OF SUBSIDIARIES (continued)

b)

Acquisition of Shenzhen Hongde Battery Company
Limited (“Shenzhen Hongde") (Continued)

Reason for acquisition

The purpose of the Group’s investment in Shenzhen Hongde
is to coordinate with the upstream bare battery cells
manufacturing business of the Group and Shenzhen Hongde
is one of the leaders in high-end bare battery cells in terms
of research and development capabilities, leveraging on its
professional and experienced research and development
team, advanced production and inspection facilities, and strict
quality assurance system. Shenzhen Hongde will enable the
Group to enhance its research and development capabilities
in the Group’s core technologies, and further stabilize the
upstream supply, maintain cost control, improve profit margin
and enhance core competitiveness. Besides, as Shenzhen
Hongde is primarily engaged in research and development,
production and sale of high-end lithiumion bare battery cells,
the investment in Shenzhen Hongde will allow the Group
to apply such expertise on its rechargeable battery products
with varying qualities in its future bare battery cells supply,
contributing to the enhancement of “SCUDTRFEER" brand’s
unigue competitive strengths in the rechargeable batteries
industry in China.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

28. ACQUISITION OF SUBSIDIARIES (continued)

e SRR MEE

For the year ended 31 December 2011 #Z-F——F+-A=+—HILF)F

b) Acquisition of Shenzhen Hongde Battery Company

28. WiBMI B A R (@)
W B R I T B St PR A F (HR Y

Limited (“Shenzhen Hongde") (Continued) BE) &)
20 April 2010
—z-%f
mMA=+H
Fair Value
AFE
RMB’000
AREF T
The assets and liabilities recognised E W s F IR R &
as a result of the acquisition are Ratwr :
as follows:
Property, plant and equipment M - W MRS 18,087
Intangible assets EVEE 81
Trade and other receivables JEWE 5 I BAth 5RI8 22,977
Inventories & 53,283
Trade and other payables BNE S K EMFIE (63,102)
Bank balances and cash RITEHR LIRS 52,725
Short-term bank loans HHIRITER (6,500)
Non-controlling interest, based on FEIEFIMERE R - TR
their proportionate interest in the WHEFERREER
recognised amounts of the asset BENERLLOIETE
and liabilities of the acquiree (23,265)
Net identifiable assets acquired BB HEAFEE 54,286
Gain on bargain purchase arising LB T EE AR AB SR (B AR
from acquisition BERWEE (4,286)
Total consideration BRE 50,000
Total consideration satisfied by cash: BRENUARSEN -
Contribution to registered capital HRIIBEEME AR
of Shenzhen Hongde pfask=y 35,000
Consideration paid credited to capital B EBEAFIHE
reserve of Shenzhen Hongde EORE NN = 15,000
50,000
Net cash inflow arising from AWEEREEANES
acquisition: MAFE
Bank balances and cash acquired BERBRITASR LIS 52,725
Cash consideration paid BENBEENRE (50,000)
2,725

—FFER NEREEERAR
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For the year ended 31 December 2011 EZ—Z——#+_-HA=+—HILFZ

28. ACQUISITION OF SUBSIDIARIES (continued)
b) Acquisition of Shenzhen Hongde Battery Company

Limited (“Shenzhen Hongde") (Continued)

The excess of the fair value of attributable net assets
acquired over the cost of acquisition of RMB4,286,000 (i.e.
negative goodwill) was recognised as other revenue in the
Group’s consolidated income statement for the year ended
31 December 2010. The Directors considered the negative
goodwill was resulted from a bargain purchase.

The fair value of trade and other receivables is approximately
RMB22,977,000 and includes trade receivables with a
fair value of approximately RMB21,208,000. The gross
contractual amount for trade receivables due is approximately
RMB21,208,000, of which none of them is expected to be
uncollectible.

Shenzhen Hongde contributed revenue of approximately
RMB143,577,000 and net profit of approximately
RMB12,923,000 to the Group for the period from 20 April
2010 to 31 December 2010. If the acquisition had occurred
on 1 January 2010, contributed revenue and net profit to
the Group for the year ended 31 December 2010 would
have been approximately RMB180,439,000 and approximately
RMB16,575,000 respectively.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

29. SHARE-BASED PAYMENT TRANSACTIONS

The Company’s share option scheme (the “Scheme”) was adopted
pursuant to a resolution passed on 3 December 2006 for the primary
purpose of providing incentives to directors and eligible employees.
Under the Scheme, the board of directors of the Company may grant
options to eligible employees, including directors of the Company
and its subsidiaries, to subscribe for shares in the Company. The
Scheme was adopted for a period of 10 years and the Company
by ordinary resolution in general meeting or the board of directors
of the Company may at anytime terminate the Scheme without
prejudice to the options granted during the life of the Scheme and
which remain unexpired immediately prior to such termination.

As at 31 December 2011 and 2010, all options granted under the

Pre-IPO Share Option Scheme have expired.

No options have been granted under the Post-IPO Share Option
Scheme as at 31 December 2011 and 2010.

e ISR M

For the year ended 31 December 2011 #ZE —F——4%+_-H=+—HILFE
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e ISR M

For the year ended 31 December 2011 EZ—Z——#+_-HA=+—HILFZ

29. SHARE-BASED PAYMENT TRANSACTIONS

(Continued)

Movements of the share options held by directors and employees

during the year were as follows:

29. AR D B ER 2 3K

EXREERFAMBERBREZZFHNT

Group
AEE
2011 2010
—B——F —E-FF
Number of Number of
options options
outstanding outstanding
e RATBE EENGRES
BREHE B SR
Directors =3
1 January —H—H - 6,200,000
Reclassify from REANEEERAEF SR
employees category
during the year - 80,000
Expired during the year iNGEANE LT - (6,280,000)
31 December +=A=+—H” - -
Group
A%E
2011 2010
—B——fF —E-TF
Number of Number of
options options
outstanding outstanding
8 RATBE m ARTTIE
BREHA HEAR SR
Employees &8
1 January —H—H - 3,188,000
Reclassify to RERNEFHEEEZEHT
directors category
during the year - (80,000)
Expired during the year iNGHAESIE T - (3,108,000)
31 December +=—A=+—H - -
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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For the year ended 31 December 2011 #ZE —F——4%+_-H=+—HILFE

Chaolitong Electronic
HBIREF

Chaolitong Technology
[Pk ks

Scud Shenzhen
AR ERR

Fujian Netcom
BEAET

30. RELATED PARTY TRANSACTIONS 30 BEREALRS
The name of and the relationship with related parties are as a) ABREQFBBKEABERNT
follows:
Name Relationship
=L A&
Fang Jin Director and controlling shareholder of the Company
Pk EERARAERRE
Guo Quan Zeng Director
FRIRIZ 5=
Lin Chao Substantial shareholder of the Company
i RABFERR
Scud Electronics Scud (Fujian) Electronics Co. Ltd., a wholly-owned subsidiary indirectly
REBRE T held by the Company with Mr. Fang Jin being common director
REMGER)EFARRAA - AerERLXRAEFNARAHERE
) SPNG|
Scud Stock Scud Stock (Fujian) Co., Ltd., a company with Mr. Fang Jin and
RERRMR D Mr. Guo Quan Zeng being common directors who have shareholding

interest in this company as to 67% and 3%, respectively.
Mr. Lin Chao has 25% shareholding interest in Scud Stock

BEREBRNERAT - FeEERBRIGEE/ARERTHAA] -
W RIEE %A F67 % K 3% A HE o MRB S A A TREBRA (D 25% A iE

Chaolitong Electronic Company Limited, Mr. Ma Jie and Mr. Zheng Wei
are directors and shareholders of both Chaolitong Electronic and
Chaolitong Technology

BIBEFARATF - BARLERBELRESEIREFRBEIBERHR
ME = RAR

Chaolitong Technology Company Limited, a 70% owned subsidiary
indirectly held by the Company with Mr. Ma Jie and Mr. Zheng Wei
being directors of both Chaolitong Electronic and Chaolitong Technology

AT N BEHRBR AR BARLTERBRAERBIBEEFRESN
BRI HREEN AR AREREF70% N MME QA

Scud Electronics (Shenzhen) Co., Ltd., a wholly-owned subsidiary indirectly
held by the Company with Mr. Fang Jin being common director

REMEFORIDARRA - FerERXRAESTNARAHEDE
) SPNG|

Fujian Netcom Technology Co., Ltd., a company indirectly wholly-owned by
Mr. Fang Dong, the brother of Mr. Fang Jin

REMMBRERAE - TREEZEHEENLA MEARA S EED
fees -

—T 5% REREEARAT
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For the year ended 31 December 2011 EZ—Z——®+_-HA=+—HILFZ

30. RELATED PARTY TRANSACTIONS (continued)

b)  Transactions with related companies during the year not

30 EEREA TR Z )
b) UERHMEREEBBLBRBENENGH

disclosed elsewhere in the financial statements are summarised ARIR ZEEAMIAT ¢
as follows:
Group
rEH
2011 2010
—E——fF —E-TF
RMB’000 RMB’000
ARBT T ARBT T
Rental expenses paid to: Hem%
— Scud Stock (Note i) —FRERRA (BT =ED) 12,192 4,078
— Chaolitong Electronic — B @E T (M=)
(Note ii) 3,600 3,600
Sales to Fujian Netcom [t R AR 2 S (PR =i
(Note iii) - 4,273

The above transactions were made at prices and terms as agreed
between the parties in the normal course of business.

Notes:

i)  The Company has disclosed in its prospectus dated
11 December 2006 that Scud Electronics had entered
into a lease agreement with Scud Stock on 20 June
2004 (the “Lease Agreement”), pursuant to which Scud
Electronics had agreed to lease from Scud Stock certain
factory premises in Fuzhou, Fujian Province, the PRC,
for the Group’s production use for a term of three years
commencing 1 July 2004 and ending on 30 June 2007
(the “Lease Agreement”). The Lease Agreement was
later extended to 30 June 2024.

The annual rental payable under the Lease Agreement
constitute continuing connected transactions as defined
in Chapter 14A of the Listing Rules. The Company has
set its initial annual caps for each of the three years
ending 31 December 2008 to be RMB2,700,000 each.

On 15 November 2007, Scud Electronics entered into
a new lease agreement for leasing another premises in
Fuzhou, Fujian Province, the PRC, from Scud Stock for
the Group’s administrative use for a term of 3 years (the
“New Lease Agreement”).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

30. RELATED PARTY TRANSACTIONS (continued)

b)

(Continued)

Notes: (Continued)

i)

(Continued)

The annual caps have been revised following the signing
of the New Lease Agreement. The new annual caps
for the aggregate rental payable by Scud Electronics to
Scud Stock under all the leases for the years ended 31
December 2007, 2008 and 2009 have been determined
to be RMB3,000,000, RMB4,100,000 and RMB4, 100,000,
respectively.

On 8 January 2010, Scud Electronics and Scud Stock
entered into a lease renewal agreement (the “Renewal
Agreement”) and agreed to terminate the New Lease
Agreement with effect from 1 January 2010. The terms
of the lease under the Renewal Agreement is the same as
that set out in the New Lease Agreement and is effective
commencing from 1 January 2010 and its tenure ending
on 31 December 2012. Further details of the Renewal
Agreement are set out in the Company’s announcement
dated 8 January 2010.

The new annual caps for the aggregate rental payable
by Scud Electronics to Scud Stock under all the leases
for each of the years ending 31 December 2010, 2011
and 2012 have been determined to be RMB4,100,000
each.

The rent payable under the Lease Agreement, the New
Lease Agreement and the Renewal Agreement were
determined after arms’ length negotiations between
Scud Electronics and Scud Stock with reference to the
prevailing market rental for the comparable premises.

On 1 January 2011, Scud Electronics and Scud Stock
agreed to terminate the Main Lease Agreement and the
Renewal Agreement with effect from 1 January 2011
and entered into a lease agreement (the “First Lease
Agreement”) for the period commencing from 1 January
2011 and ending on 31 December 2013. The annual
rental was RMB5,461,866 and payable by cash on a
monthly basis.

On 1 January 2011, Scud Battery and Scud Stock entered
into a lease agreement (the “Second Lease Agreement”)
for the period commencing from 1 January 2011 and
ending on 31 December 2013. The annual rental was
RMB6,729,777 and payable by cash on a monthly
basis.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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For the year ended 31 December 2011 EZ—Z——®+_-HA=+—HILFZ

30. RELATED PARTY TRANSACTIONS (continued)

b)

(Continued)

Notes: (Continued)

ii)

iii)

On 17 January 2008, Chaolitong Electronic and Chaolitong
Technology entered into a lease agreement (“CLT Lease
Agreement”) whereby Chaolitong Technology will lease
the factory and dormitory premises from Chaolitong
Electronic in Shenzhen. The Vendor is a connected
person of the Company by way of its 30% interest in
the Purchaser. As of 2 June 2008 whereby the Company
receives all relevant approvals required from Chinese
regulators in relation to the acquisition of Chaolitong
Technology, Chaolitong Technology became an indirect
non-wholly owned subsidiary of the Company and the
CLT Lease Agreement therefore constitutes a continuing
connected transaction of the Company.

The annual caps with respect to the rental payable by
Chaolitong Technology for the years ended 31 December
2008, 2009 and 2010 have been determined to be
RMB3,600,000 per annum.

Further details of the CLT Lease Agreement are set out in
the Company’s announcement dated 17 January 2008.

The CLT Lease Agreement has been renewed on 4 January
2011 based on the same terms. Based on the annual
rental pursuant to the renewed agreement, as the highest
of the relevant percentage ratios as defined under Rule
14.07 of the Listing Rules (other than the profits ratio)
in respect of the annual caps of such transactions is,
on an annual basis, less than 1%, such transaction
constitute de minimis transactions for the Company
under Rule 14A.33(3)(b) of the Listing Rules and are
therefore exempt from the reporting, annual review,
announcement and independent shareholders’ approval
requirements under Chapter 14A of the Listing Rules
following amendments to the Listing Rules effective 3
June 2010.

On 14 May 2010, 21 June 2010 and 15 July 2010,
Scud Shenzhen entered into the 3 sale and purchase
agreements (together “Sale and Purchase Agreements”)
respectively, with Fujian Netcom. Fujian Netcom is
therefore an associated (as defined in the Listing Rules)
of Mr. Fang Jin. Pursuant to the Sale and Purchase
Agreements, Scud Shenzhen agreed to sell and Fujian
Netcom agreed to purchase various types of batteries
for a total consideration of RMB4,999,225 (inclusive
of the PRC value added tax) payable after receipt of
the batteries. Further details of the Sale and Purchase
Agreements are set out in the Company's announcement
dated 14 March 2011.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

30. RELATED PARTY TRANSACTIONS (continued)

b)

Q

d)

(Continued)
Notes: (Continued)

iv)  The directors of the Company have confirmed that the
Company has complied with the disclosure requirements
in accordance with Chapter 14A of the Listing Rules for
the continuing connected transactions and connected
transaction stated in Notes i), ii) and iii) above.

Other transaction with related party:

As at 31 December 2011, Mr. Fang Jin, has guaranteed certain
bank loans made to the subsidiaries of the Group of up to an
amount of RMB50,645,000 (2010: RMB53,470,000).

Remuneration for key management personnel, including
amounts paid to the Company’s directors as disclosed in
Note 8, is as follows:

e SRR MEE

For the year ended 31 December 2011 B ZE-F——%+-H=+—HIF&

30 EEREA TR Z )
b) (#&)
BisE : (&)

iv) AAREFHER ARARIEESTLEX
B EED) ~ i) i) FrE_E T AR BISE 14AE
ERABERERI I REBR SN E
BIE ©

o HEAEFBALHEMRS

R_E——F+-_A=+—8 A&%k4%
BEAEENBARRESERREA
R #50,64500000( — 2 — 2 F : AR
53,470,0007T ) #9E TERITERIEL LR

d I2EEALTHME(BREMKESNIE
HEXNARBREEME)WAT -

Group

REE
2011 2010
—B——% —Z-TF
RMB’000 RMB’'000

AR¥TR ARBTT

Salaries, bonus, allowance  ¥& - &4 - =285

and other benefits R E b T 958 1,090

Retirement benefits scheme RIRERIFTEI 5K
contributions 24 20
982 1,110
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For the year ended 31 December 2011 EZ—Z——#+_-HA=+—HILFZ

31. COMMITMENTS 31. &I
a) Capital commitments a) BEREE
Group
TEE
2011 2010
—E2——F —E-TF
RMB’000 RMB’000
ARBT T ARETT
Contracted but not EREEYE -
accounted for, in respect B K EEAERT
of acquisition of property, HERARR
plant and equipment 5,810 72,591

b)

Operating lease commitments

At the end of the reporting period, the Group had outstanding
minimum commitments under non-cancellable operating leases
in respect of land and buildings which fall due as follows:

b) KEMRAERE

RIS REAERE - NEERET AR
AR L RBFTH H REAEALER

RIATHIF 2

Group

rEE
2011 2010
—E——fF T -TF
RMB’000 RMB’000
AR®TR AREFT
Within one year —FR 10,087 8,669

In the second and MERF(BEEREREEA)

fifth years inclusive 19,793 15,301
More than 5 years Jich ke - 12,368
29,880 36,338

None of the leases includes contingent rentals. The Group
does not have an option to purchase the leased land and
buildings at the expiry of the lease periods.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

32. PROFIT ATTRIBUTABLE TO EQUITY HOLDERS

33.

OF THE COMPANY

The consolidated profit for the year attributable to equity holders

of the Company includes a profit of approximately RMB54,707,000
(2010: profit of approximately RMB23,205,000), which has been
dealt with in the financial statements of the Company.

SUBSIDIARIES

Details of the subsidiaries of the Company at the end of the

reporting period are as follows. The class of shares held is ordinary

unless otherwise stated:

e SRR MEE

For the year ended 31 December 2011 B ZE-F——%+-H=+—HIF&

32. AR R EEFE AESRR

33.

ARBIEEFEABERAFERES N BE R
M AR BES4,707,00070( —F—F4F : 554
AR%23,205,0007T) + JTIERAR R B EHREK

R

B B 2 5]

RIBEMRAEREARARRMBARFEOT -
BRIERTTHE - FHANKRDERN R EBEK

Group'’s
Place of Issued and effective
incorporation/ paid-up ownership
establishment share/ interest
and registered AEEER Principal
Name of company operation capital BEER activities
SR AL R ERTRES 2011 2010
NI FEE—$:0h1 BRERAE —B——F —ZT-TF FEXK
Great Speed Enterprises British Virgin Us$50,000 100% 100% Investment holding
Limited Islands 50,0003 T wEER
BACEARRA RERIES
Scud Group (Hong Kong) Hong Kong HK$1 100%* 100% * Provision of
Company Limited B 1787T corporate
REMREE(HE) management
BRAT] services
RN BB ERARTS
Keen Power Holdings Hong Kong HK$1,000 100%* 100%* Investment holding
Limited B 1,000/ 7T HEER
HEEREARA
Joint Smart Holdings Hong Kong HK$10,000 70%* 70%* Investment holding
Limited B 10,000/ 7T HEER
HEE B AR AR

*  Interest indirectly held through Great Speed Enterprises

Limited

* BERRACEERAREESAER

—T—55H REREEARAT



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e ISR M

For the year ended 31 December 2011 EZ—Z——#+_-HA=+—HILFZ

33. SUBSIDIARIES (continued)

33. B AT

Group's
Place of Issued and effective
incorporation/ paid-up ownership
establishment share/ interest
and registered EEEEY Principal
Name of company operation capital HEERERE activities
AR R ERITRES 2011 2010
AR EE it B BB —E-—F —Z=-ZF FEHEK
Scud Electronics PRC US$3,000,000 100% * 100% * Manufacturing
(Shenzhen) Co., Ltd. e 3,000,0003< 7T and sale of
RERET ORI rechargeable
BRAT] battery packs, chargers
(Note i) and related accessories
(P 3ED) for mobile phones,
digital cameras
and other electrical
appliances
23 R IHEERARNE S
B AE - SRR R E A
EfEMMNZARTE
BRAR
Scud (Fujian) Electronics PRC US$27,000,000 100%* 100%* Manufacturing and sale
Co., Ltd. A 27,000,00037T of rechargeable battery
RER(EBR)ET packs, chargers and
BRAR] related accessories for
(Note ii) mobile phones,
(B=Ei) notebook computers,
digital cameras and other
electrical appliances
B R IHE E A
REEEE - Eiih
B - SRR R E A
ETEMN-RTESE
M - TER K
BRARC
* Interest indirectly held through Great Speed Enterprises Limited * FERARACEERAAFEEREER
#  Interest indirectly held through Keen Power Holdings Limited # BRHEEEERAREERGER
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33. SUBSIDIARIES (Continued) 33. ffE 2 &)
Group'’s
Place of Issued and effective
incorporation/ paid-up ownership
establishment share/ interest
and registered rEBEX Principal
Name of company operation capital EEER activities
AL R ERTRES 2011 2010
AR BB s ih B BB —2——F —T-ITF FEERK
Scud Battery Co., Ltd. PRC US$30,000,000 100%* 100%* Manufacturing and sale
REREAMFRAR] A 30,000,0003 7 of rechargeable
(Note iii) battery packs, chargers
(B &Eiii) and related accessories
for mobile phones,
notebook computers,
digital cameras and
other electrical appliances
SLERHERAR
*yéyb;ﬁuﬁ %DEZKEE &
gﬂ%*ﬁﬁ%&ﬁﬁﬂ %Euu
W= BibA
ﬁ*”@&*ﬁ%ﬁﬁﬂﬁ
Shenzhen Hongde PRC RMB50,000,000 70%Y 70%Y Research and development,
Battery Co. Ltd. A ARHE manufacturing and sale
AIITBEE M 50,000,0007T of lithium
BRAT bare battery cells
(Note iv) BTN 2R EER
(PR =Eiv) HE
Dongguan Hongde PRC RMB30,000,000 100%™ N/A Research and development,
Battery Co., Ltd. A AREE TEA manufacturing and sale
RETIBIEEM 30,000,0007T of lithium
BT bare battery cells
(Note x) SBENE  EER
(PR =EX) SHE
Scud (Guangzhou) PRC RMB6,215,000 70%Y 51%Y Research and development,
Digital Technology A AR manufacturing and sales
Co. Ltd. 6,215,0007T of bluetooth earphones
B N 71 = iR A 5k and other digital
BRAT] telecommunication
(Note v) appliances
(FffaEv) BEXEM  BERBE
MR AERIEE
# Interest indirectly held through Keen Power Holdings Limited BRI EE AR A RHEER A ER

Ltd.

Ltd.

Interest indirectly held through Scud (Fujian) Electronics Co.,

Interest indirectly held through Shenzhen Hongde Battery Co.,

T EBMERGER)EFERATMERA

e

EEI

" EBRYTREERARAAMERA

‘/

s

—E—EFH REREERRAF
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For the year ended 31 December 2011 EZ—Z——®+_-H=+—HILFE

33. SUBSIDIARIES (continued)

33. B AT

Group'’s
Place of Issued and effective
incorporation/ paid-up ownership
establishment share/ interest
and registered EEEEN Principal
Name of company operation capital EEER activities
SE AR 3L & ERTRES 2011 2010
AR BB A i B BB —T——F —T-TF FTEXEK
Scud (Beijing) Electronics  PRC RMB1,000,000 40%Y 40%Y Sale of rechargeable battery
Co., Ltd. Fh AR packs, chargers and related
REROER)EF 1,000,0007T accessories for mobile
BRAA phones and other
(Note vi) electrical appliances
(B EEvi) HERANBHEZERE
tEFERB ZIRFE
B ARt
Fujian Chaolitong Battery PRC RMB5,000,000 100%Y 100%Y Not yet commenced
Co., Ltd. A ARHE business
BEBIBE 5,000,0007T EENGEE=ES
BRAT]
(Note vii)
(Bt sLvii)
Great Power Enterprises ~ Hong Kong HK$1,000 100%* 100%* Not yet commenced
Limited B 1,000/ 7T business
BAEREER AT EENGE S

Y Interest indirectly held through Scud (Fujian) Electronics Co.,
Ltd.

* Interest indirectly held through Great Speed Enterprises
Limited
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33. SUBSIDIARIES (Continued) 33. [ B R (&)
Group's
Place of Issued and effective
incorporation/  paid-up ownership
establishment share/ interest
and registered TEEEN Principal
Name of company operation capital BEER activities
SEAR AR S R BOIRES 2011 2010
NGEY R BFLRAE —E——-F —z-= FTEER
Chaolitong Technology PRC RMB37,000,000 70%* 70%4 Manufacturing
Company Limited B ARE and sale of
W‘rﬁtﬁ BRHR 37,000,0007T rechargeable
BRA battery packs,
(Note viii) chargers and
(B =Eviii) related accessories
for mobile phones,
digital cameras and
other electrical
appliances
HERHERANEE
B BIEERR
HihEF
Emf = /Xﬁ“ﬁ**
A~ EEE
BRARC
Patriots Group Hong Kong HK$10,000 100%* 100%* Not yet
(China) Company BB 10,000/ 7T commenced
Limted business
TREESE(HER) EENGECE
BRAF
Patriots (Hong Kong) Hong Kong HK$10,000 100%* 100%* Not yet
Power Sources BB 10,000/ 7T commenced
Company Limted business
BEE(EB) EENGEESE
BRAERAA
Shenzhen Nalon PRC RMB30,000,000 70%Y N/A Research and
Battery Company H AR %30,000,0007T A development,

Limited (Note ix)
RITRAREE
BRAR (HHE ix)

A Interest indirectly held through Joint Smart Holdings Limited

*  Interest indirectly held through Great Speed Enterprises Limited

Y Interest indirectly held through Scud (Fujian) Electronics Co., Ltd.

manufacturing and sale

of lithium bare

battery cells
BB

KERHE

4 BEBMESEBRRARMEKSEELR
* BBEACFERAERAREESBES

T

TR

Y EBRERGER)EFERATMERA

REREBERAR
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For the year ended 31 December 2011 EZ—Z——®+_-HA=+—HILFZ

33. SUBSIDIARIES (continued)

Notes:

i)

iii)

iv)

Vi)

vii)

viii)

X)

Wholly-foreign owned enterprise for a term of 50
commencing 26 October 2006.

years
Wholly-foreign owned enterprise for a term of 50 years
commencing 31 October 1997.

Wholly-foreign owned enterprise for a term of 50 years
commencing 6 December 2005.

Limited liability company for a term of 20 years commencing
21 January 2005.

Limited liability company for a term of 6 years commencing
23 July 2010.

Limited liability company for a term of 20 years commencing
3 August 2010.

Limited liability company for a term of 20 years commencing
21 October 2010.

Wholly-foreign owned enterprise for a term of 10 years
commencing 2 June 2008.

Limited liability company for a term of 10 years commencing
4 July 2007.

Limited liability company commencing 11 April 2011.
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33. B AT
Bt -

i)

V)

Vi)

vii)

viii)

X)

SNEBELE  —TEXRE+H_+RH
RERART+F -

SNEBELE  —hAEFE+H=+—8H
REETAEETF -

SNEBELR  —TERAFT_ARAR
TREE T o

BREFTAR —EETRF—A_+—H
et A4

BREFERAR —E—ZTFtA-+=H
HEET A EINE o

ERRAAR —T—FF/\A=ALH
BHI =14 -

EREARAR  —T—ZFF+A=-+—H

RBETARE =4 o
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RETE -
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BEt+E o
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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For the year ended 31 December 2011 B ZE-F——%+-H=+—HIF&

34. FINANCIAL INSTRUMENTS BY CATEGORY

34. BERE D 2 BT R

The carrying amounts of each of the categories of financial RREBEARR - SEANMBTANKREE
instruments at the end of the reporting period are as follows: UM
Group
rEH
2011 2010
—E——fF ZE—TF
Loans and Loans and
receivables receivables
BERRERRE BERRERKIE
RMB’000 RMB’000
AR® T ARBT T
Financial assets HMBKEE
Due from related parties FEUR S B A\ T 5K0E 1,703 5,888
Trade and notes receivables FEUE 5 /18 & B R & 511,165 380,509
Financial assets included in TEfFRIE ~ e R EAM
prepayments, deposits and JEWGRIBFT 815
other receivables BB T5 & B 13,358 9,888
Pledged bank deposits EHEARITFR 123,639 96,976
Bank balances and cash RITHABREIRE 375,326 317,234
1,025,191 810,495
Group
rEH
2011 2010
—E——fF —E-TF
Financial Financial
liabilities at liabilities at
amortised costs amortised costs
REBERAANER ISR ARAR
LR =N WA E
RMB’000 RMB’000
AR%TR AREF T
Financial liabilities BBEE
Due to related parties FENTBRAEA L5008 6 4,128
Trade and notes payables FERTE 558 REN & 383,528 325,637
Financial liabilities included in HAb RN RIR - FRFIA K
other payables, receipts in FEETE R BIEN
advance and accrued charges M aE 79,639 45,142
Bank loans IRITER 147,814 86,431
610,987 461,338

—T—55H REREEARAT
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For the year ended 31 December 2011 EZ—Z——®+_-HA=+—HILFZ

35. FINANCIAL RISK AND CAPITAL MANAGEMENT
AND ESTIMATION OF FAIR VALUES

a) Financial risk management

The Group's activities expose it to a variety of financial risks,
which include market risk (including foreign currency risk,
interest rate risk and price risk), credit risk and liquidity risk.
Details of the policies on how to mitigate these risks are set
out below. The directors manage and monitor these exposures
to ensure appropriate measures are implemented on a timely
and effective manner.

i) Interest rate risk management

Interest-bearing financial assets are mainly pledged bank
deposits and bank balances which are all short-term in
nature and carry fixed interest rates. Interest-bearing
financial liabilities are mainly bank loans with fixed
interest rates; therefore, the Group is not exposed to
significant fair value interest rate risk due to the short
maturity of the items. The Group currently does not have
an interest rate hedging policy and will consider enter
into interest rate hedging should the need arise.

m SCUD GROUP LIMITED =~ ANNUAL REPORT 2011
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

35. FINANCIALRISK AND CAPITAL MANAGEMENT
AND ESTIMATION OF FAIR VALUES (continued)

a) Financial risk management (Continued)

i)

i)

iif)

Interest rate risk management (Continued)
Interest rate sensitivity analysis

The sensitivity analysis below has been determined
assuming that a change in interest rates had occurred
at the and if the reporting period and had been applied
to the exposure to interest rates for financial instruments
in existence at that date. A 1% increase or decrease is
used when reporting interest rate risk internally to key
management personnel and represents management's
assessment of the reasonably possible change in interest
rates.

If interest rates had been 1% higher/lower and all other
variables were held constant, the Group's profit for the year
ended 31 December 2011 and the accumulated profits
as of 31 December 2011 would decrease/ increase by
approximately RMB2,804,498 (2010: decrease/increase by
approximately RMB2,794,386). This is mainly attributable
to the Group’s exposure to interest rates on its variable rate
bank and cash balance and pledged bank deposit.

The Group’s sensitivity to interest rates has not changed
significantly from prior year.

Foreign currency risk management

Foreign currency risk refers to the risk that movements
in foreign currency exchange rates which will affect the
Group’s financial results and its cash flows. Although
the Group has certain bank balances and bank loans
denominated in United States dollars, Japanese Yen
and Hong Kong dollars, the proportion of these
foreign currency balances to the Group’s total assets is
insignificant. Furthermore, the Group carries out majority
of its transactions in Chinese Renminbi. Accordingly, in
the opinion of the directors, the Group is not exposed
to any significant foreign currency risk.

Price risk management

In the opinion of the directors, the Group does not have
significant exposure to price risk.

e SRR MEE

For the year ended 31 December 2011 B ZE-F——%+-H=+—HIF&

35.

BHERERREAERR MG Q

B =)
a) HEEBREE(E)

i)

i)

iif)

T 2 & (A

MZEHRE D
ATHBEEDITE RRAEEHE
R BRERSELEMER - B
FERMELNZ B PAE S RI B TAZ
MERE o REERERATIERNE
TR\ gz HY) 73 s 75 s 56 R 1 % 38 AN SRR
PIEEE BN KRR BB 25
filr o

fis FI R 38 00,59 A1 % T BT 5 H 4t
HUHFTE  AEEHE=T——F
+ZA=+—HALEFENFRR=
T——F+ - A=+—HHEDEA
R AN AR #52,804,4987T
(Z2—ZF }ld N ARE
2,794,3867T) °c W EERBEAEE
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KA F = R B o

2445 B ) F S RS R 4 AR A A
EPS TR

S E R R B
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For the year ended 31 December 2011 EZ—Z——®+_-H=+—HILFE

35. FINANCIALRISK AND CAPITAL MANAGEMENT
AND ESTIMATION OF FAIR VALUES (continued)

a) Financial risk management (Continued)
iv) Credit risk management

Credit risk refers to the risk that a counterparty will
default on its contractual obligations resulting in financial
loss to the Group. The Group’s credit risk primarily
relates to the Group's bank balances and cash, trade
and notes receivables, and other receivables. The
maximum exposure to credit risk in the event that the
counterparties fail to perform their obligations as at end
of the financial year in relation to each class of recognised
financial assets is the carrying amount of those assets
as stated in the statement of financial position. In order
to minimise the risk, management of the Group closely
monitors overdue debts. The recoverable amount of
each individual debt is reviewed at each of the reporting
period and adequate allowance for doubtful debts has
been made for irrecoverable amounts. In this regard,
the directors of the Company consider that credit risk
associated with the Group’s trade and notes receivables,
and other receivables is significantly reduced.

At the end of the reporting period, the Company
has a certain level of concentration of credit risk as
approximately 11.1% (2010: 5.4%) and approximately
32.8% (2010: 18.6%) of the total trade and notes
receivables, arising from the Company’s largest customer
and the five largest customers, respectively.

The credit risk on bank balances is minimal because the
counterparties are banks with high credit-rating.

The Group’s concentration of credit risk by geographical
location is mainly in the PRC.

v) Liquidity risk management

The ultimate responsibility for liquidity risk management
rests with the board of directors, which has built an
appropriate liquidity risk management framework for
the management of the Group’s short, medium and long
term funding and liquidity management requirements.
The Group manages liquidity risk by maintaining adequate
reserves, banking facilities and reserve borrowing facilities,
by continuously monitoring forecast and actual cash
flows and matching the maturity profiles of financial
assets and liabilities.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

35. FINANCIALRISK AND CAPITAL MANAGEMENT
AND ESTIMATION OF FAIR VALUES (continued)

a) Financial risk management (Continued)

v) Liquidity risk management (Continued)

The maturity profile of the Group’s financial liabilities as at
31 December 2011 and 2010, based on the contractual

undiscounted payments, was as follows:—

e IS ERR A

For the year ended 31 December 2011 B Z—F——F+_-_A=+—HItF)Z

5. BARREAREER &2

B &)
a) HMSEREE(E)

v) REMERERE ()
RZF——FR-F-FTF+A=
+—B  ARENMBREREE
RARMBRFENBREROT « —

2011
—B--%

Total Total

On Less than 6 months to undiscounted carrying

demand 6 months 1 year 1-3years  cash flows amount

REBR

REX ~MEAR AERE-F —2ZF  RENAE REAE

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

ARBTRE ARETR AR®TR ARETR ARMTT AR®TR

Due to related parties EREREATFE 6 - - - 6 6

Trade and notes payables EREFHERENRE 164,188 217,787 1,440 113 383,528 383,528
Financial liabilities included in other STAEMERFE -

payables, receipts in advance FEMFIE RS

and accrued charges ERNEBER 41,019 36,620 2,000 - 79,639 79,639

Bank loans FAER 5,027 104,899 19,859 26,014 155,799 147,814

210,240 359,306 23,299 26,127 618,972 610,987

2010
—2-%%

Total Total

On Less than 6 months to undiscounted carrying

demand 6 months 1 year 1-3 years cash flows amount

RER

REX ~NEAR AERE—F -2 RensE REEH

RMB'000 RMB'000 RMB’000 RMB’000 RMB'000 RMB’000

ARBTT ARBTT ARETR ARETT AREFT ARETR

Due to related parties R EEEALIE 4,128 - - - 4,128 4,128

Trade and notes payables ENESTERENTE 110,307 215,330 - - 325,637 325,637
Financial liabilities included in other STARMERFE -

payables, receipts in advance T R ER

and accrued charges ERNIKAR 10,369 34,773 - - 45,142 45,142

Bank loans RITER - 5,215 33,94 58,736 97,893 86,431

124,804 255,318 33,942 58,736 472,800 461,338

—TFER NEREEERAR



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e ISR A

For the year ended 31 December 2011 EZ—Z——®+_-HA=+—HILFZ

35. FINANCIALRISK AND CAPITAL MANAGEMENT
AND ESTIMATION OF FAIR VALUES (continued)

b) Management of capital

The primary objective of the Group’s capital management is 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 shareholder value.

The Group manages its capital structure and makes adjustments
to it, in light of changes in economic conditions and the risk
characteristics of the underlying assets. 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 during the years ended 31
December 2011 and 31 December 2010.

The Group monitors capital using a gearing ratio, which is net
debt divided by the total capital plus net debt. The Group’s
policy is to maintain the gearing ratio below 50%. Net debt
includes interest-bearing bank borrowings. Capital includes
equity attributable to equity holders of the Company and the
non-controlling interests. The gearing ratios as at the year end
dates were as follows:
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For the year ended 31 December 2011 #Z-F——F+-A=+—HILF)F

35. FINANCIALRISK AND CAPITALMANAGEMENT 35. 80 BAMBREXRAEE R G2
AND ESTIMATION OF FAIR VALUES (Continued)

B &)

b) Management of capital (Continued) b) EXEE(E)
Group
REE
2011 2010
—g—-5  -—T-=&
RMB’000 RMB’000
AR®TR ARBT T
Interest-bearing bank borrowings  Kf 8 R{TE R 147,814 86,431
Equity attributable to equity RRABRAEFEE A
holders of the Company FEfR AR AR 1,233,034 1,179,646
Non-controlling interests FERE A 114,646 106,867
Total capital BWE R 1,347,680 1,286,513
Gearing ratio BEAMGBLE 11.0% 6.7%
c¢) Estimation of fair values ) DT EME

The notional amounts of financial assets and liabilities with
a maturity of less than one year are assumed to approximate
their fair values.

The fair value of balances with related parties has not been
determined as the timing of the expected cash flows of these
balances cannot be reasonably determined because of the
relationship.

FHIRN—FNYBEERBENAES

BERRABRQXFERE
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For the year ended 31 December 2011 EZ—Z——®+_-HA=+—HILFZ

36. RECENT ACCOUNTING AND FINANCIAL
REPORTING PRONOUNCEMENTS

The Group has not adopted earlier or applied the following
amendments, new standards and interpretations which are not
yet effective for the year ended 31 December 2011:-

36. IS R BHREDE

AEEWEIREEMNIERTIIREEZZT —
—F+ A=+ —HUEFEHRRERZER]
R FERIRERE - —

Effective for annual

reporting periods
beginning on or after

LT B S BB R

ZEEREHEER

IAS 1 Amendment Presentation of Items of Other Comprehensive Income 1 July 2012
BIFR & 52 E RIS 1 5% (IE5TA) 25 HE 2 EKRER —=——®#+A—H

IAS 12 Amendment
B s RIS 1258 (185 AN)

IAS 19 (2011)
EE g LR F 195 (=2 ——F)

IAS 27 (2011)
EE g R 275 (=T ——4F)

IAS 28 (2011)
ERS & s F 285 (=B ——4F)

IAS 32 Amendment

el

ReatERIE325% (BT A)

IFRS 1 Amendment

B B 5 e o R A B 1 SR (18 RTAX)

IFRS 7 Amendment
BB i i s 2RI B 757 (185 AN)

IFRS 7 Amendment
B B 75 S 5 2 A 2B 7 5% (I8 RT AR

IFRS 9
BRI R B 75 5 R R 28 9%

IFRS 10
BFR B 5 4 o5 R R 28 1 055
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Deferred Tax: Recovery of Underlying Assets
IRAERIIA - AR E A AT [ 14

Employee Benefits

EEEH

Separate Financial Statements

B REK

Investments in Associates and Joint Ventures
REERRIREERRIZEE

Presentation — Offsetting Financial Assets and
Financial Liabilities

25 -BEUBEERVERE

Severe Hyperinflation and Removal of Fixed Dates
for First-time Adopters
B E SR &SR B IR E 2 ElE B HA

Disclosures — Transfers of Financial Assets

BRE-HRTREE

Disclosures — Offsetting Financial Assets and
Financial Liabilities

RE-HHEWBEERMBAR

Financial Instruments
cmITA

Consolidated Financial Statements

FAMB@mE

1 January 2012
ek

1 January 2013
—E—=%—H—H

1 January 2013
—E—=%—H—H

1 January 2013
—E—=%—H—H

1 January 2014

—T-mF—HA—H
1 July 2011
—E——%+H—H
1 July 2011
—Z—%+H—H

1 January 2013

—F-=%—HA—H

1 January 2015
—ZE—h¥—H—H

1 January 2013
—F-=%—HA—H
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For the year ended 31 December 2011 B ZE-F——%+-H=+—HIF&

36. RECENT ACCOUNTING AND FINANCIAL 36. IHEFT RMBEBRE N E @)
REPORTING PRONOUNCEMENTS (Continued)

Effective for annual
reporting periods
beginning on or after

R AR E &R
ZFEREHBER
IFRS 11 Joint Arrangements 1 January 2013
BUFR B TSR S 2E RSB 1155 HEZH —T—=%—H—H
IFRS 12 Disclosure of Interests in Other Entities 1 January 2013
B PR B TSR 5 2E RSB 1255 WEREME RS 2w —T—=%—H—H
IFRS 13 Fair Value Measurement 1 January 2013
B FR B TSR 5 2E RSB 1355% NEERE —T—=%—H—H
IFRIC 20 Stripping Costs in the Production Phase of 1 January 2013
a Surface Mine
B EHREREZES BB RS 4 EE P BR 2 RIERAK AR —T—=%—A—H
—2EFE205
The Group has already commenced an assessment of the related A& B 2 FA TG E 16 FE A B AR DA _E 3
impact of adopting the above new standards and amendments to IR KRBT EAMEETZ - B AR AR
standards in the period of initial application. So far, it has concluded ZENE] RIBFTEA PRI e A EE RS
that the adoption of them is unlikely to have a significant impact WIS IMRELEBATE ©
on the consolidated financial statements of the Group.
37. ULTIMATE CONTROLLING PARTY 37. RAAEHIA L
At 31 December 2011, the directors consider the ultimate controlling RZEB——F+-A=+T—H EFRARRK
party to be Mr. Fang Jin. EHIAT AT REE -
38. APPROVAL OF THE CONSOLIDATED 38.#ERE MR

FINANCIAL STATEMENTS
The consolidated financial statements were approved and authorised ARREECEER_E——F=A=-+/HE
for issue by the board of directors of the Company on 26 March BRI N A ISR -
2012.

—T—55H REREEARAT



FIVE-YEAR FINANCIAL SUMMARY
hEMBHRE

The following consolidated financial information is extracted from  TZI4R&E BIISE RSk B RSB 2 456 M5 @wE -
the consolidated financial statements of the Group, prepared under  ZZBIFSRR JHiRIE BB iSRS £ AR
International Financial Reporting Standards:

Year ended 31st December,
BEt-A=+t-HLEE
2011 2010 2009 2008 2007
—2——F —Z2-TF —_TTHNF —TTN\F —TTLF
RMB’000 RMB’000 RMB’000 RMB’'000 RMB'000
ARBTR ARBTT ARETT ARBTT ARETT

RESULTS %5
Turnover e 1,653,011 1,527,445 1,264,869 1,252,693 960,921
Profit before taxation BRAE AT A 67,223 68,200 54,914 142,357 15,946
Taxation Fi18 (12,308)  (16,038) (8,996) (72) (429)
Profit for the year REZ A 54,915 52,162 45918 142,285 15,517
Attributable to: TEIA L :

Equity holders of the Company RREIERFAA 59,492 54,350 46,837 131,954 15,513

Non-controlling interests FEPE M RS (4,577) (2,188) (919) 10,331 4

54,915 52,162 45918 142,285 15,517
As at 31st December,
R+=B=+—-8
2011 2010 2009 2008 2007
—E——-F —T-ZTF —TTHhF —TTN\F —TTtHF
RMB'000 RMB’000  RMB'000  RMB'000  RMB'000
ARETRE AREBTI ARETT ARETT ARETT

ASSETS AND LIABILITIES BERERE

Total assets BEE 1,998,181 1,771,730 1,498,639 1,537,865 1,153,070

Total liabilities BEE (650,501)  (485,217) (260,507) (317,183) (180,774)

1,347,680 1,286,513 1,238,132 1,220,682 972,296

Equity attributable to: THATEEHER -

Equity holders of the Company ARARERFFAA 1,233,034 1,179,646 1,156,194 1,137,844 972,289

Non-controlling interests FEPE MR s 114,646 106,867 81,938 82,838 7

1,347,680 1,286,513 1,238,132 1,220,682 972,296

SCUD GROUP LIMITED =~ ANNUAL REPORT 2011



= SCuD GROUP LIMITED
SCUDYE '~ wemgsgEd

SCUD Industrial Park hEER

Mawei Economic and Technology &/ R4S ER AT R
Development Zone REBRIER

Fuzhou, Fujian 4R : 350015

China 350015

Suite 5505, 55/F., Central Plaza ERETREE18S
18 Harbour Road, Wanchai FIREIH551E5505F
Hong Kong

www.scudcn.com

Tel E3% : (86) 591-87308888
Fax £ : (86) 591-87307773

Tel B3E : (852) 28057888
Fax £ & : (852) 28021777
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