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Corporate Profile
XN

Haier Electronics Group Co., Ltd. (Stock code:
01169) (the “Company”), a subsidiary of Haier Group,
is listed on the Main Board of The Stock Exchange of
Hong Kong Limited. The Company and its subsidiaries
(the “Group”) are principally engaged in the research,
development, manufacture and sale of washing
machines and water heaters in the PRC under the
brand name of “Haier”. The Group is also engaged in
the integrated channel services business for other
home appliance products such as refrigerators,
televisions and air-conditioners, of both “Haier” and
“non-Haier” brands, substantially broadening its
sources of revenue and driving its profit growth.

Founded in 1984, Haier Group is headquartered in
Qingdao, Shandong Province, the PRC and is today
one of the world’s leading white goods home appliance
manufacturers engaging in the research, development,
production and sale of a wide variety of household
appliances (including the white goods) and consumer
electronic goods in the PRC. The products of Haier
Group are now sold in over 100 countries.
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Simplified Business Structure
EEEBRBE
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Haier

Haier Electronics Group Co., Ltd:
BHEREEGRAR
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Corporate Information
RAEH

BOARD OF DIRECTORS

Executive Directors

Ms. YANG Mian Mian (Chairman)
Mr. ZHOU Yun Jie (Chief Executive Officer)
Mr. LI Hua Gang

Non-executive Directors

Mr. LIANG Hai Shan
Ms. Janine Junyuan FENG

Independent Non-executive Directors

Mr. WU Yinong
Mr. YU Hon To, David
Dr. LIU Xiao Feng

Alternate Director

Mr. GUI Zhaoyu (alternate to Ms. Janine Junyuan FENG)

Principal Board Committees

Audit Committee

Mr. YU Hon To, David (Committee Chairman)
Mr. WU Yinong

Dr. LIU Xiao Feng

Remuneration Committee

Mr. WU Yinong (Committee Chairman)

Dr. LIU Xiao Feng

Mr. YU Hon To, David

Mr. ZHOU Yun Jie

Ms. Janine Junyuan FENG and Mr. GUI Zhaoyu
(alternate to Ms. Janine Junyuan FENG)

Nomination Committee

Mr. YU Hon To, David (Committee Chairman)

Mr. WU Yinong

Dr. LIU Xiao Feng

Mr. ZHOU Yun Jie

Ms. Janine Junyuan FENG and Mr. GUI Zhaoyu
(alternate to Ms. Janine Junyuan FENG)
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Strategic Committee

Mr. ZHOU Yun Jie (Committee Chairman)

Dr. LIU Xiao Feng

Ms. Janine Junyuan FENG and Mr. GUI Zhaoyu
(alternate to Ms. Janine Junyuan FENG)

COMPANY SECRETARY

Mr. NG Chi Yin

LEGAL ADVISORS

As to Hong Kong Law

DLA Piper Hong Kong

As to Bermuda Law

Conyers Dill & Pearman

PRINCIPAL BANKER IN HONG KONG

Industrial and Commercial Bank of China (Asia) Limited

PRINCIPAL BANKER IN THE PRC

China Construction Bank Corporation

AUDITORS

Ernst & Young

FINANCIAL CALENDAR

Six-month interim period end . 30 June

Financial year end . 31 December
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Corporate Information (continued)

[ FEHR ()

REGISTERED OFFICE

Clarendon House
2 Church Street
Hamilton HM 11
Bermuda

HEAD OFFICE AND PRINCIPAL PLACE OF
BUSINESS IN HONG KONG

Unit 3513

35/F., The Center

99 Queen’s Road Central
Hong Kong

PRINCIPAL PLACE OF BUSINESS IN THE PRC

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

PRINCIPAL SHARE REGISTRAR AND TRANSFER
OFFICE

Codan Services Limited
Clarendon House

2 Church Street
Hamilton HM 11
Bermuda

BRANCH SHARE REGISTRAR AND TRANSFER
OFFICE IN HONG KONG

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

+852 2169 0000

FAX NUMBER

+852 2169 0880

STOCK CODE

The Stock Exchange of Hong Kong Limited:
01169

WEBSITE

www.haier-elec.com.hk

INVESTOR RELATIONS CONTACT

Porda Havas International Finance Communications Group
Units 2009-2018, 20/F, Shui On Centre
6-8 Harbour Road, Wanchai, Hong Kong

Telephone Number (852) 3150 6788
Fax Number : (852) 3150 6728
E-mail Address : haier-elec@pordahavas.com
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Chairman’s Letter
* & K

ACHIEVEMENTS OF 2012

We saw in year 2012 that, despite downturn of overall home appliances
market, the company persisted in customer value creation and
delivered another record performance:

Our revenue as reported was RMB55.615 bilion in 2012,
representing an increase of 11.0%, while profit before tax was
RMB2.244 billion. In 2012, profit attributable to owners of the
Company reached RMB1.695 billion, representing an increase of
20.4%. Diluted earnings per share was RMB66.18 cents, up by
19.2%.

In terms of single brand’s sales volume, Haier washing machines
continued to rank first in the world for the fourth consecutive
year, and the global market share was enlarged to 11.8%,
representing an increase of 0.9% as compared to 10.9% last
year. Haier water heaters accounted for 19.9% of the domestic
market share, and continued to rank first in the domestic market.
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I. ACHIEVEMENTS OF 2012 (Continued)

o Our capabilities to serve customers have been further enhanced.
The coverage of our Haier brand store channel and Goodaymart
channel was further expanded, with more than 8,500 sales points
at county level in aggregate. In 2012, we achieved 24-hour
delivery in 1,500 counties nationwide, and our “direct-delivery-to-
town” fulfilment capability was extended to cover 30% of town
level sales points nationwide. With rapid development of online
sales, at the TMALL.COM November 11th Shopping Festival (-
SHEE+—BEYES), the sales value in our Haier Flagship Store at
TMALL.COM was more than RMB70 million, making us
champion for both sales value and user recognition under the
home appliance category.
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Chairman’s Letter (continued)
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I. ACHIEVEMENTS OF 2012 (Continued)

The accomplishment in 2012 was derived from our relentless focus on
superior customer value creation during the entire shopping journey.
We implemented the following strategies:

° Through an open research and development platform tailored to
personalized customer demand, we have designed such creative
and technologically-advanced products as “Crystal” series
washing machines, which redefined market space and enabled
our washing machine business to obtain further market share
and lead the industry trends. We implemented the multi-brand
strategy with three brands: “Casarte”, “Haier” and “Leader” to
serve under-developed segments and help growing our market
share.

o We focus on superior customer experience such as product
customization, on-time delivery, delivery with installation services,
as well as ongoing after-sales services. We invested in the end-
to-end capabilities combining sales, logistics and after-sales
services in order to support the “last mile” strategy. Such move
has significantly expanded the scale effect and expansibility of
the integrated channel services business segment.

. TRENDS ANALYSIS

| shared with our shareholders the following three trends in the Annual
Report of last year:

° The competition dynamic of the home appliance market will
transform from price war into customer value creation

o For home appliance distribution in 3rd and 4th tier markets, the
multi-layer agency model of trickling down from the city, county
to town levels will change

° The Internet has brought impacts on conventional home
appliance channels; we see the inevitable integration of virtual
and physical networks

We have seen all these three trends being confirmed in 2012, and they
will continue to have a significant influence on the industry in 2013. The
evolution of the home appliance market, retail industry and distribution
business in China will accelerate, and the home appliance brands will
have to adapt themselves to this trend. | want to discuss these trends
further.
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TRENDS ANALYSIS (continued)

The customers will be more brand-conscious, and the home
appliance industry will be more consolidated. With the rising
consumption power and importance of word of mouth, the branding of
home appliance becomes more appealing to consumers, and the
market share of famous brands will increase further. However, this
does not imply that we will gain market share easily as the competition
among major brands will remain fierce. As customers are becoming
more demanding and increasingly require personalized products and
services, the winning formula of brands is to innovate products that
exceed the customers’ expectations.

The on-line penetration of home appliances purchasing will
increase especially large home appliances. China’s number of
internet users ranks first in the world, and the online penetration is ever
increasing. The online users of inland provinces such as Henan and
Yunnan are also growing at a fast pace. On the other hand, the variety
of choices, high transparency of prices and relatively low prices offered
by online and mobile phone shopping channels have attracted a large
number of internet users to turn to purchasing home appliances on the
internet from physical stores. In the past, the online sales of large home
appliances were suppressed by bottleneck problems such as high
logistic costs, complaints on delayed delivery and installation, and
inability to handle large shipments at lower cost. However, it is
expected that in the foreseeable future, the consolidation of third party
logistic services industry in China will accelerate and the logistics and
distribution services will be further enhanced. Consequently, the
operating environment will improve and the proportion of online
purchasing of large home appliances will increase.

User experience from multi-channels and entire shopping journey
will influence brand competition of home appliance producers. In
the era of internet and mobile communication, consumers can search
products online and order them in physical stores, or they can also
touch and feel in physical stores and order online. It is inevitable for the
brands to manage online channels, outside retail chains and channels
of own distributors at the same time, so that consumers can enjoy the
seamless shopping experience.

Chairman’s Letter (continued)

EF R ()

BE252Emw

fm & ERS RETERPEE—
TRE-EHBRAORAMOBEREY
T REMBHHEEZURBEEE
MEmENTISNREBE TR -8
EIEREZFRMANTE N HERD
BB KmE BRI DASRA
Ao B PSR Bk 5 A& 1 - 8l
EBHEFPENTRNERR MBI
FZE

IS
g
it

MRESLEINIELETRLHE
BREARERE -TEHOKLHEAER L
RZMEBERAF YEEBE2EX
ETHRS BURm EHEAES
ME LEBPEEREE K - A LA
FRBYTRNEETEERE SEKEDR
EMBHEER W3 TRERERP

EREFEAMLBEREEMm - BE
REEARDRAAS T KB X E A
ZE KD ROEEKRASSRER
BoRLEHE-BERIBO FEAER
oAREE=ZTTORBINERSE VR
AR AEIRA - AR EBB LR
REMETEF  LHOEETRS -

ZRE 2RERAFRBREARERS
MEBRE - ERPEBER HEET

NERLIERRERETE A NEE
RBERRELTE mBE@CE&RBET

ERMAREERLRE TERE
MEARKHERRE ERHEEERER
NEFROAPER -

BEEREERARAA —T——F4R

13



Chairman’s Letter (continued)

X E R ()

TRENDS ANALYSIS (continued)

For direct selling channels, brand producers need to clearly understand
consumers’ interest at different stages of the shopping process, such
as when they show shopping interests, consider selection of goods,
choose shopping channels, compare orders, accept delivery,
installation and after-sale services. They also need to enhance
capabilities of rendering customers specific services and personalized
solutions, and to manage well customers experience on the whole
shopping process. The internet channel allows consumers to make
online comments based on their own user experience, which may have
an impact on other channels because of transparency and trust. This
means that the brands will face significant losses if they fail to preserve
their brands in online channels. The distributor channel will continue to
be the key channel for most of the brand producers for a long time. In
addition to high-quality products, the brands are required to provide
more added values, such as reducing the costs of distributors’ supply
chain, advancing store operation management and assisting
distributors to implement e-commerce strategy. This helps to create a
sustainable co-inherent interest body between brand producer and
distributors.

The current distribution and retail model of home appliance
products is evolving, and | expect to see two general phenomena:
“Less Big Stores (XJE#4)” and “Larger Small Stores (“MNERK)”.
Through effective layout and plentiful exhibitions, physical stores
provide a pleasant shopping environment and stimulate consumption.
The large physical stores in good locations used to be assets, but now
the huge legacy of physical stores will be a disadvantage due to
growing rental costs and increasing labor costs. As a result, the
number of large stores in the 1st and 2nd tier cities will decrease. As to
physical stores in rural areas, they would provide more variety of
products and create better fulfillment experience to consumers with the
support of online display and the integration of regional warehouses
and logistics networks.
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STRATEGIC FOCUS FOR 2013

After significant development and integration of our businesses in 2012,
the Company has further identified its strategic initiatives for 2013. |
would like to highlight four actions below:

Our “just-in-time” operating model has the effect of increasing
market shares of the washing machine and water heater
businesses thereby fostering our industry leadership. The
customers’ purchasing decision depends on brand and product
features. This drives us to introduce global suppliers and
research and development resources with an open mind,
continuously launch “trend-defining and innovative” products by
leveraging our large scale modular production facilities, and
create differentiated user experience through our vertically
integrated operation model, which combines consumer demand
interaction, research and development, production, distribution
and after-sale services. In terms of brand and channel strategy,
we will continue to tap into new markets using multi-brand
strategy and promote product customization to increase sales
through emerging channels such as the Internet.

To improve the operating efficiency of channels and deeply
exploit the value of the existing two self-developed channels.
Firstly, we will improve store operation efficiency from Haier
Exclusive Stores and Community Stores, then Goodaymart
Stores. Aiming at creating the superior user experience and
improving the operating profitability of franchise stores, we will
promote installation of E-store system and the adoption of
delicacy management for stores. Secondly, we will promote the
“direct-delivery-to-town” model nationwide. Such model allows
us to reduce distribution layers through directly distributing and
delivering goods from regional distribution center to town level
retail shops, and has been well-developed in Shandong province.
Thirdly, we establish distribution and storage center in county
level that can serve our county level distributors, and helps to
lower their inventory and transportation costs.
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Chairman’s Letter (continued)

X E R ()

STRATEGIC FOCUS FOR 2013 (continued)

To develop vertically-integrated distribution service capabilities,
increase the sales of third-party brands and expand into more
appliance categories. For brand introduction development, we
will emphasize on developing nationwide “Turn-Key” brand
services business, deepen the cooperation relationship with
suppliers and increase our profitability. As to product categories,
we will stretch the development of high-potential area, such as
small home electric appliances and lifestyle consumer electronic
products, and penetrate our businesses into communication and
household products through alliance and joint venture means.

To emphasize on developing end-to-end large items distribution
capability and develop our logistics business as an open platform
for third parties. From long-term perspective, the “last mile”
logistics capability that can provide direct-delivery and installation
services to customers in towns is a key competitiveness for
developing channel business. Such capability is also a crucial
element for customers experience in selling large items. In 2013,
we will develop our end-to-end distribution capability for other
types of large item products such as furniture and continue to
strengthen distribution capability of home appliances.

To reinvent management model and provide organizational
support for growth. We have almost 20,000 employees, our
businesses spread all over the world and penetrate into villages
and towns. The core theme of organizational revolution in the
future is to maintain the entrepreneurial vitality of all staff and
provide a development platform to frontline staff. We will aim to
abolish the existing rigid hierarchy of positions and position-
based remuneration system, and establish our organization as a
self-driven “co-inherent interest body”. It implies that the frontline
staff in an organization serving customers may work closely with
internal product development team and external distributors so
as to integrate internal and external resources, create and share
value. Such an organization has no boundary with market, and
has the strongest vitality.
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PROSPECTS

Looking forward to future, the Chinese companies’ competitive strength
of low-cost manufacturing will continue to be impacted by domestic
production costs increase and the technological innovation. In addition,
the traditional retailing model and marketing model will be under more
challenges from the Internet, and the Internet retailing will return
customers the power over the brands. We always remind our
management team that the past success was merely a consequence
of luckily catching up with the pace of the era. An ever winner will soon
face fierce challenges or become a force-out. Therefore, in order to
sustain our long-term growth, we must weed out the old mindset and
think about how to seamlessly follow consumer trend and respond to
consumer needs under the two main trends: the era of the Internet and
new industrial revolution.

As a large organization, various organizational inertia accumulated
would reduce our market competitiveness and affect our market agility,
and thereby hinder our capabilities of continuously delivering growth
higher than that of our peers. Accordingly, the only way to survive is to
keep innovating, including our management innovation and strategic
innovation. As our future success is entirely dependent on the strength
of our talent pipeline, we will build the Board into a more open,
diversified and constructive one and introduce talents with e-commerce
and distribution background.

In 2013, the Company will aim to outgrow the industry, accompanying
with sustainable profitability objectives and ensuring high-quality
customer services. To achieve this, on one hand, we will re-organize
our management structure to fuel growth by achieving operating
efficiency, as well as empowering managers and frontline employees
act like owners of the business. On the other hand, we need to
vigorously explore new clients and serve emerging needs through new
models. | am very confident about our growth strategies as well as our
management team and look forward to witness the sustainable
development with all our shareholders in 2013.

Chairman’s Letter (continued)
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Directors and Senior Management

ESNEREERE

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

EXECUTIVE DIRECTORS

Ms. YANG Mian Mian, aged 71, has served as the Chairman and an
Executive Director of the Company since January 2005. Ms. Yang is
responsible for determining corporate strategies and overall management of
the Group. She graduated from Shandong Industrial Institute, which is now
known as Shandong University, the People’s Republic of China (the “PRC”) in
19683. As one of the founders of the Haier Group, she has been in charge of
the overall management of the white goods business since 1984. She is
currently the president of Haier Group Corporation (“Haier Corp”) and the
chairman of Qingdao Haier Co., Ltd. (@ company listed on the Shanghai
Stock Exchange (the “A-Share Company”)).

Ms. Yang is also a director of the following Group’s subsidiaries: Beijing Haier
Logistics Co., Ltd., Chongqging Haier Washing Machine Co., Ltd., Chongqging
Haier Water Heater Co., Ltd., Foshan Shunde Haier Electric Co., Ltd., Foshan
Shunde Haier Intelligent Electronic Co., Ltd., Haier Holdings (BVI) Limited,
Hefei Haier Washing Machine Co., Ltd., Qingdao Economy and Technology
Development Zone Haier Water Heater Co., Ltd., Qingdao Haier Drum
Washing Machine Co. Ltd., Qingdao Goodaymart Lejia Trading Co., Ltd.,
Qingdao Goodaymart Supply Chains Co., Ltd., Qingdao Haier Washing
Machine Co., Ltd., Qingdao Jiaonan Haier Washing Machine Co., Ltd.,
Qingdao New Goodaymart Logistics Service Co. Ltd. and Wuhan Haier Water
Heater Co., Ltd.
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Directors and Senior Management (continued)

EXECUTIVE DIRECTORS (Continued)

Mr. ZHOU Yun Jie, aged 46, has served as an Executive Director of the
Company since 12 November 2009. He is also a member of the remuneration
committee, nomination committee and strategic committee of the Company.
Mr. Zhou graduated from the Huazhong University of Science and
Technology, the PRC with a Bachelor’'s degree in Engineering in 1988. He
has a Master’s degree in corporate management from the Ocean University
of China, the PRC and has completed his Doctoral courses with a diploma in
Management from the Xian Jiaotong University, the PRC. He joined the Haier
Group in 1988 and has over 20 years of experience in the sales management
and enterprise management. He has been appointed as Chief Executive
Officer (“CEQ”) of the Company and resigned as the General Manager of the
Company from 18 March 2013. He is also an Executive Vice President of
Haier Group.

Mr. Zhou is also a director of the following Group’s subsidiaries: Chongqging
Hairi Logistics Co., Ltd., Chongging New Goodaymart Electronics Sales Co.,
Ltd., Goodaymart (Shanghai) Investment Co., Ltd., Haier Electronics Sales
(Hefei) Co., Ltd., Haier Electronics Sales (HK) Co., Ltd., Hefei Goodaymart
Logistics Co., Ltd., Qingdao Goodaymart Supply Chains Co., Ltd., Qingdao
Haier Logistics Co., Ltd, Qingdao Lejia Electric Appliances Co., Ltd., SHC
International (HK) Ltd., Ocean Vast Enterprises Ltd., Haier Group E-commerce
Co., Ltd., Qingdao Goodaymart Electronics Service Co., Ltd., Qingdao Haier
Electronics Sales Service Co., Ltd., Hong Kong Bolang Housewares Trading
Co., Ltd. (formerly Pegasus Telecom (Hong Kong) Co., Ltd.), HH Retalil
Limited and Haier International Business Corporation Ltd., Haier Electrical
Appliances Fourth Holdings (BVI) Limited, Haier Washing Machines Holdings
(BVI) Ltd., Haier Water Heaters Holdings (BVI) Ltd., Haier Holdings (BVI) Ltd.,
and Sunlit Enterprise International Ltd.
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Directors and Senior Management (continued)
EEREREEE (FE)

EXECUTIVE DIRECTORS (Continued)

Mr. LI Hua Gang, aged 43, has served as a Chief Operation Officer of the
Company since 12 November 2009, and has served as an Executive Director
since 19 April 2010. Mr. Li, graduated from the Huazhong University of
Science and Technology, the PRC in 1991 with a Bachelor's degree in
Economics. He joined the Haier Group in 1991 and has since held a number
of senior positions in the sales and marketing functions with his expertise in
the sales management in the 3rd and 4th tier markets of the PRC.

Mr. Li is also a director of the following Group’s subsidiaries: Chengdu Haixin
Goodaymart Electric Appliance Co., Ltd., Chongqging Hairi Logistics Co., Ltd.,
Chongqging New Goodaymart Electronics Sales Co., Ltd., Fujian Goodaymart
Electric Appliance Co., Ltd., Goodaymart (Shanghai) Investment Co., Ltd.,
Haier Electronics Sales (Hefei) Co., Ltd., Haier Electronics Sales (HK) Co.,
Ltd., Hefei Goodaymart Logistics Co., Ltd., Hunan Goodaymart Electric
Appliance Co., Ltd., Qingdao Haier Logistics Co., Ltd, Shandong Goodaymart
Electric Appliance Co., Ltd., Xuchang Goodaymart Electric Appliance Co.,
Ltd., Yantai Goodaymart Electric Appliance Co., Ltd., Hefei Goodaymart
Electric Appliance Co., Ltd., Suzhou Goodaymart Electric Appliance Co., Ltd.,
Liaoning Goodaymart Trading Co., Ltd., Xinjiang Goodaymart Electric
Appliance Co., Ltd., Jiangsu Subei Goodaymart Electric Appliance Co., Ltd.,
Tangshan Goodaymart Electric Appliance Co., Ltd., Wuhan Goodaymart
Electric Appliance Co., Ltd., Shanxi Goodaymart Electric Appliance Co., Ltd.,
Nanchang Goodaymart Electric Appliance Co., Ltd., Wenzhou Goodaymart
Electric Appliance Co., Ltd., Qingdao Yatai Goodaymart Electric Appliance
Co., Ltd., Hong Kong Bolang Housewares Trading Company Limited (formerly
Pegasus Telecom (Hong Kong) Co., Limited), HH Retail Limited, Foreland
Agents Limited, Coreland Limited, Impressive Holdings Limited, Haier
Washing Machines Holdings (BVI) Limited.

NON-EXECUTIVE DIRECTORS

Mr. WU Ke Song, aged 62, has served as an Executive Director of the
Company since December 2001 and has been re-designated as Non-
executive Director with effect from 12 November 2009. Mr. Wu is also the
Deputy Chairman of the Company. Mr. Wu is responsible for worldwide
business development of the Group and liaison with relevant government
officials. He graduated from Shandong Industrial Institute, the PRC which is
now known as Shandong University, the PRC in 1974 and joined the Haier
Group in 1984. He is also a vice chairman of Haier Corp and a director of
Qingdao Haier Investment and Development Holdings (BVI) Limited, a
subsidiary of the Group. Mr. Wu has resigned as an Non-executive Director of
the Company with effect from 16 December 2012 as he has reached the age
of retirement. After his resignation, Mr. Wu has been retained as a senior
consultant to the Company.
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Directors and Senior Management (continued)

NON-EXECUTIVE DIRECTORS (Continued)

Mr. LIANG Hai Shan, aged 46, has served as an Executive Director of the
Company since December 2001 and has been re-designated as Non-
executive Director with effect from 12 November 2009. Mr. Liang was
previously mainly responsible for strategic procurement and overall quality
control of products of the Group. He is currently responsible for identifying
market opportunities and white goods business strategies formulation of the
Company. He received a Bachelor’s degree of Industry from the Xian Jiaotong
University, the PRC and has 24 years of experience in the manufacture of
household electrical appliances, particularly in raw material procurement
function and white goods business. He is also an Executive Vice President of
Haier Corp, the General Manager and Vice Chairman of Qingdao Haier Co.,
Ltd. and a director of the following Group’s subsidiaries: Beijing Haier
Logistics Co., Ltd., Qingdao Economy and Technology Development Zone
Haier Water Heater Co., Ltd., Chongging Haier Drum Washing Machine Co.,
Ltd., Foshan Haier Drum Washing Machine Co., Ltd. and Qingdao Haier
Investment and Development Holdings (BVI) Limited.

Ms. Janine Junyuan FENG, aged 44, has been appointed as a Non-
executive Director of the Company since 24 August 2011. She is also a
member of the remuneration committee, nomination committee and strategic
committee of the Company. Ms. Feng joined the Carlyle Group in 1998, she
is currently a Managing Director of the Carlyle Group. Ms. Feng has been
involved in many direct investments by the Carlyle Group in consumer,
financial and industrial companies in the PRC. Prior to joining the Carlyle
Group, Ms. Feng worked for Credit Suisse First Boston’s New York office,
engaging in investment banking business. Ms. Feng is currently serving as a
non-executive director of China Pacific Insurance (Group) Co., Ltd., a
company listed on The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) (stock code: 2601) and Shanghai Stock Exchange (stock code:
601601), since June 2007, a non-executive director of Natural Beauty Bio-
Technology Limited, a company listed on the Stock Exchange (stock code:
157), since November 2009. Ms. Feng received an MBA degree from Harvard
Business School in 1996.

ALTERNATE DIRECTOR

Mr. GUI Zhaoyu, aged 41, has been appointed as the alternate Director to
Ms. Janine Junyuan Feng since 24 August 2011. Mr. Gui is a director of the
Carlyle Group and is focused on Asia buyout opportunities with a particular
focus on opportunities in the PRC. Mr. Gui is primarily based in Beijing. Prior
to joining the Carlyle Group, Mr. Gui was a Vice President of the Investment
Banking Department at China International Capital Corporation in Beijing, and
a Vice President of J.P. Morgan Securities (Asia Pacific) Limited in Hong
Kong. He also has working experience at the Special Investment Department
of CIC and two state-owned companies, and had founded his own logistics
company. Mr. Gui received his MBA degree from Massachusetts Institute of
Technology Sloan School of Management.
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Directors and Senior Management (continued)
EEREREEE (FE)

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. WU Yinong, aged 50, has served as an Independent Non-executive
Director of the Company since January 2005. Mr. Wu graduated from
Portland State University in the United States of America with a Master’s
degree in Business Administration in 1994. He is currently the Managing
Director of China Investment Securities (Hong Kong) Financial Holdings
Limited. He has been in the investment banking industry for more than 16
years.

Mr. YU Hon To, David, aged 65, was appointed as an Independent Non-
executive Director of the Company on 21 June 2007. Mr. Yu is a fellow
member of the Institute of Chartered Accountants in England and Wales and
an associate member of the Hong Kong Institute of Certified Public
Accountants. He was formerly a partner of an international accounting firm
with extensive experience in corporate finance. Mr. Yu is the Vice Chairman of
MCL Partners Limited, a Hong Kong based financial advisory and investment
firm. He serves as an independent non-executive director of several other
companies listed on the Stock Exchange, namely China Datang Corporation
Renewable Power Co., Limited, Great China Holdings Limited, China
Renewable Energy Investment Limited, Media Chinese International Limited,
One Media Group Limited, Playmates Holdings Limited, Sateri Holdings
Limited, Synergis Holdings Limited, TeleEye Holdings Limited, VXL Capital
Limited and China Resources Gas Group Limited.

Dr. LIU Xiao Feng, aged 50, was appointed as an Independent Non-
executive Director of the Company on 21 June 2007. He is currently the
Managing Director of China Resources Capital Holdings Co., Ltd.. He has
worked in various international financial institutions since 1993, including N. M.
Rothschild & Sons, JP Morgan and DBS. He has many years of experience in
corporate finance. Dr. Liu has a Ph.D and Master degrees from the Faculty of
Economics, University of Cambridge and a Bachelor’s degree in Economics
from Sichuan Institute of Finance and Economics, China. Dr. Liu is currently
also an independent non-executive director of Kunlun Energy Company
Limited and Honghua Group Limited, both of which are publicly listed
companies on the Stock Exchange.
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Directors and Senior Management (continued)

SENIOR MANAGEMENT

Mr. XIE Ju Zhi, aged 47, graduated from Shandong Economics College in July
1989 specialised in Economics and Management. He has held senior positions
in Electrothermal Product division and East China division of Marketing and
Promotion Division of the Haier Group, and served as the general manager of
the Customer Service Operation Company of the Haier Group since August
2002. He has over ten years of experience in service management. Currently,
he is mainly responsible for the Group’s customer service and channel business
expansion of community stores in the 1st and 2nd tier markets. He also serves
as the vice chairman of the Subcommittee on Household Electric Appliances
Service of National Technical Committee on Household Electric Appliances of
Standardization Administration of China, and the vice chairman of the presidium
of the China National Household Electric Appliances Service & Maintenance
Association.

Mr. DIAO Yun Feng, aged 41, graduated from the Southeast University, the
PRC in 1995. He joined the Haier Group in 1995 and has held a number of
senior positions including the director of overseas marketing management
of the Haier Group and the general manager of Haier International Business
Corporation Limited. He has experience in managing domestic small home
electric appliances business, particularly has 18 years of experience in
overseas market expansion and overseas corporate management. He is
currently the director of small home electric appliances division of the Group,
and is responsible for the global small home electric appliances segment of the
integrated channel services business.

Mr. HUANG Xiao Wu, aged 35, was appointed as Deputy General Manager
of the Company in November 2009. Mr. Huang holds a Master’s degree in
Business Administration from the University of Hong Kong and a Bachelor’s
degree in Engineering from the University of Chong Qing. Mr. Huang is
responsible for assisting the General Manager in implementing the Group’s
corporate development strategy. Mr. Huang has 15 years of extensive
experience in banking, investment and corporate finance. Prior to joining the
Group, he had worked with a commercial bank and several investment
banking firms.
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Directors and Senior Management (continued)
EEREREEE (FE)

SENIOR MANAGEMENT (Continued)

Mr. PENG Jia Jun, aged 35, was appointed as Chief Financial Officer of the
Company on 10 February 2009. Mr. Peng has a Master’s degree in Business
Administration from the University of International Business and Economics,
China and a Bachelor’s degree in Business Administration from Northeastern
University, China. He is currently a Doctoral Candidate in accounting of
Ocean University of China. He joined the Haier Group in 2000 and has since
held a number of senior financial positions in Haier Group finance department,
Haier Australia trading company and washing machine business of the Group.
Subsequent to the balance sheet date, on 1 March 2013, Mr. Peng did not
act as the Chief Financial Officer of the Company due to the reallocation of
appointments within the Haier Group.

Mr. Tao Jun, age 48, has been appointed as Chief Financial Officer of the
Company since 1 March 2013. Mr. Tao has a Master degree in Business
Administration from the Murdoch University in Australia and his Bachelor
degree in Economics from Zhongnan University of Finance and Law in China.
Prior to joining the Haier Group, Mr. Tao was an executive director of a
household electrical appliance company listed in Hong Kong, a financial
director of a joined venture owned by a large state-owned company and a
blue chip Hong Kong property company. Mr. Tao has over 20 years of
financial management experience in retail, distribution and household
electrical appliance business. Mr. Tao also has extensive experience in
merger and acquisition business as he has worked in investment field over 10
years.

Mr. SHU Hai, aged 46, has served as the General Manager of washing
machine product division of the Company since June 2009. Mr. Shu has a
Master’s degree in International Trade from Ocean University of China, the
PRC. He joined the Haier Group in 1995 and has since held a number of
senior positions in the washing machine business. He is currently responsible
for the sales, research and development and production management of the
washing machine business of the Group.

Mr. SUN Jing Yan, aged 42, has served as an Executive Director of the
Company until August 2011 due to the reallocation of appointments within
the Haier Group. Mr. Sun has been the General Manager of the Haier Group’s
Electrothermal Product Division since 2005 and is mainly responsible for the
operation of the Group’s water heater business. Mr. Sun graduated from
Shandong Institute of Light Industry, the PRC in 1993 with a Bachelor in
Engineering in Machine Design and Manufacture. He joined the Haier Group
in 1998 and has since held a number of senior positions in the Electrothermal
Appliance Department of the Haier Group. He has over 19 years of extensive
experience in water heater business.
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Directors and Senior Management (continued)

SENIOR MANAGEMENT (Continued)

Mr. WANG Zheng Gang, aged 40, has served as the General Manager of
Qingdao Haier Logistics Co., Ltd., since March 2003, and has currently
served as the director of logistics division of the Group. Mr. Wang graduated
from Tianjin University in 1995. He also graduated from the Xian Jiaotong
University, the PRC with a Master’s degree in Logistics Engineering in 2007.
He has 17 years of experience in the manufacture of household electrical
appliances, particularly in raw material procurement function and logistics
business. He is currently responsible for developing the logistics business of
the Company and identifying related market opportunities.

Mr. REN Xian Cun, aged 39, graduated from Jilin Industrial University in 1997,
and obtained his Executive Master of Business Administration (EMBA) from
the University of International Business and Economics, the PRC in 2005.
He joined the Haier Group in 1997 and has held senior positions such as the
general manager of Haier Air-conditioning in the PRC and the general manager
of various regional centers of Haier. He has 17 years of experience in market
planning and marketing management in the home electric appliances industry,
particularly has professional experience in the operation and management of
the home electric appliances channels. He is currently the director of Haier
products of the Group, and is mainly responsible for Haier products segment of
the integrated channel services business.

COMPANY SECRETARY

Mr. NG Chi Yin, aged 47, joined the Company on 18 March 2009 as
Company Secretary. Mr. Ng graduated from the Faculty of Business
Administration of the Chinese University of Hong Kong with a Bachelor’s
degree in business administration. He is also a fellow member of the
Association of Chartered Certified Accountants, and a member of the Hong
Kong Institute of Certified Public Accountants and the Institute of Chartered
Accountants in England and Wales. He has over 24 years of experience in
auditing, finance and company secretarial matters.
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In 2012, the Group’s core businesses generated significant value for our
shareholders by achieving high-quality growth in overall revenue and profit.
The Company’s overall profitability continued to improve. Profit attributable to
owners of the Company elevated to a new record level, surged by 20.4%
year-on-year to RMB1.695 billion. Diluted earnings per share increased by
19.2% year-on-year to RMB66.18 cents.

During the year,

° the Group’s revenue grew steadily despite tough industry environment.
Revenue for 2012 grew by 11.0% year-on-year to RMB55.615 billion.

° segment result from the washing machine business increased by
23.3% year-on-year to RMB1.105 billion, segment result from the water
heater business increased by 30.8% year-on-year to RMB500 million,
and segment result from the integrated channel services business was
RMB735 million, it increased by 12.6% year-on-year to RMB841 million
when excluding the loss of RMB106 million incurred in respect of the
joint venture established with Home Retail Group (UK).

° cash flow improved significantly. Net operating cash flow increased by
32.8% year-on-year to RMB1.74 billion, accounting for 102.7% of the
net profit attributable to shareholders. Cash balance increased by
35.5% year-on-year to RMB5.368 billion.

During the year, the profit growth was attributable to the increased market
share, improved operating margin of the white goods manufacturing
business, as well as the steady growth of Haier brand products distribution
and the rapid increase in third-party brand products distribution of the
channel services business, which were driven by the significantly strengthened
“last mile” service capability.
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MARKET ENVIRONMENT OF THE HOME
APPLIANCES INDUSTRY

In 2012, following a slowdown in China’s economic growth and the gradual
termination of several stimulus policies, including the “Rural Area Subsidized
Electrical Appliance Purchase Policy” (“Rural Subsidy”), the retail sales of
home appliances were weak and declined compared to that of last year.
According to a market research report from China Market Monitor Co., LTD (the
“China Market Monitor Report”), the monitored total retail sales from 846
cities and counties declined 6.6% year-on-year during the year. However, the
overall demand of the home appliances market could be in better shape than
what is stated in the above-mentioned figures, as more home appliance sales
occurred online instead of in physical stores due to the increasing popularity
of online and mobile shopping, but such rapid-growing sales may not have
been included in the monitored sales.

New demand in the 1st and 2nd tier markets was temporarily suppressed
due to the high home appliances penetration rate and the governmental
control policy on real estate market. However, withstanding the headwind of
the gradual phase out of the “Rural Subsidy”, the following factors could still
underpin home appliances sales in the 3rd and 4th tier markets over the next
few years: (a) under-saturated penetration rate in rural areas; (b) China’s
continuous urbanization process; and (c) rising income level in the rural areas.

During the year, affected by factors such as uncertain European sovereign
debt outlook and slow recovery of US economy, the worldwide export growth
for home appliances was slower than 2011. However, the export growth for
China’s home appliances remained positive, largely attributable to the
continued healthy demand from emerging markets and the Asia Pacific
region, and the manufacturing competitiveness of Chinese home appliance
producers.

Business Review (continued)
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Business Review (continued)
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IMPACT OF GOVERNMENT POLICIES

In June 2012, the Chinese government introduced the new energy-saving
subsidies for home appliance products to encourage consumption of energy-
saving home appliance products and stimulate industrial upgrade. The policy
did not contribute significantly to home appliance sales in 2012 as the
implementation of such rules will take time. However, due to the stricter
requirements of this policy in terms of technological standards and
manufacturers’ scale, the gradual implementation of the policy and the
government’s efforts to further promote energy-efficiency, this policy will help
to optimize the product composition of the industry, and the industry’s market
share will increasingly be concentrated in the hands of the leading companies
with stronger R&D and innovation capabilities over time. With Haier’'s
achievements in the research and development of energy-efficient
technologies over years, the Group earned the highest number of bid-winning
products among the washing machines manufacturers in the product
promotion list under the “Energy-Saving Product Promotion Project”
announced by the National Development and Reform Commission (“NDRC”),
and had 30 models of water heater products won the bidding.

Having lasted for nearly five years, the “Rural Subsidy” expired in phases from
November 2011 to January 2013. In order to mitigate the possible market
impact caused by the expiration of such policy, the Group has adjusted its
product mix since 2011, which included reducing categories of bid-winning
products in the total sales and promptly launching new products to replace
bid-winning products. This enabled the Group to capture the upgrade
consumption and to boost its business development.
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SEGMENT STRATEGIES

Washing Machine Business

In 2012, Haier washing machine won the prizes of the “Top Brand” and the “Top
Manufacturer” among global washing machines. According to the market
survey regarding the global home appliances market conducted by
Euromonitor in 2012, “Haier” brand washing machine ranked first in the world
for the fourth consecutive year and held a global market share of 11.8% in
terms of the single-brand sales volume, increased by 0.9% as compared to
last year.

During the year, sales of the Group’s washing machine business in the
overseas markets amounted to RMB1.523 billion, representing a year-on-
year increase of 10.1%. In the domestic market, the Group’s washing
machine continued to maintain its leading position and hold a market share of
31.2% in terms of sales volume, up by 4.2% year-on-year, according to
China Market Monitor Report. In the domestic market, the sales of washing
machines through the Group’s self-developed channel accounted for 61% of
its national sales.

During the year, the washing machine business recorded stable growth, and
outperformed industry growth rate in both urban markets and rural markets.
This was mainly due to the Group’s market share gain from the superior
products, well recognized brands and efficient sales channels. The Group
consistently focused on product innovation to create new market demand in
a mature market, and adopted a multi-brand strategy to meet the needs of
various market segments. In addition, our Just-In-Time model alleviated
customers’ pressures on inventory and working capital, which was welcomed
by distributors under this tough market environment.

The Group has always been keen on product innovation and focused on
personalized customer demand. The Group enhanced its capability to
develop new products through the integration of global leading supplier
resources, and utilized the research and development capabilities of its five
R&D centers located at China, Asia, Europe, Americas and Australia. During
the year, the Group cooperated with leading international suppliers, such as
Fisher & Paykel, and developed the Haier “Crystal” Series front-loading
washing machines. The “Crystal” Series dominated the consumption trends
with breakthrough in technological areas including quietness, cleaning and
speed. Such series redefined market opportunity and allowed us to gain
further market share.
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Business Review (continued)
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SEGMENT STRATEGIES (continued)

Washing Machine Business (Continued)

In order to meet the needs of various market segments, the Group tapped
into markets using a multi-brand strategy. While maintaining the dominance
of Haier brand, two sub-brands “Casarte” and “lLeader” capture the
consumption upgrade trend and the personalized customer demand during
the age of the Internet. “Casarte” targets the high-end market to seize the
opportunity from home appliance consumption upgrade in the 1st and 2nd
tier markets. “Leader” brand, with its modular customization, provides
customers with products without unwanted functions, and its largest
consumer groups are young people and consumers from the 3rd and 4th tier
markets, who favored of Leader’s high performance to price ratio. During the
year, sales volume from washing machines under the “Leader” brand
recorded rapid growth, increased by 90% year-on-year.

The Group has long applied the Just-In-Time model that alleviated retail
partners’ pressures on inventory and working capital, which is especially
welcomed by small and medium-sized dealers and retailers in the sluggish
market environment with tight liquidity. Our customer loyalty thus has been
increasing and our distribution network has been expanding.

As a result of adherence to investment in new technologies for years, the
Group has made significant achievements in the research and development
of energy-efficient technologies. The NDRC, Ministry of Industry and
Information Technology (‘MIIT”) and Ministry of Finance (“MOF”) jointly
announced the washing machine energy-efficient product promotion catalog
under the “Energy-Saving Product Promotion Project”, in which, Haier's
washing machine products, including top-loading automatic washing
machines, top-loading twin-tub washing machines and front-loading washing
machines were all included in the promotion list. The Group gained the
highest number of subsidized products and ranked No. 1 in the Energy
Saving Leading Company List under the 2012 “Energy Star” Product Catalog
announced by the MIIT, achieving a leading position in the “green
consumption upgrade” and the industry transformation towards energy
saving products.
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SEGMENT STRATEGIES (continued)

Washing Machine Business (Continued)

Haier washing machines have gained global recognition thanks to its
innovative design and advanced technologies. At the 2012 China Home
Appliances Industry Summit Forum organized jointly by the Development
Department of Information Resources of the State Information Center and
China Household Electrical Appliances Association, Haier washing machine
brand was selected as one of the Global Leading Washing Machine Brands
of the year and awarded the Leading Inverter Technology for Washing
Machines Award and Innovative Washing Machine Product Award. In Awards
for Design Excellence organized by the USA Design Journal, Haier stood out
from more than 1,500 competing products attributable to the perfect design
of its Touch Sense High-Efficiency Washer and won the “Platinum Award”.
Haier was the only Chinese washing machine brand awarded with this prize.

Water Heater Business

The Group’s water heater business continued to maintain a rapid growth
during the year. According to data from the China Market Monitor Report, the
Group’s water heaters earned a domestic market share of 19.9% in terms of
sales volume, continued to rank first in domestic market, of which, domestic
market share of the Group’s electric water heaters in terms of sales volume
increased by 1.3% to 28.5% as compared to that of last year. We remained
the leader of the industry. The market share of the Group’s gas water heaters
also increased to 7.9% in 2012, representing an increase of 0.3% as
compared to 2011. During the year, 81.1% of Group’s water heaters were
sold through self-developed channel.

While maintaining a leading position in the electric water heater business, the
Group builds broad product categories including gas, solar and heat pump
water heaters, providing further momentum for business growth; of which,
gas water heaters achieved rapid growth, with a sales volume increase of
over 30% year-on-year. In order to enhance our water heater full-range
service capabilities, the Group developed over 1,100 water heater exclusive
stores as at the end of the period through a comprehensive layout nationwide,
providing professional sales and services to our customers.

The Group attained a series of technological achievements in the water heater
business through enhanced technological innovation and R&D. In 2012, the
Group successfully developed energy efficient Haier integral airsource heat
pump water heaters and Haier “Flame” Series gas water heaters, which won
the “Product Innovation Award” and “Design Innovation Award” respectively
at the 2012 IFA exhibition in Germany. It was the fourth time that Haier water
heaters won awards at IFA exhibition, which fully demonstrated the
capabilities of Haier water heaters producer, as a world expert of water heater
solutions, in fulfilling consumers’ needs with its creativity.

Business Review (continued)
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Business Review (continued)
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SEGMENT STRATEGIES (continued)

Water Heater Business (Continued)

Based on studies on customers’ needs, Haier launched upgraded water
heaters solutions which could enhance energy efficiency of home appliances
and accelerate the pace of energy saving and emission reduction in the home
appliance industry. In the promotion list of energy efficient water heaters
under the “Energy-Saving Product Promotion Project” announced by NDRC,
30 models of Haier’s water heater products won the bidding. In “2011 Leader
List of Energy-saving Product Enterprises of China” issued by Energy
Efficiency Label Management Center of China National Institute of
Standardization in May 2012, Haier Group ranked first in the “List of Energy-
Saving Product Enterprises in China” and won the first 8 seats in the ranking
list of water heaters.

Integrated Channel Services Business

In 2012, the Group’s integrated channel services business centered on
competitive strength of “Integrating the Four Networks”, which consisted of
distribution network, logistics network, services network and virtual network,
providing customers with end to end integrated solutions. During the year, in
addition to deepening penetration of its channel networks, the Group
improved operating efficiency of its own channel, which was critical for the
continuous healthy growth of Haier brand products and expansion of non-
Haier products distribution business.

Distribution Unit

In 2012, the Group advanced the information management system and
strengthened existing brand’s distribution management, which resulted in
improving operating performance of its existing nationwide brands. The
coverage of the Group’s franchise network continued to expand and
deepened its penetration into towns and villages. By the end of 2012, the
Group had over 8,000 Haier Exclusive Stores and over 800 Goodaymart
stores selling multi-brands home appliance at the county level and over
30,000 sales points nationwide.

The Group installed E-Store system in town-level Haier Exclusive Stores to
help them advancing information management and keeping track of
procurement, sales and inventory; established store operating manual on
Delicacy Store Management for franchisees to enhance the store image,
brand recognition and customers’ shopping experience; provided staff
training to franchisees to improve performance of store managers and
salespersons. The information management and Delicacy Store Management
have helped franchisees to improve operating efficiency and better manage
their inventory, which in return increase loyalty of the Group’s customers.
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SEGMENT STRATEGIES (continued)

Distribution Unit (continued)

During the year, the Group piloted Delicacy Store Management Program in
Zhengzhou. Well-trained supervisors were sent to the stores to ensure
smooth implementation of the program, which help improve sales
performance of the stores. During the year, the average sales of the 17 stores
participated in this pilot program has increased by more than 30% year-on-
year.

At the end of 2012, there were close to 2,400 Goodaymart stores which
mainly sold third party brands, an increase of 20% compared to the beginning
of the year. The Group introduced more third party brands with good potential
and provided more comprehensive services to our business partner. The
Group entered into master distribution agreements with a number of small
home appliance suppliers to introduce more home appliance categories and
enrich brands portfolio. The Group also entered into “Turn-Key” service
agreement with third party brands to provide more value-added services,
including product customization, marketing, distribution and services, to
enhance the loyalty of the brands. Furthermore, with “direct-delivery—to-town”
model, the Group strengthened its control over franchise network terminal.

Logistics Unit

During the year, the Group developed its “direct-delivery-to-town” capability
to cover 30% town level markets through consolidation of warehouse
resources at the town level, systematic design of delivery routes and
optimization of delivery routes for returning defective products. Such services
reduced distribution layers, as well as logistics cost and inventory risk for our
customers. The Group also installed GPS devices to monitor the entire
delivery process. With enhanced delivery scheduling capability which includes
better inventory management and effective back-end IT system support, the
group improved both scheduled and on-time delivery services. With its
efficient B2B and B2C delivery and logistic solution services capabilities, the
Group has attracted various third party customers including, leading home
appliance brands, furniture brands and online retailer platforms. Haier’'s
delivery services for Tmall customers are highly regarded as it is 45% faster
than industry average. Haier was also selected as the Best Partner in 2012 by
Amazon China.
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Business Review (continued)

FBEEE)

SEGMENT STRATEGIES (continued)

After-sale Service Unit

The Group further developed its service networks, and the number of after-
sale service providers nationwide has exceeded 15,000 by the end of 2012.
Haier’s services are ranked the first on varies online retailing platform with a
“Excellent” rating for 98.76% transactions, far exceeding industry average.
The Group continued to expand its third party customer portfolio and
provided comprehensive range of services, including feedback on product
quality, customer sampling, installation and repair and maintenance to 13
external home appliance manufacturers. Haier’'s after-sale services awarded
the first place in the “Customer Satisfaction Evaluation in China” conducted
by China National Institute of Standardization for the eighth consecutive year,
and was one of the first batch enterprises to receive “Five-star After-sale
Services” certificate issued by China General Chamber of Commerce.

E-commerce Unit

During the year, ehaier.com took leadership role in providing integrated
delivery and installation services among the home appliance online retail
players. At present, ehaier.com has covered 2,558 districts and counties
nationwide, among which more than 1,000 districts and counties have
realized delivery within 24 hours. Moreover, Haier flagship store operated by
e-Haier Team at tmall.com has become the best-seling home appliance
brand at tmall.com.

To increase sales on online channels by product customization is a strategic
focus of the Group. In September 2012, the Group launched a TV
customization campaign at tmall.com. At the initial customer interaction
section, 1,000,000 interested online buyers voted to determine functional
characteristics of the TV sets, including the size, frame, clarity, energy
consumption, color and interface within 8 days. The Group then arranged
order and production based on the voting results. Finally, 10,000 customized

LCD TVs of 3 different models were sold out in only 2 days.

In November 2011, we set up a joint venture with Home Retail Group (UK) to
develop multi-channel retail business in China. The joint venture was
established to develop our general merchandise distribution capability
especially through online channel, by leveraging on the experience of the joint
venture partner in multi-channel retail management. In early 2013, due to
adjustment of strategic focus of the joint venture partner and after the detailed
evaluation on the competition landscape of E-commerce in China, we have
decided to terminate the joint venture, and we believe that such decision is
beneficial to the interests of the shareholders as a whole. After the termination
of the joint venture, we remain optimistic to the outlook of multi-channel retail
business, particularly the Internet channel. We will strengthen investment in
future, and remain committed to develop our core competitive capability on
logistics and distribution, installation and services to support our online sales.
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The Group achieved substantial financial performance in 2012. For the year
ended 31 December 2012, the Group’s revenue amounted to
RMB55,615,047,000 representing an increase of 11.0% as compared to
RMB50,089,857,000 (restated) in 2011. The profit attributable to owners of
the Company was RMB1,695,122,000, representing an increase of 20.4%
from RMB1,407,458,000 (restated) in 2011. The basic earnings per share
attributable to ordinary equity holders of the Company was RMB70.73 cents,
representing an increase of 15.6% from RMB61.19 cents (restated) in 2011.

1. ANALYSIS OF REVENUE AND PROFIT
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Revenue N

Washing machine business B TS

Water heater business HOKBEEB

Integrated channel services REEERBER
business

Inter-segment elimination A B I 38

Consolidated revenue X ON

EBITDA EBITDA

Profit attributable to owners of the s 23 &) i% 38 J& 15 3% 7
Company

Earnings per share attributable to
ordinary equity holders of the

AR B E AR R B
BRAT

Company
Basic HAR
Diluted e

Financial Review
Bt 7% B B8

1. WARZENDH

2012
—E—C—F
RMB’000
AR¥TR

13,277,283
4,489,460

50,768,583
(12,920,279)

55,615,047
2,384,332

1,695,122

RMBA R #
70.73 cents g

RMB A R#
66.18 cents

ZEZHFASEDRSAEBENES H
ET-A=Z+—"HBH FRAKAEARE
55,615,047,0000 X —F ——F 2 AR ¥
50,089,857,0007T (B %) €& 711.0% « EHE A
A AR R E (s M) A A R #1,695,122,000 7T
BT ——F 2 AR¥1,407,458,0007C (£71)
R T720.4% ° A2 5] i A% A% R e 1h &R
BHN(ER)BARBIONBY  EEFHAR
#6119 (£%)) EF15.6% °

2011 Change%
—E——%F HE%
RMB’000
ARETF T
(Restated)
(&%)
12,214,870 +8.7%
3,828,303 +17.3%
45,377,390 +11.9%
(11,330,706) +14.0%
50,089,857 +11.0%
1,950,345 +22.3%
1,407,458 +20.4%
RMBA R
61.19 cents> +15.6%
RMBA K%
55.50 cents7y +19.2%
BEELEEERAT —T—-F4% 37



Financial Review (continued)
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ANALYSIS OF REVENUE AND PROFIT (continued)

During the year, the increase of revenue was partly due to the stable
growth of the washing machine business and the rapid growth of the
water heater business of the Group. Revenue from the washing
machine business amounted to RMB13,277,283,000 in 2012,
representing an increase of 8.7% as compared to RMB12,214,870,000
in 2011. The revenue from the water heater business amounted to
RMB4,489,460,000 in 2012, representing an increase of 17.3% as
compared to RMB3,828,303,000 in 2011. The fast revenue growth in
the water heater business was mainly attributable to the Group’s
continuous product and technological innovation, as well as alliance
with the Group’s channel department to vigorously develop the
specialized water heater sales network for capturing new demand
growth in the 1st and 2nd tier markets and meeting rapid growth
demand in the 3rd and 4th tier markets.

On the other hand, the integrated channel services business was a
major driver of the Group’s revenue growth, and its stable growth in
2012 also made a substantial contribution to the revenue of the Group
during the year. The revenue for the integrated channel services
business in 2012 amounted to RMB50,768,583,000, representing an
increase of 11.9% as compared to RMB45,377,390,000 (restated) in
2011, boosting the Group’s total revenue.

The revenue increase in the integrated channel services business was,
on one hand, primarily derived from the Group’s deep understanding of
the rural home appliance market in China, its unique business model
that integrates virtual and physical networks and its Just-in-Time model
that meets our customers’ needs with greater, faster, better and more
economical services. On the other hand, despite the current economic
downturn, the revenue increase was also partly attributable to the
continued increase of market share achieved by leveraging on its
brand’s strength, as well as innovative and differentiated products. In
2012, the Group’s after-sale service and e-Haier businesses made
contributions to the integrated channel services business, generating a
revenue of RMB1,055,891,000, representing an increase of 154.8% as
compared to RMB414,420,000 in 2011 (note: the after-sale service
business commenced revenue contribution in the 2nd quarter of 2011).
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ANALYSIS OF REVENUE AND PROFIT (continued)

Profit attributable to owners of the Company

In 2012, the profit attributable to owners of the Company was
RMB1,695,122,000, representing an increase of 20.4% from
RMB1,407,458,000 (restated) in 2011. The basic earnings per share
attributable to ordinary equity holders of the Company was RMB70.73
cents in 2012, representing an increase of 15.6% from RMB61.19
cents (restated) in 2011. In 2012, the Group’s EBITDA (earning before
interest, tax, depreciation and amortisation) was RMB2,384,332,000,
representing an increase of 22.3% from RMB1,950,345,000 (restated)
in2011.

Gross Profit Margins

In 2012, the Group’s gross profit margin of the washing machine
business was 27.8%, flat with 2011. Gross profit margin of the water
heater business was 43.0%, representing an increase of 1.1% from
41.9% in 2011. Through adopting a modular approach to improve
production efficiency, strengthening research and development of
differentiated and high-end products to enhance our product mix, the
Group was able to offset the pressure from increased labor costs and
other expenses, and the overall gross profit margins increased.

In 2012, the Group’s gross profit margin of the integrated channel
services business was 8.2%, representing an increase of 0.9% from 7.3%
in 2011. It was mainly due to the increase in distribution business’s
gross profit margin from 6.8% in 2011 to 7.7% in 2012. In addition, the
gross profit margin of the logistics business increased slightly from 7.6%
in 2011 to 7.7% in 2012. The gross profit margin expansion for the
integrated channel services business was mainly because the Group
strengthened its sales function in the 3rd and 4th tier markets, and
undertook more marketing and promotion initiatives, which
correspondingly led to an increase in the selling and administrative
expense ratio.

In 2012, the gross profit margin of the integrated channel services
business increased by 0.9%. The total expense ratio of the integrated
channel services business increased by 1.1%, which was slightly higher
than that of the gross profit margin and mainly due to the loss of
RMB106,081,000 in 2012 (2011: nil) incurred in respect of the joint
venture established by the Group and Home Retail Group (UK), which
has directly led to an increase of 0.2% in total expense ratio of the
integrated channel services business. After excluding the impact of
such loss, the net profit margin of the integrated channel services
business was flat with last year.
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Financial Review (continued)
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ANALYSIS OF REVENUE AND PROFIT (continued)

Gross Profit Margins (Continued)

The Group’s overall gross profit margin increased to 16.1% in 2012
from 15.0% in 2011 due to the increase in the gross profit margins of
the water heater business and the integrated channel services
business.

Selling and Distribution Expenses

In 2012, the ratio of selling and distribution expenses of the Group’s
washing machine and water heater businesses to its segment revenue
declined to 17.2% from 18.9% in 2011, which was mainly attributable
to the enhanced efficiency of selling and marketing spending, as well as
the decline in the after-sale costs for the year as a result of the
improved quality of washing machines and water heaters.

The ratio of selling and distribution expenses of the integrated channel
services business to its segment revenue was 4.7%, representing an
increase of 0.7% from 4.0% in 2011. The selling and distribution
expenses mainly arose from brand promotion and product promotion
expenses incurred by the integrated channel services business. The
compensations for sales staff and other selling and distribution
expenses increased as a result of the increased marketing activities
during the year to expand the Group’s market share.

Administrative Expenses

During the year, the ratio of administrative expenses of the Group’s
washing machine and water heater businesses to its segment revenue
was 5.8%, representing an increase of 1.2% from 4.6% in 2011, which
was mainly due to the newly imposed taxes on waste home appliances
and higher research and development costs incurred during the year.
In 2012, the Group strengthened its research and development efforts
and made significant investments in the development of product
features, enhancement of product functions and efficiency.

The ratio of administrative expenses of the integrated channel services
business to its segment revenue was 2.0%, representing an increase of
0.3% from 1.7% in 2011, which was mainly due to the administration
and liquidation expenses incurred during the year by the joint venture
established by the Group and Home Retail Group (UK).

40 Haier Electronics Group Co., Ltd. Annual Report 2012

WA R R 2 A o

E R 2 @)

BKEMREGERBELEETF
Rz EH BHAREEEEERERH =
E——F215.0% LtAZEFT—=—F2
16.1% °

HEEH

ZE-F REBEDARHEEIOKEE
BZHEBRBEZEHDBRALHIH
—ZE——F118.9% FERI17.2% - LA
TREZARAEMSEHERNBE
R UMb AR R RKENE
mEENRA  ERERAFAMTE -

REGAMRBEGOHEEBEREZES
WAL EBAT% B _F——FH4.0%
RIATO7% HEBRTEMANRESR
ERBzAEHERKRAREREE &
TRATSNE SERFAESTH
%ﬁ%%@'%ﬁWMT%%AEW%
B A0 E 855 B

EEER

FRARERERBKFBEBHEEZBERG
ZEBWALLR AE58% BT ——4F
B46%IRFA T12% T B RA A K F
EVENEERER MM EE ML
R - AEBEE_T——_FMATHED
E-HEERNERE  RREAMBE
REFHETTRANERA -

RERARBESFE TEEAMGZ
E¥BWAN20% B_FT——FMW1.7%
RATOI% ZEEFEAREEMRAR
ERUEERINEERARREAFEED
EEMSEER-



2. FINANCIAL POSITION

2.

Financial Review (continued)

Bt %5 [ B (48)

ltems HE
Non-current assets EMBEE
Current assets MEBEE
Current liabilities REBEE
Non-current liabilities R AE
Net assets BEFE

B 7 iR 5
2012 2011
Sl = =
RMB’000 RMB’000
AR¥T T ARETTT
(Restated)
(E751)
2,172,657 1,739,795
16,040,609 12,615,810
10,921,309 8,989,175
1,451,729 1,060,629
5,840,228 4,305,801

Cash and Cash Equivalents

In 2012, the Group maintained a healthy financial position. The cash
and cash equivalents balance increased by 35.5% to
RMB5,368,308,000 from RMB3,961,781,000 (restated) as at 31
December 2011. The increase was mainly attributable to the growth in
net cash flows from operating activities during the year, representing an
increase of 32.8% as compared to the same period of last year.

Net Assets

In 2012, the Group’s net assets increased by 35.6% to
RMB5,840,228,000 as at 31 December 2012 from RMB4,305,801,000
(restated) as at 31 December 2011.

Working Capital

Trade and Bills Receivables Turnover Days

The trade and bills receivables turnover days of the Group’s washing
machine and water heater businesses was 107 days at the end of
2012, among which, the trade receivables turnover days was 16 days,
representing a decrease of 3 days as compared with last year. The
proportion of bills receivables of the Group’s washing machine and
water heater businesses to its total trade and bills receivables was
85.2% (31 December 2011: 77.1%), which was mainly bank’s
acceptance bills with minimal risk of default.
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Financial Review (continued)
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FINANCIAL POSITION (continued)

Working Capital (Continued)

Trade and Bills Receivables Turnover Days (Continued)

In the integrated channel services business, the majority of customers
in the 3rd and 4th tier markets are relatively small customers, and the
sales are generally under a payment term of cash on delivery. Our
business model aims at reducing the customers’ working capital
requirements and facilitating the cash-settled payment method. As a
result, the trade and bills receivables turnover days in 2012 decreased
to 12 days from 15 days (restated) at the end of 2011. The trade
receivables turnover days increased slightly from 5 days (restated) at
the end of 2011 to 8 days, which is competitive in the industry.

Inventory Turnover Days

Under the Group’s JIT policy, the Group has implemented a series of
measurements including rolling order forecasts, made-to-order and
procured-to-order productions, which help to maintain a relatively low
inventory level. The Group’s inventory turnover days of washing
machine and water heater businesses was 23 days at the end of 2012,
representing an increase of 5 days as compared to the end of 2011.
The increase was mainly attributable to special purchases for the
Spring Festival.

In 2012, inventory turnover days of the Group’s integrated channel
services business was 15 days, which was mainly attributable to the
enhanced efficiency of transportation, distribution and transit. The
inventory turnover days are competitive in the industry, which has
greatly improved the cash flow arising from operating activities of the
integrated channel services business.

Trade Payables Turnover Days
The trade payables turnover days of the Group’s washing machine and
water heater businesses was 23 days at the end of 2012.

The trade payables turnover days of the integrated channel services
business was 14 days, which maintains a relatively lower level.
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Financial Review (continued)
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3. CASH FLOW ANALYSIS 3. BEFEHADW

2012 2011

—E——F —E——fF

RMB’000 RMB’000

AR® T ARET T

(Restated)

(&%)

ltems =

Net cash flows from operating activities KEEH RS MEFEE 1,740,167 1,310,034
Net cash flows used in investing activities REZGH RS REFRE (649,083) (251,337)
Net cash flows from financing activities MEEZEB RS REFHE 114,925 356,182
Net increase in cash and cash equivalents RekREEZHEEBEE 2GMNFE 1,206,009 1,414,879

The Group’s net cash inflow from operating activities increased by
32.8% in 2012 as compared with 2011, which was mainly due to the
cash flow contribution and continuous profit from the principal
operations. Net cash outflow from investing activities increased by
158.3% compared to 2011, what was mainly consisting of the
construction of additional logistics warehouse and purchase of plant
and equipment for capacity expansion.

Net cash inflow from financing activities for the year decreased by
67.7% over 2011, which mainly included inflows upon exercise of
warrants and share options (RMB82,948,000), investment from minority
shareholders (RMB35,926,000), payment of interest of convertible
bonds (RMB35,188,000) as well as new loans (RMB107,565,000).
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Financial Review (continued)
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LIQUIDITY AND FINANCIAL RESOURCES

The Group focuses on cash flow management and has been able to maintain
a healthy financial and liquidity position. The Group recorded a current ratio of
146.9% as at 31 December 2012, representing an increase of 6.6% as
compared to the 140.3% (restated) in 2011. As at 31 December 2012, the
Group’s cash and cash equivalents balance amounted to RMB5,368,308,000
(81 December 2011: RMB3,961,781,000 (restated)). The amount of bank and
other borrowings, shareholder’s borrowings and the liability component of
convertible bonds were RMB39,800,000, RMB59,537,000 and
RMB699,643,000 (31 December 2011: RMB25,000,000, nil and
RMB669,849,000) respectively. As a result, the Group’s net cash balance (cash
and cash equivalents balance, net bank and other borrowings, shareholder’s
borrowings and the liability component of convertible bonds) as at 31
December 2012 amounted to RMB4,569,328,000 (31 December 2011:
RMB3,266,932,000 (restated)), representing an increase of 39.9% over last
year.

The Group will maintain significant operating cash flows and sources of
liquidity in 2013 that are adequate to meet its working capital requirements,
and for the distribution channel network expansion and construction of the
logistics network, and maintain financial flexibility for any significant investment
opportunities.

CAPITAL EXPENDITURE

The Company assesses its capital expenditure and investments in the
businesses of the washing machine, water heater and integrated channel
services from time to time. The capital expenditure during the year was
RMB476,587,000, which was mainly used for the investments in developing
the integrated channel services business, including the construction of
warehouse projects, as well as factory equipment modifications for washing
machines and water heaters.

GEARING RATIO

As at 31 December 2012, the Group’s gearing ratio (defined as total
borrowings (including the liability component of convertible bonds) over net
assets) was 13.7% (31 December 2011: 16.1% (restated)).
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TREASURY POLICIES

The Group adopts a prudent approach for its cash management and risk
control. Most of the Group’s revenues and expenses are denominated in
Renminbi. Cash is generally placed in short term deposits denominated either
in Renminbi or Hong Kong dollars. Foreign currency risk is largely, though not
fully, mitigated, as liabilities in Renminbi will be substantially offset by the
Group’s revenue, most of which are derived from domestic sales in China
and denominated in Renminbi. Only approximately 4.7% of the Group’s
revenue is derived from export sales and is denominated in other currencies.
The Group does not have any significant interest rate risk as it has an overall
net cash balance. The Group does not have any financial instruments for
hedging purposes.

CAPITAL COMMITMENT

The Group’s capital commitments contracted but not yet provided for
amounted to RMB106,883,000 as at 31 December 2012 (31 December
2011: RMB200,972,000), which were mainly related to the purchase of
machinery for the Group’s businesses capacity expansion as well as
construction of warehouse for the logistics business. Capital commitments
authorised but not yet contracted amounted to RMB179,008,000 (31
December 2011: RMB267,677,000) which mainly related to the warehouse
construction for the logistics business in 2013.

CHARGE OF ASSETS

The Group’s short-term bank loans as at 31 December 2012 were secured
by floating charges over the Group’s inventories totaling RMB76,740,000 (31
December 2011: RMB38,500,000; 1 January 2011: nil).

Further, as at 31 December 2012, certain of the Group’s bills payables were
secured by the pledge of the Group’s bank deposits of RMB61,804,000 (31
December 2011: RMB87,402,000; 1 January 2011: RMB3,011,000) and the
Group’s bills receivables of RMB122,809,000 (31 December 2011:
RMB250,453,000; 1 January 2011: RMB518,137,000).

Financial Review (continued)
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Financial Review (continued)

Bt % [ B (48)

CONTINGENT LIABILITIES

At the end of the reporting period, neither the Group nor the Company had
any significant contingent liabilities.

EMPLOYEES AND REMUNERATION POLICY

The total number of employees of the Group decreased by approximately 6.0%
to 17,304 as at 31 December 2012 from 18,406 as at 31 December 2011.
The Group ensures that the remuneration packages for its employees remain
competitive, and its employees are generally remunerated with fixed monthly
salaries, which are reviewed annually, along with discretionary performance
bonuses.

DIVIDENDS

The Board has proposed distribution of a final dividend of HK8 cents per
share in cash to shareholders whose names appear on the register of
members of the Company on Tuesday, 18 June 2013 for the year ended 31
December 2012. All the dividends will be paid upon approval by shareholders
at the Company’s forthcoming annual general meeting. The final dividend will
be paid on around Friday, 19 July 2013.

This dividend represented approximately 10% of the profit attributable to the
owners of the Company for the year, and will be distributed out of the
contributed surplus account of the Company. The Group shall retain sufficient
cash for maintaining a strong financial position for capturing strategic
investments when opportunities arise, and in particular, achieving the financial
flexibility in relation to investments in the integrated channel services business.
The Company will review the payout ratio in the coming period and will
increase that ratio should the financial situation allow.
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Corporate Governance Report

CORPORATE GOVERNANCE PRACTICES

The board (the “Board”) of directors (the “Directors”) and the management (the
“Management”) of Haier Electronics Group Co., Ltd. (the “Company”)
recognise that sound corporate practices are crucial to the efficient operation
of the Company and its subsidiaries (collectively the “Group”) and the
safeguarding of our shareholders’ interests. In this regard, the Board attaches
great priority to reinforce the Company’s corporate governance standards
with emphasis on transparency, accountability and independence in order to
enhance our long-term shareholders’ value.

The Company has complied with the applicable code provisions (the “Code
Provision(s)”) and principles under the Code on Corporate Governance
Practices during the period from 1 January 2012 to 31 March 2012 and the
Corporate Governance Code (collectively, the “Code”) during the period from
1 April 2012 to 31 December 2012 as set out in Appendix 14 to the Rules
Governing the Listing of Securities (the “Listing Rules”) on The Stock
Exchange of Hong Kong Limited (the “Stock Exchange”) except for certain
deviations as described below. The Board shall review its code from time to
time to ensure its continuous compliance with the Code. This report describes
the Company’s corporate governance practices, explains its applications of
and deviations from the Code, together with considered reasons for such
deviations.

BOARD OF DIRECTORS

Composition

The Board currently comprises three Executive Directors, two Non-executive
Directors (after the resignation of Mr. Wu Ke Song on 16 December 2012)
and three Independent Non-executive Directors (the “INED(s)”). Throughout
the year, the Board has at least one-third in number of its members
comprising INEDs and at least one of the INEDs possesses appropriate
professional qualifications or accounting or related financial management
expertise under Rule 3.10 of the Listing Rules. The Directors are well-versed
in respective areas such as legal, accounting and finance, business
management and industry knowledge and the Board as a whole has achieved
an appropriate balance of skills and experience. The Directors’ biographical
details, by category of Directors, are set out on pages 18 to 22 of this annual
report.

To the best of the Company’s knowledge, there is no financial or family
relationship among the Board members. All of them are free to exercise their
independent judgment on all matters concerning the Company.
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Corporate Governance Report (continued)
TEER®E (E)

BOARD OF DIRECTORS (Continued)

Composition (Continued)

Under the Code Provision A.4.1, non-executive directors should be appointed
for specific terms, subject to re-election. Currently, all non-executive directors
of the Company are not appointed for a specific term but are subject to
retirement by rotation and re-election at the annual general meeting of the
Company (the “AGM”) in accordance with the Company’s Bye-laws and their
appointment will be reviewed when they are due for re-election.

The Bye-laws have stated clearly the procedures for the appointment of new
directors, re-election and removal of directors. Under the Bye-laws, the Board
may from time to time appoint a director either to fill a casual vacancy or as
an addition to the Board. Any such new director shall hold office until the next
following general meeting of the Company or until the next following AGM and
shall then be eligible for re-election at the same general meeting. Pursuant to
bye-law 99 of the Bye-laws, Mr. Liang Hai Shan, Mr. Li Hua Gang and Mr.
Wu Yinong will be subject to retirement by rotation and re-election at the
forthcoming AGM. Mr. Wu Yinong has tendered notice to the Company that
he will retire as an INED with effect from the conclusion of the AGM and has
decided not to offer himself for re-election. Further details regarding the
retirement of Mr. Wu Yinong as an INED were as set out in a separate
announcement of the Company.

Delegation by the Board

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

BOARD OF DIRECTORS (Continued)

Delegation by the Board (continued)

Pursuant to the Guidelines, the major functions of the Board and the
Management are summarized as follows:

The Board is principally responsible for:
1. determining the overall strategy;
2. reviewing all significant policies of the Group;

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

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

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

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

The Management is principally responsible for:

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

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

3. planning and deciding the Company’s strategies on its business
activities; and

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

The Board reviews those arrangements and the Guidelines on a periodic
basis to ensure that they remain appropriate to the needs of the Group.
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Corporate Governance Report (continued)
TEER®E (E)

BOARD OF DIRECTORS (Continued)

Chairman and Chief Executive Officer (“CEO”)

Under the Code Provision A.2.1, the roles of chairman and CEO should be
separate and should not be performed by the same individual. During the
year, the Company did not have any person holding the title of CEO. Ms.
Yang Mian Mian has been the Chairman of the Board and has also been
performing the functions of CEO. The Board has met regularly to consider
major matters affecting the business and operations of the Group. The Board
believes that through the supervision of the Board and its independent non-
executive directors, checks and balances exist so that the interests of the
shareholders are adequately and fairly represented.

As announced by the Company on 18 March 2013, Mr. Zhou Yun Jie,
Executive Director of the Company, has been appointed as CEO of the
Company (and he resigned as the General Manager of the Company) with
immediate effect on 18 March 2013. There is therefore compliance with the
terms of Code Provision A.2.1 with effect from 18 March 2013.

INEDs

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

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

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

Supply of and access to information

Newly appointed Directors will receive induction packages containing the
duties and responsibilities of directors under the Listing Rules and other
applicable rules and regulations.
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Corporate Governance Report (continued)

BOARD OF DIRECTORS (Continued)

Supply of and access to information (Continued)

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

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

Professional development

The Company encourages the Directors to attend any relevant programme to
enhance their knowledge so as to discharge their duties and responsibilities
more effectively. During the year, all Directors have attended various relevant
training programmes which include:

(@ In-house training sessions organized by the Company which was
conducted by professional on topics including update on corporate
governance rules, monitoring of connected transactions and latest
revision of Securities and Futures Ordinance. Ms. Yang Mian Mian, Mr.
Zhou Yun Jie, Mr. Li Hua Gang, Ms. Janine Junyuan Feng, Mr. Yu Hon
To, David, Dr. Liu Xiao Feng, Mr. Wu Yinong and Mr. Gui Zhaoyu
attended the sessions.

(b)  Participation in conferences and seminars organized by various external
organizations relevant to the business or directors’ duties. Ms. Yang
Mian Mian, Mr. Zhou Yun Jie, Mr. Li Hua Gang, Mr. Wu Ke Song, Mr.
Liang Hai Shan, Ms. Janine Junyuan Feng, Mr. Yu Hon To, David, Dr.
Liu Xiao Feng, Mr. Wu Yinong and Mr. Gui Zhaoyu have undertaken the
relevant conferences and seminars.

(c)  Private study of materials relevant to the director’'s duties and
responsibilities. Ms. Yang Mian Mian, Mr. Zhou Yun Jie, Mr. Li Hua
Gang, Mr. Wu Ke Song, Mr. Liang Hai Shan, Ms. Janine Junyuan Feng,
Mr. Yu Hon To, David, Dr. Liu Xiao Feng, Mr. Wu Yinong and Mr. Gui
Zhaoyu have undertaken the private study.

The Company Secretary of the Company, who is a full-time employee of the
Company, has taken no less than 15 hours of relevant professional training.
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Corporate Governance Report (continued)
TEER®E (E)

BOARD OF DIRECTORS (Continued)

Board Meetings

During the year ended 31 December 2012, apart from the adhoc meetings
and consents obtained by means of written resolutions of all the Board
members, the Board had held four scheduled meetings at approximately
quarterly intervals and one additional meeting to review and approve, among
other things, the 2011 annual results and 2012 interim results, the overall
Group’s strategy, discloseable and connected transactions and continuing
connected transactions of the Group. The Company’s board meetings (the
“Board Meeting(s)”) are permitted to be held by means of telephone or other
means of electronic communication under the Bye-laws.

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

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

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

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

Board Meetings (Continued)

Corporate Governance Report (continued)

The following table shows the attendance of the Directors at the scheduled
Board Meetings during the year ended 31 December 2012:
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No. of the scheduled Board

Meetings attended/held
HE BT2EHESS
RS
Executive Directors: BITES:
Ms. Yang Mian Mian (Chairman) T% ,Z% WL (FE) 5/5
Mr. Zhou Yun Jie BAERLEE 5/5
Mr. Li Hua Gang %EHHEE 5/5
Non-Executive Directors: EBITES
Mr. Wu Ke Song (Deputy Chairman) ReNEE(BIEE)

(resigned on 16 December 2012) (R=ZF—=—#F+=F+HFF) 2/5
Mr. Liang Hai Shan 281 5‘& 4 2/5
Ms. Janine Junyuan Feng HEILL L 5/5
INEDs: BYFHTES:

Mr. Wu Yinong RINEBEE 5/5
Mr. Yu Hon To, David BNEE A 5/5
Dr. Liu Xiao Feng Bl 31 5/5

It is challenging to arrange the Board Meeting that fits in with the tight and
busy schedules of all the Directors. In particular, as certain of the Non-
executive Directors devote considerable time and efforts to the management
and operation of the Group’s business, they were only able to attend some of
the Board Meetings in person and their attendance rate at the Board
Meetings were relatively low during the year. To enable all the Directors to
keep abreast of the Group’s latest development and to discharge their duties
properly, the Company Secretary briefed the Direc