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(3,588,700.32)
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7l aH
HSZHSLIUR
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=BG RN RA T 68,359.81  122,500.22 190,860.03 )
[ e Sl 4 A PR A ) 110,000.00 110,000.00
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b At A A AR 9 (B4R T2:)
U & e od | 2 B RR Bt e P W BT AR M TEAS ) B A
TR ] 1993.4.21~2017.1.20 100,000.00 0.36%
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Enan 153,718,578.92 224,595,674.00

et AV IRl ANAE £ K BRI o
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AUDITORS’ REPORT
TO THE SHAREHOLDERS OF
SHANGHAI HIGHLY (GROUP) CO., LTD.
(Incorporated in the People’s Republic of China with limited liability)

We have audited the financial statements on pages 2 to 43 which have been prepared in accordance with
International Financial Reporting Standards.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The Company’s directors are responsible for the preparation of financial statements which give a true and
fair view. In preparing financial statements which give a true and fair view, it is fundamental that appropriate
accounting policies are selected and applied consistently.

It is our responsibility to form an independent opinion, based on our audit, on those statements and to
report our opinion to you, as a body, and for no other purpose. We do not assume responsibility towards or
accept liability to any other person for the contents of this report.

BASIS OF OPINION

We conducted our audit in accordance with International Standards on Auditing. An audit includes
examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements. It
also includes an assessment of the significant estimates and judgments made by the directors in the preparation of
the financial statements and of whether the accounting policies are appropriate to the Group’s circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance as to whether
the financial statements are free from material misstatement. In forming our opinion we also evaluated the
overall adequacy of the presentation of information in the financial statements. We believe that our audit
provides a reasonable basis for our opinion.

OPINION

In our opinion the financial statements give a true and fair view of the state of affairs of the Group as at
31 December 2005 and of its results and cash flows for the year then ended.

HORWATH HONG KONG CPA LIMITED 2001 Central Plaza
Certified Public Accountants 18 Harbour Road
20 April 2006 Wanchal

Hong Kong

Chan Kam Wing, Clement
Practising Certificate number P02038
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SHANGHAI HIGHLY (GROUP) CO., LTD.

CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2005

(Expressed in Renminbi thousands)

2005 2004
Notes RMB’000 RMB’000
Turnover 3,869,443 3,584,839
Cost of sales (3,184,148) (2,787,242)
Gross profit 685,295 797,597
Other operating income 5 23,275 29,999
Selling expenses (118,343) (142,008)
Administrative expenses (220,647) (191,539)
Other operating expenses 6 (41,379) (43,108)
Operating profit 7 328,201 450,941
Finance costs 9 (43,109) (54,800)
Share of losses of associates (23,927) (16,291)
Profit before taxation 261,165 379,850
Taxation 10(a) (45,523) (63,202)
Profit for the year 215,642 316,648
Attributable to:
Equity holders of the parent 149,597 231,106
Minority interests 66,045 85,542
215,642 316,648
Earnings per share
Basic 12 RMB0.328 RMB0.506

The notes on pages 8 to 43 form part of these financial statements.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

CONSOLIDATED BALANCE SHEET
AS AT 31 DECEMBER 2005

(Expressed in Renminbi thousands)

Non-current assets
Property, plant and equipment
Long-term lease prepayments
Intangible assets
Goodwill
Negative goodwill
Investments in associates
Available-for-sale investments
Deferred tax assets

Current assets
Inventories
Trade and other receivables and prepayments
Cash and cash equivalents

Current liabilities
Interest-bearing borrowings
Trade and other payables and accruals
Income tax payable
Provision for warranties

Net current liabilities

Total assets less current liabilities

Notes

13
14
15
16

17

18
19

20
21

22
23

24

2005 2004
RMB’000 RMB’000
1,755,367 1,701,896
126,997 130,287
1,339 989
1,122 1,122

- (25,731)

118,524 142,451
13,958 16,491
3,358 4,622
2,020,665 1,972,127
622,817 622,825
818,673 806,483
145,803 211,393
1,587,293 1,640,701
796,001 979,513
912,664 791,817
2,337 17,915
9,707 14,557
1,720,709 1,803,802
(133.416) (163.101)
1,887,249 1,809,026
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SHANGHAI HIGHLY (GROUP) CO., LTD.

CONSOLIDATED BALANCE SHEET (CONTINUED)
AS AT 31 DECEMBER 2005

(Expressed in Renminbi thousands)

2005 2004
Notes RMB’000 RMB’000
Total assets less current liabilities 1,887,249 1,809,026
Non-current liabilities
Interest-bearing borrowings 22 2,000 4,000
Deferred government grants 25 45,530 52,594
(47,530) (56,594)
Net assets 1,839,719 1,752,432
Equity
Share capital 26 456,624 456,624
Reserves 904,935 818,231
Attributable to equity holders of the parent 1,358,859 1,274,855
Minority interests 480,860 477,577
Total equity 1,839,719 1,752,432

The financial statements were approved and authorised for issue by the board of directors on 20 April 2006.

Director Director

The notes on pages 8 to 43 form part of these financial statements.
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Balance at 1 January 2004

Profit for the year

Capitalisation issue from share premium

Acquisition of additional interest in a subsidiary
from holding company

Capital contributed by minority shareholders

Acquisition of additional interests in subsidiaries

Disposal of a subsidiary

Dividend paid

Transfer to reserves

Balance at 31 December 2004
Effect of changes in accounting policy (Note 2)

As restated
Profit for the year
Dividend paid

Transfer to reserves

Balance at 31 December 2005

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2005

(Expressed in Renminbi thousands)

Reserve
Statutory fund and Attributable
Issued public enterprise to equity
share Share Capital Statutory welfare expansion Retained holders of Minority Total
capital premium reserve reserves fund fund earnings the parent Interests equity
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

(Note 26) (Note 27(a))  (Note 27(b))  (Note 27(c))

380,520 333,807 85,579 68,366 67,587 118,970 (7,033) 1,047,796 394,746 1,442,542
- - - - - - 231,106 231,106 85,542 316,648

76,104 (76,104) - - - - - - - -

- - (4,047) - - - - (4,047) - (4,407)
- - - - - - - - 26,605 26,605
- - - - - - - - (761) (761)
- - - - - - - - (807) (807)
- - - - - - - - (27,748) (27,748)
- - - 19,923 19,878 9,172 (48,973) - - -

456,624 257,703 81,532 88,289 87,465 128,142 175,100 1,274,855 477,577 1,752,432
- - - - - - 25,731 25,731 - 25,731

456,624 257,703 81,532 88,289 87,465 128,142 200,831 1,300,586 477,577 1,778,163
- - - - - - 149,597 149,597 66,045 215,642
- - - - - - (91,324) (91,324) (62,762) (154,086)
- - - 13,860 12,223 48,742 (74,825) - - -

456,624 257,703 81,532 102,149 99,688 176,884 184,279 1,358,859 480,860 1,839,719

The notes on pages 8 to 43 form part of these financial statements.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2005

(Expressed in Renminbi thousands)

2005 2004
RMB’000 RMB’000
Operating activities
Profit from operations 261,165 379,850
Adjustment for:
Depreciation 282,620 259,268
Amortisation of long-term lease prepayments 3,290 3,290
Reversal of impairment loss of property,
plant and equipment (12) (3,144)
Loss on disposal of property, plant and equipment 6,958 8,985
Amortisation of negative goodwill - (4,250)
Amortisation of goodwill - 146
Amortisation of intangible assets 204 678
Amortisation of deferred government grants (7,064) (6,886)
Interest expenses 50,746 55,960
Interest income (3,524) (3,152)
Dividend income (1,122) (66)
Share of losses of associates 23,927 16,291
(Reversal of)/provision for impairment loss on
available-for-sale investments (267) 478
Disposal of available-for-sale investments 694 -
Gain on deemed disposal of a subsidiary - (2,982)
Gain on disposal of an associate - (1,876)
Cash flows before changes in working capital 617,615 702,590
Decrease/(increase) in inventories 8 (133,169)
Increase in trade and other receivables and prepayments (12,084) (91,654)
Increase in trade and other payables and accruals 120,122 4,944
Decrease in provision for warranties (4,850) (5,563)
Cash generated from operations 720,811 477,148
Interest paid (58,417) (57,196)
Income tax paid (59,837) (51,071)
Net cash generated from operating activities 602,557 368,881
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SHANGHAI HIGHLY (GROUP) CO., LTD.

CONSOLIDATED STATEMENT OF CASH FLOWS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2005

(Expressed in Renminbi thousands)

Investing activities
Interest received
Dividend income
Acquisition of property, plant and equipment
Acquisition of intangible assets
Proceeds from disposal of property, plant and equipment
Disposal of a subsidiary, net of cash disposed of
Disposal of an associate
Proceeds from disposal of available-for-sale investments
Acquisition of additional interest in a subsidiary
Investments in associates
Dividend received from associates

Net cash used in investing activities
Financing activities
Dividends paid
Dividends paid to minority shareholders
Proceeds from interest-bearing borrowings
Repayment of interest-bearing borrowings
Proceeds from government grants
Capital contribution from minority shareholders
Net cash used in financing activities
Net (decrease)/increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

The notes on pages 8 to 43 form part of these financial statements.

2005 2004
RMB’000 RMB’000
3,524 3,152
1,122 66
(338,006) (253,214)
(554) (13)
1,389 2,272

- (6)

- 8,400

2,000 -

- (4,750)

- (29,369)

- 7,849
(330,525) (265,613)
(89,348) -
(62,762) (27,748)
1,598,901 1,429,512
(1,784,413) (1,492,899)
- 2,484

- 26,605
(337,622) (62,046)
(65,590) 41,222
211,393 170,171
145,803 211,393
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SHANGHAI HIGHLY (GROUP) CO., LTD.

NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Renminbi thousands)

ORGANISATION AND OPERATIONS

Shanghai Highly (Group) Co., Ltd. (the “Company”) grew out of Shanghai Refrigerator
Compressors Factory and found in 1992. The RMB ordinary share (“A Share™) and the domestic listed
foreign share (“B Share”) issued by the Company got listed at Shanghai Stock Exchange on 16 November
1992 and 18 January 1993 respectively.

The principal activities of the Company and its subsidiaries (the “Group”) are manufacture and
sale of air-conditioner compressors, refrigerator compressors, automobile spare parts and dehumidifier
COMPressors.

The address of its registered office is Plot 26, Jin Qiao Export Processing Zone, Pudong New
Area, Shanghai, the PRC.

ADOPTION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING
STANDARDS

In the current year, the Group has adopted all of the new and revised International Financial
Reporting Standards (“IFRS”) and Interpretations issued by the International Accounting Standards
Board (the “IASB”) and the International Financial Reporting Interpretations Committee (“IFRIC”) of
the IASB that are relevant to its operations and effective for accounting periods beginning on 1 January
2005. IFRS includes International Accounting Standards (“IAS”) and related interpretations. The
adoption of these new and revised Standards and Interpretations has resulted in changes to the Group’s
accounting policies in the following areas that have affected the amounts reported for the current or prior
years:

IFRS 3, Business Combinations
Goodwill

IFRS 3 has been adopted for business combinations for which the agreement date is on or after
31 March 2004. The option of limited retrospective application of the Standard has not been taken up,
thus avoiding the need to restate past business combinations.

After initial recognition, IFRS 3 requires goodwill acquired in a business combination to be
carried at cost less any accumulated impairment losses. Under 1AS 36 Impairment of Assets (as revised
in 2004), impairment reviews are required annually, or more frequently if there are indications that
goodwill might be impaired. IFRS 3 prohibits the amortisation of goodwill. Previously, under IAS 22,
the Group carried goodwill in its balance sheet at cost less accumulated amortisation and accumulated
impairment losses. Amortisation was charged over the estimated useful life of goodwill, subject to the
rebuttable presumption that the maximum useful life of goodwill was 20 years.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

ADOPTION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING
STANDARDS (CONTINUED)

In accordance with the transitional rules of IFRS 3, the Group has applied the revised accounting
policy for goodwill prospectively from the beginning of its first annual period beginning on or after 31
March 2004, i.e. 1 January 2005, to goodwill acquired in business combinations for which the agreement
date was before 31 March 2004. Therefore, from 1 January 2005, the Group has discontinued
amortising such goodwill and has tested the goodwill for impairment in accordance with IAS 36. At 1
January 2005, the carrying amount of amortisation accumulated before that date of RMB341 thousands
has been eliminated, with a corresponding decrease in the cost of goodwill.

Because the revised accounting policy has been applied prospectively, the change has had no
impact on amounts reported for 2004 or prior periods. No amortisation has been charged in 2005. The
charge in 2004 was RMB146 thousands.

Excess of acquirer’s interest in the net fair value of acquiree’s identifiable assets, liabilities and
contingent liabilities over cost (previously known as negative goodwill)

IFRS 3 requires that, after reassessment, any excess of acquirer’s interest in the net fair value of
acquiree’s identifiable assets, liabilities and contingent liabilities over cost of the business combination
should be recognised immediately in profit or loss. IFRS 3 prohibits the recognition of negative
goodwill in the balance sheet.

Previously, under 1AS 22 (superceded by IFRS 3), the Group released negative goodwill to
income over a number of accounting periods, based on an analysis of the circumstances from which the
balance resulted. Negative goodwill was reported as a deduction from assets in the balance sheet.

In accordance with the transitional rules of IFRS 3, the Group has applied the revised accounting
policy prospectively from 1 January 2005. Therefore, the change has had no impact on amounts
reported for 2004 or prior periods.

The carrying amount of negative goodwill at 1 January 2005 has been derecognised at the
transition date. Therefore, an adjustment of RMB25,731 thousands is made to opening retained
earnings and negative goodwill at 1 January 2005.

Under the previous accounting policy, RMB4,250 thousands of negative goodwill would have
been released to income during 2005, leaving a balance of negative goodwill of RMB21,481 thousands at
31 December 2005. Therefore, the impact of the change in accounting policy in 2005 is a reduction in
other operating income of RMB4,250 thousands and an increase in net assets at 31 December 2005 of
RMB21,481 thousands.

At the date of authorisation of these financial statements, the following Standards and
Interpretations were in issue but not yet effective:

IFRS 7  Financial instrument: Disclosure
IFRIC 4  Determining whether an Arrangement contains a Lease
IFRIC8 Scope of IFRS 2

The directors anticipate that the adoption of these Standards and Interpretations in future periods
will have no material impact on the financial statements of the Group.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

PRINCIPAL ACCOUNTING POLICIES

The financial statements of the Group have been prepared on the historical cost basis, except for
the revaluation of certain financial instruments and in accordance with IFRS. The Group also prepares
financial statements which comply with accounting regulations in the People’s Republic of China (the
“PRC”). A reconciliation of the Group’s results and shareholders’ equity under IFRS and PRC
accounting regulations is presented in Note 35. The principal accounting policies adopted are as
follows:

(@) Basis of preparation

The consolidated financial statements have been prepared under the going concern basis
as the directors are of the opinion that (i) the Group will be able to generate sufficient working
capital and cash from its operations, and (ii) the Group will continue to obtain support from its
bankers and, upon request of the Group, the bank loans due in 2006 will be successfully renewed.
The directors believe that if necessary, additional facilities can also be provided by the bankers to
enable to the Group to meet its day-to-day commitments as and when they fall due.

(b) Principles of consolidation

The consolidated financial statements include those of the Company and its subsidiaries
and the Group’s interest in associates on the basis as set out in Notes 3(d) and (e) below.

The acquisition method of accounting is used for acquired businesses. Results of
subsidiaries and associates acquired or disposed of during the year are included in the
consolidated financial statements from the date of acquisition or to the date of disposal.

All significant intercompany balances and transactions, including intercompany profits
and unrealised profits and losses are eliminated on consolidation. Consolidated financial
statements are prepared using uniform accounting policies for like transactions and other events
in similar circumstances.

Minority interests in the net assets of consolidated subsidiaries are identified separately
from the Group’s equity therein. Minority interests consist of the amount of those interests at
the date of the original business combination and the minority’s share of changes in equity since
the date of the combination. Losses applicable to the minority in excess of the minority’s
interest in the subsidiary’s equity are allocated against the interests of the Group except to the
extent that the minority has a binding obligation and is able to make an additional investment to
cover the losses.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

3.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(©)

(d)

(€)

Business combinations

The acquisition of subsidiaries is accounted for using the purchase method. The cost of
the acquisition is measured at the aggregate of the fair values, at the date of exchange, of assets
given, liabilities incurred or assumed, and equity instruments issued by the Group in exchange
for control of the acquire, plus any costs directly attributable to the business combination. The
acquiree’s identifiable assets, liabilities and contingent liabilities that meet the conditions for
recognition under IFRS 3 are recognised at their fair values at the acquisition date.

Goodwill arising on acquisition is recognised as an asset and initially measured at cost,
being the excess of the cost of the business combination over the Group’s interest in the net fair
value of the identifiable assets, liabilities and contingent liabilities recognised. If, after
reassessment, the Group’s interest in the net fair value of the acquiree’s identifiable assets,
liabilities and contingent liabilities exceeds the cost of the business combination, the excess is
recognised immediately in profit or loss.

The interest of minority shareholders in the acquiree is initially measured at the
minority’s proportion of the net fair value of the assets, liabilities and contingent liabilities
recognised.

Subsidiaries

A subsidiary is a company in which the Company has control.  Control exists when the
Company has the power to govern the financial and operating policies of the subsidiary so as to
obtain benefits from its activities. Details of the Company’s subsidiaries as of 31 December
2005 are set out in Note 33 to the financial statements.

Associates

An associate is a company, not being a subsidiary, in which the Company has significant
influence. Significant influence exists when the Company has the power to participate in, but
not control, the financial and operating decisions of the associate.

The results and assets and liabilities of associates are incorporated in these financial
statements using the equity method of accounting. Under the equity method, investments in
associates are carried in the consolidated balance sheet at cost as adjusted for post-acquisition
changes in the Group’s share of the net assets of the associate, less any impairment in the value of
individual investments. Losses of an associate in excess of the Group’s interest in that associate
(which includes any long-term interests that, in substance, form part of the Group’s net
investment in the associate) are not recognised, unless the Group has incurred obligations or
made payments on behalf of the associate.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

3.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(d)

()

Associate (continued)

Any excess of the cost of acquisition over the Group’s share of the net fair value of the
identifiable assets, liabilities and contingent liabilities of the associate recognised at the date of
acquisition is recognised as goodwill. The goodwill is included within the carrying amount of
the investment and is assessed for impairment as part of the investment. Any excess of the
Group’s share of the net fair value of the identifiable assets, liabilities and contingent liabilities
over the cost of acquisition, after reassessment, is recognised immediately in profit or loss.

Where a group entity transacts with an associate of the Group, profits and losses are
eliminated to the extent of the Group’s interest in the relevant associate.

Goodwill

Goodwill arising on the acquisition of a subsidiary represents the excess of the cost of
acquisition over the Group’s interest in the net fair value of the identifiable assets, liabilities and
contingent liabilities of the subsidiary recognised at the date of acquisition. Goodwill is initially
recognised as an asset at cost and is subsequently measured at cost less any accumulated
impairment losses.

For the purpose of impairment testing, goodwill is allocated to each of the Group’s
cash-generating units expected to benefit from the synergies of the combination.
Cash-generating units to which goodwill has been allocated are tested for impairment annually,
or more frequently when there is an indication that the unit may be impaired. If the recoverable
amount of the cash-generating unit is less than the carrying amount of the unit, the impairment
loss is allocated first to reduce the carrying amount of any goodwill allocated to the unit and then
to the other assets of the unit pro-rata on the basis of the carrying amount of each asset in the unit.
An impairment loss recognised for goodwill is not reversed in a subsequent period.

On disposal of a subsidiary, the attributable amount of goodwill is included in the
determination of the profit or loss on disposal.

The Group’s policy for goodwill arising on the acquisition of an associate is described
under “Associate” above.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

3.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(@)

(h)

Property, plant and equipment and depreciation

Property, plant and equipment are stated at cost less accumulated depreciation and
accumulated impairment loss. The initial cost of an asset comprises its purchase price and any
directly attributable costs of bringing the asset to its working condition and location for its
intended use. Expenditure incurred after the property, plant and equipment have been put into
operation, such as repairs and maintenance and overhaul costs, are recognised as expense in the
year in which it is incurred. In situations where it is probable that the expenditure has resulted
in an increase in the future economic benefits expected to be obtained from the use of the asset,
the expenditure is capitalised as an additional cost of the asset.

Depreciation is calculated using the straight line method to write off the cost, after taking
into account the estimated residual value, of each asset over its expected useful life. The expected
useful lives are as follows:

Buildings 20 years
Plant and machinery 10 years
Furniture, fixtures and office equipment 5 years
Motor vehicles 5 years
Moulds and others 3 to 5 years

The useful lives of assets and depreciation method are reviewed periodically.

When assets are sold or retired, their cost and accumulated depreciation are eliminated
from the accounts and any gain or loss resulting from their disposal is included in the income
statement.

Construction in progress

Construction in progress represents buildings, various plant and equipment under
construction and pending installation, and is stated at cost less impairment loss. Cost comprises
direct costs of construction incurred and borrowing costs capitalised during the period of
construction and installation. Construction in progress is transferred to property, plant and
equipment when the asset is substantially ready for its intended use, at which time it commences
to be depreciated in accordance with the Group’s policy.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

3.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(i)

)

Long-term lease prepayments

Long-term lease prepayments represent land use rights paid to the PRC land bureau.

Lease prepayments are stated at cost, less accumulated amortisation and any impairment losses.

Amortisation is charged to the income statement on a straight-line basis over the

respective periods of the rights.

Intangible assets

(i)

(ii)

(iii)

Research and development

Expenditure on research activities, undertaken with the prospect of gaining new
scientific or technical knowledge and understanding, is recognised in the income
statement as an expense as incurred.

Expenditure on development activities, whereby research findings are applied to
a plan or design for the production of new or substantially improved products and
processes, is capitalised if the product or process is technically and commercially feasible
and the Group has sufficient resources to complete development. The expenditure
capitalised includes the cost of materials, direct labor and an appropriate proportion of
overheads. Other development expenditure is recognised in the income statement as an
expense as incurred.

Other intangible assets
Other intangible assets acquired by the Group are stated at cost less accumulated
amortisation and impairment losses. Amortisation is charged to the income statement

on a straight-line basis over their estimated useful livers as follows:

Patents and licences 7 years
Software 5 years

Subsequent expenditure
Subsequent expenditure on intangible assets is capitalised only when it increases

the future economic benefits embodied in the specific asset to which it relates. All
other expenditure is expensed as incurred.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

3.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(k)

(1

Impairment of tangible and intangible assets excluding goodwill

At each balance sheet date, the Group reviews the carrying amounts of its tangible and
intangible assets to determine whether there is any indication that those assets have suffered an
impairment loss. If any such indication exists, the recoverable amount of the asset is estimated
in order to determine the extent of the impairment loss (if any). Where it is not possible to
estimate the recoverable amount of an individual asset, the Group estimates the recoverable
amount of the cash-generating unit to which the asset belongs.

Recoverable amount is the higher of fair value less costs to sell and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present value using
a pre-tax discount rate that reflects current market assessments of the time value of money and
the risks specific to the asset.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than
its carrying amount, the carrying amount of the asset (or cash-generating unit) is reduce to its
recoverable amount. An impairment loss is recognised immediately in profit or loss, unless the
relevant asset is carried at a revalued amount, in which case the impairment loss is treated as a
revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or
cash-generating unit) is increased to the revised estimate of its recoverable amount, but so that
the increased carrying amount does not exceed the carrying amount that would have been
determined had no impairment less been recognised for the asset (or cash-generating unit) in
prior years. A reversal of an impairment loss is recognised immediately in profit or loss, unless
the relevant asset is carried at a revalued amount, in which case the reversal of the impairment
loss is treated as a revaluation increase.

Inventories

Inventories are stated at the lower of cost and net realisable value. Net realisable value
is the estimated selling price in the ordinary course of business, less the estimated costs of
completion and selling expenses.

The cost of inventories is based on the weighted average method and includes
expenditure incurred in acquiring the inventories and bringing then to their existing location and
condition. In the case of manufactured inventories and work in progress, cost includes an
appropriate share of overheads based on normal operating capacity.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

3. PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(m) Financial instruments

Financial assets and financial liabilities are recognised on the Group’s balance sheet

when the Group becomes a party to the contractual provisions of the instrument.

(i)

(i)

Trade receivables

Trade receivables are measured at initial recognition at fair value, and are
subsequently measured at amortised cost using the effective interest rate method.
Appropriate allowances for estimated irrecoverable amounts are recognised in profit or
loss when there is objective evidence that the asset is impaired. The allowance
recognised is measured as the difference between the asset’s carrying amount and the
present value of estimated future cash flows discounted at the effective interest rate
computed at initial recognition.

Investments

Investments are recognised and derecognised on a trade date basis where the
purchase or sale of an investment is under a contract whose terms require delivery of the
investment within the timeframe established by the market concerned, and are initially
measured at fair value, plus directly attributable transaction costs.

At subsequent reporting dates, debts securities that the Group has the expressed
intention and ability to hold to maturity (held-to-maturity debt securities) are measured at
amortised cost using the effective interest rate method, less any impairment loss
recognised to reflect irrecoverable amounts. An impairment loss is recognised in profit
or loss when there is objective evidence that the asset is impaired, and is measured as the
difference between the investment’s carrying amount and the present value of estimated
future cash flows discounted at the effective interest rate computed at initial recognition.
Impairment losses are reversed in subsequent periods when an increase in the
investment’s recoverable amount can be related objectively to an event occurring after
the impairment was recognised, subject to the restriction that the carrying amount of the
investment at the date the impairment is reversed shall not exceed what the amortised
cost would have been had the impairment not been recognised.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

3.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(m)

Financial instruments (continued)

(i)

(iii)

(iv)

(V)

Investments (continued)

Investments other than held-to-maturity debt securities are classified as either
investments held for trading or as available-for-sale, and are measured at subsequent
reporting dates at fair value. Where securities are held for trading purposes, gains and
losses arising from changes in fair value are included in profit or loss for the period.
For available-for-sale investments, gains and losses arising from changes in fair value are
recognised directly in equity, until the security is disposed of or is determined to be
impaired, at which time the cumulate gain or loss previously recognised in equity is
included in the profit or loss for the period. For investment in an equity instrument that
does not have a quoted market price in active market and for which other methods of
reasonably estimating fair value are clearly inappropriate or unworkable, the instrument
would be measured at cost, subject to review of impairment. Impairment losses
recognised in profit or loss for equity investments classified as available-for-sale are not
subsequently reversed through profit or loss. Impairment losses recognised in profit or
loss for debt instruments classified as available-for-sale are subsequently reversed if an
increase in the fair value of the instrument can be objectively related to an event
occurring after the recognition of the impairment loss.

Cash and cash equivalents

Cash represents cash in hand and deposits with any banks or other financial
institutions which are repayable on demand.

Cash equivalents represent short term, highly liquid investments which are
readily convertible into known amounts of cash with original maturities of three months
or less and that are subject to an insignificant risk of change in value.

Bank borrowings

Interest-bearing bank loans and overdrafts are initially measured at fair value,
and are subsequently measured at amortised cost, using the effective interest rate method.
Any difference between the proceeds (net of transaction costs) and the settlement or
redemption of borrowings is recognised over the term of the borrowings in accordance
with the Group’s accounting policy for borrowing costs (see below).

Trade payables

Trade payables initially measured at fair value, and are subsequently measured at
amortised cost, using the effective interest rate method.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

3.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(n)

(0)

()

(@

Operating lease

Leases are classified as operating leases whenever substantially all the risks and rewards
incidental to the ownership of the leased assets remain with the lessor.

Lease payments under operating leases are recognised as an expense in the income
statement on a straight line basis over the lease term. Aggregate benefit of incentives on
operating leases is recognised as a reduction of rental expense over the lease term on a straight
line basis.

Provisions

A provision is recognised when, and only when an enterprise has a present obligation
(legal or constructive) as a result of a past event and it is probable (i.e. more likely than not) that
an outflow of resources embodying economic benefits will be required to settle the obligation,
and a reliable estimate can be made of the amount of the obligation. Provisions are reviewed at
each balance sheet date and adjusted to reflect the current best estimate. Where the effect of the
time value of money is material, the amount of a provision is the present value of the expenditure
expected to be required to settle the obligation.

Warranties

A provision for warranties is recognised when the underlying products or services are
sold. The provision is based on historical warranty data and a weighting of all possible
outcomes against their associated probabilities.
Contingencies

Contingent liabilities are not recognised in the consolidated financial statements. They
are disclosed unless the possibility of an outflow of resources embodying economic benefits is

remote.

A contingent asset is not recognised in the consolidated financial statements but
disclosed when an inflow of economic benefits is probable.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

3. PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(r)

(s)

(t)

Pension costs

Obligations for contributions to defined contribution pension plans are recognised as an
expense in the income statement as incurred.

Foreign currency transactions

The Group adopts Renminbi as the presentation currency. Transactions in foreign
currencies are translated into Renminbi at the foreign exchange rate ruling at the date of
transactions. Monetary assets and liabilities denominated in foreign currencies at the balance
sheet date are translated into Renminbi at the foreign exchange rate ruling at the balance sheet
date. Foreign exchange differences arising on translation are recognised in the income
statement. Non-monetary assets and liabilities that are measured in terms of historical cost in a
foreign currency are translated to Renminbi using the exchange rate at the date of the
transaction. Non-monetary assets and liabilities denominated in foreign currencies that are
stated at fair value are translated to Renminbi at the foreign exchange rate ruling at the dates the
values were determined.

Taxation
Income tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs
from profit as reported in the income statement because it excludes items of income or expenses
that are taxable or deductible in other years and it further excludes items that are never taxable or
deductible. The Group’s liability for current tax is calculated using tax rates that have been
enacted or substantively enacted by the balance sheet date.

Deferred tax is recognised on differences between the carrying amounts of assets and
liabilities in the financial statements and the corresponding tax bases used in the computation of
taxable profit, and is accounted for using the balance sheet liability method. Deferred tax
liabilities are generally recognised for all taxable temporary differences and deferred tax assets
are recognised to the extent that it is probable that taxable profits will be available against which
deductible temporary differences can be utilised. Such assets and liabilities are not recognised
if the temporary difference arises from goodwill or from the initial recognition (other than in a
business combination) of other assets and liabilities in a transaction that affects neither the
taxable profit nor the accounting profit.

Page 19



SHANGHAI HIGHLY (GROUP) CO., LTD.

3.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

©

(u)

Taxation (continued)

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

The carrying amount of deferred tax assets is reviewed at each balance sheet date and
reduced to the extent that it is no longer probable that sufficient taxable profits will be available
to allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when
the liability is settled or the asset realised. Deferred tax is charged or credited to profit or loss,
except when it relates to items charged or credited directly to equity, in which case the deferred
tax is also dealt with in equity.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to
set off current tax assets against current tax liabilities and when they relate to income taxes levied
by the same taxation authority and the Group intends to settle its current tax assets and liabilities
on a net basis.

Borrowing costs

Borrowing costs include interest charges and other costs incurred in connection with
borrowing of funds, including amortisation of discounts or premiums relating to the borrowing,
amortisation of ancillary costs incurred in connection with arranging borrowings and exchange
differences arising from foreign currency borrowings to the extent that they are regarded as an
adjustment to interest costs.

Borrowing costs are expensed as included, except when they are directly attributable to
the acquisition, construction or production of the property, plant and equipment, that necessarily
takes a substantial period of time to get ready for its intended use in which case they are
capitalised as part of the cost of that asset. Capitalisation of borrowing costs commences when
expenditure for the asset and borrowing costs are being incurred and the activities to prepare the
asset for its intended use are in progress. Borrowing costs are capitalised at the weighted
average cost of the related borrowings until the asset is ready for its intended use. If the
resulting carrying amount of the asset exceeds its recoverable amount, an impairment loss is
recorded.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

3.

PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

v)

(w)

x)

)

Government grants

A government grant is recongised in the balance sheet initially as deferred income when
there is reasonable assurance that it will be received and that the Group will comply with the
conditions attaching to it. Grants that compensate the Group for expenses incurred are
recognised as revenue in the income statement on a systematic basis in the same periods in which
the expenses are incurred. Grants that compensate the Group for the cost of an asset are
recognised in the income statement as other operating income on a systematic basis over the
useful life of the asset.

Revenue recognition

Provided it is probable that the economic benefits associated with a transaction will flow
to the company and the revenue and costs, if applicable, can be measured reliably. Sale of
goods is recognised when the significant risks and rewards of ownership of the goods are
transferred to the buyer.

Segment reporting

A segment is a distinguishable component of the Group that is engaged in providing
products or services (business segment), or in providing products or services within a particular
economic environment (geographical segment), which is subject to risks and rewards that are
different from those of other segments.

Use of estimates

The preparation of the financial statements in conformity with IFRS requires
management to make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes.  Actual results could differ from those estimates.

SEGMENT REPORTING

No analysis of the Group’s turnover and contribution to profit from operations by geographical

segment or business segment has been presented as all the Group’s operating activities are carried out in
the PRC and less than 10 per cent of the Group’s turnover and contribution to profit from operations were
derived from activities outside the Group’s manufacturing and sales of compressors used in household air
conditioners in the PRC.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

OTHER OPERATING INCOME

Release of unutilised provision for warranties

Amortisation of deferred government grants for
compensating the cost of an asset

Government grants for compensating expenses incurred

Dividend income

Amortisation of negative goodwill

Reversal of impairment loss on property, plant and equipment

Reversal of impairment loss on available-for-sale investments

Gain on deemed disposal of a subsidiary

Gain on disposal of an associate

Others

OTHER OPERATING EXPENSES

Research and development expenses

Provision for warranties

Loss on disposal of property, plant and equipment

Loss on disposal of available-for-sale investments

Provision for impairment loss on available-for-sale investments
Amortisation of goodwill

Others

2005 2004
RMB’000 RMB’000
5,577 6,616
7,064 6,886
5,776 1,502
1,122 66
- 4,250

12 3,144

267 -

- 2,982

- 1,876

3,457 2,677
23,275 29,999
2005 2004
RMB’000 RMB’000
23,644 22,856
9,587 9,090
6,958 8,985
694 -

- 478

- 146

496 1,553
41,379 43,108
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SHANGHAI HIGHLY (GROUP) CO., LTD.

7. PROFIT FROM OPERATION
2005 2004
RMB’000 RMB’000
Profit from operation is stated after charging/(crediting):-
Depreciation of property, plant and equipment 282,620 259,268
Amortisations of lease prepayments 3,290 3,290
Staff costs (Note 8) 253,099 217,679
Reversal of impairment of property, plant and equipment (12) (3,144)
Loss on disposal of property, plant and equipment 6,958 8,985
8. STAFF COSTS
2005 2004
RMB’000 RMB’000
Wages and salaries 217,769 179,523
Contributions to defined contribution plans 35,330 38,156
253,099 217,679
The number of employees 3,116 3,241

Contributions made by the Group to pension funds are dealt with in the income statement when
incurred. According to the respective pension fund regulations, the Group contributes to pension funds
based on 22.5% (2004: 22%) of the average salary level. The Group remits all pension fund
contributions to the respective social security offices, which are responsible for the payments and
liabilities relating to the pension funds. The Group has no obligation for the payment of retirement and
other post-retirement benefits of employees other than the contributions described above.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

NET FINANCE COSTS

2005 2004
RMB’000 RMB’000
Interest expenses on:
- Bank loans 37,271 42 595
- Discounts of bank notes 19,954 15,172
57,225 57,767
Less: Capitalised in construction in progress (6,479) (1,807)
50,746 55,960

Net foreign exchange (gains)/losses and bank charges (4,113) 1,992
Interest income from bank deposits (3,524) (3,152)
Total finance costs 43,109 54,800

Borrowing cost has been capitalised at the annual rate of 3.37% (2004: 2.8%).
TAXATION

Taxation in the income statement represents:

2005 2004
RMB’000 RMB’000
Current income tax
Provision for PRC income tax 44,259 62,124
Deferred tax
Recognition and reversal of temporary differences 1,264 1,078
Total income tax expenses 45,523 63,202

The Company was established in Jin Qiao Export Processing Zone of Shanghai Pudong
New Area. Accordingly, the Company is subject to the PRC income tax at a preferential rate of

15%.
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SHANGHAI HIGHLY (GROUP) CO., LTD.

10.

11.

TAXATION (CONTINUED)

In accordance with the relevant tax regulations and local income tax concession granted,
the subsidiaries of the Company are subject to the PRC income tax rates ranging from 15% to
33% (2004: 15% to 33%).

Pursuant to the income tax rules and regulations of the PRC, certain subsidiaries of the
Company are entitled to a tax holiday of a tax-free period for two years from their first
profit-making year of operations and thereafter, they are subject to PRC Enterprise income tax at
50% of the applicable income tax rate for the following three years.

(b) The reconciliation between taxation charge and the accounting profit as shown in these financial
statements multiplied by the tax rate of 15% is follows:

2005 2004
RMB’000 RMB’000
Profit before tax 261,165 379,850
Income tax using the applicable preferential tax rate
of 15% 39,715 56,978
Adjustment:
Tax effect of share of results of associates 3,589 2,444
Rate differential on operations of subsidiaries 2,308 1,906
Tax losses not recognised as deferred tax assets 2,110 1,375
Other temporary differences not recognised as
deferred tax assets 57 (1,065)
Tax refund in respect of prior years (3,254) -
Non-deductible expenses net of non-taxable income 1,538 1,564
Taxation charge for the year 45,523 63,202
DIVIDENDS

In June 2005, a cash dividend of RMBO0.2 per share (total dividend RMB91,324 thousands) was
paid to shareholders (2004: Nil).

In respect of the current year, the directors propose that a cash dividend of RMB1.5 per 10 shares
will be paid to shareholders. This dividend is subject to approval by shareholders at the Annual General
Meeting and has not been included as a liability in these financial statements. The total estimated
dividend to be paid is RMB68,494 thousands.
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12. EARNINGS PER SHARE
Earnings per share is calculated based on the profit attributable to equity holders of the parent for
the year of approximately RMB149,597 thousands (2004: RMB231,106 thousands) and the average
number of shares in issue during the year of 456,624,329 (2004: 456,624,329).

The Company had no diluted potential shares outstanding for 2005 and 2004.

13. PROPERTY, PLANT AND EQUIPMENT

Furniture
fixtures Moulds
Motor and and Construction
Buildings  Machinery vehicles  equipment others in progress Total

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

Cost:

At 1 January 2004 387,258 2,300,759 41,594 184,011 99,682 164,618 3,177,922
Additions 4,297 17,629 2,100 11,588 387 231,072 267,073
Transfer from

construction in progress 286 162,806 922 9,929 11,511 (185,454) -
Disposals (514) (30,951) (3,067) (14,100) - - (48,632)
Disposal of a subsidiary - - - (58) - - (58)
At 31 December 2004 391,327 2,450,243 41,549 191,370 111,580 210,236 3,396,305
Additions - 9,290 6,944 14,778 24,203 289,270 344,485
Transfer from

construction in progress 4,073 303,093 - 9,602 - (316,768) -
Disposals - (18,806) (5,632) (2,364) (86,162) (16,117) (129,081)
Reclassification (2,511) (7,238) 3,036 (3,945) - - (10,658)
At 31 December 2005 392,889 2,736,582 45,897 209,441 49,621 166,621 3,601,051
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13.

14.

PROPERTY, PLANT AND EQUIPMENT (CONTINUED)

Furniture
fixtures Moulds
Motor and and Construction
Buildings  Machinery vehicles  equipment others  in progress Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Accumulated depreciation
and impairment losses:
At 1 January 2004 126,770 1,112,611 26,634 109,324 83,048 17,277 1,475,664
Charge for the year 20,829 199,112 4,775 19,941 14,611 - 259,268
Reversal of impairment
loss - - - - - (3,144) (3,144)
Written back on disposal (30) (23,328) (2,391) (11,626) - - (37,375)
Disposal of a subsidiary - - - 4) - - (4)
At 31 December 2004 147,569 1,288,395 29,018 177,635 97,659 14,133 1,694,409
Charge for the year 17,933 214,858 6,910 23,757 19,162 - 282,620
Written back on disposal - (13,337) (4,958) (2,085) (86,162) (14,133) (120,675)
Reversal of impairment
loss - - - (12) - - (12)
Reclassification (2,556) 8,966 (24) (17,044) - - (10,658)
At 31 December 2005 162,946 1,498,882 30,946 122,251 30,659 - 1,845,684
Net book value:
At 31 December 2005 229,943 1,237,700 14,951 87,190 18,962 166,621 1,755,367
At 31 December 2004 243,758 1,161,848 12,531 73,735 13,921 196,103 1,701,896
LONG-TERM LEASE PREPAYMENTS
2005 2004
RMB’000 RMB’000
Balance at 1 January 130,287 133,577
Amortisation for the year (3,290) (3,290)
Balance at 31 December 126,997 130,287

The lease prepayments of the Group represents rentals prepaid in obtaining land use rights in the

PRC for periods between 40 to 50 years.
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15. INTANGIBLE ASSETS

Patents
and licenses Software Total
RMB’000 RMB’000 RMB’000
Cost:
At 1 January 2004 25,129 - 25,129
Additions - 13 13
At 31 December 2004 25,129 13 25,172
Additions 554 - 554
At 31 December 2005 25,713 13 25,726
Accumulated amortisation
At 1 January 2004 23,505 - 23,505
Charge for the year 676 2 678
At 31 December 2004 24,181 2 24,183
Charge for the year 202 2 204
At 31 December 2005 24,383 4 24.387
Net book value
At 31 December 2005 1,330 9 1,339
At 31 December 2004 978 11 989
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16. GOODWILL

Cost:
At 1 January and 31 December 2004
Elimination of amortisation accumulated prior to
the adoption of IFRS 3 (Note 2)

At 31 December 2005
Accumulated amortisation:
At 1 January 2004
Amortisation for the year
At 31 December 2004
Elimination of amortisation accumulated prior to
the adoption of IFRS 3 (Note 2)
At 31 December 2005
Net book value:

At 31 December 2005

At 31 December 2004

17. INVESTMENTS IN ASSOCIATES

Cost of investments in associates
Share of post-acquisition profits, net of dividend received

2005
RMB’000

1,463

(341)

1,122

195
146

341

(341)

1,122

1,122

2005 2004
RMB’000 RMB’000

202,607 202,607
(84,083) (60,156)

118,524 142,451
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17. INVESTMENTS IN ASSOCIATES (CONTINUED)

Details of the Group’s major associates, all of which are established in the PRC, at 31 December
2005 were as follows:

Paid-up Proportion of
Name of company capital ownership interest Principal activities
‘000 2005 2004
Shanghai Zanussi USD27,500 35% 35% Manufacture and sale of
Elettromeccanica Co., Ltd. refrigerator compressors
(“Zanussi”)
Shanghai Highly Nakano USD17,161 43% 43% Manufacture and sale of
Refrigerators Co., Ltd. refrigerator
(“Nakano”)

P g aflsf (&) USD21,000 33.33% 33.33%  Manufacture and sale of
FIL T (Hitachi automobile engine
Highly Automobile Spare
Parts (Shanghai) Co.,

Ltd.*)

* Direct translation of their registered names in the PRC

Summarised financial information in respect of the Group’s associates is set out below:

2005 2004

RMB’000 RMB’000

Total assets 1,157,510 1,114,614
Total liabilities (843,328) (730,046)
Net assets 314,182 384,568
Group’s share of associates’ net assets 118,524 142,451
Revenue 657,112 487,096
Loss for the year (72,047) (47,510)
Group’s share of associates’ losses for the year (23,927) (16,941)
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18.

19.

AVAILABLE-FOR-SALE INVESTMENTS

2005 2004

RMB’000 RMB’000

Legal person shares in listed companies in the PRC * 13,858 13,697
Unlisted investments 100 2,794
13,958 16,491

* Legal person shares in listed companies in the PRC are currently not allowed to be traded on

any stock exchange in the PRC.

DEFERRED TAX ASSETS
2005 2004
RMB’000 RMB’000
Balance at 1 January 4,622 5,700
Charge for the year (1,264) (1,078)
Balance at 31 December 3,358 4,622
The following are major deferred tax assets recognised by the Group:
2005 2004
RMB’000 RMB’000
Provision for warranties 1,456 2,184
Inventories provision 2,308 2,094
Provision for doubtful debts of other receivable 1,482 1,070
Interest capitalisation (1,888) (726)
3,358 4,622
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20.

21.

INVENTORIES

2005 2004
RMB’000 RMB’000
Raw materials 143,435 136,185
Work in progress 24,161 31,500
Finished goods 455,221 455,140
622,817 622,825
Inventories stated at net realisable value 82,299 62,974

TRADE AND OTHER RECEIVABLES AND PREPAYMENTS
2005 2004
RMB’000 RMB’000
Trade receivables 633,330 287,082
Notes receivable 108,697 412,530
Other receivables and prepayments 66,256 101,461
Receivable due from related parties 10,390 5,410
818,673 806,483

All trade and other receivable are expected to be settled or utilised within one year.
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22, INTEREST-BEARING BORROWINGS

2005 2004
Interest rate Amount Interest rate Amount
per annum RMB’000 per annum RMB’000
Secured bank loans - - 5.22% 30,000
Unsecured bank loans:
-in RMB 4.176% 753,000 4.54% 746,600
to 5.58% t0 5.49%
- in United State dollars LIBOR+0.7% 16,140 1.53% 206,913
to 3.54%
- in Japanese Yen 0.879% 28,861 - -
to 0.881%
798,001 983,513
The borrowings are repayable as follows:
Within one year (shown under current
liabilities) 796,001 979,513
In the second year 2,000 4,000
798,001 983,513

The directors estimate the fair value of the Group’s borrowings, by discounting their future cash
flows at the market rate, to be RMB782,993 thousands as at 31 December 2005.
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23.

24,

25.

TRADE AND OTHER PAYABLES AND ACCRUALS

2005 2004
RMB’000 RMB’000
Trade payables 441,983 519,580
Bills payable 246,939 41,300
Other payables and accrued expenses 223,742 230,937
912,664 791,817
All trade and other payables are expected to be settled within one year.
PROVISION FOR WARRANTIES
2005 2004
RMB’000 RMB’000
Balance at 1 January 14,557 20,120
Provision made during the year 9,587 9,090
Utilised during the year (8,860) (8,037)
Reversed during the year (5,577) (6,616)
Balance at 31 December 9,707 14,557
DEFERRED GOVERNMENT GRANTS
2005 2004
RMB’000 RMB’000
Balance at 1 January 52,594 56,996
Government grants received - 2,484
Amortisation of government grants (7,064) (6,886)
Balance at 31 December 45,530 52,594
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26.

SHARE CAPITAL

A share B share Total
Domestic-  Domestic-
State- Legal allylisted ally listed
owned person ordinary foreign
share shares share share

RMB’000 RMB’000 RMB’000 RMB’000 RMB’00

At 1 January 2004 120,000 60,840 20,280 179,400 380,520
Capitalisation of share
premium (i) 24,000 12,168 4,056 35,880 76,104
At 31 December 2004 144,000 73,008 24,336 215,280 456,624
Restructure of shares (ii) (8,518) - 8,518 - -
At 31 December and 2005 135,482 73,008 32,854 215,280 456,624
Q) Pursuant to a resolution passed at the directors’ meeting on 20 April 2004 and approved at the

(i)

Annual General Meeting on 28 May 2004, the Company increased its share capital from
RMB380,520 thousands to RMB456,624 thousands through capitalisation of share premium
amounted to RMB76,104 thousands.

Pursuant to a Share Restructure Proposal approved by holders of A shares at a meeting held on 25
November 2005, Shanghai Light Industry Holding (Group) Co., the holder of the Company’s
State-owned shares, would transfer the shares it holds to all holders of domestically listed A
shares at the rate of 3.5 State-owned shares for every 10 domestically listed A shares held free of
charge in exchange for the public trading right of all the non-publicly trading shares. The
proposal was fully implemented on 21 December 2005 (the “Effective Date”). Under the
proposal, all holders of the non-publicly trading shares are not permitted to trade their shares
publicly for 12 months from the Effective Date of the proposal. Holders of the Stated-owned
shares holding more than 5% of the Company’s total shares are not permitted to trade more than
5% and 10% of the shares they holds publicly within the subsequent 12 months and 24 months
respectively.

All holders of A shares and B shares are entitled to receive dividends as declared from time to

time and are entitled to one vote per share at meetings of the Company. All A shares and B shares
ranked pari passu with regard to the Company’s residual assets.
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27.

RESERVES

Distribution of statutory reserves and statutory public welfare fund were made in accordance with

the relevant rules and regulations in the PRC and the Articles of Association of the Company and its
subsidiaries and were approved by the respective boards of directors.

(@)

(b)

(©

Statutory reserve

According to the respective Articles of Association, the Company and certain of its
subsidiaries are required to transfer 10% of their profit after taxation, as determined under PRC
accounting regulations, to the statutory reserve until the reserve balance reaches 50% of the
registered capital. The transfer to this reserve must be made before the distribution of dividends
to shareholders or investors.  Statutory reserve can be used to make good previous years’ losses, if
any. In the case of the Company, the statutory reserve may also be converted into share capital by
the issue of new shares to shareholders in proportion to their existing shareholdings. For the
subsidiaries, the statutory reserves may be converted into paid-in capital in proportion to the
existing equity interest of the subsidiaries’ investors.

Statutory public welfare fund

According to the respective Articles of Association, the Company and its subsidiaries are
required to transfer 5% to 10% of their profit after taxation, as determined under PRC accounting
regulations, to the statutory public welfare fund. The transfer to this fund must be made before
the distribution of dividends to shareholders or investors. Statutory public welfare fund can
only be used for the collective welfare of the Company’s and respective subsidiaries’ employees
such as the construction of staff quarters. This fund is non-distributable other than in
liquidation.

Reserve fund and enterprise expansion fund

Certain of the Company’s subsidiaries are established as sino-foreign joint venture
companies. According to the respective Articles of Association, these subsidiaries are required
to transfer 10% of their profit after taxation, as determined under PRC accounting regulations, to
the reserve fund until the balance of the reserve fund is equal to 50% of their registered capital.

Moreover, these subsidiaries are required to transfer a certain percentage of their profit
after taxation, as determined under PRC accounting regulations, to the enterprise expansion fund.
During the year, appropriations were made by these subsidiaries to the reserve fund and the
enterprise expansion fund separately at 10% of their profits after taxation as determined under
PRC accounting regulations.

The reserve fund can be used to make good previous years’ losses and to increase the
paid-up capital of these subsidiaries while the enterprise expansion fund can be used to increase
the paid-up capital of these subsidiaries and to acquire fixed assets.
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28. OPERATING LEASE ARRANGEMENTS
Leases as lessee

At the balance sheet date, the Group had outstanding commitments under non-cancellable
operating leases, which fall due as follows:

2005 2004
RMB’000 RMB’000
Within one year - 772

The Group leases a number of warehouses under operating lease. The leases typically run for
an initial period of between one and twelve months, with an option to renew thereafter. Lease payments
are usually increased annually to reflect market rentals. None of the leases includes contingent rentals.

RMB5,704 thousands was recognized as an expense in the income statement in respect of
operating leases for the year ended 31 December 2005 (2004: RMB2,936 thousands).

29. COMMITMENS

Capital commitments outstanding at 31 December 2005 not provided for in the financial
statements were as follows:

2005 2004
RMB’000 RMB’000
Contracted for
- Plant and equipment 124,302 66,771
Authorised but not contracted for
- Plant and equipment 228,529 83,907

Page 37



SHANGHAI HIGHLY (GROUP) CO., LTD.

30.

31.

CONTINGENT LIABILITIES

Contingent liabilities of the Group are summarised as follows:

2005 2004

RMB’000 RMB’000

Guarantees for bank loans and borrowings of an associate 107,500 99,000
Guarantees for bank acceptances notes of an associate 10,000 10,000
117,500 109,000

RELATED PARTY TRANSACTIONS

At 31 December 2005, the ultimate holding company of the Group was Shanghai Light Industry

Holding (Group) Co. which was incorporated in the PRC.

Transactions between the Company and its subsidiaries, which are related parties of the Company,

have been eliminated on consolidation and are not disclosed in this note.
between the Group and other related parties are disclosed below:

(@) Trading transactions

Details of transactions

During the year, the Group entered into the following trading transactions with related

parties that are not members of the Group:

2005

RMB’000

Sales to associates 27,770
Purchases from an associate 5,538

2004
RMB’000

26,761
4,595

The management is of the opinion that the above transactions took place in the normal

course of business and under normal commercial terms.
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31. RELATED PARTY TRANSACTIONS (CONTINUED)
(b) Balances with related parties
All balances due from/to related companies are unsecured, non-interest bearing and with
no predetermined repayment terms.
(c) Compensation of key management personnel

The remuneration of directors and other members of key management during the year
was as follows:

Total remuneration included in “Staff Costs” (Note 8).

2005 2004

RMB’000 RMB’000

Directors 765 675
Other members of key management 1,303 1,465
2,068 2,140

(d) Other transactions with related paties

Except for guarantees provided for banking facilities of an associate as disclosed in note
30, the Group had no other material related party transaction.

32. FINANCIAL INSTRUMENTS

Exposure to credit, interest rate and currency risks arises in the normal course of the Group’s
business.

Financial assets of the Group include cash and cash equivalents, trade and other receivables.
Financial liabilities of the Group include interest-bearing loans, trade and other payables.

€)] Interest risk

Details of the Group's interest rate and repayment terms of interest-bearing loans
are set out in note 22 to the financial statements.
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32.

FINANCIAL INSTRUMENTS (CONTINUED)

(b)

(©)

(d)

Credit risk

Management has a credit policy in place and the exposure to credit risk is
monitored on an ongoing basis. Credit evaluations are performed on all customers
requiring credit over a certain amount.

Cash is placed with a group of banks with good credit ratings. Credit risk on
trade and other receivables has already been taken into account as trade and other
receivables are shown in the balance sheet net of impairment losses.

At the balance sheet date there were no significant concentrations of credit risk.
The maximum exposure to credit risk is represented by the carrying amount of each
financial asset in the balance sheet.

Foreign currency risk

The Group incurs foreign currency risk on sales, purchases, bank deposits and
borrowings that are denominated in a currency other than Renminbi. The currencies
giving rise to this risk are primarily United States Dollars and Japanese Yen.

The carrying amounts of significant financial assets and liabilities approximate
their respective fair values as at 31 December 2004.

Renminbi is not freely convertible into foreign currencies. All foreign
exchange transactions involving Renminbi must take place through the People’s Bank of
China or other institutions authorised to buy and sell foreign exchange. The exchange
rates adopted for the foreign exchange transactions are the rates of exchange quoted by
the People’s Bank of China that are determined largely by supply and demand.

Fair value

Fair value estimates are made at a specific point in time and based on relevant
market information and information about the financial instruments. These estimates
are subjective in nature and involve uncertainties and matters of significant judgment and
therefore cannot be determined with precision. Changes in assumptions could
significantly affect the estimates.
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32. FINANCIAL INSTRUMENTS (CONTINUED)

(d) Fair value (continued)

The following methods and assumptions were used to estimate the fair value for

each class of financial instruments:

(i) Cash and cash equivalents, trade and other receivables, trade and other payables

maturities of these instruments.

(i) Bank loans

The carrying values approximate fair value because of the short

The carrying amount of bank loans approximates their fair value based

on the borrowing rates currently available for bank loans with similar terms and

maturity.

33. PRINCIPAL SUBSIDIARIES

As of 31 December 2005, the Group had consolidated the following subsidiaries which all
established and are operating in the PRC:

Name of company

Shanghai Hitachi Electrical
Appliances Co., Ltd.

Shanghai Senlin Electrical
Appliances Co., Ltd.

A E B Pk B SRS T
fil (in Xuan Real Estate
Development Company*)

Paid up
capital
‘000

USD159,040

USD60,000

RMB17,300

Proportion of

ownership interest

held directly
2005 2004
75% 75%
75% 5%
100% 100%

Principal activities

Manufacture and sale of
air-conditioner
compressors

Manufacture and sale of
air-conditioner
compressors, refrigerator
compressors and
dehumidifier compressors

Property letting
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33.

34.

PRINCIPAL SUBSIDIARIES (CONTINUED)

Proportion of

Paid up ownership interest
Name of company capital held directly Principal activities
‘000 2005 2004
_HENE S £ RMB30,700 80% 80% Foundry and machine
(Shanghai Ijughly Foundry processing of compressor
Co., Ltd.*) casts
Shanghai Highly Automatic RMB10,000 70% 70% Manufacture and sale of
Electric Co., Ltd. (“Highly refrigerators
Automatic”)
1ENEEE S TL«" 1N ;IJ RMB1,000 80% 80% Manufacture and sale of
(Shanghai Ijilyun Art plastic flower and other
Flower Co., Ltd.*) plastic products
YEEE B BT B E [P F[J RMB5,000 80% 80% Overseas and domestic
(Shanghai Highly Trading trading
Co., Ltd.*)

* The names of the above companies are directly translated from their registered names in
Chinese and may not represent their legal names.

SUBSEQUENT EVENTS

The Group and Hitachi Home and Life Solutions Inc. (“HHLSI”) holds 75% and 25% equity
interest respectively over both Shanghai Hitachi Electrical Appliances Co., Ltd. (“Shanghai Hitachi™) and
Shanghai Senlin Electrical Appliances Co., Ltd. (“Senlin”). On 1 January 2006, the business
undertaking of Senlin, including all its rights and obligations, assets and liabilities, business and
employees were injected into Shanghai Hitachi. After the business combination, the equity interest of
Shanghai Hitachi held by the Group and HHLSI remains unchanged at 75% and 25% respectively. As
at 20 April 2006, Senlin was in process of dissolution.
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35. IMPACT OF IFRS ADJUSTMENTS ON PROFIT FOR THE YEAR AND EQUITY
ATTRIBUTABLE TO EQUITY HOLDERS OF THE PARENT

The statutory accounts of the Group are prepared in accordance with PRC accounting regulations
applicable to joint stock limited companies. These accounting principles differ in certain significant
respects from IFRS. The effects of these differences on the profit for the year attributable to the parent
for the year ended 31 December 2005 and equity attributable to equity interests of the parent at that date
are summarised as follows:

Profit for the Equity
year attributable  attributable to
to equity holders  equity holders

of the parent of the parent

RMB’000 RMB’000

As determined pursuant to PRC

accounting regulations 146,808 1,325,800
Difference in recognition of appropriations to

staff and workers’ bonus and welfare fund (16,248) -
Difference in recognition and amortisation of goodwill 3,589 42,276
Difference in elimination of unrealised intercompany

profits 4,161 (6,463)
Difference in recognition of government grants 7,124 (46,076)
Difference in cost and depreciation of property, plant

and equipment due to foreign exchange 335 (13,717)
Difference in recognition of unrealised exchange gain - 61,228
Recognition of deferred tax assets (1,264) 3,358
Difference in recognition of interest capitalisation 5,691 10,621
Effect of minority interests (1,178) (18,168)
Others 579 -
As determined pursuant to IFRS 149,597 1,358,859

36. COMPARATIVE FIGURES

Certain comparative figures of 2004 have been reclassified to conform to current year’s
presentation.
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