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Mission
Through sports, we inspire people the desire and
power to make breakthroughs

Vision

A world’s leading brand in the sports goods industry

Core Values

Live for Dream, Integrity and Commitment, We
Culture, Achieving Excellence, Consumer Oriented,
Breakthrough
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Corporate Profile

Li Ning Company Limited is one of the leading sports brand enterprises in the PRC, possessing
brand marketing, research and development, design, manufacturing, distribution and retail
capabilities. The Group's products mainly include footwear, apparel, accessories and equipment
for sport and leisure uses under its own LI-NING brand. The Group has established an extensive
supply chain management system, and a distribution and retail network in the PRC primarily
through outsourcing of manufacturing operations and distribution via franchised agents. The
Group also directly manages retail stores for the LI-NING brand.

The Group adopts a multi-brand business development strategy. In addition to its core
LI-NING brand, the Group distributes sports products under its Z-DO brand via hypermarket
channel. The Group has established a joint venture with AIGLE under which the joint venture
has been granted an exclusive right by AIGLE to manufacture, market, distribute and sell
outdoor sports products under the French brand AIGLE for 50 years in the PRC. The Group
has a controlling interest in Shanghai Double Happiness, which together with its subsidiaries
are principally engaged in manufacture, research and development, marketing and sale of
table tennis and other sports equipment under the Double Happiness brand. A member of
the Group has also entered into an exclusive 20-year license agreement with Lotto Sport to
develop, manufacture, market, distribute and sell licensed products under the Italian sports
fashion brand Lotto in the PRC. The Group has also acquired the entire issued share capital
of Kason Sports, which together with its subsidiary are principally engaged in the research
and development, manufacture and sale of professional badminton equipment.
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- Mr. Li Ning was honoured
“2008 CCTV Businessman

- The LI-NING Centre Laboratory passed the China
National Accreditation Service for Conformity
Assessment, becoming the first accredited

- Announced the sponsorship of the world
famous pole vault champion, Elena
Isinbayeva

the
of the Year”

- Announced the sponsorship of the
Olympic gold medal-winning team,
Chinese National Badminton Team

laboratory in the sporting goods industry

- In full LI-NING gear, the
Chinese National Badminton
Team won the championship
“2009 LI-NING Sudirman Cu
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- Entered into strategic
collaboration with Beijing CSI
Bally Total Fitness Investment
Management Limited

- The grand opening of LI-NING brand
flagship store in Singapore

Publicity of the acquisition of the entire

issued share capital of Kason Sports

- LI-NING brand as the diamond sponsor and
exclusive sports brand for the Fifth East
Asian Games and the Torch Relay

- LI-NING brand awarded by CCTV as the “60th Anniversary
of the Founding of the PRC - 60 Brands Promoting China's
Economy and with Impact on People’s Lives”



September
ﬁ\ f - Opening of the “BWF Super Series
~

- 2009 LI-NING China Masters”

f - Honoured “Employer of China 2009 - Best Companies to Work
For” organised by Watson Wyatt and Fortune (Chinese version)

- The United Nations World Food Programme
appointed Mr. Li Ning as China’s first
“"WFP Goodwill Ambassador against Hunger”

October

- Opening of “BWF Super Series

- LI-NING brand's “Dragon Scale”
- LI-NING China Open 2009

basketball shoes, “G-Shark” basketball
shoes and “Taichi” football shoes were
winners of the “iF Design Award China
2009"

December

- LI-NING brand’s “X-Claw"” cross-country running shoes,
“Fossil” upstream shoes and “G-Shark” basketball shoes
were awarded the “China Red Star Design Award 2009"

December

- Honoured “The Most - The grand opening of the first - Honoured the “Best 50
Respectable Enterprise in LI-NING brand badminton Workplaces” and “The Most
China" for the third time store in Hong Kong Favourite Brand by University

Students”
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Hong Kong

Telephone: +852 3102 0926
Fax: +852 3102 0927
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(All amounts in RMB thousands unless otherwise stated)

Year ended 31 December

2008 2007 2006 2005
Operation results:
Revenue 8,386,910 6,690,073 4,348,747 3,180,543 2,450,536
Operating profit 1,341,896 960,213 609,855 402,518 271,497
Profit before income tax 1,283,130 929,238 618,532 401,153 273,451
Profit attributable to equity holders 944,524 721,267 473,606 294,846 186,800
Earnings before interest, tax,
depreciation and amortisation (EBITDA) 1,524,911 1,070,516 681,764 438,407 296,435
Assets and liabilities:
Non-current assets 2,215,895 1,518,985 607,052 276,476 119,615
Current assets 3,161,975 2,817,944 2,173,799 1,888,809 1,463,196
rrent liabilities 1,864,928 2,086,843 977,429 688,452 404,515
1,297,047 731,101 1,196,370 1,200,357 1,058,681
5,377,870 4,336,929 2,780,851 2,165,285 1,582,811
Total assets less curre 3,512,942 2,250,086 1,803,422 1,476,833 1,178,296
Equity attributable to equity holde 2,674,508 1,896,413 1,744,601 1,399,490 1,160,924

Key financial indicators:
Gross profit margin 47.3% 47 .9% 47.4% 46.0%
Margin of profit attributable to equity holders 11.3% .8% 9% 9.3% 7.6%
EBITDA ratio 18.2% . - 6 12.1%
Earnings per share
— basic (RMB cents) 90.75

i MB cents) 89.61 68.64
are (RMB cents) 36.12 49.67 22.85 11.44 7.30
holders’ equity 41.3% 39.6% 30.1% 23.0% 17.2%
ets per share (RMB cents) 153.65 138.44 157.63 127.00 112.42
94.1% 118.5% 59.4% 53.5% 35.0%

tio
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/A~ Chairman’s Statement

Chairman

Mr. LI Ning

Dear Shareholders,

Introduction

2009 was an extremely challenging year with economies around the
world swept by the financial turmoil. China was also impacted by this
extremely devastating crisis, especially in the first half of the year.
The fast-moving consumer goods sector that the Group operates
in is highly subject to economic volatility, with weak consumer

sentiment further eroding the retail industry as a whole.

The year 2009 marked the beginning of the Group's five-year strategic
plan 2009-2013. In light of the difficult economic environment,
the Group, under the excellent leadership of the management
and relentless efforts of our staff, reinforced its financial strength
and boosted its competitiveness in key areas including branding,
products and new sports category, thus achieving solid business
and financial growth. Such performance is not only a testament to
the Group's business strategy and strong execution capabilities,
but also a demonstration of the strong resilience of the Group's

business model.




Financial Performance

For the year ended 31 December 2009, the Group recorded good results in the areas of
revenue, profit, return on equity and cash flow, thanks to a host of sound and effective
management measures. During the year, the Group’s revenue recorded a 25.4% growth
to RMB8,387 million. Profit attributable to equity holders grew 31.0% to RMB945 million.
Return on equity attributable to equity holders reached 41.3%, up 1.7 percentage points
compared with 2008. Basic earnings per share increased by 30.3% to RMB90.75 cents.
The Board has recommended a final dividend of RMB22.54 cents per Share for the year
ended 31 December 2009.

Building on Core Strengths

As China’s sports goods market becomes increasingly mature, we believe the industry
is set to experience a consolidation phase in which weak players will be eliminated by
their stronger peers. The focus of competition in the industry will gradually shift from

channel expansion to product differentiation and brand innovation.

During the year, the Group further strengthened its core competitiveness in brand building
and product design and development, thus enhancing its ability to meet forthcoming

challenges, laying a good foundation for fostering steady growth over the long term.

Brand Innovation

The Group's success in integrated marketing and promotion during the 2008 Beijing
Olympics created a solid foundation for future enhancement of the LI-NING brand. The
brand reputation of the LI-NING brand enables us to bring our brand building to the

next level and to communicate with consumers at a greater depth.

If\ 11
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Chairman’s Statement

The success of a brand hinges on the unique value it creates, underpinned by a core
sports category that can support its development over the long term. In 2009, the Group
successfully signed up the Chinese National Badminton Team. Playing in full LI-NING
gear, the Chinese National Badminton Team was crowned the champion of the “2009
LI-NING Sudirman Cup”. This victory symbolised LI-NING brand’s successful entry into

the badminton segment.

The badminton market experienced rapid expansion in China due to the high level
of participation in the sport by the country’s population and there is still ample room
for further expansion. The proficiency of Chinese nationals in badminton is among the
highest in the world, with the national badminton team to amateur badminton players,

all playing pivotal roles in promoting the development of the sport in China.

After a long period of preparation, LI-NING brand’s core technologies related to design,
research and development and production of badminton equipment have achieved a
level enabling it to become a competent provider of commercial badminton products as
well as a professional sponsor which has won high recognition from the Chinese National
Badminton Team. The Group is dedicated to developing badminton to be a sport that
has the strongest connectivity with the LI-NING brand, with a view to differentiate it

from top international brands.

Product Innovation

The success in brand building hinges on establishing unrivalled advantage in its products.
As one of the leading sports brands in China, the Group has invested tremendous efforts
in product research and development, so as to provide products that are professional

and meet the needs of consumers.



f~, Chairman’s Statement

Our professional products come about from in-depth communication between our
design, research and development team and the athletes, combined with the advanced
technology we deploy, and through repeated product tests and trials before committing
to production. The major performance benchmarks for the design and functions of our
professional products are nearly on par with those of the international top brands.
We are able to equip athletes with fit and comfortable gear that can deliver reliable
performance and adequately address their individual needs, thus enabling them to excel
in their particular sport categories. Our outstanding professional products series include
the professional gear supplied to the various Chinese National Teams sponsored by
the Group, the basketball shoes for selected NBA stars, the tennis gear for ATP tennis
players, and the gear for the pole vault queen, Elena Isinbayeva, and they all have

received high praise and recognition from the sponsored athletes.

While we work on making our products more professional and more international,
the LI-NING brand has also blended sports and fashion elements to provide consumers
with more and better product perceptions. During the year, a number of the Group's
footwear designs won the “iF Design Award China 2009” and the “"China Red Star Design
Award 2009" (20094 BB 5HAL £ #2). These awards are testimony to the strengths
in product design and research and development of the LI-NING brand.

Multi-brand Strategy

The multi-brand strategy constitutes an integral part of the Group’s overall strategic
planning. It plays a complementary and synergistic role to the core LI-NING brand, and

growth of the Group's business over the long term.

During 2009, the Group put its Lotto brand sports fashion new business into full swing and
launched a collection of brand new products and image shops of Lotto brand, which met
with positive market response. The diversified and leisure-oriented lifestyle of consumers
is driving the rapid growth of the leisure sports fashion market in China. We envisage a

positive prospect for the development of the Lotto brand business in China.

As part of the Group's badminton strategy, we have completed the acquisition of the
entire issued share capital of Kason Sports. This acquisition enables us to amalgamate
Kason brand's industry-leading production technology and research and development
capabilities with our core competencies and competitive advantages. It also facilitates
us to fully leverage the respective marketing resources in segments which Kason brand
and LI-NING brand complement each other, so as to rapidly increase the Group's market

share in the badminton segment.

Taking LI-NING Brand International

The value of a sports brand is universal. The Group, therefore, considers grooming
LI-NING into a global brand as one of its ultimate goals. The Group considers China
is still the most attractive market for the immediate future. As such, the Group still
regards China as its major market for the five-year strategic plan 2009-2013. Meanwhile,
we are conducting various tests and pilot programmes to better prepare ourselves for
the fully-fledged launch of our brand into the international market in our next stage

of development.

In 2009, we rolled out the LI-NING brand badminton gear in Southeast Asia, one of the

the first LI-NING brand badminton flagship




Our research and development capability, persistent efforts in enhancing our brand value
and optimisation of our supply chain to accommodate international operations all play
crucial roles in preparing us to take the LI-NING brand international. We will continue
to build our competencies and further advance our brand internationalisation strategy

so as to establish a firm foundation for our expansion into the overseas markets.

Outlook

In response to the various stimulus packages the Central Government has implemented,
China’s economy exhibited momentum pointing to a revival since the beginning of the
second half of 2009. In the sporting goods market, retailers are narrowing the discounts
offered to consumers and the industry trade inventory level is improving. We expect the

sports goods market to begin a steady recovery in the second quarter of 2010.

In the medium to long term, the country’s sporting goods market will be fueled by
sustainable growth drivers including on-going urbanisation, increasing per capita
disposable income of the urban population, rising domestic consumption power and the
escalating demand for leisure lifestyles and sports activities. The series of international
sports events, such as the Guangzhou 2010 Asian Games and the World Cup, will continue

to broaden the development of China’s sporting goods industry.

Meanwhile, we are aware of the intense market competition with the entrance of new
participants. We envisage a consolidation within the industry which will see those

brands with more unique personalities and being better able to resonate positively

with consumers win and emerge as even stronger players.

If\ 13
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Chairman’s Statement

In 2010, the Group shall continue to adopt a proactive, yet prudent strategy to deploy
more resources in building our core competencies and competitiveness relating to branding
and products. We will also continue to improve ourselves in the area of integrating the
product, retail management and communication with consumers so as to achieve stable

operation and steady growth to create greater value for Shareholders and investors.

History has shown us that, for those who are well prepared, challenges and crisis are
actually opportunities to nurture existing capabilities and achieve breakthroughs.
The Group was born 20 years ago from the dream of an Olympic champion and has
overcome many challenges. The Group's management team, distributors, suppliers and
employees all applied their wisdom to help improve the Group’s core competencies,
expand into new businesses and establish the multi-brand business model. These
efforts have achieved fruitful results. On behalf of the Board, | am extending my
gratitude to the management team and our staff for their wisdom and hard work and
the Shareholders for their support. These were instrumental in driving the Group
to excel and break new ground in achieving healthy and steady growth during the

immensely challenging year of 2009.

Li Ning

Chairman

Hong Kong, 17 March 2010




’ A~ Interview with the CEO

Chief Executive Officer
Mr. ZHANG Zhi Yong

* The Group has achieved satisfactory results for 2009. What are the
areas that you consider the Group can perform even better?

e In 2009 the global financial crisis, combined with the cooling of
the Beijing Olympics euphoria, brought about great challenges for
China’s economy, which resulted in tremendous pressure on the
growth of sporting goods industry as a whole and new challenges
for the Group. Against this challenging environment, however, the

Group was still able to achieve relatively strong results.

In addition to financial performance, | feel one of our major
milestones during the year was our successful breakthrough, after
meticulous planning, into the badminton sport. The sales revenue
and market share we achieved so far in this sector have already

exceeded our expectations.

We also successfully rolled out our Lotto brand business as a
strategic project during the year. The introduction of new products,
new brand promotion campaigns, new store openings as well as
major financial indicators for this business segment are well within

our expectations and targets.

In terms of store opening, we continued to target strategic growth and
penetration in second- and third-tier cities and met our distribution
network target for the LI-NING brand stores for the year.



However, due to the impact of macro-economic environment, our performance at
the retail level did not meet our expectations. As we expand horizontally, there
is still room for us to improve same-store sales growth via the enhancement of
retail level management.

* What are the focuses for the Group in 2010?
e Under the Group's strategic plan, our focus in 2010 will be on branding, product
development, distribution management, and supply chain management. However, in
terms of the depth and strategic focus, we are adopting a carefully-planned, step-by-
step approach when it comes to implementation.

If the market in China has one defining feature, it is that customer preferences are
changing rapidly and the consumers are becoming increasingly sophisticated. They are
looking deeper into a brand’s value and seeking relevance of this value with the essence
of sports. As you are probably aware, we have been putting increasing emphasis on
brand and product innovation over the last few years because we believe that these two
core competencies are crucial in securing our success in the sporting goods industry in
China. In 2010, we will continue our efforts in these two areas and bring about a totally
refreshed experience to the market from product research and development through
brand marketing all the way to the retail level. We are taking our communication with
consumers to greater heights in terms of our brand image, philosophy, and personality
in order to expand the sphere of influence of the LI-NING brand.

On the other hand, we will continue to improve management of our distribution channels,
providing our distributors with services that align more closely with their needs and help
spur their development. We will speed up establishment of teams which focus on the
Southern, the Eastern and the Northern regions in China, and implement better-tailored
management systems to cater to the specific needs of different regions, especially through
providing strategic guidance to our distributors on merchandising and management of
product lifecycles to boost efficiency of our retail operations. We will also integrate our
supply chain and IT systems further to enhance efficiency at the retail level.

N\
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Furthermore, we will drive forward our expansion in strategic businesses and brands,
especially in the area of badminton and the Lotto brand business.

¢ We notice the Group has started making some significant inroads into its expansion into
the international market in 2009. How does the Group develop its internationalisation
strategy?

® In our external communications, we have been emphasising that for the five years
from 2009-2013, we plan to establish the foundations and nurture our capabilities for our
international expansion, including human resources, distribution model management,
supply chain management, products and market intelligence. During this period, as we
gradually increase our investment in resources, we expect to gain a wealth of experience
through market testing so that we fully comprehend the potential risks and challenges
in order to ensure a smooth roll-out of our internationalisation strategy from 2014 to
2018.

In terms of market selection, we have already begun with our regional neighbours,
including Singapore and Hong Kong. These markets share similar consumer characteristics
and culture with mainland China and similar level of enthusiasm for badminton, a
demographic that can help the LI-NING brand develop badminton into a core business
segment. These pilot projects can also test that the Group's existing supply chain can
support retail operations in Hong Kong and other Southeast Asian regions, or what
resources we need to invest to ensure a robust and effective supply chain.




f~=, |nterview with the CEO

In early 2010, we opened the first LI-NING brand store in the United States and began
communicating our forthcoming launch into the country’s mainstream retail channels.
Our in-depth research shows that, compared with Continental Europe, the distribution
channels in the USA are more mature and that product mix is key to success. As such,
we will focus on testing of human resources, supply chain and product planning, etc.
in the United States market.

Having said that, the China market remains our primary focus of attention and we will
concentrate our resources on reinforcing our leading position in China and becoming
an even stronger industry player in order to have a strong foundation from which to
launch our internationalisation strategy.

* What do you consider are the biggest challenges facing the Company, both internally
and externally and why?

e With humble beginning as a dream by a Chinese national athlete, the Group has
gone through many difficulties and challenges to secure its present position as a
leader in the sporting goods industry in China. The sporting goods industry in China
is wide open to competition and has very few entry barriers. This is an industry that
features co-existence of extremely divergent market opportunities, business models and
participants in different stages of their corporate lifecycles. The retail environment is also
changing rapidly, as are consumers’ preferences. In addition to our persistent efforts on
improving distribution and the supply chain, the Group has continuously reached out
to the market to keep on top of changes in consumer environment and consumption
behaviour in order to enhance its brand influence and introduce other products so as
to accommodate rapidly shifting demand. Our conviction “to entice consumers using
the essence of sports” is in itself a very challenging mission. We have been working
diligently on this mission and generating good results.

As far as management within the organisation is concerned, we constantly remain
vigilant in reviewing and perfecting our management systems, organisation structure,
culture and human resources in order to manage the Group's overall development. As
we navigate our way through this rapidly changing environment, we are investing in
new ways to improve our market share, sales volume, average selling price and gross
margin, in order to achieve consistent and steady development.

* As the Group’s CEO, what keeps you up at night?

® | have been serving the Company for almost 18 years. The Company’s growth in
the last two decades in essence mirrors my own development as a growing adult. As
the Company has matured in the areas of management structure, management team,
branding and supply chain management, product development and distribution channel
management, | have been relieved of much of my burden in overseeing these areas.
There is no doubt in our belief that the long-term growth of this business lies in the
development of strong distributed management with a systematic structure rather than
a handful of individual leaders with superior personal acumen.

The Company has today grown to a considerable scale. On the other hand, the Company
has shouldered much of the responsibility to perform and excel from all stakeholders,
large and small, including consumers, Shareholders, myself, the management team,
staff members and business partners. Admittedly, these expectations have applied
much pressure on myself.

On the other hand, | am crystal clear that the Company has picked the right industry
in the right economic environment. The Company aspires to be an outstanding player
in the sporting goods industry in China and in the world. |, and all of my colleagues,
share this same aspiration. Personally, it is this guiding light which gives me the passion
and drive to succeed.



| have been often asked myself the question: “"How can | ensure that the Group
will continue to grow steadily for a prolonged period at a pace faster than industry
average?” My thoughts have always been concentrated on long-term strategic planning
for the Group’s future development. What keeps me awake at times is reflecting on
my experiences in strategic planning and implementation. Nonetheless, | am glad and
delighted to have these reflections. They give me strength and help support the Group's

long-term development.

In addition, talent development and organisational capabilities are also my major areas
of concern. Talent is the lifeblood of the long-term development of an organisation. In
this regard, we have a clear objective — to establish the Company as the best company
in China in terms of attracting and nurturing talent. We strongly believe that we need

to amass and develop our experience steadfastly to achieve this end.

I
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A Interview with the CFO

* What is your assessment of the financial performance of the Group in 2009?

e Echoing the points that our Chairman and CEO have mentioned, 2009 was a year
full of challenges for both the Company and the sporting goods industry in China as a
whole. Thanks to the relentless hard work of our colleagues at all levels and the ongoing
support from suppliers, distributors and consumers, the Group’s performance in key
financial indicators including revenue, profit and ROE (return on equity), etc, managed
to meet the Group's internal targets. | am particularly delighted to see the significant
improvements in our management of cash, working capital and operating overheads as
these are areas very important for us to ensure we grow our market share and maintain
our competitiveness. On the whole, | am glad to see significant improvements in these
aspects after completing my first year of service with the Company.

* What makes the Company continue to be an attractive investment?

e Our investors are very smart and highly qualified to establish their own judgments on
the value of a particular company with reference to their own sets of criteria. From our
experience of maintaining regular dialogue with them, | believe they are particularly
interested in the following areas:

Firstly, | believe it is the Company’s position as a pioneer of the sporting goods industry
in China and track record of consistent and steady growth. We have evolved into one of
the leading players in the industry in China after almost two decades of development.
Yet we constantly pursue improvements, breakthroughs and sustainable growth day
in, day out. Since our listing in 2004, our revenue and profits have exhibited a steady
growth trend. Our enthusiasm, capability and good track record have helped us earn
recognition and respect from investors. These have not come from sheer luck, but we
have been able to consistently execute over the years.

Secondly, investors have high regard for the forward-looking approach the Group
adopted in its strategic planning. For example, we placed our emphasis on the potential
offered by second- and third-tier cities in China earlier than our peers. We started ahead
of schedule to consider changes in our business growth model, focusing on brand
building, product innovation and increasing communication with consumers. When we
communicate with investors, we discuss with them the thoughts of the management
from a strategic perspective, outlining each and every execution step and the potential
consequences.

| can say responsibly that investors will not be surprised to see the Group, even at its
current scale of business, continue to experience higher than industry average growth.
They also expect that this forward-looking management style will help the Group continue
its growth at a pace faster than the industry average. This in-depth communication with
investors is what | believe to be one of the many things that we does well.

Thirdly, the pragmatic and reasonable business model that the Group has embraced
has evolved into one of the highlights that helps attract investors’ interest. We have
adhered strictly to our long-standing emphasis on brand building, product design,
research and development, distribution management and supply chain management
as our key strategies. As for the core LI-NING brand, we still continue to adopt an
asset-light business model.

The last point that deserves special mention is that our high-quality management team
and our highly efficient management structure ensure the Company'’s steady development
over the long term. This provides an extra layer of confidence to our investors.



* As the Group’s CFO, what are the things that always preoccupy
you?

* A very important part of my job is to be on top of the potential
risk and problems the Group may encounter during its development.
Nonetheless, the internal control and governance structure of the
Group is relatively mature and systematic while operations are
very streamlined, which indeed saves me quite some time and
concern. | have been spending much of my time looking at the
future. The challenges the Company will face are set to escalate as
its business continues its rapid growth in a fast-changing operating
environment. | think about how the Group’s internal control and
management model can be enhanced further to accommodate
needs for ongoing development.

However, as the CFO and a member of the Board, my job goes
beyond pure financial management. | believe that unrelenting efforts
in improving our organisation and business structure are what we
need in creating a world class team. To develop talents and to provide
financial support for our business development is very important. |
have been telling my colleagues that, to be outstanding financial
managers, we need to remind ourselves regularly that we must add
value to the Company and have the courage and determination
to achieve breakthroughs and outstanding performances, instead
of staying within our comfort zones. | encourage my colleagues to
unlock more value from a financial perspective, including strategic

I
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financial and business planning and cost management. We also need
to gain more in-depth understanding of the Group's businesses. This
forward-looking dimension of management adds colour to my job,
especially when | see my team improve, and the Company achieve
better results. | am glad to embrace these achievements.

Chief Financial Officer
Mr. CHONG Yik Kay
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Chief Executive Officer

Mr. ZHANG Zhi Yong

The impact of the financial crisis, which began in 2008, continued
into 2009 and prompted the global economy, including China, to
adjust amid the financial turmoil. China's economy began to pick
up in mid-2009 due to the massive economic stimulus package
implemented by the Central Government. The retail sector also
began to stabilise following months of fluctuations. Meanwhile,
the post-Beijing Olympics effect impacted the pace of growth
of the sporting goods industry in 2009, and competition in the
industry intensified.

Regardless of the challenging external environment, the Group
achieved strong results in revenue, profit, return on equity and cash
flow. In 2009, the Group recorded a 25.4% year-on-year growth in
revenue, amounting to RMB8,386,910,000. Profit attributable to equity
holders also increased by 31.0% year-on-year to RMB944,524,000. The
return on equity holders’ equity stood at 41.3%, up 1.7 percentage
points from 2008. In addition to generating sound financial returns,
the Group also increased its market share and brand awareness
by enhancing its core competitiveness and stepping up its efforts
to nurture new businesses, which validated the Group's business
strategy and capability growth-oriented development model.
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Financial Review

Key results and financial indicators of the Group for the year 2009 are set out below:

Year ended 31 December Change
Notes:

| 2008 %) |
Items of key statements 1. The calculation of net operating cash flow
(All amounts in RMB thousands unless otherwise stated) is based on the difference between cash

inflow generated from operating activities
Revenue 8,386,910 6,690,073 25.4 and cash outflow generated from operating
Gross profit 3,969,864 3,220,374 23.3 activities.
Operating profit 1,341,896 960,213 9.7
Earnings before interest, tax, depreciation and amortisation (EBITDA) 1,524,911 1,070,516 42.4 2. The calculation of basic earnings per share
Profit attributable to equity holders 944,524 721,267 31.0 is based on the profit attributable to equity
Net operating cash flow (Note 1) 1,306,668 698,967 86.9 holders of the Company for the year divided
Basic earnings per share (RMB cents) (Note 2) 90.75 69.63 30.3 by the weighted average number of ordinary
Net asset value per share (RMB cents) 273.92 201.51 35.9 shares in issue less ordinary shares held for

the Restricted Share Award Scheme.
Key financial ratios

3. The calculation of average inventory turnover

Profitability ratios (days) is based on the average of opening
Gross profit margin (%) 48.1 and closing inventory balances divided by
Operating profit margin (%) 14.4 cost of sales and multiplied by 365 days.
Effective tax rate (%) 21.7
Margin of profit attributable to equity holders (%) 10.8 4. The calculation of average trade receivables
Return on equity holders’ equity (%) 39.6 turnover (days) is based on the average

of opening and closing balances of trade
Expenses as a % of revenue receivables divided by revenue and multiplied
Director and employee benefit expenses (%) 7.1 by 365 days.
Advertising and marketing expenses (%) 17.5
Research and product development expenses (%) 2.7 5. The calculation of average trade payables

turnover (days) is based on the average
Asset efficiency ratios of opening and closing balances of trade
Average inventory turnover (days) (Note 3) 61 payables divided by total purchases and

Eﬁ’_‘" Average trade receivables turnover (days) (Note 4) 48 multiplied by 365 days.

69

Average trade payables turnover (days) (Note 5)
6. The calculation of debt-to-equity ratio is
As at 31 December based on total liabilities divided by equity

attributable to equity holders of the Company
| 2008

Asset ratio

r—————epelalglio LX) (Note O

at the end of the year.

118.5




Percentage of revenue by brand

O LI-NING brand
O Double Happiness brand
Lotto brand

O Other brands

Percentage of revenue by
product category

O Footwear
O Apparel

Equipment/accessories
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Revenue
The Group's revenue for the year 2009 amounted to RMB8,386,910,000, representing a growth of 25.4% as compared to 2008.

Revenue breakdown by brand and product category
Year ended 31 December

2009 2008 Revenue
% of total % of total growth
RMB’'000 revenue RMB'000 revenue (%)
LI-NING brand
Footwear 3,473,889 : 2,917,788 43.6 19.1
Apparel 3,787,648 : 3,097,695 46.3 22.3
Equipment/accessories 431,726 : 338,755 5.1 27.4
Total 7,693,263 : 6,354,238 95.0 21.1
Double Happiness brand”
Equipment/accessories 427,088 : 206,493 3.1 106.8
Total 427,088 : 206,493 3.1 106.8
Lotto brand™
Footwear 25,642 ) 1,546 0.0 1,558.6
Apparel 47,335 : 4,159 0.1 1,038.1
Accessories 3,178 ) 36 0.0 8,727.8
Total 76,155 : 5,741 0.1 1,226.5
Other brands™
Footwear 56,813 : 42,332 0.6 34.2
Apparel 95,079 : 77,650 1.2 22.4
Equipment/accessories 38,512 : 3,619 0.0 964.2
Total 190,404 : 123,601 1.8 54.0
Total
Footwear 3,556,344 : 2,961,666 44.2 20.1
Apparel 3,930,062 : 3,179,504 47 .6 23.6
Equipment/accessories 900,504 : 548,903 8.2 64.1
Total 8,386,910 6,690,073 100.0 25.4

* On 21 July 2008, the Group completed the acquisition of 57.5% equity interest in Shanghai Double Happiness, which has been consolidated into the
Group's accounts since then.

**  The Group commenced the Lotto brand business since 1 January 2009.

*** |ncluding AIGLE, Z-DO and Kason.
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The Group's core brand, the LI-NING brand achieved revenue of RMB7,693,263,000, which accounted for 91.7% of the Group's total revenue

and represented an increase of 21.1% as compared to 2008.

The overall operating environment for China‘s sporting goods industry was challenging in 2009 due to the negative impact of the global

financial crisis and the post-Beijing Olympics effect. In spite of these market uncertainties, LI-NING brand achieved stable revenue growth

by: (i) continuing expansion of sales channel coverage, especially in second- and third-tier cities; (ii) establishing retail operation standards

which enhanced the management of retail store operations; (iii) reinforcing new business development, such as the successful launch of the

LI-NING brand badminton business; and (iv) increasing operational efficiency of the supply chain.

The Group continued to expand its multi-brand strategy and launched the Lotto brand business during the year. Through continuous marketing

efforts, preliminary response from consumers to the fashion and quality characteristics of the Lotto brand has been encouraging.

Percentage of revenue of the respective brands by sales channel
Year ended 31 December

2008
% of revenue

of the respective Change
brands (%)
LI-NING brand
PRC market
Sales to franchised distributors 86.4 0.2
Sales by directly-managed retail stores 12.8 (0.4)
International markets 0.8 0.2
Total 100
Double Happiness brand”
PRC market 89.6 (0.9)
International markets 10.4 0.9
Total 100
Lotto brand™
PRC market 100
Total 100
Other brands™
PRC market 100
Total 100

*
Group's accounts since then.

**  The Group commenced the Lotto brand business since 1 January 2009.

*** |ncluding AIGLE, Z-DO and Kason.

On 21 July 2008, the Group completed the acquisition of 57.5% equity interest in Shanghai Double Happiness, which has been consolidated into the
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As far as the LI-NING brand is concerned, revenue generated from sales to franchised distributors amounted to RMB6,660,497,000,
representing a year-on-year increase of 21.4% and accounting for 86.6% of the total revenue of the LI-NING brand for the year. Revenue
generated from sales by directly-managed retail stores amounted to RMB952,862,000, representing a year-on-year increase of 16.8% and
accounting for 12.4% of the total revenue of the LI-NING brand for the year. This revenue growth trend was in line with the sales model for
LI-NING brand, which employs franchised distributors as the major sales channel.

Revenue breakdown by geographical location

Year ended 31 December

2009 2008 Revenue
% of total % of total growth
Note RMB’000 revenue RMB’000 revenue (%)

LI-NING brand

PRC market

Eastern region 1 3,016,914 2,556,346 38.2 18.0
Northern region 2 3,168,568 2,599,215 38.9 21.9
Southern region 3 1,427,876 1,146,181 17.1 24.6
International markets 79,905 : 52,496 0.8 52.2

Double Happiness brand”
PRC market 378,956 : 185,064 2.8 104.8
Notes: International markets 48,132 : 21,429 0.3 124.6
Lotto brand™
PRC market 76,155 : 5,741 0.1 1,226.5

1. Eastern region includes Shanghai, Zhejiang,
Jiangsu, Anhui, Hubei, Hunan, Jiangxi and

Shandong. Other brands™
PRC market 190,404 : 123,601 1.8 54.0

2. Northern region includes Beijing, Shaanxi,

Aliffeiiiey, EEIE, Ol Ningky (el Total 8,386,910 6,690,073 100.0 25.4

Henan, Tianjin, Shanxi, Inner Mongolia,

Liaoning, Jilin and Heilongjiang.

*  On 21 July 2008, the Group completed the acquisition of 57.5% equity interest in Shanghai Double Happiness, which has been consolidated into the Group's
3. Southern region includes Guangdong, accoultsisineerthent
**  The Group commenced the Lotto brand business since 1 January 2009.

*** Including AIGLE, Z-DO and Kason.

Guangxi, Fujian, Hainan, Sichuan, Chongging,

Guizhou, Yunnan and Tibet.
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Nationwide Distribution and Retail Network
(As at 31 December 2009)

© Franchised O Directly- Total
LI-NING retail stores managed number of
Northern brand stores retail stores stores
region m Eastern region 2,961 110 3,071

0 2,346 (Note 1)
m Northern region 2,346 199 2,545

(o) 1 99 (Note 2)
| Southern region 1,547 86 1,633

(Note 3)
Total 6,854 395 7,249

Eastern

region
(o) 2,961 Notes:
Southern i
reg|on o 1. Eastern region includes Shanghai, Zhejiang, Jiangsu, Anhui, Hubei,
(o] 1 547 Hunan, Jiangxi and Shandong.
I
o 86

Northern region includes Beijing, Shaanxi, Xinjiang, Gansu, Qinghai,
Ningxia, Hebei, Henan, Tianjin, Shanxi, Inner Mongolia, Liaoning, Jilin

and Heilongjiang.

. Southern region includes Guangdong, Guangxi, Fujian, Hainan, Sichuan,

"4 Chongging, Guizhou, Yunnan and Tibet.
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LI-NING brand has an extensive distribution network which covers all
major cities in China. During the year, the Group further increased
its network coverage in the second- and third-tier cities and stepped
up its efforts in the implementation of retail operations standards
and strengthening store operations management to ensure sustained
and stable growth in different regions. At the same time, the Group
increased its efforts in developing new international markets such
as the Southeast Asian region, especially Singapore. As a result,
LI-NING brand'’s revenue in the international markets increased by
52.2% as compared to 2008.

Cost of Sales and Gross Profit

In 2009, overall cost of sales for the Group amounted to
RMB4,417,046,000 (2008: RMB3,469,699,000), and overall gross
profit margin was 47.3% (2008: 48.1%). Overall gross profit margin
was slightly lower than 2008, mainly due to (i) LI-NING brand’s
pricing strategy which provided profit concession to distributors;
(i) the increased proportion of Double Happiness brand’s revenue
of the Group’s total revenue; (iii) the lower gross profit margin of
Lotto brand caused by the relatively higher research and product
development expenses; and (iv) the disposal of old products of
Kason brand at discounted price.

Cost of sales of LI-NING brand amounted to RMB3,960,625,000 (2008:
RMB3,249,010,000), and gross profit margin was 48.5% (2008: 48.9%).
Faced with the uncertainties of the macro economy and weakness
in consumer confidence in 2009, the Group adopted an appropriate
pricing strategy in line with LI-NING brand’s competitiveness in
order to strengthen its competitiveness at the retail end and
obtain a win-win situation with distributors. Such measure,
together with greater cost control, enabled the Group
to maintain a stable gross profit margin level.

Cost of sales of Double Happiness brand amounted to RMB263,985,000
(2008: RMB134,436,000), and gross profit margin was 38.2% (2008:
34.9%). Gross profit margin of Double Happiness brand was slightly
higher than 2008, which is in line with its brand positioning.

Cost of sales of Lotto brand amounted to RMB55,526,000, and gross
profit margin was 27.1%. In line with the Group's long-term sustainable
development strategy towards Lotto brand, spending on research
and development at the preliminary stage of development caused
the relatively higher research and product development expenses
being included under the cost of sales for the year, resulting in the
lower gross profit margin. This treatment is consistently applied by
the Group in its financial statements prepared in accordance with
International Accounting Standards. The gross profit margin for
Lotto brand, excluding such expenses, would have been 52.2%.

Distribution Costs

In 2009, the Group's overall distribution costs amounted to
RMB2,152,150,000 (2008: RMB1,883,206,000), accounting for 25.7%
of the Group's total revenue (2008: 28.1%).

Distribution costs of LI-NING brand amounted to RMB1,973,612,000
(2008: RMB1,820,716,000), which accounted for 25.7% of the LI-NING
brand’s revenue and represented a decrease of 3.0 percentage
points from 28.7% in 2008. Advertising and marketing expenses of
LI-NING brand for the year amounted to RMB1,191,152,000 (2008:
RMB1,128,240,000), representing a year-on-year increase of 5.6%.
During the year, in line with its strategic plan, the Group focused
its spending on major projects and enhanced efficiency in the use
of resources, thereby lowering the percentage of advertising and
marketing expenses to revenue of LI-NING brand. In addition,
through effective management of expenses, the percentage of
transportation and logistics costs to revenue of LI-NING brand



decreased by 0.1 percentage points, the percentage of sundry
expenses to revenue of LI-NING brand dropped by 0.5 percentage
points, the percentage of rental expenses of stores, salaries and
benefits of sales staff, depreciation expenses, etc. to revenue of
LI-NING brand remained stable. As a result, the overall percentage
of distribution costs of LI-NING brand to revenue of LI-NING brand
decreased as compared to 2008.

Distribution costs of Double Happiness brand amounted to
RMB36,009,000, which accounted for 8.4% of Double Happiness
brand’s revenue and was lower than the percentage of distribution
costs of LI-NING brand to LI-NING brand’s revenue. This matched
with the fact that the gross profit margin level of Double Happiness
brand was lower than that of LI-NING brand and was in line with the
business characteristics of Double Happiness brand. The distribution
cost of Double Happiness brand mainly comprised advertising
expenses, sponsorship fees and other marketing expenses, as well
as salaries and benefits for sales staff.

Distribution costs of Lotto brand amounted to RMB91,973,000, which
included the amortisation fee of license rights of RMB19,690,000
for the year in relation to the 20-year license relating to Lotto
trademarks (the “Lotto License”).

According to International Accounting Standards, the Lotto License
carries a present value of RMB393,798,000 which was recognised as
"Intangible assets — license rights” and amortised in each relevant
period using straight-line method starting from the year 2009 and
included in the distribution costs. In addition, recognition of the
unrecognised finance cost amounted to RMB555,102,000 and was
amortised in each relevant period using the effective interest rate
method starting from the year 2009 and included in the finance costs.

During the year, the amortisation fee of license rights amounted
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to RMB19,690,000 and the amortisation fee of finance cost was
RMB30,414,000. The impact of these two costs on profit before tax
for 2009 was RMB-50,104,000.

Being the new focus for the Group’s business development, the
Group launched extensive channel expansion and brand promotion
for Lotto brand in 2009, resulting in a relatively higher level of
marketing expenses for advertising, special promotions in shopping
centres and channel establishment during the year.

Administrative Expenses

In 2009, the Group's overall administrative expenses amounted to
RMB602,929,000 (2008: RMB441,842,000), which accounted for 7.2%
of the Group's total revenue (2008: 6.6%).

Administrative expenses of LI-NING brand amounted to
RMB522,566,000 (2008: RMB386,794,000), which mainly comprised
directors’ and staff costs, management consulting expenses, office
rental, depreciation and amortisation charges and other sundry
expenses. Administrative expenses of LI-NING brand accounted
for 6.8% of LI-NING brand's revenue, which was higher than the
6.1% in 2008. To cater for the Group's strategic plan and mid- to
long-term strategic needs, the Group increased its recruitment of
management and design talent during the year, resulting in a rise
in costs for human resources and a slight rise in total administrative
expenses.

2001
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Administrative expenses of Double Happiness brand amounted to
RMB56,703,000, which accounted for 13.3% of Double Happiness brand's
revenue. Such expenses mainly comprised staff costs, depreciation
and amortisation charges and other sundry expenses.

Administrative expenses of Lotto brand amounted to RMB5,569,000,
which accounted for 7.3% of Lotto brand’s revenue. Such expenses
mainly comprised staff costs, depreciation and amortisation charges

and other sundry expenses.

Earning Before Interest, Tax, Depreciation and
Amortisation (EBITDA)

In 2009, the Group’'s EBITDA amounted to RMB1,524,911,000
(2008: RMB1,070,516,000), representing an increase of 42.4% as
compared to 2008.

EBITDA of LI-NING brand, amounted to RMB1,502,344,000 (2008:
RMB1,061,927,000), representing an increase of 41.8% as compared
to 2008. This was mainly attributable to the growth of revenue,
stable gross profit margin and the significant reduction of the ratio
of distribution costs.

EBITDA of Double Happiness brand amounted to RMB89,792,000.

Lotto brand was at its preliminary stage of development and
promotion, which involved relatively higher product research and
development expenses and brand promotion expenses.

As a result, EBITDA of Lotto brand during the year

was RMB-56,935,000.

Finance Costs

In 2009, the Group's net finance costs amounted to RMB58,766,000
(2008: RMB30,975,000), representing 0.7% of the Group's total
revenue, amongst which the interest expense charged in the year
for the discounted license fee payable for the Lotto License was
RMB30,414,000 (2008: Nil) using the effective interest rate method
in accordance with International Accounting Standards.

Income Tax Expenses

In 2009, income tax expenses of the Group amounted to
RMB313,799,000 (2008: RMB201,938,000). The effective tax rate was
24.5% (2008: 21.7%). This was mainly affected by the expiration of
preferential tax rates of the Group's subsidiaries in low tax areas.

Consolidated Profitability

In 2009, the Group's profit attributable to equity holders amounted
to RMB944,524,000 (2008: RMB721,267,000), representing an increase
of 31.0% as compared to 2008. Margin of profit attributable to
equity holders for the year was 11.3% (2008: 10.8%), representing
an increase of 0.5 percentage points as compared to 2008.

During the year, the Group's return on equity was 41.3% (2008: 39.6%),
representing an increase of 1.7 percentage points as compared to
2008. The Group's relatively higher return on equity recorded was
a result of the management's goal of maximising the benefit for
Shareholders through full utilisation of the Group's resources,
professional management and operation, and reasonable

cost control.




Provision for Inventories

The Group's policy in respect of provision for inventories for 2009 was
the same as that in 2008. Inventories are stated at the lower of cost
and net realisable value. In the event that net realisable value falls
below cost, the difference is taken as provision for inventories.

As at 31 December 2009, accumulated provision for inventories was
RMB72,526,000 (31 December 2008: RMB&48,151,000).

Provision for Doubtful Debts

The Group's policy in respect of provision for doubtful debts for
2009 was the same as that in 2008.

As at 31 December 2009, the accumulated provision for doubtful
debts was RMB1,184,000 (31 December 2008: RMB5,305,000),
accounting for 0.01% of the Group's total revenue (2008: 0.08%).
During the year, the Group further optimised the ageing structure
of trade receivables and strengthened the fund collection, thereby
enhancing the efficiency of capital turnover significantly.

Liquidity and Financial Resources

The Group's net cash inflow from operating activities for the year
2009 amounted to RMB1,306,668,000 (2008: RMB698,967,000). As at 31
December 2009, cash and cash equivalents (including cash at banks
and in hand, and fixed deposits held at banks with original maturity
of no more than three months) amounted to RMB1,264,343,000,
representing a net increase of RMB477,416,000 as compared with
the position as at 31 December 2008. The increase was brought
about by the following items:

~
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Items

Net cash inflow generated
from operating activities
Net capital expenditure”
Cash payment for acquisition of
additional interests in a subsidiary™
Cash outflow for acquisition of
Kason Sports
Dividends paid
Net proceeds from bank borrowings
Net decrease of restricted
bank deposits
Other net cash inflow

Net increase in cash and
cash equivalents

Net capital expenditure has deducted the amount of government grant
received for purchase of a land use right.
*k

The subsidiary is Suzhou Double Happiness Guan Du Sports Goods Co.
Ltd.

The Group has always pursued a prudent treasury management
policy. The Group places strong emphasis on the safety and
liquidity of funds and is in a strong liquidity position. Through
effective finance management, bank borrowings as at the end of
the year decreased to RMB259,970,000 from RMB607,480,000 at the
beginning of the year, which reduced the interest expense related
to bank borrowings.
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The Group has sufficient standby bank credit facilities to cope
with the funding needs arising from daily operations and future
developments. As at 31 December 2009, the Group's available
banking facilities amounted to RMB1,656,510,000, amongst which,
the outstanding bank borrowings amounted to RMB259,970,000.
The outstanding bank borrowings to equity holders’ equity ratio
(i.e. the gearing ratio) was 9.7% (31 December 2008: 32.0%).

During the year, the Group did not hedge its exposure to
interest rate risks.

Foreign Exchange Risk

The operation of the Group is mainly carried out in the PRC, with
most transactions settled in Renminbi. The reporting currency of
the Group is Renminbi. A small portion of the Group’s cash and
bank deposits are denominated in Hong Kong Dollars, United States
Dollars, Euros and Singapore Dollars. The Company pays dividends
in Hong Kong Dollars when dividends are declared. In addition,
the Group pays certain license fees and sponsorship fees in United
States Dollars or Euros, and repays part of bank borrowings in Hong
Kong Dollars. During the year, the Group established a subsidiary
in Singapore for expansion of international business and Singapore
Dollars is used as the local functional currency. As international
business of the Group continues to develop, transactions settled
in foreign currencies will increase gradually.

The Group did not hedge its exposure to risks arising from fluctuations
in exchange rates during the year. Any significant exchange rate
fluctuations of foreign currencies against Renminbi may have a
financial impact on the Group.

Pledge of Assets

As at 31 December 2009, buildings with net book value of
RMB29,799,000 (31 December 2008: RMB45,469,000) and land use
rights with net book value of RMB39,324,000 (31 December 2008:
RMB79,525,000) of the Group were pledged to secure certain bank
borrowings of the Group companies.

Contingent Liabilities

During the year, the Group terminated a financial guarantee for the
benefit of an affiliated company in respect of a banking facility. As at 31
December 2009, the Group had no significant contingent liabilities.

Operation Review

2009 marked the year when the Group transitioned from the successful
completion of its Beijing Olympics strategy to the beginning of its
new five-year plan. In the midst of the worldwide macro-economic
downturn and intense industry competition, the Group proactively
managed the challenges by continuing its long-term efforts to
enhance the capabilities in brand marketing and promotion, product
design, research and development, sales channel expansion and
management, as well as supply chain management. These ongoing
efforts helped the Group to strengthen its competitiveness in the key
areas of brand recognition, product performance, as well as entrance
into new sports categories. Furthermore, the Group increased its
market share and achieved stable business development.




LI-NING Brand
Brand Marketing and Promotion

Brand building is the focus of the Group’s business and reflects
the Group's core competence. The Group was awarded “2009 Best
Advertisers” by Advertising Age, a professional publication in the
communications industry, as well as the “2009 Creative Marketing in
Chinese Media (Silver Award)” by the China Advertising Association.
In August 2009, LI-NING brand was the only sporting goods brand
honoured by CCTV in the "60th Anniversary of the Founding of
the PRC - 60 Brands Promoting China's Economy and with Impact
on People’s Lives”. This fully demonstrates the influence and the
good brand image of the LI-NING brand.

During the year, the Group continued to cultivate its sports
sponsorship resources:

0 In March 2009, the Group announced the sponsorship of Elena
Isinbayeva, a Russian pole vault athlete, who, in addition to
being a two-time Olympics gold medalist, is also a three-time
winner of the International Association of Athletics Federations’
World Female Athlete of the Year and 27-time world record
holder.

O In April 2009, the Group successfully signed up the Chinese
National Badminton Team, expanding the Group's roster of
sponsored Chinese National Teams which already includes the
four gold medal-winning national teams in table tennis, diving,
gymnastics and shooting.

\
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In February 2010, the Group signed up Espanyol, a strong team in
Spain La Primera, which became the first European football team
sponsored by the Group. The Group’s arsenal of international
top-class sports sponsorship resources, including, the Spanish
Basketball Team and the Argentina Basketball Team, continued to
perform remarkably in various major sports tournaments after the
Beijing Olympics, which effectively raised the professional image
and profile of the LI-NING brand.

The Group implemented the following key marketing initiatives for
the different sports categories during the year:

Badminton

During the year, the Group officially tapped into the badminton
arena by signing up the Chinese National Badminton Team. In May
2009, the Chinese National Badminton Team claimed a sweeping
victory in the “2009 LI-NING Sudirman Cup” in full LI-NING gear.
Badminton enjoys a high level of participation in China and is one
of the country’s fastest growing sports. Tapping into the badminton
market represents an important step in the Group's sports category
differentiation strategy, and badminton products will be a key focus
of the Group's strategic plan. During the year, the Group carried out
a series of activities which integrated marketing, product and retail
as a whole in the badminton sector, which significantly enhanced
consumers’ impression of the LI-NING brand badminton products
and the association of the LI-NING brand with badminton.

\
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Sponsored the “2009 LI-NING Sudirman Cup”, "BWF Super
Series — 2009 LI-NING China Masters” and "BWF Super Series —
LI-NING China Open 2009", raising the profile of the LI-NING
brand in professional badminton, while further promoting the
cultural development of badminton tournaments.

Continuously placed badminton product advertisements in
CCTV sports channel (CCTV-5) and print sports media and
developed a large sports community on the website of Sina.
com. The Group also deepened its cooperation with professional
badminton websites to make detailed online coverage on major
badminton tournaments such as the Sudirman Cup. All these
efforts helped nurture the LI-NING brand'’s recognition and
popularity among the badminton community in China.

During the year, LI-NING brand badminton products made
their entry into Southeast Asia, one of the world's biggest
badminton markets. In June 2009, the Group announced its
sponsorship for the Singaporean National Badminton Team
and the Singapore Open, and established the first badminton
flagship store in the country’s ION Orchard in July. During
the East Asian Games in December, the first LI-NING brand
badminton store in Hong Kong was opened at Tsim Sha Tsui,
a busy shopping district, which further promoted the Group's
attempt of its internationalisation strategy and laid a solid
foundation for the Group's overseas expansion.

Running
Running is also a sport that enjoys high popularity in China. The

Group's promotion and sponsorship activities in this sector also

focus on coverage of the general public.

o

The Group's interactive platform for running in China, “LI-NING
iRUN" running club has established a “"RUN Fans Club” in 10
cities in China, which provides various running activities regularly
for its members as well as encourages participation in domestic
competitions. In addition, iRUN collaborated with Sina.com in
the development of a multi-function website (http://www.irun.
cn), which carries information such as professional knowledge of
running, members’ community and forum, introduction of running
products, entertainment and events, providing an integrated
resources platform for the development of running products.

With the debut of the sixth generation of superlight series of
running shoes “Cicada’s Shadow” (##%) during the year, the
Group launched the theme “Fun Run”. In May, a night run
themed activity “LI-NING FUNRUN Super Night” was held
in Beijing. Approximately 5,000 participants experienced the
pleasure of running the ékm night run, which reinforced the
trendiness and consumers’ positive impression of the brand.

All of the 18 provincial track and field teams sponsored by the
Group took part in the 11th National Games held during the year.
Athletes wearing the LI-NING gear, including Huang Xiao Xiao
(F#)#), a female 400m hurdle athlete, made a strong showing
at the Games by netting a tally of 28 gold medals in track and
field, thus increasing the exposure of LI-NING brand.



Fitness

O The Group strived to highlight brand differentiation and brand
personality in the promotion of fitness. Emphasizing the unique
beauty of oriental women and the LI-NING brand personality,
the Group collaborated with Beijing’s Nirvana Yoga to launch
the “Inner Shine” campaign. The campaign included the holding
of the second session of the “Charming Yoga Lady” (# /11l A)
competition, which, together with a variety of communication
platforms including television, the Internet and outdoor
advertisements, resulted in extensive positive feedback from
female consumers.

O The Group entered into a cooperation agreement with Beijing
CSl Bally Total Fitness Investment Management Limited (“CSI")
in June 2009. CSl is established by the first listed sporting
group in China. The Group will collaborate with two clubs of
CSl, namely “CSI Fitness Club” (community fitness club) and
“CSI Bally Total Fitness Club” (commercial fitness club) on
fitness promotions.

O In January 2010, the Group entered into an agreement with
Lesmills China with respect to in-depth joint brand promotions
on a nationwide basis. Lesmills is the leading international
provider of products for the fitness industry. Lesmills China has
over 200 franchise fitness clubs in Mainland China. It sets the
industry standards and is the mainstream provider of fitness

programimes.

The Group's collaboration with Beijing’s Nirvana Yoga, CSI and
Lesmills China all help further strengthen LI-NING brand’s foothold
in the fitness market.
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Basketball

During the year, the Group carried out a series of marketing activities
around its valuable international basketball sports marketing resources,
including the launch of a limited edition of Shaquille O’'Neal’s All-star
MVP Shoes at flagship stores and the running of the brand marketing
campaign, “Fearless”, which attracted a large number of consumers.
In July, the three NBA players sponsored by the Group, Shaquille
O’Neal, Baron Davis and Jose Calderon made a seven-day tour to
China. During the tour, the three stars participated in a number of
fan gatherings held in major cities such as Beijing and Shanghai.
These activities generated a large number of media exposure and
praises for the LI-NING brand among consumers.

During the year, the Group signed up another NBA player, Hasheem
Thabeet, the second draft pick of the Memphis Grizzlies, which
further enriched the valuable sports sponsorship resources the
Group continues to build in the basketball sector.

Tennis
Tennis enjoys growing popularity among teenagers in China. During
the year, in addition to the continuous sponsorship of LI-NING
International Junior Tennis Championship, the Group maintained its
collaboration with the Association of Tennis Professionals (ATP). The
Group sponsored about 20 players under the “Apparel Sponsorship
Plan for ATP Players”, including Ivan Ljubicic, the champion of the
2009 ATP World Tour — Lyon tournament, and Wesley Moodie, a
runner-up in the men’s tennis doubles finals of the 2009 French
Open. Meanwhile, Sun Sheng Nan (&
B558), a tennis player sponsored
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by the Group, won the championship title in women’s doubles
at the 2009 China Open. During the year, the Group announced
the sponsorship of Yan Zi (2£%), the female tennis player who has
achieved a glorious record in Chinese tennis and Yang Tsung-hua
(#5°R1#), the Taipei-based player who was once ranked No. 1 in
the international junior tennis league. At the beginning of 2010,
the Group further signed up Peng Shuai (M), another famous
female tennis player in China, whose highest world ranking was 31
and won four golden medals in the 11th National Games, namely
female singles, female doubles, mixed doubles and female team
event. All the aforesaid players have become mainstays of the

tennis resources of the Group.

Community Marketing Events

The Group also held marketing activities targeting the mass population
through sponsorship and organisation of various sports events
targeting sports enthusiasts and young people. These included:

O Sponsorship of the China University Football League (CUFL)
and organisation of the LI-NING China Basketball Draft Camp
and China Junior Basketball League, etc.

O The Group's meticulously planned programme, “LI-NING Hero
Vans” (FE &M K 8), which aims at encouraging sports
enthusiasts to participate in sports activities and enjoying
the pleasure of sports, featured a tour covering 68 cities over
a span of 206 days during the year, attracting over 320,000

participants.

O During the year, the “LI-NING Sports World” (ZF% & B) K1)
website went live on the sports section of the official website of
CCTV, and the LI-NING online store also came into operation.
The presence of LI-NING brand in mainstream online media
in China creates a positive impact on promoting the brand.

LI-NING was once again voted the “The Most Favourite Brand by
University Students” in 2009, demonstrating the brand’s strong
recognition among university students and young consumers.
Anchoring the Group's marketing activities on this important group
of existing and potential consumers of sports products will have
a positive impact on brand-building and the Group’s long-term

development.

Product Design, Research and Development
The Group places strong emphasis on product design and innovation
in research and development with a view to offering products that
cater best to the needs of both consumers and professionals.

R&D and Design Centre

The Group has design, research and development centres in mainland
China, Hong Kong and Portland, Oregon in the United States, each
staffed by an excellent team of professionals. The Group has also
worked on an ongoing basis with reputable education institutions
and professional bodies in conducting research and development.
Established in November 2008, the Li Ning Sports Science Research
and Development Centre specialises in sports science research,
product testing, research and development of core technology
and enhancement of product functionality, taking the Group’s
technological standard to a higher level.

Products for Professional Sponsorships
The Group’s domestic and international sports sponsorship
resources are grounded on solid strength in product design,

research and development:

O Badminton has a high technological requirement on its
sports gear. With in-depth knowledge of the latest trends in
badminton technology and in light of the characteristics of the
sport, the Group's research and development team has used



special techniques in developing a comprehensive range of
specialised professional products for the Chinese National
Badminton Team. Armed with full LI-NING gear, the Chinese
National Badminton Team won the Sudirman Cup in May 2009.
The technological performance and practical experience of
the LI-NING badminton gear, including the handle grip and
attacking power of rackets, comfort and protection of footwear
products, as well as fitting, moisture-absorption and quick-dry
ability of apparel products, have all met the professional needs
of the Chinese National Badminton Team.

The Group tailor-makes professional sports products for a
number of world-renowned athletes. It has designed the
professional badminton shoes, “Champion” (ZAb), for men’s
single badminton player, Lin Dan (#£F}). The shoes fully meet
Lin's specific needs in terms of product functionality, aesthetics
and other personalised features. The Group has also designed
sports shoes and apparel for Elena Isinbayeva, the world's No. 1
pole vault athlete, who has heaped praise on the products. The
“BD Doom” shoes developed for NBA star, Baron Davis, have
not only gone beyond Davis' own expectations, but also been
well received by consumers in the US market. In addition, the
golden spike shoes which the Group designed for hurdler Huang
Xiao Xiao (E5)##), the “Fish Fin” (&) sports shoes for tennis
star Ivan Ljubicic and the tennis gear used by Yan Zi (2 £%) at the
French Open have all won strong recognition and appreciation
from these first-class athletes, reflecting the Group's capabilities
in design, research and development.

/A
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Footwear Products

The Group continued its in-depth development of the core patented
“LI-NING BOW" (3% 5) anti-shock technology, the “LI-NING Shoe
Tree” (Z£%18) technology used in developing the shoe tree that
best fits the foot shape of most Chinese consumers, as well as the
development and improvements in shoe sole technology.

The Group attaches much importance to product segmentation and
strives to highlight the unique positioning of its products. Apart from
providing professional gear to athletes, it also offers a vast array of
product options for general sports lovers. “Cicada’s Shadow” (i
%), the sixth generation of the superlight series of running shoes
launched during the year, employs the principle of bionics in design.
This places strong emphasis on reducing the weight of the shoes
and ensuring superior ventilation, while maintaining support and
protection in the shoe front as well as a powerful grip configuration
in the sole. This series has been well received by consumers. From
the first generation of super lightweight series of running shoes,
“Runfree”, to the sixth generation “Cicada’s Shadow” (#57), each
generation of the lightweight LI-NING running shoes has provided
consumers with the experience of comfort, while attaining professional
standards in lightweight and stability, demonstrating the Group's
innovation and competence in research and development.

The Group is well recognised by the industry for its achievements in
footwear design and research and development. In October 2009,
three LI-NING brand products, namely basketball shoes “Dragon
Scale” (RE#%) and "G-Shark” (F#®), and football shoes “Taichi” (X
1), won the “iF Design Award China 2009"”. This highly authoritative
and influential award is judged by 10 attributes including quality
of design, craftsmanship, innovation and creativity, environmental
protection, practicality, safety and brand value. In December 2009,
"G-Shark” (F#) basketball shoes also won the “China Red Star
Design Award 2009" (20094 F Bl g% 5t 4L 2 #). The Group's
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“X-Claw"” (5#J\51%) cross-country running shoes and “Fossil” ({t
A) upstream shoes were also among the winners. The “China Red
Star Design Award” (FEIBI¥TERETAL 2 5¥) attaches importance
to product innovation and ground-breaking features in terms of
function, appearance, materials and environmental friendliness,

creativity, vision and orientation.

Apparel Products

On the apparel technology front, the Group continued to collaborate
with core material suppliers for the development of a series of
functional products applying the AT DRY SMART technology to
improve moisture-absorption and ventilation, bringing better
comfort to consumers.

Ithas been aninvariable goal of LI-NING brand to be a professional and
international brand. The Group is also committed to demonstrating
its mixed style of sports and fashion in other areas with a view to
strengthening consumer loyalty to its products. In November 2009,
the Group formally launched the Lin Dan (#f}) sports lifestyle
series, which took many style-savvy consumers by storm.

The Group has also launched the Thinsulate cotton series, the LI-
NING Eco-circle series and the LI-NING green organic cotton series.
The new products embody the Group’s environmental protection
efforts and its full support for the viability of green apparel.

The Group also places great emphasis on
improving the efficiency of product
design, research and development
and streamlining the flow of
research and development.
During the year, the apparel
division has started to
adopt the Product Lifecycle

Management System, with an aim to applying information technology
management on apparel products from product planning, design,
development to ordering, enabling internal share of information, and
making the workflow more professional and efficient. The Group has
also set up the libraries of apparel materials in Beijing, Foshan and
Hong Kong to share the latest technological information and industry
trends. In addition, the Group has established an innovative product
R&D lab, which is of great importance to product segmentation and
in-depth product research.

Sales Channel Expansion and Management

During the year, the number of LI-NING brand retail stores continued
to grow steadily. As at 31 December 2009, there were 7,249 LI-
NING brand retail stores in China, representing a net increase of
1,004 stores for the year and the distribution and retail networks
comprised:

o 128 distributors operating a total of 6,854 LI-NING brand
franchised retail stores across China; and

0 atotal of 395 directly-managed LI-NING brand retail stores in
Beijing, Shanghai and 15 provinces in China.

Number of franchised and directly-managed retail stores

“il Bieeciie 31 December  Change

LI-NING brand stores 2009 2008 (%)
Franchised retail stores 6,854 5,935 15.5
Directly-managed

retail stores 395 310 27.4
Total 7,249 6,245 16.1




The Group considers the second- and third-tier cities in China to
have the highest growth potential and has increased its investments
in sales channel development in these market segments. More
than 80% of the newly-opened LI-NING brand stores and the
newly expanded sales area during the year were located in these
cities, which further enhanced the density of store coverage. In
addition to the strategic channel penetration focusing on second-
and third-tier cities, there is a nationwide distribution and retail
network of the LI-NING brand products, covering all provinces and
municipalities in China.

Number of stores by geographical location

31 December Change

LI-NING brand stores 2008 (%)

Eastern region (Note 1) 2,587 18.7

Northern region (Note 2) 2,204 15.5

Southern region (Note 3) 1,454 12.3

Total 6,245 16.1
Notes:

1. Eastern region includes Shanghai, Zhejiang, Jiangsu, Anhui, Hubei,
Hunan, Jiangxi and Shandong.

2. Northern region includes Beijing, Shaanxi, Xinjiang, Gansu, Qinghai,
Ningxia, Hebei, Henan, Tianjin, Shanxi, Inner Mongolia, Liaoning, Jilin
and Heilongjiang.

3. Southernregion includes Guangdong, Guangxi, Fujian, Hainan, Sichuan,

Chongging, Guizhou, Yunnan and Tibet.
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Apart from these integrated retail stores, the Group has, since 2008,
expanded new types of sales channels, including specialty stores
which sell single-category or limited categories products.

During the year, the following measures were implemented to expand
and manage the sales channels for the LI-NING brand:

0 Actively expanded the sales channel coverage, with the total
number of stores growing satisfactorily, and in which the
second- and third-tier cities were the major markets for sales
channel expansion;

O Promoted the sales channel reform with a focus on increasing
the influence on the management capability and service quality
of the distributors, sub-distributors and retail stores, aiming
at enhancing store efficiency and retail market share in all
aspects;

0 Continued to open flagship stores in major cities in China to
increase market influence of the LI-NING brand and boost
sales. As at 31 December 2009, there were a total of 11 LI-
NING brand flagship stores operating in China; and

0 Continued to upgrade the store image and launched the sixth-
generation image pilot stores at the end of the year. The trendy
and stylish decor of these stores echoes the professionalism of
sports and the oriental ambience so as to better demonstrate
LI-NING brand’s characteristics, values and spirit and to
promote the sporting and consumption experience among

consumers.
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Supply Chain Management

The Group endeavoured to transform its traditional supply chain
system into a demand-driven, flexible and effective one. During
2009, the Group undertook the following measures in respect of

LI-NING brand'’s supply chain management:

o Hosted four large-scale order fairs of new products of LI-
NING brand for distributors;

o Continued to improve supply chain planning that regulates
output based on demand, and purchases based on outputs,
in an effort to further reduce the minimum required inventory
level and warehousing time. The Group also stepped up the
implementation of direct delivery to alleviate the gridlock built
up in logistics operations. The order-taking mechanism was also
streamlined to smoothen the entire supply chain process;

o Optimised the procurement system and the cost
management, established procurement centres, integrated
resources to improve the procurement efficiency and

reduce procurement costs;

o Introduced the retail logistics, launched the direct delivery
project and integrated the logistics operation of subsidiaries
to enhance efficiency in retail logistics operations;

o Established a supplier information database to enable
monitoring of the order statistics by delivery dates, accumulated
output of finished goods, unfinished goods and goods in the
pipeline, and to provide support for future demand shift;

o Invited a number of core suppliers to set up production
facilities in Jingmen Industrial City, Hubei in order to ensure
that the supply chain can adapt to the needs of the market in

a timely manner while mitigating the pressure from increasing
costs. The first phase of construction of the production
facilities commenced in September 2009. The Group is
also planning to set up the “LI-NING Logistics Centre” in
Jingmen Industrial City, which will be developed into an
integrated base for both manufacturing and distribution,

in order to enhance the response of the supply chain;

o Continued to optimise supply chain and inventory management
which shortened the inventory turnover to 53 days from
61 days in 2008, underscoring the improvements in asset

turnover capability; and

o Exercised prudent credit control and improved the management
of receivables, which shortened the average trade receivables
turnover to 47 days from 48 days in 2008.

In the future, the Group will continue to improve the supply chain
management so as to better accommodate business growth.

Double Happiness Brand

The Group holds 57.5% equity interest in Shanghai Double Happiness,
which together with its subsidiaries (collectively, “Double Happiness”)
is principally engaged in the manufacture, research and development,
marketing and sale of table tennis and other sports equipment. Its
brands include the Double Happiness brand, which is internationally

known for its high quality table tennis equipment.

Double Happiness continued to adopt sponsorship of sports stars
and sports events as its core marketing and promotion strategy.
Double Happiness signed up leading table tennis players in China
including Wang Hao (L), Wang Li Qin (E£E)%)), Ma Long (F#g),
Ding Ning (T %) and Li Xiao Xia (FB2E) as spokesmen for its table



tennis equipment. In addition, Double Happiness also actively
sponsored various professional tournaments in China and around the
world. In 2009, Double Happiness sponsored the Table Tennis World
Tour (with 17 stops), Table Tennis World Cup (Male and Female) as
well as China Table Tennis Super League by providing professional
competition equipment. Early in the year, Double Happiness and the
International Table Tennis Federation (“ITTF") finalised an umbrella
agreement for the provision of professional table tennis equipment
for more than 10 major tournaments, including the 2010 Singapore
Youth Olympics and 2012 London Olympics.

Double Happiness maintains a strong product research, development
and design capability. In line with the reform stipulated by ITTF,
Double Happiness commenced research and development in
inorganic glue in 2007 and, in about two years, has made remarkable
breakthroughs in the development of a new generation of inorganic
glue and related equipment. These products have passed ITTF's
examination and have become one of the first batches of professional
gear to be used in international tournaments. The gear was also
used and tested in the 50th World Table Tennis Championships
held in Yokohama in 2009 where it earned recognition from the
Chinese National Table Tennis Team. In addition to professional
gear, Double Happiness also successfully rolled out the “Inorganic
Product Solutions” in 2009, under which new product series such
as the "NEQ" series have been launched. These product series
cater to the demand of different consumers, and fill the gaps in
the inorganic glue market. Double Happiness also continued to
step up its market survey efforts, while strengthening new product
development. New products developed in 2009 are expected to
be launched in 2010.

Double Happiness also paid attention to the reform of its product
appearance. Based on the original “Rainbow” table tennis tables, it
launched a new series called “Golden Rainbow” during the year, which
was used in the China Table Tennis Open held in June 2009.
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Double Happiness brand products are distributed mainly via wholesale
and integrated sporting goods stores. It has adopted a wholesale
model with a relatively stable clientele across 30 provinces and
municipalities in China. Apart from introducing sales incentive policies
to motivate customers in early 2009, Double Happiness stepped up
its investment in the retail market by establishing specialised areas
dedicated to displaying the full range of Double Happiness brand
products in about 400 professional equipment stores.

To cater for market demand and to establish a competitive supply chain,
Double Happiness embraced the following strategies during the year:

0 Implemented the SAP-R/3 software system to streamline business
operations and shorten the product supply cycle;

O Improved the inventory management to ensure sufficient product
supply and satisfy customers’ needs; and

0 Adjusted the business model to outsource the manufacturing
work of low value-added products under the OEMs in order
to lower production costs.
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On 5 November 2009, Shanghai Double Happiness entered into an
equity transfer agreement with Wujiang Daoboer Sporting Goods
Co., Ltd. (RITEIHEEHMBRAR]) (“Daocboer”), pursuant to
which Shanghai Double Happiness acquired 20% equity interest in
Suzhou Double Happiness Guan Du Sports Goods Co., Ltd. (&kJN
HEZTEEESHMARAT) (“Suzhou DHS") for a consideration
of RMB6,420,000. The acquisition was completed at the end of
2009. The equity interest in Suzhou DHS held by Shanghai Double
Happiness therefore increased to 75% from 55%. Suzhou DHS is
principally engaged in the manufacture of table tennis equipment
and related sports goods, and is the major production base of table
tennis equipment of Double Happiness brand. In light of the growing
production role of Suzhou DHS to Double Happiness brand, it is in
the interest of the Shareholders as a whole for Shanghai Double
Happiness to increase its equity interest in Suzhou DHS.

Indoor sports enjoy immense popularity in China, with many players
reaching top-notch international standards. Given its competitive
edge in table tennis, the Group believes that Double Happiness
will help solidify the Group's position in the table tennis sector in
China. LI-NING and Double Happiness brands will continue to enjoy
synergies in respect of brand marketing and promotion, sports
tournament sponsorships and sales channel expansion.

Lotto Brand

Lotto Sport has granted a wholly-owned subsidiary of the Group an
exclusive license of 20 years to use specified Lotto trademarks in
China in connection with the development, manufacture, marketing,
distribution and sale of licensed products of Lotto brand. Lotto is
one of the leading sports brands in Europe, with an impressive
track record in soccer and tennis.

During the first half of 2009, a brand launch press conference
featuring the main theme “Live it up” (represents style, personality,
creativity and energy) was successfully staged. Leveraging Lotto
brand'’s positioning as a brand of taste and sensuality, the Group
rolled out an all-rounded brand promotion strategy supported with
the following major measures:

O Researched into the brand’s positioning to establish and
implement a branding strategy, implemented integrated
marketing events to draw consumers’ attention, enhance
their awareness of the brand and establish Lotto’s image as
a brand of style;

0 Developed and implemented a specific product strategy based on
Lotto’s brand positioning in order to establish a unique style of product
design, which has won preliminary recognition from consumers;

0 Implemented digital marketing initiatives, including the launch
of the Lotto brand’s official website in China as the major
channel of communications with consumers; and

O Enhanced the brand’s influence and awareness through media
placements, marketing communications, event marketing and a series
of entertainment and marketing initiatives, including sponsorships
of television programmes, drama series, events and artistes.

During the year, Lotto brand has developed 29 distributors covering
53 cities in 20 provinces in China. Lotto brand stores are mostly
shop-in-shop in landmark malls in metropolitan and first-tier cities
and ground shops located in prime commercial districts in China. As
at 31 December 2009, there were 171 Lotto brand stores, of which
58 were directly managed by the Group and 113 were managed
by distributors.



2009 marked the first year the Group started its new business of
Lotto brand. Revenue of Lotto brand for the year outperformed
the target albeit an operation loss which was controlled within the
budgeted level. The Group will continue to improve the product
structure and design to establish a unique brand personality for
Lotto brand, expand its retail network coverage and raise the public

awareness of the brand so as to capture market share.

The sports lifestyle market in China has experienced a rapid growth
in recent years as consumers continued to lead a more versatile and
leisure-filled lifestyle. Leveraging its solid distribution platform, as well as
its deep understanding of the China market, the Group plans to achieve
good development of the Lotto brand within the next 2 to 3 years.

Other Brands

Kason

The Group has completed the acquisition of the entire issued share
capital of Kason Sports for a consideration of RMB165,000,000.
Kason Sports and its subsidiary (collectively, “Kason”) have been
consolidated into the Company's accounts since May 2009. Kason is
principally engaged in the research and development, manufacture
and sale of professional badminton equipment, including rackets,
strings, shuttlecocks, apparel, footwear and accessories under Kason
brand. Kason brand was established in 1991 and is a well-known
badminton equipment brand in China. Its sponsorships include the
Chinese National Youth Badminton Team and a number of provincial
badminton teams in China.

The acquisition of Kason forms an integral part of the Group's
badminton strategy. It not only combines Kason's leading manufacturing
techniques and research and development capabilities with the
Group's core competitive edges, but also fully utilises the mutual
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advantages in sports marketing resources, thus enabling the Group

to increase its market share in the badminton sector.

At present, the Group has completed the integration and streamlining
of Kason's business, including the integration of functions,
reorganisation and staff reallocation, while retaining Kason's key
professional management and technical teams. The Group will
establish a research and development and production centre for
LI-NING brand badminton products based on Kason's existing
technology research and development centre and manufacturing
facilities. The Group will also continue to rearrange and consolidate
Kason's brand positioning, product mix, research and developmen
and sales channel.

Z-DO
Z-DO is a subsidiary brand of the Group, which adopts hypermarkets
as its sales channel and shares resources with the LI-NING brand to
achieve economies of scale. However, there are large differences
between the two brands in terms of sales model, sales network
and product portfolio. Z-DO brand'’s operation model is maturing
and is projecting a positive development trend.

During the year, the major operation measures implemented for
Z-DO brand included the following:

O Shifting the sales model gradually from solely shop-in-shop
in hypermarkets set up by distributors to establishing direct
cooperation with hypermarkets to take better advantage of
the characteristics of the hypermarket channel;

0 Continuing to expand its sales network. As at 31 December
2009, Z-DO brand products were available in 702 stores in 169
cities across China via 62 distributors;
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O Enhancing store efficiency through improving store layouts to uplift the brand
image;

0  Optimising the structure of suppliers and improving the supply chain system, while
implementing reasonable cost control to enable suitable pricing for the hypermarket
channel, thereby increasing the competitiveness of Z-DO brand products among
its competitors;

o0 Completing consolidation of the distributors, assisting in improving the distributors’
operating system while attracting high quality distributors to establish a sizeable
core distributor system; and

0 In-depth research into the consumption behaviour, product preferences and
purchasing power of target consumers, streamlining the product mix, enhancing
product design and planning capability, thereby significantly increasing the price to
value correlation to meet the demand of the target consumers of hypermarkets.

AIGLE

AIGLE brand specialises in high-end outdoor sports and casual apparel and footwear
products. It serves as the Group's stepping stone to explore the outdoor sporting goods
sector. AIGLE brand products are sold mostly to metropolitan and first-tier cities in
China and its business model is maturing. Customers are increasingly favouring core
products of AIGLE brand due to the unique competitiveness of the brand. During the
year, AIGLE brand reported satisfactory performance of its new stores and a substantial
growth in same store sales. It is expected that the AIGLE brand business can achieve
a break-even level in the near future.

During the year, the following operation measures for AIGLE brand were
implemented:

O Defining a clear product position and building unique competitive edges by
developing functional yet fashionable products;

O Appropriate spending of marketing expenses including continuous placement of
print advertisements in travel and other outdoor magazines to enhance brand image
and awareness;

O Launching the membership system to develop a core customer group;

0 Collaborating with Asia product lines of AIGLE France and AIGLE Hong Kong to
enhance product mix and to lower the costs as well as working with suppliers in
France and Hong Kong to develop a localised production supply chain;

O Applying the management style and experience of the directly-managed retail
stores and key strategic stores in metropolitan cities to the stores established by
distributors in order to promote the channel and market expansion; and

0 Upgrading the quality of retail stores by adopting the international standards on
store layout promulgated by the AIGLE brand.

The Group envisages a bright future for the high-end outdoor sporting goods market in China.
The Group will continue to exploit opportunities in this segment through strengthening the
product and retail management of the AIGLE brand while expanding the sales channel on the
basis of improving same store growth so as to boost sales and to develop the AIGLE brand
as a complement to the LI-NING brand.



Human Resources

As at 31 December 2009, the Group had 4,432 employees (31 December 2008: 4,001). The
Group outsourced selected functions and continued to improve organisation efficiency,
with the core team remaining stable.

The Group regards its workforce as an important asset and has placed special emphasis
on the recruitment, nurturing, motivation and retention of staff. During the year, to meet
its strategic development needs, the Group made significant investments in human
resources for the establishment of the organisation structure and organisation efficiency
monitoring system, the recruitment system, the talent development and motivation
systems, the human resources information system and the professional and leadership
skills development system. The Group has strived to be a trustworthy employer who is
able to meet the professional career development needs of its staff.

The Group adopts a comprehensive capability-based performance management
system for its staff, which provides solid support for its sustainable development
and pursuit of outstanding performance. The system not only aims to motivate
staff to meet short-term targets, but also focuses on comprehensive development
of their leadership skills, professional capabilities and other potential. The system
tailors individual career development plans for its staff and encourages staff to
improve their capabilities to meet performance targets. The system also emphasizes
a comprehensive management process from the establishment of individual goals,
tracking and counseling, to feedback and reward or penalty, so as to ensure that
the strategic goals will be achieved at individual levels.

With respect to remuneration, the compensation packages for individual staff members
are an effective integration of corporate performance, departmental objectives and
individual merit. This system serves to reward outstanding staff and motivate staff’s
passion and creativity in their work, while aligning individual goals to the overall strategic
objectives. In addition to the base salary, key employees with outstanding performance
will be rewarded by way of cash, restricted shares, share options, individual awards, or a
combination of them, with a view to effectively aligning the interests of the employees
to that of the Company.
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In December 2009, the Company was once again awarded the "Best 50 Workplaces”
(50FEE — TYEI5FR) and “The Most Respectable Enterprise in China” (F &S B %),
endorsing the Company’s principle of being a people-oriented enterprise with a high
sense of social responsibilities.

Outlook

While the fast-moving consumer goods industry in which the Group operates was battered
by the economic crisis in 2009, the sporting goods industry continued to exhibit attractive,
long-term growth opportunities. China‘s expansionary macro-economic policies helped
revive China‘s economy, making it more reasonable to expect resurgence in the year 2010.
The Central Economic Work Conference held in late 2009 stipulated a gradual relaxation
of residency constraints in small and medium cities, encouraging continued urbanisation.
Such measures are expected to stimulate consumption and are, therefore, good news
to the sporting goods industry as a whole. Based on order value from trade fairs for the
first and second quarters of 2010 hosted by the Group for LI-NING brand, which grew
by 11.6% and 15.4%, respectively, the Group envisages stronger growth for the sporting
goods industry in 2010 than 2009.

From a medium- to long-term viewpoint, China’s sporting goods industry is in the
midst of a major growth trend and still has ample room for further development. As
urbanisation continues to gather pace, the per capita disposable income of urban
residents and domestic consumption power will grow steadily. Their increasing aspiration
for sports and leisure activities will drive the medium-to-long term growth of the
sporting goods market. The successful hosting of the Beijing Olympics boosted the
Central Government's determination to develop the country into a sports superpower.
This provides a layer of policy protection for the sporting goods industry. Following
the 2008 Beijing Olympics, the 11th National Games and the East Asian Games
held in late 2009, and the forthcoming Asian Games 2010 to be held in Guangzhou,
the sporting goods industry will continue to gain attention of the public with such
continuous sports events.
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Challenges breed opportunities. While key macro-economic data indicates that China’s
economy will start to recover in 2010 with an improving operating environment, there
are still large uncertainties in the macro-economic environment while major issues in the
economy of the world and the PRC are yet to be eliminated. Meanwhile, competition in
the sporting goods industry will continue to be fierce. Industry players with advantages
will continue to invest more resources, leading to increasing concentration among a
few major brands in the increasingly intensified environment.

The Group will continue to implement its proactive, yet prudent strategy to cope with
its strategic objectives for years 2009-2013. In 2010, the Group will concentrate on the

following areas:

O  Further establish the unique positioning and personality of the LI-NING brand to
enhance its core competencies through effective integration of brand, products

and retail-level operations focusing on targeted consumer groups;

O Promote same store performances by speeding up reforms in the sales channel
system and boosting retail management capabilities, while reinforcing and enhancing
the LI-NING brand’s market standing by intensifying expansion and penetration of

the retail network;

O Continue to develop and expand strategic business lines. Following the successful

roll-out of the businesses in badminton and sports lifestyle in 2009, the Group
will strive to increase its share in the badminton market by further leveraging its
advantages in sales channels, products and integrated marketing capabilities. The
Group will also seek to promote the establishment of a sustainable, healthy rapid-
growth model for its sports lifestyle business; and

O Enhance the response, efficiency and flexibility of its supply chain through ongoing

system optimisation to cope with the Group's rapid development.

In parallel, the Group will continue to strengthen its organisation and execution capabilities
in pursuit of excellence in operational performance so as to ensure steady operation and
sustainable development and to create better returns for Shareholders and investors.



The Board is committed to promoting and upholding good corporate governance in order
to fulfil its mission of creating value for and maximising returns to the Shareholders.

Throughout the year 2009, the Company applied all the principles and fully complied with
all the code provisions, and where appropriate, adopted the recommended best practices
of the Code on Corporate Governance Practices contained in Appendix 14 to the Listing
Rules (the "Corporate Governance Code”). The corporate governance structure and major
corporate governance practices adopted by the Company are described below.

Corporate Governance Structure

The Company's corporate governance structure is as follows:

Shareholders

Executive Nomination
Committee Committee
Board of
Directors External
Auditor
Remuneration Audit
Committee Committee
Management
. \
Staff
Internal
Audit

Department
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The Board of Directors

Accountable to the Shareholders, the Board has the responsibility for providing leadership
and monitoring and controlling the Company and is collectively responsible for promoting
the success of the Group by directing and supervising the Company’s affairs.

Composition of the Board

As at the date of this report, the Board comprised the following ten Directors, with a
majority of whom are non-executive Directors (including the independent non-executive
Directors):

Date of last
re-election by
the Shareholders

Date of first
appointment

Category and name of Director to the Board

Executive Directors

Mr. Li Ning (Chairman) 3 April 2004 11 May 2007

Mr. Zhang Zhi Yong 6 May 2004 15 May 2009
(Chief Executive Officer)

Mr. Chong Yik Kay 9 February 2009 15 May 2009
(Chief Financial Officer)

Non-executive Directors

Mr. Lim Meng Ann 6 May 2004 15 May 2009

Mr. Stuart Schonberger 6 May 2004 9 May 2008

Mr. Chu Wah Hui 1 June 2007 9 May 2008

Mr. James Chun-Hsien Wei 1 September 2007 9 May 2008

Independent non-executive Directors

Mr. Koo Fook Sun, Louis 6 May 2004 11 May 2007

Ms. Wang Ya Fei 6 May 2004 15 May 2009

Mr. Chan Chung Bun, Bunny 6 May 2004 9 May 2008
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The composition of the Board is well balanced with each Director having sound knowledge,
experience and expertise relevant to the business operations and development of the
Group. Biographical details of the Directors are set out on pages 59 to 63 of this annual
report. There are no relationships (including financial, business, family or other material
or relevant relationships) among members of the Board.

All Directors are aware of their collective and individual responsibilities to the Shareholders
and have exercised their duties with care, skill and diligence, in pursuit of the success
of the Group. Every newly appointed Director receives a comprehensive, formal and
tailored induction to ensure that he has a proper understanding of the business and
operations of the Group and that he is fully aware of his duties and responsibilities as
a director under applicable rules and requirements.

Chairman and Chief Executive Officer

To ensure a balance of power and authority, the roles of the Chairman and the Chief
Executive Officer are segregated and performed by Mr. Li Ning and Mr. Zhang Zhi
Yong, respectively. There is a clear distinction between the Chairman’s responsibility

for providing leadership for the Board and the Chief
Executive Officer’s responsibility for managing

the day-to-day operations of the Group's
business.

All members of the Board

Non-executive Directors and Independent Non-executive
Directors

Each of the non-executive Directors and independent non-executive Directors has entered
into a service contract with the Company for a term of three years. The incumbent
non-executive and independent non-executive Directors have extensive professional
experience and have participated in the meetings of the Board in a conscientious and
responsible manner. Non-executive Directors serve actively on Board committees to
provide their independent and objective views, in particular, on issues of strategy, policy,
performance, accountability, resources, key appointments and standards of conduct and
to promote critical review and control. They play an important check-and-balance role
to safeguard the interests of the Company and the Shareholders as a whole.

In compliance with Rule 3.10(1) of the Listing Rules, the Company has appointed three
independent non-executive Directors. One of the independent non-executive Directors
has the appropriate qualifications in accounting or related financial management
expertise as required by Rule 3.10(2) of the Listing Rules. The Company has received
from each of the independent non-executive Directors an annual confirmation of his or
her independence as required under the Listing Rules. Independence of each of the
independent non-executive Directors has been assessed by the Board and the Board
considers that all independent non-executive Directors are independent as required
under the Listing Rules.

Principal Responsibilities of the Board

While delegating authority and responsibility for implementing business strategy and
managing the day-to-day operations of the Group's business to the management, the
Board is collectively responsible for formulating the strategic business direction of the
Group and setting objectives for the management, overseeing its performance and
assessing the effectiveness of management strategies. The Board reviews the operating
performance against agreed targets and budgets on a regular basis and also exercises
a number of reserved powers, including:



0 formulating long-term objectives and strategies;

O approving strategic, operational and financial plans;

O monitoring and controlling the Group’s operational and financial performance;
O approving financial statements and public announcements;

O setting the dividend policy; and

O carrying out major acquisitions and disposals, formation of joint ventures and capital
transactions.

Responsibilities for Accounts

The Directors are responsible for preparation of the financial statements of the Group
for each financial year and ensuring that these financial statements give a true and
fair view of the state of affairs of the Group, its results and cash flows for that period.
The Directors are also responsible for ensuring that proper accounting records which
disclose the financial position of the Group are kept at all times.

Board Meetings

The Board holds at least four regular Board meetings a year at approximately quarterly
intervals and additional Board meetings are held as and when necessary. Regular Board
meetings are scheduled a year ahead to facilitate maximum attendance of Directors.
The meeting agenda is set after consulting with members of the Board. The agenda
and accompanying papers are normally sent to Directors one week before the date of
the meeting.

Directors can at any time request relevant information in their role as Directors. The
management has provided comprehensive reports on the Group’s business progress,
financial objectives, strategic and development plans to the Board at all Board meetings
to enable the Directors to make informed decisions on matters submitted for their
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approval. The Board has also made arrangements for relevant members of the senior
management to attend their meetings and report the latest situation about operations
and respond to queries of the Board.

Directors are required to declare their direct or indirect interests, if any, in any matter to
be considered at Board meetings and interested Directors are required to abstain from
voting and will not be counted in the quorum present in the Board meetings.

The Board held four meetings in 2009 and the attendance record of the Directors is
set out below:

Number of Board

Members of the Board meetings attended

Executive Directors

Mr. Li Ning 3 outof 4
Mr. Zhang Zhi Yong 4 out of 4
Mr. Chong Yik Kay 4 out of 4

Non-executive Directors

Mr. Lim Meng Ann 4 out of 4
Mr. Stuart Schonberger 4 out of 4
Mr. Chu Wah Hui 4 out of 4
Mr. James Chun-Hsien Wei 4 out of 4

Independent non-executive Directors

Mr. Koo Fook Sun, Louis 4 out of 4
Ms. Wang Ya Fei 4 out of 4
Mr. Chan Chung Bun, Bunny 4 out of 4

Directors’ Appointment and Re-election

In compliance with the Listing Rules and the articles of association of the Company, all
Directors are subject to retirement by rotation at least once every three years and are
eligible for re-election. A new Director appointed by the Board is subject to election
by the Shareholders at the first general meeting after his or her appointment.
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Directors’ and Officers’ Liability Insurance

The Company has arranged for appropriate insurance cover in respect of possible legal
actions against its Directors and officers. The scope of coverage of the insurance is
subject to review annually.

Board Committees

The Board is supported by a number of committees, including the Executive Committee,
the Nomination Committee, the Remuneration Committee and the Audit Committee.
Each Committee has its defined and written terms of reference approved by the Board
covering its duties, powers and functions. The Committees are provided with sufficient
resources to discharge their duties and report regularly to the Board, addressing major
issues and findings, and making valuable recommendations to assist the Board in its
decision making.

Executive Committee

The Board has established the Executive Committee to enhance management efficiency

since December 2004. The Executive Committee currently comprises six members,

namely:

Mr. Zhang Zhi Yong Executive Director & Chief Executive Officer
(Chairman of the Committee)

Mr. Li Ning

Mr. Chong Yik Kay

Mr. Guo Jian Xin

Mr. Fang Shih Wei

Mr. Zhang Hui

Chairman of the Board & Executive Director
Executive Director & Chief Financial Officer
Vice President & Chief Operating Officer
Vice President & Chief Marketing Officer
Vice President

The Board has delegated the following duties to the Executive Committee:

O setting the Group's strategic, operational and financial plans for approval by the
Board;

0 examining and approving the strategic business directions at subsidiary level,

O examining and approving financial arrangements of member companies of the
Group within a limit approved by the Board; and

0 deciding on the appointment and removal of senior management members of the
Group.

The Board reviews the terms of reference of the Executive Committee regularly to ensure
that proper and appropriate delegation of authority is achieved.

Nomination Committee

The Nomination Committee has been established since June 2005 and currently consists

of the following Directors:

Mr. Lim Meng Ann Non-executive Director
(Chairman of the Committee)

Mr. Koo Fook Sun, Louis

Ms. Wang Ya Fei

Mr. Chu Wah Hui

Independent non-executive Director
Independent non-executive Director
Non-executive Director

The Nomination Committee adopts the recommended terms of reference set out in
the Corporate Governance Code as its terms of reference which are available on the
Company’s websites. Its primary role is to evaluate the structure, size and composition of
the Board, to make recommendations to the Board on the appointment and succession of
Directors based on certain criteria adopted by the Committee, including appropriate skills,
knowledge and industry experience, personal ethics and integrity and time commitment
to the Board's affairs. The process ensures that the Board comprises a sufficient number
of Directors and consists of Directors having sound knowledge, experience and/or
expertise pertaining to the business operations and development of the Group. The
Nomination Committee considers the current structure, size and composition of the
Board suitable for directing the Group’s development and made no recommendations
to the Board on any proposed changes during the year.



In 2009, the Nomination Committee, together with the Board, assessed the independence
of each of the independent non-executive Directors and considers that all independent
non-executive Directors are independent as required under the Listing Rules. The
Nomination Committee itself did not hold any meeting during the year.

Remuneration Committee

The Remuneration Committee has been established since the Company’s listing in
June 2004. The primary responsibility of the Remuneration Committee is to formulate
remuneration policies and practices for Directors and senior executives to enable the
Company to attract, retain and motivate quality personnel which is essential to the
long-term success of the Company.

The Remuneration Committee currently consists of following three Directors:

Ms. Wang Ya Fei

(Chairman of the Committee)
Mr. Lim Meng Ann
Mr. Koo Fook Sun, Louis

Independent non-executive Director

Non-executive Director
Independent non-executive Director

The Remuneration Committee has adopted the terms of reference as outlined under
the Corporate Governance Code. The current terms of reference of the Remuneration
Committee are available on the Company's websites.

The Remuneration Committee met two times in 2009 and the attendance record of the
members of the committee is set out below:

Members of the Number of committee

Remuneration Committee

meetings attended

Ms. Wang Ya Fei 2 out of 2
Mr. Lim Meng Ann 2 out of 2
Mr. Koo Fook Sun, Louis 2 out of 2
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The following is a summary of the major tasks carried out by the Remuneration Committee
in 2009:

O annual review and determining of remuneration packages for Directors and senior
executives;

O review and determining of the bonus execution plan for year 2009 according to the
key performance indicators for year 2009; and

O review and setting of key performance indicators and bonus plan for year 2010.

In discharge of its functions, the Remuneration Committee consults and seeks advice
from the Chairman, the Chief Executive Officer, the Chief Financial Officer and the Human
Resources Division of the Company. External professional consultants are engaged to
provide advice on issues when the Remuneration Committee considers necessary.

The primary goal of the Group’s remuneration policy for executive Directors is to enable
the Company to retain and motivate executive Directors by linking their compensation
with their individual performance as measured against the Group's corporate objectives
and operating results, taking into account also the comparable market conditions. The
principal elements of the remuneration package of an executive Director include director’s
fee, basic salary, discretionary bonus, participation in the Company’s share schemes
and other benefits and allowances. Remuneration of non-executive Directors (including
independent non-executive Directors) includes mainly director’s fee which is a matter
for the Board to decide by reference to the duties and responsibilities of non-executive
Directors (including independent non-executive Directors) and the comparable market
conditions. Non-executive Directors are also be invited to participate in the Company’s
share schemes. The Company reimburses reasonable out-of-pocket expenses incurred
by the Directors in the course of performing their duties as Directors.

Directors do not participate in decisions or attend meetings approving their own
remuneration. The emoluments of each Director for the year ended 31 December 2009
are set out in note 25 to the consolidated financial statements.
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Audit Committee

The Audit Committee was established since the Company’s listing in June 2004. Its role
is to assist the Board in discharging its responsibilities for monitoring the integrity of
the Group’s financial statements, overseeing the Group’s financial reporting systems,
internal control procedures and the Company’s relationship with the external auditor.

The terms of reference of the Audit Committee follow the guidelines set out by the Hong
Kong Institute of Certified Public Accountants and are in compliance with the Corporate
Governance Code. To ensure compliance with the amended Corporate Governance Code
effective from 1 January 2009, the terms of reference of the Audit Committee have been
revised by the Board to include the oversight role of the Audit Committee to review
the adequacy of resources, qualifications and experience of staff of the Company’s
accounting and financial reporting function, and their training programmes and budget.
The current terms of reference are available on the Company’s websites.

The Audit Committee currently consists of the following three Directors:

Mr. Koo Fook Sun, Louis

(Chairman of the Committee)

Independent non-executive Director
Mr. Stuart Schonberger Non-executive Director

Ms. Wang Ya Fei Independent non-executive Director

The Audit Committee met three times in 2009 and the attendance record of the members
of the committee is set out below:

Members of the
Audit Committee

Number of committee

meetings attended

Mr. Koo Fook Sun, Louis 3 out of 3
Mr. Stuart Schonberger 3 out of 3
Ms. Wang Ya Fei 3outof3

The external auditor, Chief Executive Officer, Chief Financial Officer and the heads of
the Internal Audit Department and Accounting Management Department attended the
meetings and provided necessary information and addressed questions from the Audit
Committee. During the year, the Audit Committee also held a meeting with the external
auditor without the presence of the management.

The following is a summary of the work performed by the Audit Committee in 2009:

O review of and recommendation for the Board's approval of the 2008 annual financial
statements and 2009 interim financial statements with a focus on compliance with
accounting standards, the Listing Rules and other requirements in relation to financial
reporting;

O review of the external auditor’s statutory audit plan and the nature and scope of
audit before commencement of audit work;

O discussion with the external auditor and the management on possible accounting
risks;



O review of internal audit findings in 2009 and recommendations and approval of 2010
internal audit plan;

O review of the effectiveness of the Company’s internal control system, including the
adequacy of resources, qualifications and experience of staff of the accounting and
financial reporting functions, and their training programmes and budget;

0 approval of the audit fees and terms of engagement of the external auditor; and

0 review of independence of the external auditor and recommendation to the Board
on the re-appointment of the external auditor.

External Auditor

For the year ended 31 December 2009, the total remuneration for the audit services
provided by the external auditor amounted to RMB4,050,000 (2008: RMB4,150,000). The
audit fees were approved by the Audit Committee.

For the year ended 31 December 2009, the total remuneration for permissible non-audit
services provided by the external auditor and its affiliates amounted to RMB1,386,000
(2008: RMB1,461,000). The non-audit services mainly comprised tax compliance and
other tax advisory services. The Audit Committee had been notified with the non-audit
services and fees and was satisfied that such services did not (in terms of the nature of
services and the related fee levels) affect the independence of the external auditor.

Prior to commencement of the audit of the Company’s accounts for year 2009, the Audit
Committee had received a confirmation from the external auditor on their independence
and objectivity.

The statement of the external auditor of the Company about their reporting responsibilities
on the consolidated financial statements is set out on page 94 of this annual report.
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PricewaterhouseCoopers has been appointed as the external auditor of the Company
since the Company’s listing on the Hong Kong Stock Exchange in 2004. The re-
appointment of PricewaterhouseCoopers as the external auditor of the Company has
been recommended by the Audit Committee, endorsed by the Board and is subject to

approval by the Shareholders at the forthcoming annual general meeting.

Internal Control

The Board has the responsibility to ensure that the Group's internal control system is
sound and effective to safeguard the Shareholders’ investment and the Company’s assets.
Accordingly, the Board has always attached great importance to internal control and
offered support thereto. Particularly, in light of the impact of the global financial crisis
in 2009, the Group had further strengthened its internal control in various operational
and financial aspects so that it has managed to deliver continuous satisfactory results

under the challenging economic environment.

Internal Control System

Based on the experience in operation control over the years, the Company has streamlined
all major operational procedures, and has identified major risks and formulated control
measures necessary to reduce such risks, putting in place an integrated system of
internal control. The system adopts the globally recognised framework outlined by
the Committee of Sponsoring Organisations of the Treadway Commission (“COSO"),
with the Group’s business, operational and financial risks, corporate culture and
management philosophy being taken into account. The system is designed to achieve (i)
effectiveness and efficiency of operations; (ii) enhancement of reliability of internal and
external financial reporting; and (iii) compliance with applicable laws and regulations.
The system serves to provide reasonable, but not absolute, assurance against material

misstatement, fraud or loss.

During the year, the Group continued to improve its internal control system aiming at
providing effective control and forceful support, which are reflected in the following

aspects:
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Continued to drive the normal operation of the organisational structure of internal
control set up on the basis of the COSO internal control framework depicted as
follows:

Ultimate
Accountability

Audit Committee

v

Internal Audit
Department

CEO Office

Decision-making level

Co-ordination level [ 3

Operational level )

The Company has established a top-down organisational and management
structure with clear-cut responsibilities and authorities for internal control purposes,
embracing three levels which are responsible for ultimate accountability, supervision
and implementation, respectively: (i) the Board has the ultimate accountability
and authority in internal control management. It is externally accountable to the
Shareholders for corporate governance, whereas internally it acts as the highest
authority to foster internal control; (ii) the Audit Committee is responsible for
supervising the establishment and operation of the internal control system by the
management, monitoring the Group's internal control procedures and advising the
Board on the effectiveness thereof. Preliminary assessment on the effectiveness of
internal control is conducted by the Internal Audit Department which reports directly
to the Audit Committee; (iii) the implementation level comprises a decision-making
group (which is an executive team led by the Chief Executive Officer and the Chief

Financial Officer being responsible for the daily internal control management), a
coordination body (namely, the Internal Control Team, which is responsible for
supporting the planning and establishment of the Group's internal control system,
coordinating the promotion and implementation of the internal control structures
in different systems, and organising examination on the effectiveness of the internal
control and assessment of risks) and operational level (which are the units being
responsible for execution of the internal control, including various operational and
functional divisions and departments that are accountable to the establishment,
enhancement and effectiveness of the internal control system).

During the year, in light of the changes of organisational structure, staff and business
flow, the staff organisation under the internal control organisational structure was
promptly updated and necessary training was carried out. The Internal Control
Team convenes regular internal control work meetings and reports to the Audit
Committee at least twice a year in relation to the Group's internal control work
plans and progress for the supervision and guidance of the Audit Committee and
the Board.

Possession of effective and forward-looking strategic management and operation
management information and financial and accounting management systems to support
the supervision of implementation and performance of business strategies and plans.
Timely and regular operational and financial reports are submitted to and reviewed
by the senior management, the Board or its designated committees. This allows
them to monitor and control situations against the established annual operating and
financial targets and to consider necessary actions as well as to ensure such actions
being carried out promptly to remedy any significant failures or weaknesses.

Continued the implementation of the Internal Control Manual of Li Ning Company
Limited (the “Internal Control Manual”), which represents the codification of the
Group's existing internal control policies and operational procedures to enhance
its internal control system. The Internal Control Manual currently covers areas
comprising the management procedures in respect of sales and trade receivables,
procurement and trade payables, inventories, capital, financial reporting, taxation,
management functions of the Group, administration and human resources, intellectual



property rights, export and fixed assets. The Internal Control Manual is updated at
least once a year, depending on the needs for business changes and procedural
refinement, so as to further improve and monitor the effectiveness of the internal
control system on a continuing basis. With the coordination of the Internal Control
Team, 276 detailed control procedures of the Internal Control Manual were amended
by relevant departments during the year 2009, with such amended procedures
implemented during the year.

Establishment of an effective annual self-assessment and evaluation mechanism
under the internal control framework, with satisfactory results and attaining the
following goals:

(i) testing the reasonableness of the existing internal control mechanism, evaluating
control risk, so as to provide a way to rectify any inadequacy of internal control
in a timely and effective manner;

(i) prompting the middle to senior management and personnel in key positions to
review, evaluate and reinforce the implementation of internal control regarding
their respective areas of duties; and

(iii) assisting the Audit Committee and the Board in assessing the effectiveness of
the Group's internal control system.

Independent reviews of risks associated with and internal control on key operations and
financial and compliance functions are performed by the Internal Audit Department.
Significant issues, if any, together with recommendations for improvement, are
reported in detail to the Audit Committee or the Board.

In order to ensure rapid and healthy development of the Group in terms of business
diversification and internationalisation, based on the internal control foundation of
the Company and assisted by an external consulting firm, risk management theory
and methodology were introduced into the Company during the year 2009 on the
basis of the COSO risk management framework (COSO-ERM). These efforts have
put in place the initial establishment of a risk management system framework,
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including the preliminary establishment of a risk management organisational
system for the Group on the basis of the internal control organisational system
described above and the formulation of the “Risk Management Manual of Li Ning
Company Limited (Trial)” for the guidance of risk management mechanism of the
Company and support of risk management functions at the corporate level as well
as individual division and department levels. It serves the purpose of an extension
of the existing internal control to risk management regime. The various functions
of the aforesaid risk management system will be gradually implemented from 2010,
and it is believed that, based on the new risk management system, the existing
internal control management will be more focused and efficient, thereby enhancing
the overall risk management capability of the Group.

The Company pays much attention to the internal promotion on implementation of
internal control and risk management. Internal control awareness was raised among the
Company in various manners such as training programmes, regular briefing sessions and
posters. An in-house newsletter “Internal Control Developments” (RIEE)AE) is issued
regularly to share with management staff material internal control and risk related
events in the external environment, and to raise their attention to internal control and

risk management.

Annual Review

The Board is fully aware of its accountability in respect of the Group's internal control system
and the responsibility for reviewing the effectiveness of the system. The enhancement of
internal control is a continuous process and needs to be responsive and remain relevant
over time in the continuously evolving business environment. The Group's internal control
system is therefore subject to continuous review and improvement to enable the Group
to have appropriate responses to any changing risks faced by the Group.

A comprehensive review on the effectiveness of the Group's internal control system is
conducted annually, covering all material controls concerning financial, operational and
compliance controls and risk management functions. The review is performed internally
on a self-assessment approach (CSA) with a complete set of reporting forms. Persons
in-charge of each division and department are requested to fill in the self-assessment
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review questionnaire against key items of internal control. In 2009, the Company made
improvements to the methods and strategies for the self-assessment, which included
simplifying questionnaires, completing the questionnaires on information technology
platform, increasing the number of interviews and extending the self-assessment to
cover more than 70 systems or departments in line with the Company’s organisational
restructuring and business expansion. In addition, senior management members are
requested to assess the effectiveness of the internal control system against the elements
outlined by the COSO internal control system, including control environment, risk
assessment, information and communication, and control. Through the review process,
the persons in-charge are able to verify whether the internal control system is working
as intended, to identify failures or weaknesses and to take relevant remedial actions. The
Internal Audit Department will also carry out independent examination and analysis on the
reviewing process and results. Based on the results, the Chief Executive Officer and the
Chief Financial Officer will submit a declaration to the Audit Committee and the Board,

certifying the adequacy and effectiveness of the Group’s internal control system.

The results of the review conducted for the year ended 31 December 2009 have been
reported to the Audit Committee and the Board. According to the results, the Audit
Committee and the Board confirm that the systems and procedures of the Group's internal
control are in good order and are able to identify, control and report on significant risks
involved in achieving the Group's strategic objectives. Deficiencies and weaknesses have
been identified and remedial actions have either been taken or designated to be taken.
No material deficiencies have been identified so far and there were no significant areas
of concern which may affect the Shareholders.

The Audit Committee and the Board received also the annual review results with regard
to the adequacy of resources, qualifications and experience of staff of the Group's
accounting and financial reporting, and their training programmes and budget. In
accordance with such results, the Audit Committee and the Board are of the view that
the Group has an adequate number of accounting and financial reporting staff, so as to
effectively perform the accounting and financial reporting functions, and all accounting
and financial reporting staff have the professional qualification and practicing experience
needed for their respective functions, and there has been sufficient training programmes
and related budget for the staff.

The Board considers that the Group's internal control system is adequate and effective
and the Company has complied with the code provisions in respect of internal control
under the Corporate Governance Code for the year ended 31 December 2009.

Internal Audit

The Internal Audit Department has been established soon after the Company’s listing
on the Hong Kong Stock Exchange in 2004. The main functions of the Internal Audit
Department are reviewing operational and financial conditions of the Group free from
all restrictions, so as to disclose potential risks, and to follow up with related remedy
measures, with a view to continue to enhance operation effectiveness and efficiency of
the Group. The Internal Audit Department plays an important role in the Group's internal
control and risk management framework with an aim to provide objective assurance to
the Audit Committee and the Board that a sound internal control system is maintained
and operated and that the risks associated with the achievement of business objectives
are being managed properly and circumvented. The Internal Audit Department reports
directly to the Chief Financial Officer and can refer matters to the Audit Committee
directly. The head of the Internal Audit Department attends each and every meeting of
the Audit Committee and maintains constructive dialogue with the Company’s external
auditor.

The Internal Audit Department formulates the internal audit plan every year in
accordance with the Group's strategic goals and risk level, and engages in related jobs
with the approval and support of the Audit Committee. The tasks of the Internal Audit
Department include (i) regular audit and evaluation of the operation effectiveness and
efficiency of various business and functional systems; and (ii) special reviews in various
concerned areas identified by the management and the Audit Committee based on the
assessment of risks. In the year 2009, the Internal Audit Department conducted audit
on various business systems of the LI-NING brand such as product, marketing, sales
and supply chain management, and various functional systems including the finance
system, as well as on new business areas such as Double Happiness and the badminton
business division, and submitted the relevant audit reports to the Audit Committee,
Chief Executive Officer and Chief Financial Officer.



For material audit discoveries and risks, the Internal Audit Department will notify the
Audit Committee and the management timely of such risks, and will regularly follow up
with the improvement progress. As at 31 December 2009, various audit findings and
risks had been or were being properly handled by the management, and there were no
material irreparable audit findings or risk points. Based on the risk assessment and the
Group's strategic focus, the Internal Audit Department has planned to carry out audits
focusing on brand, sales channel, supply chain, overseas business and new business
in 2010.

The Internal Audit Department plays an important role in the realm of internal control
and is responsible for reviewing and assessing the adequacy and compliance level
of the Group's internal control system and formulating an independent and impartial
opinion on the effectiveness of the system. Following the establishment of the Group's
risk management system, the Internal Audit Department will also evaluate the operation
efficiency of the risk management system.

Price-sensitive Information

With respect to procedures and internal controls for the handling and dissemination
of price-sensitive information, the Company is fully aware of its obligations under the
Listing Rules and the overriding principle that price-sensitive information should be
announced immediately when it is the subject of a decision. The Company’s policy
contains a strict prohibition on the unauthorised use of confidential or insider information
and has established and implemented procedures for responding to external enquiries
about the Group's affairs. The Chief Executive Officer and the Chief Financial Officer
are identified and authorised to act as the Company’s spokespersons to respond to
enquiries made in relation to the Group's affairs.

During the year, the Company had reviewed its internal guidelines on price sensitive or
potentially price sensitive information by reference to its own and industry circumstances
and the “Guide on Disclosure of Price-Sensitive Information” issued by the Hong Kong
Stock Exchange.
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Compliance with the Model Code on Share Dealings

The Company has adopted the Model Code for Securities Transactions by Directors
of Listed Issuers (the "Model Code”) contained in Appendix 10 to the Listing Rules
regarding securities transactions by its Directors. Directors are reminded regularly of
their obligations under the Model Code. Following specific enquiry by the Company,
all Directors have confirmed that they have complied with the required standard set
out in the Model Code throughout the year ended 31 December 2009.

Employees who are likely to be in possession of unpublished price-sensitive information
of the Group are also subject to the compliance with guidelines on no less exacting
terms than the Model Code. During the year, certain internal procedures to regulate
employees in dealing shares of the Company were reviewed and streamlined. No incident
of non-compliance was noted by the Company in year 2009.

Shareholders’ Rights

Under the Company’s articles of association, any one or more Shareholders holding not
less than one-tenth of the paid up capital of the Company carrying the right of voting at
general meetings of the Company shall at all times have the right, by written requisition
to the Board to require an extraordinary general meeting to be called by the Board for
transactions of any business specified in such requisition.

The Company has adopted poll voting in its general meetings since listing before poll
voting was made mandatory for all general meetings effective from 1 January 2009
under the Listing Rules. All resolutions put forward at any Shareholders’ meeting are
voted by poll so that each Share is entitled to one vote.

For the year 2009, there was no change made in the Company’s articles of
association.
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Shareholders may send their enquiries which require the Board’s attention to the
Company'’s principal place of business in Hong Kong. Relevant contact information is
set out on page 5 of this annual report and is also available on the Company’s websites.
Important Shareholders’ dates are set out on page 68 of this annual report and posted
on the Company’s websites.

Shareholders’ Meetings

The annual or extraordinary general meeting provides a principal channel of direct
communication between the Company and the Shareholders. It provides an opportunity
for Shareholders to better understand the Company’s operation, financial performance,
business strategies and outlook. To encourage Shareholders to attend the meeting, more
than 20 clear business days’ notice and a circular containing necessary information is
given to Shareholders so as to enable them to make informed decisions on the resolutions
proposed to be considered in the meeting. A question and answer section is available
for Shareholders to raise questions and the Directors present would respond to such
questions at the meeting.

The last annual general meeting, which was also the last Shareholders’ meeting of the
Company, was held on 15 May 2009. The full Board and the Company’s external auditor
were present at the meeting. At the last annual general meeting, separate resolutions
were proposed for the following businesses and were voted by poll:

0 adopting the audited financial statements for the year ended 31 December 2008;
0 declaration of final dividend;

O re-election of four Directors;

O re-appointment of auditor and the authorisation of the Directors to fix their

remuneration;

O amendments to share option scheme adopted by the Company on 5 June 2004,
and

0 providing Directors with general mandates to repurchase and issue and allot shares
of the Company subject to the relevant limits under the Listing Rules.

All the resolutions proposed at the last annual general meeting were approved by
Shareholders. Details of the poll results were declared at the meeting and the poll
results announcement made pursuant to the Listing Rules has been published on the
Company's websites.

No extraordinary general meeting was held during the year. The next annual general
meeting of Shareholders will be held on 14 May 2010. Details of the meeting and
necessary information on issues to be considered in the meeting are set out in the
circular dispatched to Shareholders together with the Company’s annual report 2009.

Way Forward

Corporate governance is a continuous process. The Board will continue to review and
improve its corporate governance regime in response to internal and external changes with
an aim to maintain a high degree of transparency, accountability and independence.

By order of the Board
Zhang Zhi Yong

Executive Director &
Chief Executive Officer

Chong Yik Kay
Executive Director &
Chief Financial Officer

Hong Kong, 17 March 2010



Directors
Executive Directors

Mr. LI Ning, aged 47, is the founder of the LI-NING brand and the Group’s Chairman
and an executive Director. He is primarily responsible for formulating the Group's overall
corporate strategies and planning.

Mr. Li Ning is one of the most outstanding athletes in the 20th century. In the 6th World
Cup Gymnastics Competition in 1982, Mr. Li unprecedentedly won six gold medals in men's
artistic gymnastics events and was named the “Prince of Gymnastics” (§8# £ F) in the
PRC. In the 23rd Los Angeles Olympic Games in 1984, Mr. Li won three gold, two silver
and one bronze medals, making him the athlete winning the most medals of that Olympic
Games. In 1987, Mr. Li became the only Asian member of the Athlete’s Commission of
the International Olympic Committee. From 1993 to 2000, Mr. Li served as a member
of the Men'’s Artistic Gymnastics Technical Committee of the Federation Internationale
De Gymnastique. He is currently an honorary member of the Federation Internationale
De Gymnastique. In 1999, Mr. Li was voted one of the “World's Most Excellent Athletes
in the 20th Century” by the World Sports Correspondent Association.

After retiring in 1989 from his athlete career, Mr. Li Ning initiated the idea of LI-NING
brand with the goal of creating the first national sports goods brand in the PRC. He
has dedicated the past 20 years to the development of the Group’s business, making
great contribution to the development of the PRC’s sports goods industry. Mr. Li holds
a bachelor’'s degree in law from School of Law of Peking University (At mAE2), an
executive M.B.A. degree from Guanghua School of Management of Peking University
(LR KREBHEEIEER), a technical honorary doctorate from Loughborough University
in the United Kingdom and a degree of Doctor of Humanities honoris causa of The
Hong Kong Polytechnic University.

Mr. Li Ning has also been actively involved in charities via his “Li Ning Fund Association”
(ZEEEE) and his genuine support to the active and retired Chinese athletes and
coaches in establishing “The Chinese Athletes Educational Foundation” (FRiEg) 8% &
H &), which aims at providing subsidies for further education and trainings for athletes
and to support educational development in impoverished and remote areas in China. In
October 2009, Mr. Li Ning was appointed by The United Nations World Food Programme
(WFP) as China’s first “WFP Goodwill Ambassador against Hunger”.
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Mr. ZHANG Zhi Yong, aged 41, is the Chief Executive Officer and an executive Director.
Mr. Zhang joined the Group in October 1992 as a finance manager of Beijing Li Ning
Footwear Co., Ltd. Jt RFEEE B R A A]), became the financial controller of Beijing
Li Ning Sports Goods Co., Ltd. (Qt R ZHEEHRBMRAF]) in April 1999 and was the
general manager of the company from February 2001 to June 2004. Since the listing of
the Company on the Hong Kong Stock Exchange in June 2004, Mr. Zhang has been the
Company’'s Chief Executive Officer and executive Director, responsible for the overall
strategy of the Group, and promoting the development of human resources, information
resources and financial resources in line with the Group’s brand development. Since
1992 when he began his career in the sports goods industry in China, Mr. Zhang has
accumulated 18 years of China experience in the industry with thorough understanding
of the change of the consumer market in China, the building of brand images and
change management for Chinese firms. Mr. Zhang holds a bachelor’s degree from Beijing
College of Economics (It R4 ZFT) and an executive M.B.A. degree from Guanghua
School of Management of Peking University (Jb K233 5 3R Eafy).

Mr. CHONG Yik Kay, aged 42, is the Chief Financial Officer and an executive Director.
Mr. Chong joined the Group in February 2009. Mr. Chong has 18 years of experience in
the field of accounting, financial and business management. Prior to joining the Group,
he was the senior finance director of Dell (China) Company Limited responsible for the
China, Hong Kong and Taiwan regions. Prior to that, he was the finance head of the
customer business development of Procter & Gamble (China) Limited responsible for
the China region. Mr. Chong holds a bachelor degree in Economics and Statistics from

the National University of Singapore.
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Non-executive Directors

Mr. LIM Meng Ann, aged 46, is a non-executive Director, Chairman of the Nomination
Committee and a member of the Remuneration Committee. Mr. Lim joined the Group
in July 2003. Mr. Lim is partner of a leading emerging markets-focused private equity
firm, Actis, and is responsible for its private equity investment in China, since he joined
in July 2007. Prior to joining Actis, Mr. Lim was the executive vice president of, and was
responsible for the investment activities in Greater China for GIC Special Investments Pte.
Ltd., the private equity arm of Government of Singapore Investment Corporation Pte.
Ltd., which he joined in 1997. Prior to that, he was an investment officer of International
Finance Corporation, the private sector investment arm of the World Bank group, from
1993 to 1997. Mr. Lim holds a bachelor's degree of engineering (first class honors) from
University College of London and a M.B.A. degree from University of Strathclyde. Mr.
Lim is also a Chartered Financial Analyst.

Mr. Stuart SCHONBERGER, aged 51, is a non-executive Director and a member of the
Audit Committee. Mr. Schonberger joined the Group in January 2003. Mr. Schonberger
is a managing director of CDH Investments Management (Hong Kong) Limited, the
management company for various private equity funds focused on investments in the
PRC, including CDH China Fund, L.P.. Prior to joining CDH Investments Management
(Hong Kong) Limited, Mr. Schonberger worked in the private equity group of China
International Capital Corporation from 1998 to 2002. Prior to that, Mr. Schonberger
worked for the First National Bank of Chicago in New York City. Mr. Schonberger received
his M.B.A. degree from New York University’s Graduate School of Business and B.A.
degree from Wesleyan University. Mr. Schonberger is also currently a director of GEM
Services Inc. and eBIS Company Limited.

Mr. CHU Wah Hui, aged 58, is a non-executive Director and a member of the Nomination
Committee. Mr. Chu joined the Group in June 2007. Mr. Chu is currently an executive
director and chief executive officer of Next Media Limited, a company listed on the Main
Board of the Hong Kong Stock Exchange. He is also a director and a nominating and
corporate governance committee member of the board of Mettler-Toledo International
Inc., a U.S. corporation listed on the New York Stock Exchange. Mr. Chu was non-
executive chairman of PepsiCo International’s Asia Region between 2007 and 2008. He

was president of PepsiCo International — China Beverages Business Unit from 1998
to 2007 and concurrently chairman of PepsiCo (China) Investment Company Limited
from 1999 to 2007. Before joining PepsiCo International in 1998, Mr. Chu held various
management positions in several U.S. multinational companies, namely, Quaker Oats,
HJ Heinz, Whirlpool and Monsanto. Mr. Chu obtained his Bachelor of Science degree
from the University of Minnesota and M.B.A. degree from Roosevelt University, both in
the United States.

Mr. James Chun-Hsien WEI, aged 52, is a non-executive Director. Mr. Wei joined the
Group in September 2007. Mr. Wei has been appointed as an executive board member
of Beiersdorf Aktiengesellschaft, a global skin and beauty care company listed on the
German Stock Exchange, with effect from 1 June 2009. Prior to that, Mr. Wei was the senior
vice president of Avon Products, Inc., Asia Pacific (“Avon"”) and had been responsible
for Avon'’s operations in 10 markets, including Japan, Taiwan, Australia, Philippines and
India from 2003 to May 2009. Before joining Avon, Mr. Wei spent 19 years at Procter &
Gamble where he rose to become the vice president and general manager of Procter
& Gamble Greater China, overseeing the company’s health and beauty care business
in that region. Mr. Wei holds a B.S.E.E. degree from National Taiwan University and a
M.B.A. degree from the University of Chicago in the United States.

Independent non-executive Directors

Mr. KOO Fook Sun, Louis, aged 53, is an independent non-executive Director, Chairman of
the Audit Committee and a member of the Remuneration Committee and the Nomination
Committee. Mr. Koo joined the Group in June 2004. Mr. Koo is the managing director
of Hercules Capital Limited, a corporate finance advisory firm. Prior to the founding
of Hercules Capital Limited, he was the managing director and the head of corporate
finance department of a major international bank, and a director and chief executive
officer of a company listed on the Main Board of the Hong Kong Stock Exchange. Mr.
Koo also serves currently as an independent non-executive director of Weichai Power
Company Limited, Midland Holdings Limited, Good Friend International Holdings Inc.
and Xingda International Holdings Limited (all of which are listed on the Main Board of
the Hong Kong Stock Exchange) and Richfield Group Holdings Limited (listed on the
Growth Enterprise Market of the Hong Kong Stock Exchange). Mr. Koo graduated with



a bachelor’s degree in business administration from University of California, Berkeley
in the United States and is a certified public accountant.

Ms. WANG Ya Fei, aged 54, is an independent non-executive Director, Chairman of the
Remuneration Committee and a member of the Audit Committee and the Nomination
Committee. Ms. Wang joined the Group in January 2003. Ms. Wang has 19 years of
experience in management and corporate finance matters. Ms. Wang has been the
director and deputy general manager of Beijing Investment Consultants Inc. since
1996. She has also been an associate professor in Guanghua School of Management of
Peking University (b R KZ KX ZEEIREFT) since 1995. She holds a bachelor’s degree in
international politics from Fudan University (8 B X2) in Shanghai and was an exchange
scholar in Maryland University, College Park in the United States. Ms. Wang also holds
a M.B.A. degree from University of Lancaster in the United Kingdom.

Mr. CHAN Chung Bun, Bunny, aged 52, is an independent non-executive Director.
Mr. Chan joined the Group in June 2004. Mr. Chan has about 30 years of experience
in the garment industry and is currently the chairman of Prospectful Holdings Ltd..
Mr. Chan is active in community affairs in Hong Kong. He is currently the chairman of
Kwun Tong District Council of Hong Kong and has been appointed as the chairman of
the Commission on Youth of Hong Kong for a term of two years commencing from 1
April 2009. Mr. Chan was appointed as Justice of Peace in 2002 and was awarded the
Bronze Bauhinia Star medal in 2004 and Silver Bauhinia Star medal in 2009 by the Hong
Kong Government.

Senior Management
Group and Functional Divisions

Mr. GUO Jian Xin, aged 40, is a Vice President and Chief Operating Officer of the
Group. Mr. Guo joined the Group in October 1997. Mr. Guo is primarily responsible
for the overall operation management of the Group, including the sales and operation
divisions of LI-NING brand. Mr. Guo has over eight years of experience in logistics and
procurement management, and was the Deputy General Manager of the operation
division of LI-NING brand. Mr. Guo graduated from South China Normal University (¥
FI RN %8 K 2) majoring in mathematics, and completed the “Fly High @ HKUST Executive
Diploma in Management” of the Business School of The Hong Kong University of Science
and Technology in 2007.
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Mr. FANG Shih Wei, aged 46, is a Vice President and Chief Marketing Officer of the
Group and the General Manager of the marketing division of LI-NING brand. Mr. Fang
joined the Group in June 2007. Mr. Fang is primarily responsible for the marketing and
communications, public relations, sports marketing, event marketing and digital marketing
of LI-NING brand. Prior to joining the Group, Mr. Fang worked in various multinational
companies and has extensive experience in marketing and product management. Mr.
Fang obtained a master’s degree in zoology from Taiwan University in 1989 and master’s
degrees in both journalism and telecommunications from Ohio University in the United
States in 1994.

Mr. HSU Mao Chun, Morrison, aged 45, is a Vice President and Chief Product Officer
of the Group and the General Manager of the apparel products division of LI-NING
brand. Mr. Hsu joined the Group in November 2007. Mr. Hsu is primarily responsible
for the integration of the apparel products division and the footwear products division,
and the product innovation, planning, design and development according to the brand
positioning. Prior to joining the Group, Mr. Hsu worked in well-known international sports
brand companies and has extensive experience in marketing and product management
in Asia Pacific Region. Mr. Hsu graduated from University of California, Berkeley in the
United States, with a bachelor’'s degree in international business marketing.

Mr. ZHANG Hui, aged 39, is a Vice President of the Group. Mr. Zhang joined the Group
in November 2000. Mr. Zhang is primarily responsible for the Group’s new business
operation management, strategic planning and analysis system building as well as
supply chain project management. Mr. Zhang holds a bachelor’s degree from Financial
and Banking Institute of China (FBl©# 2 t) and a master's degree in international
business management from Tsinghua University (/5 A 2%).

Ms. DAI Qian, aged 38, is the General Manager of the human resources division. Ms.
Dai joined the Group in June 1997. Ms. Dai is primarily responsible for establishing
and improving the strategic human resources system, employee cultivation system,
compensation and benefit system, and personnel administration and management. She has
more than ten years of experience in human resources management and administration.
Ms. Dai holds a bachelor's degree from Beijing University of Science and Technology
(Jt R BH%L K Z) and a master's degree in business management from Renmin University

of China (FTEI AR KE).
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Mr. ZHANG Jun, aged 41, is the General Manager of the information technology division.
Mr. Zhang joined the Group in July 2005. Mr. Zhang is primarily responsible for strategic
planning, project development, information operation and resource management of
the information technology system of the Group. Prior to joining the Group, he held
a management position in a reputable information technology group in the PRC. Mr.
Zhang holds a bachelor's degree in communications engineering from Beijing University
of Posts and Telecommunications (1t R EBE A E2).

Mr. DU Dao Li, aged 41, is the Financial Controller. Mr. Du joined the Group in September
1996. Mr. Du is primarily responsible for the financial management of the Group. He
has over ten years of experience in accounting and financial management. Mr. Du holds
a bachelor’s degree in accounting from Beijing Information Science and Technology
University (dt {2 BERHE K 2.

Mr. CHEN Shao Wen, aged 38, is the General Manager of the strategic development
division. Mr. Chen joined the Group in July 2004. Mr. Chen is primarily responsible for
the strategic planning and control as well as establishment of knowledge management
system of the Group. Prior to joining the Group, Mr. Chen held management positions in
several local and overseas reputable companies. Mr. Chen holds a bachelor’s degree in
Economics from Tongji University ([FljE X 2) and a master’s degree in business administration
from the Stuttgart Institute of Management and Technology in Germany.

LI-NING Brand

Mr. HU Nan, aged 44, is the General Manager of the sales division of LI-NING brand. Mr.
Hu joined the Group in March 1993. Mr. Hu is primarily responsible for the formulation
and implementation of the nationwide sales plan of LI-NING brand, overall operation
management of the sales subsidiaries, overall development of sales channels as well
as formulation and execution of customer development strategies. Mr. Hu has over ten
years of experience in sales management. He graduated from Anhui University (Z &K
Z), majoring in Chinese language. He also graduated from the Department of Human
Sociology of Sports of Huazhong Normal University (ZEF AT # A Z) in November 2006.

Mr. DONG Jun, aged 42, is the General Manager of the supply chain management
division of LI-NING brand. Mr. Dong joined the Group in December 2002. Mr. Dong is
primarily responsible for the procurement, manufacturing, quality control and logistics
management of the LI-NING brand products. Prior to joining the Group, he worked in
a number of local and overseas large-scale manufacturing enterprises and has over 15
years of experience in management of large-scale manufacturing enterprises and six
years of enterprise resources planning counselling experience. Mr. Dong graduated
from the Department of Materials of Central South University of Technology (@ T2
K EZ) with a bachelor's degree in metallic science.

Mr. Paul Arthur ZADOFF, aged 46, is the General Manager of the footwear products
division of LI-NING brand. Mr. Zadoff joined the Group in January 2010. Mr. Zadoff is
primarily responsible for the planning, research and development and design of footwear
products of LI-NING brand. Prior to joining the Group, Mr. Zadoff worked in a renowned
international sports company and has extensive experience in multi-category products
management and cross-regional business management. Mr. Zadoff graduated from
University of Oregon in the United States with a bachelor’'s degree in history.

Other Business Units

Mr. WU Xian Yong, aged 38, is the General Manager of the Lotto brand business.
Mr. Wu joined the Group in February 2004. Mr. Wu is primarily responsible for market
development, product planning and design, research and development, comprehensive
analysis and sales of Lotto brand products. Mr. Wu has over ten years of experience
in marketing and brand management, and was the Deputy General Manager of the
marketing division, Deputy General Manager of the footwear products division and
Deputy General Manager of the apparel products division of LI-NING brand successively.
Prior to joining the Group, he held various management positions in charge of several
brands of a multi-national consumer goods company. He obtained a bachelor’s degree
from Xi'an Jiaotong University (FI%Z 22 A 2) and a bachelor’s degree in international
commerce from Renmin University of China (FE AR KZ).



Mr. HONG Yu Ru, aged 44, is the General Manager of the indoor sports business of
LI-NING brand. Mr. Hong joined the Group in 1990. Mr. Hong is primarily responsible
for the formulation of brand strategies and operation management of badminton and
table tennis products of LI-NING brand. Prior to joining the Group, Mr. Hong was a

professional badminton player.

Mr. Jay LI, aged 40, is the Chief Representative of the US Creativity Centre and the
General Manager of Li Ning Sports USA, Inc.. Mr. Li joined the Group in December 2007.
Mr. Li is primarily responsible for the establishment, operation and day-to-day affairs
of the US Creativity Centre as well as the commencement of the trial operation in the
United States’ market. Mr. Li was the Deputy General Manager of the footwear products
division of LI-NING brand. Prior to joining the Group, Mr. Li held a management consulting
position in a corporate management consulting company in the United States. Mr. Li
holds a bachelor’s degree in arts from Middlebury College in the United States.

Mr. Elson CHANG, aged 45, is the General Manager of AIGLE brand business. Mr. Chang
joined the Group in November 2007. He is responsible for the strategy formulation
and operations management of AIGLE brand. Prior to joining the Group, Mr. Chang
held senior management positions in the PRC subsidiaries of various multinational
companies and has over ten years of experience in marketing and product promotion
management. Mr. Chang graduated from National Chengchi University, Taiwan with a

master's degree in marketing.

Mr. HUANG Yong Wu, aged 58, is the Chairman of Shanghai Double Happiness, which
has become a non-wholly owned subsidiary of the Group since July 2008. Mr. Huang
has been engaged in manufacturing of sports equipment for almost 40 years and has
his unique ideas and practical experiences in management relating to the industry. Mr.
Huang has experience and understanding in corporate strategic management, brand
operation and product promotion strategies particularly. Mr. Huang is qualified as one
of the First Batch of National Grade One Professional Managers (B — RS &IEA)
in the PRC.
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Mr. LOU Shi He, aged 53, is a Director and the General Manager of Shanghai Double
Happiness, which has become a non-wholly owned subsidiary of the Group since July
2008. Mr. Lou has been engaged in manufacturing of sports equipment for more than 30
years and has extensive experience in quality management, marketing, product research
and development and public relations. Mr. Lou is qualified as one of the First Batch of
National Grade One Professional Managers (BIR — B 4IE A) in the PRC.
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Overview

Maintaining high standards in its investor relations (IR) work has always been an important
foundation of the Company's commitments. The IR department regards consistent and
effective communication with all stakeholders, including Shareholders, investors and the
media to maintain a high degree of transparency as its topmost priorities.

Adhering to the Group's management philosophy, and under the guidance of the
management, the IR Department strives to continuously provide, in a timely manner, an
open and accurate flow of information regarding the Group’s long-term development
strategies, competitive landscape, financial performance as well as the operating data,
in order to help the public and the investment community establish a full and complete
understanding of the Group's businesses.

Not only does this proactive sharing of information with the public and investors allow
the Company to maintain close communication with them, it also allows the Group to
collect valuable feedback, which the Company may take into account in planning its

future business strategies and directions.

The Company has maintained its long-standing practice of building and nurturing good
relationships with the investment community. These efforts have led to encouraging
results for the Group. In 2009, the Company was delighted to be commended with the
following honours:

O “200 Best Under A Billion” by Forbes

O “Best Managed Company (Mid-Cap) for China” by Asiamoney

©  No. 1 in the “Most Promising Company — Retail Sector” by The Asset in the
publication’s “Triple A China’s Most Promising Companies Awards 2009”

O “Galaxy Awards” by MerComm for the Company’s Annual Report 2008

O Honours in the “Cover Photo/Design” category in ARC Awards by MerComm for
the Company’s Annual Report 2008

O “Bronze"” on overall presentation — consumer products category in the International
MERCURY Awards 2009/10 for the Company’s Annual Report 2008

These accolades were all presented by widely-recognised international competition
organisations, with judging criteria based on contestants’ overall business performance,
management strategies and the transparency of IR. They are powerful endorsements to
the Company’s sound planning and implementation of high standards in IR principles

and practices.

Comprehensive IR Programme

The Group adheres strictly to fair disclosure guidelines to ensure that communications
with Shareholders, investors and the media are conducted in a fair manner. No material,
non-public information is made available to any individual on a selective basis.

In order to keep the investment community up to date with information of the Company’s
activities, the Group constantly seeks new channels to interact with investors, bringing
them closer to the Company'’s latest developments, on the top of annual and interim

results presentations.

— International roadshows and investment forums:

As a customary practice, the Group's management participated in a number of international
roadshows and investment forums hosted by leading financial international institutions
in Asia, the United States, Europe and Australia in 2009. These events presented great
opportunities for the Group’s management to maintain direct dialogue with investors
and explain to them the Group's latest developments.



— Ongoing communication with the investment community

The IR Department is manned by dedicated professionals who coordinate the hosting
of a range of regular IR activities and proactively arrange the management to attend
meetings and telephone conferences with investors and analysts, as well as store visits and
investor site visits. During these activities the management addresses investors’ enquiries
and allowing them to establish an understanding of the Group in greater detail.

In addition, the Company initiates a wide range of investor communication events, to
give timely updates to investors regarding the Group's latest developments and business
operations. For example, in July 2009, after the Company issued a press release regarding
the acquisition of the entire issued share capital of Kason Sports, one of the leading
badminton brands, a telephone conference was hosted to allow the management to take
questions from investors directly. On 19 October 2009 and 14 January 2010, telephone
conferences were held to allow the Company to share with analysts the Company’s
performances in the third and fourth quarters at the retail and operation levels.

— Reverse roadshows and store visits

Store visits are one of the best ways to allow investors to better understand the Company’s
day-to-day business operations. In May 2009, the Company invited analysts to visit one
of its stores in Guangzhou, from which they were briefed with first-hand details about the
Company'’s retail operations. They were then invited to attend “2009 LI-NING Sudirman
Cup” — a badminton tournament sponsored by the LI-NING brand. This Guangzhou trip
allowed analysts to experience in person the Group's business operation and witness
the Group’s badminton strategy as it unfolded.

~
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— Investor Opinion audit

The Company puts great value on its relationship with investors. Since being a
company listed on Hong Kong Stock Exchange in 2004, the Company has conducted
investor opinion audits every year to gauge in-depth investors’ perceptions about the
Group's businesses and development strategies and to assess the effectiveness of its
communications efforts, as well as the quality of its IR activities. These audit exercises
continue to provide valuable insight and guidance for the Company in its development
of better business strategies.

— Media Relations

The Company considers that strong media relations constitute an integral part of its
IR strategies. The IR Department has been exploiting the full use of various media
channels, including news releases, press conferences and media interviews to disseminate
information to the public.

Summary

During the year under review, the management has initiated to conduct more IR activities,
especially participating in more roadshows and investment forums, thereby enhancing
the breadth and depth communications of the public and investors. Even though the
number of regular face-to-face meetings and conference-calls were not increased, the
efficiency was improved.
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Details of these activities are as follows:

Event type 2008 2009 |
Results presentations for investors and media 2 times 2 times
Roadshows 9 times 12 times

(119 meetings (124 meetings
in all) in all)
Investment forums 7 times 8 times

(50 meetings (59 meetings

in all) in all)
Investors group tours 6 times 5 times
Media interviews 3 times 3 times
Regular face-to-face meetings with investors 101 slots 92 slots
Conference-calls with investors 67 times 32 times
Visits to the Company’s store 34 times 32 times
Analysts conference-call 2 times 2 times
Investor opinion audit 1 time 1 time

Corporate Websites

To ensure that Shareholders simultaneously have access to the Company's important
information and to enable the disclosure of the latest information, the Company makes
extensive use of its corporate websites www.lining.com, www.irasia.com/listco/hk/lining and
www.li-ning.com for the dissemination of its latest information. To ensure that, the
Company updates its websites regularly to allow members of the investment community
and the public to access information on the Group's activities, corporate governance,
management, operating and financial performance, latest business developments and
share price performance. These websites constitute a platform from which the Company’s
announcements, interim and annual reports and other corporate communications are
disseminated to all Shareholders in a timely manner.

Information for Investors
Share Information

Listing: Main Board of Hong Kong Stock Exchange on 28 June 2004

Stock code: 2331

Board lot: 500 Shares

Number of Shares in issue as at 31 December 2009: 1,047,445,501

Market capitalisation as at 31 December 2009: approximately HK$30,899,642,000

Dividends for 2009

Interim dividend: RMB13.58 cents per Share
Proposed final dividend: RMB22.54 cents per Share

Financial Calendar

Announcement of interim results: 26 August 2009
Announcement of annual results: 17 March 2010

Closure of register of members*: 13 May 2010 - 14 May 2010
Dividend Entitlements Record date*: 14 May 2010

Annual general meeting: 14 May 2010

Payment date of final dividend: on or about 24 May 2010

*  For the purpose of determination of entitlement to the final dividend and to attend and vote

at the annual general meeting.

IR Contact

Investor Relations Department

Li Ning Company Limited

3/F, Double Happiness Mansion,
258 Zhizaoju Road, Shanghai, PRC
Postal Code: 200023

Telephone: +8621 2326 7366

Fax: +8621 2326 7492

E-mail: investor@li-ning.com.cn



As a responsible corporate citizen, while striving to maximise return
for Shareholders, the Company is also committed to its social
responsibilities. We uphold the principle of sustainable development
and endeavour to make contributions to the society.

Employees

In order to attract outstanding, ambitious and professional people,
both in China and from overseas, the Group is committed to being
a trustworthy employer and providing fulfilment to its employees in
pursuit of their career development. The Group places great emphasis
on the well-being, skills building and career development of its
employees. The Group constantly strives to enhance its employees’
solidarity, to create a greater sense of belonging and to improve
their individual abilities with a view to achieve the mutual growth
of the Group and its employees.

Corporate Culture

The "heartfelt” corporate culture of the Group is forged to enhance
team cohesion, where core values of “Live for Dream; Integrity
and Commitment; We Culture; Achieving Excellence; Consumer
Oriented and Breakthrough” are all promoted. The Group fosters
communications between the staff and the management and

A

Annual Report

LINING COMPANY LIMITED

Corporate Social Responsibilities
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Commitment to Change People Oriented

Integrity and
Breakthrough Commitment
We Culture

LIVE
FOR
DREAM

Consumer Achieving
Oriented Excellence

Customer Oriented Performance Oriented
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advocates its corporate culture and values through various platforms,
including the intranet, internal publications, and senior management
e-magazines. Meanwhile, the Group adopts cross-team training
to foster better team-building and culture experience across its
business units and functions.

For the well-being of its employees, the Group advocates athleticism
and encourages participation in sports. Through sports, the Group
hopes to enhance cohesion within the entire organisation. At the “Li
Ning Centre”, the Company’'s headquarters in Beijing covering more
than 50,000 square metres, gymnasiums for swimming, basketball,
badminton and tennis, as well as an outdoor football field are open
for employees, with dedicated coaches to assist them to cultivate
their sportsmanship and skills. Funded and supported by the Group,
11 sports clubs for employees are in operation, various internal
and public sports activities such as sports games, badminton/
basketball/tennis tournaments, Sports Day, Beijing Marathon
and football league matches for foreign-invested enterprises in
Beijing are held ardently. These sports activities allow employees
to understand and appreciate the Group’s corporate values and
experience its professional sports products. The Group’s unique
sport culture, which contributes to the well-being of employees and
team cohesion, has become an important element for attracting
talent. During the year, a library in the “Li Ning Centre” was also
opened to provide employees with access to books and magazines
or as an environment for communication.

Employee Development

The Group places great importance on skills nurturing and career
development of its employees. By building a comprehensive training
framework, the Group endeavours to enhance the leadership of

management staff and the professional capabilities of key employees.
A consistent leadership and professional study programme has also
been developed after improving both the lecturing and training
management system.

To enhance the leadership skills of management staff, over 90%
of them have completed the leadership training programmes and
courses. Moreover, the Group actively promotes the application of the
Key Development Indicator (KDI), whereby the management staff are
encouraged to help advance the potential of their key subordinates,
so as to promote the development of the staff and enhance teamwork,
with the long-term aim of developing sustainable development in
the Group’s human resources and competitive edge.

With respect to professional expertise, the Group completed the
knowledge, capability and study outline of the Group's core functions
including products, markets, sales and retailing, and designed
and implemented the core positions and professional capabilities
training camps. In 2009, the implementation of training camps by the
Group, including retail operation fundamentals, design, integrated
marketing, and “Road to Career Top for Staff with Outstanding
Professional Expertise” improved the professional capabilities of
core employees.




Humanistic Care

The Group also places emphasis on humanistic care. In addition to the timely contribution
to social insurance under the state regulations, the Group also provides supplementary
commercial medical insurance for its employees. Benefits such as free health check-ups and
incentive trips for outperforming employees, measures to ensure healthy and comfortable
working conditions and the implementation of the Employee Assistance Programme,
are provided to help employees cope with pressure in a positive manner. Furthermore,
the Group also organises Open Days regularly as a platform to allow communication
between the staff and the management in order to address employees’ concerns timely
and efficiently. Recognising that the family provides solid foundation for employees
to work comfortably and diligently, the Group extends its care to employees’ families.
Besides the supplementary commercial medical insurance, which covers employees’
lineal relatives, it is also the Group’s tradition to organise celebratory activities and to
distribute gifts at important festivals such as Christmas and International Children’s Day.
The Group expresses its care in great detail, which in return enhances the employees’
sense of belonging and identity with the Group.

Community

The Group always accords great importance to integrating its corporate social
responsibilities into the sports industry to achieve a long-term effect. While maintaining
an ongoing development on its own business, the Group is also actively committed to
its responsibilities and obligations as a corporate citizen. In 2009, the Company further
increased its investment in corporate social responsibilities along with its continued
business growth and brand internationalisation.

O  Publishing the Report on Corporate Social Responsibilities
In March 2009, the Group published its Report on Corporate Social Responsibilities
in collaboration with the Public Relations Institute of Renmin University of China (4
B ARKE). Covering ongoing dialogue between the Group and its stakeholders
in recent years, the report showcased the Group's commitment to, and continuous

concern about, social responsibilities in various aspects such as the Company's
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financial conditions, public welfare, achievements in the Olympics and the value
chain, demonstrating the Group's responsible attitude as a corporate citizen towards
social responsibilities as well as the Group's confidence in sharpening its core
competitiveness, promoting harmonious marketing and reinforcing its competitive
advantages through practicing corporate social responsibilities.

Continuous investment in the “Let’s Do Sports Together” (—#Ei&5)) campaign
to promote physical education in impoverished regions

The Group continued to invest in the “Let's Do Sports Together” (—E&#)) campaign,
a welfare programme launched together with the State Council Leading Group
Office of Poverty Alleviation and Development (R #Fr ik B B EE/ DA A E) to
provide public training programmes for physical education teachers in impoverished
regions. During the year, under the Group’s leadership and assistance, 400 physical
education teachers from Huangzhong county of Qinghai, Kulungi, Tongliao of Inner
Mongolia and Xingzi county of Jiangxi received free training which improved their
professional teaching abilities.

At the end of 2009, the “Let's Do Sports Together” (—#2i&®)) campaign has been
in operation for four years and has benefited various counties in Heilongjiang,
Inner Mongolia, Shanxi, Shaanxi, Qinghai, Jiangsu, Sichuan, Yunnan and Guangxi,
etc., which cover more than half of China and have been designated as key areas
for state-level poverty alleviation and development. Over 1,400 people in total
have participated in the training. During the year, the Group also joined efforts
with the China Foundation for Poverty Alleviation (FEI$k B & ®) to promote the
“Let's Do Sports Together” (—#£i&&)) campaign and received great support and
donations.

Attention to world poverty in cooperation with The United Nations World Food
Programme

In 2009, the Group, together with The United Nations World Food Programme
(WFP), hosted a photo exhibition in the core region of Beijing and published
public appeal advertisements to call for social attention to the livelihood of
underdeveloped regions and to appeal for joint efforts to fight against hunger
and poverty.
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In October 2009, Mr. Li Ning, the Chairman of the Company, was appointed as
China’s first “WFP Goodwill Ambassador against Hunger” and visited Bengal at the
end of the year. The philanthropic acts of the founder and leader of the Company,
while reflecting corporate social responsibilities of the Company, establishes a
benchmark for the Group’s public interest values as well as demonstrating the
Group's vision in actively engaging in public welfare across the globe.

O  Building up public welfare image through celebrity charity activities
The numerous athletes sponsored by the Group also act as ambassadors in
publicising corporate social responsibilities and delivering the message about
the Group's continuous support to public welfare and environmental activities.
The Group's positive corporate image has been widely recognised and publicised
through the influence of the celebrities.

In July 2009, Baron Davis, a NBA star sponsored by the Group, visited Beijing
Guan Ai School (IR} E M) to share his inspiring story on how he managed
to overcome challenges and fight to the top with 105 homeless children adopted
by the school, encouraging them to live for their dreams. Baron Davis made the
decision on site to build a basketball court for the school, with the hope that the
children will grow happily with sports and build their confidence and courage to
confront difficult times.

In September 2009, after visiting the exhibition halls, Elena Isinbayeva, the Russian
promotion ambassador for the Shanghai World Expo and an athlete sponsored
by the Group, took a bus ride to personally experience the environment-friendly
concept of a “low-carbon” World Expo. Her actions in promoting green transit in
“Public Transportation Week” (2t3Z#/E) have received positive response from
the public and the Internet community.

During the China Open Badminton Championship in December 2009, the Chinese
National Badminton Team sponsored by the Group and the China Foundation for
Poverty Alleviation (FEI(k B E £ F) jointly initiated the “Love Badminton Racket
Programme” (B0 ERIAEIZ 5T E]). The programme invites donations of badminton
rackets from the community to children in mountain areas to bring them the joy
of sports. The Group donated 2,000 rackets for the programme.

O  Rollout of Eco-circle environmentally-friendly technological project
The Group actively capitalised on its industry competitive edge to align with
the global issue of environmental protection. On 20 September 2009, which was
the day of the “Clean Up the World Weekend”, the “Dress Eco-circle” Chinese
City Forum was held in Beijing. The forum was a collaboration of the Group with
renowned environmental organisations, including Jane Goodall. During the forum,
new products of LI-NING branded Eco-circle environmentally-friendly apparel series
were launched. The Group published the “Dress Eco-circle” Chinese City Survey
Report on public dressing habits in four representative cities of China, calling for
more social attention to carbon emission derived from clothing.

The concepts “Dress Eco-circle” and “Low-carbon Apparel” raised by LI-NING
brand and the environmentally-friendly apparels under the Eco-circle series drew
extensive public attention. The Group's awareness of social responsibility and the
spirit of humanity as demonstrated in the event further enhanced the reputation of
the LI-NING brand and the Group's image as a responsible corporate citizen.

As a conscientious tax payer and contributor to society, the Group fulfils good business
ethics and maintains sound longstanding relationships with business partners, aiming
to create growth opportunities in a balanced and win-win approach. “The Basic Social
Responsibility Requirements for Suppliers of Li Ning Company” ( (ZFZ Q& EmET
SETEREENRK) ) sets out the requirements for suppliers in performing their social
responsibilities in respect of labour, safety and environmental protection, which are
used by the Group as one of the criteria in identifying new suppliers and assessing the
existing suppliers. Moreover, with “Consumer Oriented” being one of its core values,
the Group strives to guarantee product quality and safety. Over 8,000 stock keeping
units (SKUs) are created in the research and development centres in the United States,
Hong Kong and Beijing each year, and are offered to consumers through more than
7,000 outlets.

Enterprises are a part of the community and both the natural and the social environment
are indispensable to enterprises. While creating commercial value, the Group keeps a
close eye on the harmonious coexistence of itself with the nature and the society in
pursuit of sustainable development.



Recognition

The Group's excellence in performing its corporate social responsibilities has been

widely recognised:

o

In January 2009, the Company’s Chairman, Mr. Li Ning was named the "“2008
CCTV Businessman of the Year” (2008 CCTVAH BIALEFE AY). The criteria of
the award which were based on the principles of “responsibility, exploration,
vision and cohesion” went beyond the realm of "business”. As the concept of
"responsibility” is labelled with paramount importance, the award is designed
for entrepreneurs who possess a strong sense of social responsibility, a historical
perspective and a vision enabling them to take a leading role in the development
of China’s economy. The high degree of social responsibility awareness of the
Company's founder and leader influences the corporate values of the Group and
helps to root the corporate values at every level of the Group's corporate culture,
bringing profound and long-lasting positive impact to the Group.

In August 2009, LI-NING brand was one of the award-winning brands in the “60th
Anniversary of the Founding of the PRC - 60 Brands Promoting China’s Economy
and with Impact on People’s Lives” (3TH BIKZ60/EF — #HE R L Be W BERRE
JEH601E & h#) survey hosted by CCTV.

In September 2009, the first “Strategic Execution in China” (B{B&HTTTEH E)
summit forum and award ceremony were hosted by AMT, a renowned management
and information technology planning consultant in China in conjunction with
commercial media, including Harvard Business Review and CEIBS Business Review.
The conference was designed to investigate and assess around 100 Chinese
enterprises. The cases submitted by the Group were awarded with three prizes in
knowledge management, namely “Knowledge Management in China — Best Practice
Enterprise/Organisation”, “"Knowledge Management in China — Foresight Leaders”
and “Knowledge Management in China — Professional Contribution”.

In October 2009, the Company was again honoured “Employer of China 2009 - Best
Companies to Work For” (20092 #i{g + — F Bl & @ E T{EH QR &) by Watson Wyatt
and Fortune (Chinese version).
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O In December 2009, the Company and LI-NING brand were respectively named
the “Best 50 Workplaces” (501F% — L{E!5F) and “The Most Favourite Brand by
University Students” (K24 EE M) by Careers Magazine in collaboration with
professional human resources consulting firms. The criteria of the awards included
leadership, career development, teamwork, working environment and atmosphere,
as well as employee compensation and benefits. The awards reflect the popularity
of the LI-NING brand among university students, the acknowledgment of consumers
and the recognition in the human resource industry for the Company's human-
oriented approach and social responsibility awareness.

O In December 2009, the Company was awarded “The Most Respectable Enterprise
in China” (P Bl & B %) for the third time by the Management Cases Research
Centre of Peking University (It R KEE IR FIBF T H 1) and Economic Observer (
KOBEERZRER ) ). The criteria of the award were based on all-rounded accomplishments
in social responsibilities, corporate image and technology. The Company was the
only award-winner from the sporting goods industry.

Spurred by the recognitions from the society, the Company will continue to be more
introspective, aiming to return to the public and contribute to harmonious and sustainable
social development while securing steady and healthy growth. The Company is firmly
committed to incorporating social responsibilities into its multi-level accountability
framework for shareholders, employees, consumers, government, community and the

environment.







o

Anything is Possible

Gaining new ground through

foresight and professionalism
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/~ Report of the Directors

The Directors submit their report together with the audited financial statements for the
year ended 31 December 2009.

Principal Activities

The Company is an investment holding company. The principal activities of its subsidiaries
are brand development, research and development, design, manufacture, sale and
distribution of sports footwear, apparel, equipment and accessories sold mainly in the
PRC.

The Group also (i) manufactures, markets, distributes and sells outdoor sports products
which bear the French brand AIGLE in the PRC through a jointly controlled entity; and
(ii) develops, manufactures, markets, distributes and sells licensed products which bear
the Italian brand Lotto in the PRC through a subsidiary.

The Group has acquired the entire issued share capital of Kason Sports, which together
with its subsidiary are principally engaged in the research and development, manufacture
and sale of badminton equipment under the Kason brand.

Subsidiaries and Jointly Controlled Entities

Particulars of the Company’s subsidiaries and its interest in jointly controlled entities as
at 31 December 2009 are set out in notes 10 and 11, respectively, to the consolidated
financial statements.

Results and Dividends

The results of the Group for the year ended 31 December 2009 are set out in the
consolidated income statement on page 99 of this annual report.

The Company paid an interim dividend of RMB13.58 cents per Share on 25 September
2009 (2008: an interim dividend of RMB9.63 cents per Share and a special dividend of
RMB28.90 cents per Share).

The Board has recommended the payment of a final dividend of RMB22.54 cents per
Share in respect of the year ended 31 December 2009 (2008: RMB11.14 cents per Share).
The final dividend will be paid in Hong Kong Dollars based on the official exchange
rate of Renminbi against Hong Kong Dollars as quoted by the People’s Bank of China
on 14 May 2010, being the date of the annual general meeting ("AGM") on which the

final dividend is proposed to the Shareholders for approval. Subject to approval of
Shareholders at the AGM, the final dividend will be paid on or about 24 May 2010 to
Shareholders whose names appear on the register of members of the Company on 14
May 2010. For the purpose of determination of entitlement to the final dividend and to
attend and vote at the AGM, the register of members of the Company will be closed
from Thursday, 13 May 2010 to Friday, 14 May 2010 (both days inclusive), during which
period no transfer of Shares will be registered. In order to qualify for the final dividend
and be entitled to attend and vote at the AGM, all transfer forms accompanied by the
relevant share certificates must be lodged with the Company’s Hong Kong branch share
registrar and transfer office, Computershare Hong Kong Investor Services Limited at
Shops 1712 — 1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Hong Kong
not later than 4:30 p.m. on Wednesday, 12 May 2010.

Reserves

As at 31 December 2009, distributable reserves of the Company amounted to
RMB677,936,000 (2008: RMB265,623,000). Details of movements in reserves of the
Group during the year are set out in notes 15 and 16 to the consolidated financial
statements.

Major Customers and Suppliers

Sales and purchases of the Group attributable to its major customers and suppliers
respectively in the financial year were as follows:

Year ended 31 December

2008
% of total
revenue

The largest customer 5.9
Five largest customers 22.1

% of total
purchases

The largest supplier 12.4
Five largest suppliers 37.4




All of the above five largest customers and suppliers of the Group are independent
third parties. To the best knowledge of the Directors, none of the Directors, their
associates or any Shareholder holding more than 5% of the issued share capital of the
Company, has any interest in any of the Group's five largest customers or suppliers as
disclosed above.

Bank Borrowings

Bank borrowings of the Group as at 31 December 2009 amounted to RMB259,970,000
(2008: RMB607,480,000). Particulars of the borrowings are set out in note 20 to the
consolidated financial statements.

Donations

Charitable and other donations made by the Group during the year amounted to
RMB2,874,000 (2008: RMB5,036,000).

Property, Plant and Equipment

Details of movements in the Group's property, plant and equipment during the year are
set out in note 6 to the consolidated financial statements.

Ordinary Shares

Details of movements in ordinary shares of the Company during the year are set out in
note 15 to the consolidated financial statements.

Five-year Financial Highlights

A summary of the results, assets and liabilities of the Group for the last five financial
years is set out on pages 6 and 7 of this annual report.

Pre-emptive Rights

There are no provisions for pre-emptive rights under the Company’s articles of association
or the laws of the Cayman Islands where the Company is incorporated.
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Directors

The Directors of the Company during the year and up to the date of this report are
as follows:

Executive Directors

Mr. Li Ning
Mr. Zhang Zhi Yong
Mr. Chong Yik Kay

(re-elected on 15 May 2009)
(appointed with effect from 9 February 2009 and
re-elected on 15 May 2009)

Non-executive Directors

Mr. Lim Meng Ann

Mr. Stuart Schonberger
Mr. Chu Wah Hui

Mr. James Chun-Hsien Wei

(re-elected on 15 May 2009)

Independent non-executive Directors

Mr. Koo Fook Sun, Louis
Ms. Wang Ya Fei
Mr. Chan Chung Bun, Bunny

(re-elected on 15 May 2009)

In accordance with article 87 of the Company’s articles of association and the Code
on Corporate Governance Practices contained in Appendix 14 to the Listing Rules,
Mr. Li Ning, Mr. Koo Fook Sun, Louis and Mr. Chan Chung Bun, Bunny shall retire from
the office by rotation and, being eligible, offer themselves for re-election as Directors
at the AGM.

Biographies of Directors and Senior Management

Biographies of Directors and senior management of the Group are set out on pages
59 to 63 of this annual report.
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Directors’ Service Contracts

None of the Directors proposed for re-election at the AGM has an unexpired service
contract which is not determinable by the Company or its subsidiaries within one year

without payment of compensation (other than statutory compensation).

Directors’ Interest in Contracts

Save as disclosed in this report, no contracts of significance in relation to the Company's
business to which the Company or its subsidiaries was a party and in which a Director
had a material interest, whether directly or indirectly, subsisted at the end of the year
or any time during the year.

Pension Schemes

In the PRC, the Group contributes on a monthly basis to various defined contribution
retirement benefit plans established and operated by relevant Chinese municipal and
provincial governments (the “Pension Schemes”). The municipal and provincial governments
have undertaken to assume the obligations to pay all the retirement benefits accrued
to employees under the Pension Schemes upon their retirement. The Group has no
further obligation for payment of post-retirement benefits to employees beyond the
contributions made by the Group to the Pension Schemes.

The Group also participates in the provident fund plans mandated by the Hong Kong
Government, the Singapore Government and the US Government which are defined
contribution retirement benefit plans.

None of the abovementioned pension schemes has provision for the forfeiture of
contributions made to the provident fund. Contributions to these plans are expensed
as incurred. The Group’s contributions to retirement benefit schemes charged to the
consolidated income statement for the year ended 31 December 2009 were RMB42,309,000
(2008: RMB32,101,000).

Management Contracts

No contract concerning the management and administration of the whole or any substantial

part of the business of the Company was entered into or existed during the year.

Long-term Incentive Schemes
Share Purchase Scheme

As part of the reorganisation of the Group prior to the listing of Shares on the Hong Kong
Stock Exchange in June 2004, Mr. Li Ning, a substantial shareholder and the Chairman
of the Company has, through Alpha Talent, established the Share Purchase Scheme.
The Share Purchase Scheme was adopted by Alpha Talent on 5 June 2004 and shall be
valid and effective for a period of ten years from that date. Under the Share Purchase
Scheme, Mr. Li Ning has transferred 35,250,000 Shares beneficially owned by him to
Alpha Talent. The objective of the Share Purchase Scheme is to grant rights to purchase
Shares beneficially owned by Mr. Li Ning through Alpha Talent to key individuals who
have contributed to the economic achievement of the Group. A committee established
by the board of directors of Alpha Talent shall determine, among other things, the
directors and employees of the Group who shall be selected to receive the options,
the exercise price, the terms and conditions of the options.

Details of movements of the options granted under the Share Purchase Scheme for
the year ended 31 December 2009 are set out in note 31 to the consolidated financial
statements.

Pre-IPO Share Option Scheme

The Company has adopted the Pre-IPO Share Option Scheme for the purpose of giving
the participants an opportunity to have a personal stake in the Company and recognising
the contribution of, and providing a reward to directors and eligible employees of the
Group who, in the sole discretion of the Board, have contributed to the success of the
Company. The Pre-IPO Share Option Scheme was adopted on 5 June 2004. Options to
subscribe for 16,219,000 Shares were granted to certain Directors and eligible employees
on 5 June 2004 and the exercise price per Share is HK$1.8275, being 15% discount to
the price for each Share upon the initial public offering of Shares on the Hong Kong
Stock Exchange in June 2004. HK$1 was payable by the grantee who accepted the grant
of an option. No further options can be offered or granted pursuant to the Pre-IPO
Share Option Scheme upon the listing of Shares on the Hong Kong Stock Exchange
on 28 June 2004.
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Details of movements of the options granted under the Pre-IPO Share Option Scheme

for the year ended 31 December 2009 are as follows:

Number of Shares issuable under the options
Exercise exercised lapsed cancelled
Date of price per as at during during during as at
grant Share 01/01/2009 the year the year the year 31/12/2009 Exercise period
HK$ (Note 3)
Executive Director
Zhang Zhi Yong 05/06/2004 1.8275 1,160,000 (1,160,000) - - - 28/06/2005 - 05/06/2010
(Note 1)
Employees of the Group
In aggregate 05/06/2004 1.8275 2,655,667 (1,792,667) - - 863,000 28/06/2005 - 05/06/2010
(Note 2)
3,815,667 (2,952,667) - - 863,000
Notes: Post-IPO Share Option Scheme
1. The weighted average closing price per Share immediately before the dates of exercise of the The Company adopted the Post-IPO Share Option Scheme on 5 June 2004. The Post-

options is HK$24.99.

IPO Share Option Scheme will remain in force for a period of ten years starting from
5 June 2004.

2. The weighted average closing price per Share immediately before the dates of exercise of the

options is HK$20.80.

The purpose of the Post-IPO Share Option Scheme is to provide incentives to participants
to contribute to the Group and to enable the Group to recruit high-calibre employees

3. Options granted are subject to a vesting scale in tranches of one-third each on every anniversary and attract human resources that are valuable to the Group. Eligible participants are
date of 28 June 2004, being the date of the listing of Shares on the Hong Kong Stock Exchange, directors, officers, employees, agents, consultants or representatives of any member

starting from the first anniversary until the third.

of the Group who, as the Board may determine in its absolute discretion, have made
valuable contribution to the business of the Group based on their performance and/or
years of service, or are regarded as valuable human resources of the Group based on
their work experience, industry knowledge and other relevant factors.
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Participants of the Post-IPO Share Option Scheme are required to pay HK$1 for each
option granted upon acceptance of the grant. The exercise price of the option is
determined by the Directors and being not less than the highest of: (a) the closing price
of the Shares as stated in the Hong Kong Stock Exchange’s daily quotations sheets on
the date of grant of the option; (b) the average closing price of the Shares as stated
in the Hong Kong Stock Exchange's daily quotation sheets for the five business days
immediately preceding the date of grant of the option; and (c) the nominal value of
the Shares.

The maximum number of Shares available for issue upon exercise of all options granted
and yet to be exercised under the Post-IPO Share Option Scheme and other share
option schemes in aggregate shall not exceed 30% of the number of issued shares of
the Company from time to time. In addition, subject to the restrictions imposed by the
Listing Rules, the total number of Shares which may be available for issue upon exercise
of all options to be granted under the Post-IPO Share Option Scheme, together with
all options to be granted under any other share option schemes of any member of the
Group, must not represent more than 10% of the nominal amount of issued shares of
the Company as at 28 June 2004, being the date of the listing of Shares on the Hong
Kong Stock Exchange. Therefore, the Company may grant options in respect of up to
98,606,200 Shares (or such numbers of Shares as shall result from a sub-division or a
consolidation of such 98,606,200 Shares from time to time) to eligible participants under
the Post-IPO Share Option Scheme. As at the date of this report, the total number
of Shares available for issue under the scheme, save for those granted and yet to be
exercised, amounted to 57,704,002 Shares, representing approximately 5.5% of the
issued share capital of the Company as at the date of this report. The total number of
shares of the Company issued and which may be issued upon exercise of all options
(whether exercised, cancelled or outstanding) granted in any 12-month period to each
participant must not exceed 1% of the number of shares of the Company in issue. An

option may be exercised in accordance with the terms of the Post-IPO Share Option
Scheme at any time during a period to be notified by the Board, which must not be
more than ten years from the date of grant. Any Share allotted and issued on the
exercise of options will rank pari passu with other shares of the Company in issue on
the date of allotment.

By an ordinary resolution passed by the Shareholders at the annual general meeting
of the Company held on 15 May 2009, the Post-IPO Share Option Scheme has been
amended to allow the Board to determine in its absolute discretion whether the right
to exercise an option is subject to or conditional upon the achievement of specified
performance target relating to the Company or to the grantee and/or the satisfaction
of such other conditions as the Board may in its absolute discretion determine to be
appropriate. Any of the foregoing condition(s) as determined by the Board shall be set
out in the grant letter as referred to in the scheme. The purpose of the amendment is
to allow the Board to have more flexibility in the administration of the scheme so that
the long-term incentive purpose of the scheme can be better achieved by providing
additional incentives to key personnel to achieve performance goals and contribute to
the long-term success of the Group.
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Details of movements of the options granted under the Post-IPO Share Option Scheme
for the year ended 31 December 2009 are as follows:

Number of Shares issuable under the options
Exercise granted exercised lapsed cancelled
Date of price per as at during during during during as at
grant Share 01/01/2009 the year the year the year the year 31/12/2009 Exercise period
HK$ (Note 9)
Executive Directors
Zhang Zhi Yong 04/07/2005 3.685 730,000 - - - - 730,000 04/07/2006 - 04/07/2011
04/09/2006 8.83 208,000 - - - - 208,000 04/09/2007 - 04/09/2012
04/07/2008 17.22 121,600 - - - - 121,600 04/07/2009 - 04/07/2014
19/01/2009 11.37 - 4,519,400 - - - 4,519,400 19/01/2010 - 19/01/2015
(Note 1)
Chong Yik Kay 01/04/2009 13.18 - 688,500 - - - 688,500 01/04/2010 - 01/04/2015
(Note 2)
Non-executive Directors
Lim Meng Ann 04/07/2008 17.22 51,400 - - - - 51,400 04/07/2009 - 04/07/2014
19/01/2009 11.37 - 263,400 - - - 263,400 19/01/2010 - 19/01/2015
(Note 1)
Stuart Schonberger 04/07/2005 3.685 246,000 - - - - 246,000 04/07/2006 - 04/07/2011
04/09/2006 8.83 90,000 - - - - 90,000 04/09/2007 - 04/09/2012
04/07/2008 17.22 51,400 - - - - 51,400 04/07/2009 - 04/07/2014
19/01/2009 11.37 - 263,400 - - - 263,400 19/01/2010 - 19/01/2015
(Note 1)
Chu Wah Hui 04/07/2008 17.22 51,400 - (17,133) - - 34,267 04/07/2010 - 04/07/2014
(Note 4)
19/01/2009 11.37 - 263,400 - - - 263,400 19/01/2010 - 19/01/2015
(Note 1)
James Chun-Hsien Wei 04/07/2008 17.22 51,400 - - - - 51,400 04/07/2009 - 04/07/2014
19/01/2009 11.37 - 263,400 - - - 263,400 19/01/2010 - 19/01/2015

(Note 1)
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Number of Shares issuable under the options
Exercise granted exercised lapsed cancelled
Date of price per as at during during during during as at
grant Share 01/01/2009 the year the year the year the year 31/12/2009 Exercise period
HK$ (Note 9)
Independent non-executive Directors
Koo Fook Sun, Louis 04/07/2005 3.685 82,000 - - - - 82,000 04/07/2006 - 04/07/2011
04/09/2006 8.83 60,000 - - - - 60,000 04/09/2007 - 04/09/2012
04/07/2008 17.22 51,400 - - - - 51,400 04/07/2009 - 04/07/2014
19/01/2009 11.37 - 263,400 - - - 263,400 19/01/2010 - 19/01/2015
(Note 1)
Wang Ya Fei 04/07/2005 3.685 164,000 - - - - 164,000 04/07/2006 - 04/07/2011
04/09/2006 8.83 90,000 - - - - 90,000 04/09/2007 - 04/09/2012
04/07/2008 17.22 51,400 - - - - 51,400 04/07/2009 - 04/07/2014
19/01/2009 11.37 - 263,400 - - - 263,400 19/01/2010 - 19/01/2015
(Note 1)
Chan Chung Bun, Bunny 04/09/2006 8.83 90,000 - - - - 90,000 04/09/2007 - 04/09/2012
04/07/2008 17.22 51,400 - - - - 51,400 04/07/2009 - 04/07/2014
19/01/2009 11.37 - 263,400 - - - 263,400 19/01/2010 - 19/01/2015
(Note 1)
Employees of the Group
In aggregate 04/07/2005 3.685 5,600,537 - (2,558, 535; (334) - 3,041,668 04/07/2006 - 04/07/2011
(Note 5
In aggregate 03/01/2006 5.50 140,000 - (126,500) - - 13,500 03/01/2007 - 03/01/2012
(Note 6)
In aggregate 04/09/2006 8.83 1,398,496 - (544,165) (4,835) - 849,496 04/09/2007 - 04/09/2012
(Note 7)
In aggregate 04/07/2008 17.22 2,646,700 - (325,368) (71,699) - 2,249,633 04/07/2009 - 04/07/2014
(Note 8)
In aggregate 05/12/2008 10.94 156,700 - (23,500) - 133,200 05/12/2009 - 05/12/2014
In aggregate 19/01/2009 11.37 - 7,749,000 - - - 7,749,000 19/01/2010 - 19/01/2015
(Note 1)
In aggregate 22/10/2009 21.87 - 5,071,600 - - - 5,071,600 (Note 10)
(Note 3)
Other participants
In aggregate 20/11/2006 9.84 300,000 - - - - 300,000 (Note 11)
In aggregate 19/07/2007 19.68 350,000 - - - - 350,000 19/07/2008 - 19/07/2013
In aggregate 04/07/2008 17.22 300,000 - - - - 300,000 04/07/2009 - 04/07/2014
In aggregate 22/10/2009 21.87 - 300,000 - - - 300,000 (Note 10)
(Note 3)

13,133,833 20,172,300 (3,571,701) (100,368) — 29,634,064




Notes:

1.

10.

The closing price per Share immediately before the date of grant is HK$11.56.

The closing price per Share immediately before the date of grant is HK$12.80.

The closing price per Share immediately before the date of grant is HK$21.75.

The closing price per Share immediately before the date of exercise of the option is
HK$25.60.

The weighted average closing price per Share immediately before the dates of exercise of the
options is HK$19.85.

The weighted average closing price per Share immediately before the dates of exercise of the
options is HK$18.10.

The weighted average closing price per Share immediately before the dates of exercise of the
options is HK$22.22.

The weighted average closing price per Share immediately before the dates of exercise of the
options is HK$24.18.

Unless otherwise stated in notes 10 and 11: (i) options granted in years 2005, 2006, 2007 and
2008 are subject to a vesting scale in tranches of one-third each on every anniversary date of the
date of grant starting from the first anniversary date until the third; and (ii) options granted on
19 January 2009 are subject to a vesting scale in tranches of one-fifth each on every anniversary

date of the date of grant starting from the first anniversary date until the fifth.

The options are subject to vesting schedules and exercise periods as follows:

% of the

options granted Vesting date Exercise period

1/3 01/07/2010 01/07/2010 - 22/10/2015
1/3 01/07/2011 01/07/2011 - 22/10/2015
1/3 01/07/2012 01/07/2012 — 22/10/2015

I
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11. The options are subject to vesting schedules and exercise periods as follows:

% of the

options granted Vesting date Exercise period
1/3 26/07/2007 26/07/2007 - 20/11/2012
1/3 26/07/2008 26/07/2008 - 20/11/2012
1/3 26/07/2009 26/07/2009 - 20/11/2012

Details of valuation of the share options granted during the year ended 31 December
2009 under the Post-IPO Share Option Scheme is set out in note 31 to the consolidated
financial statements. The fair values are inherently subjective and uncertain due to the
assumptions made and the limitations of the model used.

Restricted Share Award Scheme

On 14 July 2006 (the “Adoption Date”), the Board adopted the Restricted Share Award
Scheme which any individual being a director, employee, officer, agent or consultant of
the Company or its subsidiaries is entitled to participate in. The purpose of the scheme
is to facilitate the Company’s objectives of attracting new and motivating existing talents
and retaining both in the Company. The scheme shall be valid for a term of ten years
from the Adoption Date and is administered by the administrative committee and the
trustee of the scheme.

Pursuant to the Restricted Share Award Scheme, the Company shall transfer cash to
the trustee from time to time for the acquisition of Shares to be held upon trust for
the benefits of the selected participants. Shares (the “Restricted Shares”) granted to
the selected participants are subject to restrictions and limitations and will become
unrestricted upon vesting at the end of each vesting period. No Shares will be granted
under the scheme if the number of shares granted at any time during the scheme period
has exceeded 2% of 1,027,795,001 issued shares of the Company as at the Adoption Date
(i.e., 20,555,900 Shares). Apart from the expenses incurred by the trustee attributable or
payable in connection with the vesting of the Restricted Shares which shall be borne by
the selected participants, vested shares shall be transferred at no cost to the selected
participants.
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The Restricted Share Award Scheme has been amended on 30 April 2009 pursuant to a
Board resolution to allow the administration committee of the scheme to determine in
its absolute discretion such vesting criteria or periods for the Restricted Shares to be
vested, including, without limitation, the satisfaction of specified performance criteria
relating generally to the Company or particularly to a selected participant or such other
restrictions or conditions as the administration committee may in its discretion determine
to be appropriate. Any of the foregoing vesting criteria or restrictions shall be set out
in the grant letter as referred to in the scheme. The purpose of the amendment is to
allow the Board to have more flexibility in the administration of the scheme so that
the long-term incentive purpose of the scheme can be better achieved by providing
additional incentives to key personnel to achieve performance goals and contribute to
the long-term success of the Group.

During the year ended 31 December 2009, 6,000 Restricted Shares were granted to an
eligible participant pursuant to the Restricted Share Award Scheme. The total payout,
including related expenses, amounted to RMB115,000. 1,749,301 Restricted Shares were
vested and 83,609 Restricted Shares lapsed during the year. As at 31 December 2009,
the number of Restricted Shares granted under the scheme, except for those lapsed,
amounted to 5,296,010 Shares, representing approximately 0.5% of the issued shares of
the Company as at the Adoption Date. Details of movements of the Restricted Shares
under the Restricted Share Award Scheme for the year ended 31 December 2009 are as
follows:

Number of Restricted Shares
granted vested lapsed

Fair value per as at during during during as at

Date of grant Restricted Share 01/01/2009 the year the year the year 31/12/2009 Vesting period
(Note) HK$

22/09/2006 9.01 210,496 - (208,328) (2,168) - 22/09/2007 — 22/09/2009
08/05/2007 15.32 6,667 - (3,333) - 3,334 08/05/2008 — 08/05/2010
02/07/2007 18.96 687,719 - (338,883) (13,904) 334,932 02/07/2008 - 02/07/2010
16/07/2007 19.90 12,000 - (6,000) - 6,000 16/07/2008 - 16/07/2010
29/08/2007 20.85 44,000 - (22,000) - 22,000 29/08/2008 — 29/08/2010
07/12/2007 26.75 666,667 - (333,333) - 333,334 07/12/2008 - 07/12/2010
06/03/2008 23.90 8,000 - (2,666) - 5,334 06/03/2009 - 06/03/2011
04/07/2008 16.70 2,530,300 - (828,091) (67,537) 1,634,672 04/07/2009 - 04/07/2011
16/12/2008 11.30 20,000 - (6,667) - 13,333 16/12/2009 — 16/12/2011
22/10/2009 21.55 - 6,000 - - 6,000 01/07/2010 - 22/10/2012

4,185,849 6,000 (1,749,301) (83,609) 2,358,939

Note:

The fair values of the Restricted Shares were based on the closing price per Share at the date of grant.



Save as disclosed above, at no time during the year was the Company or its subsidiaries
a party to any arrangement to enable the Directors or any of their spouses or children
under 18 years of age to acquire benefits by means of the acquisition of shares in or

debentures of the Company or any other body corporate.
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Directors’ and Chief Executives’ Interests and Short
Positions in Shares, Underlying Shares and Debentures

As at 31 December 2009, the interests and short positions of the Directors and chief
executives of the Company in the shares, underlying shares and debentures of the
Company or any of its associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (“SFQ")), as recorded in the register required to be
kept under Section 352 of the SFO or as notified to the Company and the Hong Kong
Stock Exchange pursuant to the Model Code for Securities Transactions by Directors of
Listed Issuers (the “Model Code”) contained in the Listing Rules, are as follows:

Number of Shares/

% of issued

*

Name of Director underlying Shares held Note Capacity Shares *
Li Ning 326,906,084 (Long position) 1 Interests of controlled corporations 31.210
1,724,234 (Short position) 1(c) Interests of controlled corporation 0.165
Zhang Zhi Yong 11,338,400 (Long position) 2 Personal, interest of controlled corporation 1.082
Chong Yik Kay 688,500 (Long position) 3 Personal 0.066
Lim Meng Ann 417,100 (Long position) 4 Personal 0.040
Stuart Schonberger 721,100 (Long position) 5 Personal 0.069
Chu Wah Hui 398,100 (Long position) 6 Personal, family 0.038
James Chun-Hsien Wei 349,100 (Long position) 7 Personal 0.033
Koo Fook Sun, Louis 605,100 (Long position) 8 Personal 0.058
Wang Ya Fei 605,100 (Long position) 9 Personal 0.058
Chan Chung Bun, Bunny 441,100 (Long position) 10 Personal 0.042

The percentage has been calculated based on 1,047,445,501 Shares in issue as at 31 December 2009.
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Notes:

Mr. Li Ning is deemed to be interested in an aggregate of 326,906,084 Shares held by Victory
Mind Assets Limited (“Victory Mind"), Dragon City Management (PTC) Limited (“Dragon City")

and Alpha Talent, respectively, as follows:

(a) 173,374,000 Shares are held by Victory Mind in which 57% is owned by Ace Leader Holdings
Limited (“Ace Leader”) and 38% is owned by Jumbo Top Group Limited (“Jumbo Top”).
All shares of Ace Leader are held by Equity Trust Company (Cayman) Ltd. in its capacity
as trustee of the Jun Tai Trust, the beneficiaries of which include the respective family
members of Mr. Li Ning. Mr. Li Ning is the settlor of the Jun Tai Trust and is therefore
deemed to be interested in the 173,374,000 Shares held by Victory Mind. Mr. Li Ning is a

beneficiary of the Jun Tai Trust and a director of each of Victory Mind and Ace Leader;

(b) 150,000,000 Shares are held by Dragon City in its capacity as trustee of the Three-River Unit
Trust, which is a unit trust, the units of which are owned as to 60% by Cititrust (Cayman)
Limited as trustee of the Palm 2008 Trust and as to 40% by Cititrust (Cayman) Limited
as trustee of the Gingko 2008 Trust. Both of the Palm 2008 Trust and the Gingko 2008
Trust are revocable family trusts, the beneficiaries of which include the respective family
members of Mr. Li Ning and his brother, Mr. Li Chun. Mr. Li Ning is the 60% shareholder
of Dragon City and is therefore deemed to be interested in the 150,000,000 Shares held
by Dragon City. Mr. Li Ning is a director of Dragon City; and

(c) 3,532,084 Shares are held by Alpha Talent, which is established and solely owned by Mr.
Li Ning for the purpose of holding the relevant Shares under the Share Purchase Scheme.
Mr. Li Ning is therefore deemed to be interested in the 3,532,084 Shares held by Alpha
Talent. Mr. Li Ning is a director of Alpha Talent.

Mr. Li Ning is deemed to have a short position in 1,724,234 Shares, among the total of
3,532,084 Shares held by Alpha Talent. When the Share Purchase Scheme was first set up
in June 2004, 35,250,000 Shares were held by Alpha Talent. As at 31 December 2009, Alpha
Talent had granted options to purchase 35,117,900 Shares pursuant to the Share Purchase
Scheme, among which options to purchase for 1,675,750 Shares have been cancelled or
lapsed and options to purchase 31,717,916 Shares have been exercised. The total number

of outstanding options as at 31 December 2009 is 1,724,234 Shares.

Mr. Zhang Zhi Yong is interested in 5,376,198 Shares, among which 2,126,198 Shares are held
as personal interest and 3,250,000 Shares are held by Smart Step Management Limited (“Smart
Step”) which is 100% owned by Mr. Zhang. Mr. Zhang therefore is deemed to be interested in
the 3,250,000 Shares held by Smart Step. Mr. Zhang is a director of Smart Step.

Mr. Zhang is also taken to be interested as a grantee of options to subscribe for 730,000 Shares
at an exercise price of HK$3.685 per Share, 208,000 Shares at an exercise price of HK$8.83 per
Share, 121,600 Shares at an exercise price of HK$17.22 per Share and 4,519,400 Shares at an
exercise price of HK$11.37 per Share under the Post-IPO Share Option Scheme. Mr. Zhang is also
taken to be interested as a grantee of 383,202 restricted shares granted under the Restricted

Share Award Scheme.

Mr. Chong Yik Kay is taken to be interested as a grantee of options to subscribe for 688,500
Shares at an exercise price of HK$13.18 per Share under the Post-IPO Share Option Scheme.

Mr. Lim Meng Ann is interested in 62,100 Shares and is taken to be interested as a grantee of
options to subscribe for 51,400 Shares at an exercise price of HK$17.22 per Share and 263,400
Shares at an exercise price of HK$11.37 per Share under the Post-IPO Share Option Scheme.
Mr. Lim is also taken to be interested as a grantee of 40,200 restricted shares granted under

the Restricted Share Award Scheme.

Mr. Stuart Schonberger is interested in 52,100 Shares and is taken to be interested as a grantee
of options to subscribe for 246,000 Shares at an exercise price of HK$3.685 per Share, 90,000
Shares at an exercise price of HK$8.83 per Share, 51,400 Shares at an exercise price of HK$17.22
per Share and 263,400 Shares at an exercise price of HK$11.37 per Share under the Post-IPO
Share Option Scheme. Mr. Schonberger is also taken to be interested as a grantee of 18,200

restricted shares granted under the Restricted Share Award Scheme.

Mr. Chu Wah Hui is interested in 88,233 Shares, among which 43,233 Shares are held as personal
interest and 45,000 Shares are held as family interest. Mr. Chu is also taken to be interested
as a grantee of options to subscribe for 34,267 Shares at an exercise price of HK$17.22 per
Share and 263,400 Shares at an exercise price of HK$11.37 per Share under the Post-IPO Share
Option Scheme. Mr. Chu is also taken to be interested as a grantee of 12,200 restricted shares

granted under the Restricted Share Award Scheme.



Mr. James Chun-Hsien Wei is interested in 22,100 Shares and is taken to be interested as a
grantee of options to subscribe for 51,400 Shares at an exercise price of HK$17.22 per Share
and 263,400 Shares at an exercise price of HK$11.37 per Share under the Post-IPO Share Option
Scheme. Mr. Wei is also taken to be interested as a grantee of 12,200 restricted shares granted

under the Restricted Share Award Scheme.

Mr. Koo Fook Sun, Louis is interested in 130,100 Shares and is taken to be interested as a
grantee of options to subscribe for 82,000 Shares at an exercise price of HK$3.685 per Share,
60,000 Shares at an exercise price of HK$8.83 per Share, 51,400 Shares at an exercise price of
HK$17.22 per Share and 263,400 Shares at an exercise price of HK$11.37 per Share under the
Post-IPO Share Option Scheme. Mr. Koo is also taken to be interested as a grantee of 18,200

restricted shares granted under the Restricted Share Award Scheme.

Ms. Wang Ya Fei is interested in 18,100 Shares and is taken to be interested as a grantee of
options to subscribe for 164,000 Shares at an exercise price of HK$3.685 per Share, 90,000
Shares at an exercise price of HK$8.83 per Share, 51,400 Shares at an exercise price of HK$17.22
per Share and 263,400 Shares at an exercise price of HK$11.37 per Share under the Post-IPO
Share Option Scheme. Ms. Wang is also taken to be interested as a grantee of 18,200 restricted

shares granted under the Restricted Share Award Scheme.
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10. Mr. Chan Chung Bun, Bunny is interested in 18,100 Shares and is taken to be interested as a
grantee of options to subscribe for 90,000 Shares at an exercise price of HK$8.83 per Share,
51,400 Shares at an exercise price of HK$17.22 per Share and 263,400 Shares at an exercise
price of HK$11.37 per Share under the Post-IPO Share Option Scheme. Mr. Chan is also taken
to be interested as a grantee of 18,200 restricted shares granted under the Restricted Share

Award Scheme.

Save as disclosed above, so far as was known to any Director, as at 31 December 2009,
none of the Directors or chief executives of the Company had, pursuant to Divisions
7 and 8 of Part XV of the SFO, nor were they taken or deemed to have under such
provisions of the SFO, any interest or short position in any shares or underlying shares
or interest in debentures of the Company or any of its associated corporations (within
the meaning of Part XV of the SFO) which were required to be notified to the Company
and the Hong Kong Stock Exchange, or any interest which were required, pursuant to
Section 352 of the SFO, to be entered into the register referred to therein, or any interests
which were required, pursuant to the Model Code, to be notified to the Company and
the Hong Kong Stock Exchange.
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Substantial Shareholders’ Interests and Short Positions
in Shares and Underlying Shares

As at 31 December 2009, the register of substantial shareholders maintained under
section 336 of the SFO shows that the Company had been notified of the following
substantial shareholders’ interests and short positions, representing 5% or more of the

Company'’s issued share capital:

% of issued

Name of shareholder Number of Shares held Note Capacity Shares *
Li Ning 326,906,084 (Long position) 1 Interest of controlled corporations 31.210
1,724,234 (Short position) 2 Interest of controlled corporation 0.165
Li Chun 323,374,000 (Long position) 3 Interest of controlled corporations 30.873
Victory Mind Assets Limited 173,374,000 (Long position) 4 Beneficial owner 16.552
Ace Leader Holdings Limited 173,374,000 (Long position) 5 Interest of controlled corporation 16.552
Jumbo Top Group Limited 173,374,000 (Long position) 6 Interest of controlled corporation 16.552
Equity Trust Company (Cayman) Ltd. 173,374,000 (Long position) 7 Trustee 16.552
Dragon City Management (PTC) Limited 150,000,000 (Long position) 8 Trustee 14.321
Cititrust (Cayman) Limited 150,000,000 (Long position) 9 Trustee 14.321
JPMorgan Chase & Co. 115,243,114 (Long position) 10 Beneficial owner, investment manager, 11.002
custodian corporation/approved
lending agent
941,000 (Short position) Beneficial owner 0.090
36,017,614 (Lending pool) Custodian corporation/approved 3.439
lending agent
FIL Limited 82,947,000 (Long position) Investment manager 7.919
Commonwealth Bank of Australia 63,141,500 (Long position) 11 Interest of controlled corporations 6.028
Government of Singapore 61,045,502 (Long position) 12 Investment manager, 5.828
Investment Corporation Pte. Ltd. interest of controlled corporation
Minister of Finance (Incorporated) 61,045,502 (Long position) 12 Interest of controlled corporation 5.828

*

The percentage has been calculated based on 1,047,445,501 shares in issue as at 31 December 2009.




Notes:

See note 1 under “Directors’ and Chief Executives’ Interests and Short Positions in Shares,

Underlying Shares and Debentures”.

See note 1(c) under “Directors’ and Chief Executives’ Interests and Short Positions in Shares,

Underlying Shares and Debentures”.

Mr. Li Chun is taken to be interested in an aggregate of 323,374,000 Shares held by Victory

Mind and Dragon City, respectively, as follows:

(a) 173,374,000 Shares are held by Victory Mind in which 57% is owned by Ace Leader and
38% is owned by Jumbo Top. All shares of Jumbo Top are held by Equity Trust Company
(Cayman) Ltd. in its capacity as trustee of the Yuan Chang Trust, the beneficiaries of which
include the respective family members of Mr. Li Chun. Mr. Li Chun is the settlor of the
Yuan Chang Trust and therefore is taken to be interested in the 173,374,000 Shares held
by Victory Mind. Mr. Li Chun is a beneficiary of the Yuan Chang Trust and is a director of
each of Victory Mind and Jumbo Top; and

(b) 150,000,000 Shares are held by Dragon City in its capacity as trustee of the Three-River Unit
Trust, which is a unit trust, the units of which are owned as to 60% by Cititrust (Cayman)
Limited as trustee of the Palm 2008 Trust and as to 40% by Cititrust (Cayman) Limited
as trustee of the Gingko 2008 Trust. Both of the Palm 2008 Trust and the Gingko 2008
Trust are revocable family trusts, the beneficiaries of which include the respective family
members of Mr. Li Chun and his brother, Mr. Li Ning. Mr. Li Chun is the 40% shareholder
of Dragon City and therefore is taken to be interested in the 150,000,000 Shares held by
Dragon City. Mr. Li Chun is a director of Dragon City.

See note 1(a) under “Directors’ and Chief Executives’ Interests and Short Positions in Shares,

Underlying Shares and Debentures” and note 3(a) above.

See note 1(a) under “Directors’ and Chief Executives’ Interests and Short Positions in Shares,
Underlying Shares and Debentures” and note 3(a) above. Ace Leader is deemed to be interested
in the 173,374,000 Shares held by Victory Mind.

10.

11.

12.

\
Annual Report 2009

LINING COMPANY LIMITED

Report of the Directors

See note 1(a) under “Directors’ and Chief Executives’ Interests and Short Positions in Shares,
Underlying Shares and Debentures” and note 3(a) above. Jumbo Top is deemed to be interested
in the 173,374,000 Shares held by Victory Mind.

See note 1(a) under "Directors’ and Chief Executives’ Interests and Short Positions in Shares,
Underlying Shares and Debentures” and note 3(a) above. Equity Trust Company (Cayman) Ltd.
is deemed to be interested in the 173,374,000 Shares held by Victory Mind.

See note 1(b) under “Directors’ and Chief Executives’ Interests and Short Positions in Shares,

Underlying Shares and Debentures” and note 3(b) above.

See note 1(b) under “Directors’ and Chief Executives’ Interests and Short Positions in Shares,
Underlying Shares and Debentures” and note 3(b) above. Cititrust (Cayman) Limited is deemed
to be interested in the 150,000,000 Shares held by Dragon City.

Amongst the total of 115,243,114 Shares held by JPMorgan Chase & Co., 1,995,000 Shares were
held as beneficial owner, 77,230,500 Shares were held as investment manager and 36,017,614

Shares were held as custodian corporation/approved lending agent.

The interest in these Shares was attributable on account of holding through corporations that

are wholly-owned by Commonwealth Bank of Australia.

Amongst the total of 61,045,502 Shares, Government of Singapore Investment Corporation Pte.
Ltd. is interested in 7,260,502 Shares as investment manager and is deemed to be interested in
the 53,785,000 Shares held by Tetrad Ventures Pte. Ltd. Tetrad Ventures Pte. Ltd. is an investment
vehicle managed by GIC Special Investment Pte. Ltd., the private equity investment arm of
Government of Singapore Investment Corporation Pte. Ltd.. Minister of Finance (Incorporated)
as the 100% owner of Government of Singapore Investment Corporation Pte. Ltd. is deemed
to be interested in the 61,045,502 Shares.

Save as disclosed above, as at 31 December 2009, the Company had not been notified by

any person (other than a Director or chief executive of the Company or their respective

associate(s)) of any interest and short position in the shares and underlying shares of

the Company which were required to be recorded in the register kept under Section
336 of the SFO.

\
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Connected Transactions and Continuing Connected
Transactions

For the year ended 31 December 2009, Shanghai Double Happiness had the following
transactions which constituted connected transactions or continuing connected transactions
under the Listing Rules. The Company has complied with the relevant disclosure
requirements in respect of such connected transactions and continuing connected

transactions in accordance with Chapter 14A of the Listing Rules.

Connected Transactions
Guarantee for a Banking Facility

On 22 July 2008, Shanghai Double Happiness, as guarantor, provided a guarantee (the
“Guarantee”) for the benefit of F/8E X HF|EM G2 7] (Shanghai SIIC Marie Painting
Materials Co., Ltd.) (“Ma Li") in respect of Ma Li's obligations as borrower under a
banking facility of RMB5,400,000 in principal. Details of the Guarantee are set out in
the Company’s announcement dated 13 March 2009. The term of the banking facility
was expired on 22 July 2009 and Shanghai Double Happiness terminated the Guarantee
subsequently in year 2009.

Ma Li is a limited liability company established in the PRC whose 49% equity interest
is held by Shanghai Double Happiness (Group) Co., Ltd. ("DHSG"), a limited liability
company established in the PRC which holds 33% equity interest in Shanghai Double
Happiness. DHSG and its associates are connected persons of the Company under
the Listing Rules. Ma Li is an associate of DHSG and therefore a connected person
of the Company under the Listing Rules. The provision of the Guarantee constituted
a connected transaction for the Company under the Listing Rules. As the applicable
percentage ratios represented by the amount of guarantee exceeded 0.1% but were below
2.5%, the provision of the Guarantee was subject to the reporting and announcement
requirements but was exempt from independent shareholders’ approval requirement
pursuant to Chapter 14A of the Listing Rules.

The Guarantee also constituted a related-party transaction which is set out in note 34(f)
to the consolidated financial statements.

Acquisition of Equity Interest in an Indirect Non Wholly-owned
Subsidiary

On 5 November 2009, Shanghai Double Happiness entered into an equity transfer agreement
(the "Equity Transfer Agreement”) with R/ LEHREE AmAR A7 (Wujiang Daoboer
Sports Equipment Co., Ltd.) (“Daoboer”), a limited liability company established in the
PRC, pursuant to which Shanghai Double Happiness agreed to acquire and Daoboer
agreed to sell 20% equity interest in #R/NALE = H#4EFAmARAE (Suzhou Double
Happiness Guan Du Sports Goods Co., Ltd.) (“Suzhou DHS") for a consideration of
RMB6,420,000 (the “Acquisition”). Suzhou DHS is an indirect non wholly-owned subsidiary
of the Company. Prior to the Acquisition, Shanghai Double Happiness and Daoboer
were interested in 55% and 45% of the equity interest in Suzhou DHS, respectively.
The Acquisition was completed in 2009 and since then, Shanghai Double Happiness
and Daoboer have become interested in 75% and 25% of the equity interest in Suzhou
DHS, respectively.

Daoboer is a substantial shareholder of Suzhou DHS and thus a connected person of
the Company under the Listing Rules. Since the applicable percentage ratios in respect
of the Acquisition exceeded 0.1% but were less than 2.5%, the Acquisition constituted
a connected transaction under Rule 14A.32(1) of the Listing Rules and was subject to
the reporting and announcement requirements but was exempt from independent
shareholders’ approval requirement under the Listing Rules.

Suzhou DHS is principally engaged in the manufacture of table tennis equipment and
related sporting goods and is the major manufacture base of the table tennis equipment
of Double Happiness brand. In light of the growing production role of Suzhou DHS to
Double Happiness brand, it is in the interest of the Shareholders as a whole for Shanghai
Double Happiness to increase its equity interest in Suzhou DHS.

Pursuant to the articles of association of Suzhou DHS amended and approved by Shanghai
Double Happiness and Daoboer as a result of the entering into the Equity Transfer
Agreement, Shanghai Double Happiness and Daoboer have made capital injection into
Suzhou DHS by way of cash in the amount of RMB4,082,000 and RMB1,360,000, respectively,
thereby increasing the total registered capital of Suzhou DHS from RMB9,558,000 to
RMB15,000,000. The capital injections into Suzhou DHS made by Shanghai Double



Happiness and Daoboer are for the expansion of production capacity of Suzhou DHS
and in proportion to the equity interest in Suzhou DHS after completion of the Equity
Transfer Agreement. As such, the capital injection made by Daoboer was exempt from
the announcement, reporting and independent shareholders’ approval requirement
under the Listing Rules.

The Directors (including the independent non-executive Directors) consider the terms of
the Equity Transfer Agreement to be on normal commercial terms, fair and reasonable,
and in the interests of the Shareholders as a whole.

Continuing Connected Transactions
Sale Transactions

During the year, Shanghai Double Happiness entered into the following sale transactions
(the “Sale Transactions”) with F/BEBEBE RN AR AR (Shanghai Hwa Hing Sport
Product Co., Ltd.) (“Hwa Hing") and F/B¥ZH 8 EXEM AR AT (Shanghai Double
Happiness Nittaku Table Tennis Equipment Co., Ltd.) (“Nittaku”):

(1) provision of raw materials and semi-finished table tennis rackets by Shanghai Double
Happiness to Hwa Hing; and

(2) provision of finished table tennis equipments by Shanghai Double Happiness to
Nittaku.

Purchase Transactions

During the year, Shanghai Double Happiness entered into the following purchase
transactions (the “Purchase Transactions”) with Hwa Hing and DHSG:

(1) provision of finished table tennis rackets by Hwa Hing to Shanghai Double Happiness;
and

(2) provision of badminton equipment by DHSG to Shanghai Double Happiness.
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Each of Hwa Hing and Nittaku is a limited liability company established in the PRC
whose 50% equity interest is held by DHSG. Hwa Hing and Nittaku are associates of
DHSG and therefore connected persons of the Company under the Listing Rules. The
Sale Transactions and the Purchase Transactions constituted continuing connected
transactions for the Company under the Listing Rules.

Comprehensive Products Framework Agreements

To regulate the Sale Transactions and the Purchase Transactions, on 13 March 2009, Shanghai
Double Happiness entered into a comprehensive products framework agreement with
each of DHSG, Hwa Hing and Nittaku ("DHSG Group Members”), pursuant to which:

(1) Shanghai Double Happiness and its subsidiaries may sell to the relevant DHSG
Group Members products that the relevant DHSG Group Members may require for
their business operation and production; and

(2) the relevant DHSG Group Members may sell to Shanghai Double Happiness and
its subsidiaries products that Shanghai Double Happiness and its subsidiaries may
require for their business operation and production.

The term of each of the comprehensive products framework agreements took effect
on 1 January 2009 and will expire on 31 December 2011, but may be renewed upon
agreement provided that the requirements of the Listing Rules in relation to continuing
connected transactions are complied with.

Annual caps have been set for the Sale Transactions and the Purchase Transactions for
the three financial years ending 31 December 2011. As the applicable percentage ratios
for the annual caps for the three financial years ending 31 December 2011 in respect of
each of the Sale Transactions and the Purchase Transactions exceeded 0.1% but were
less than 2.5%, these transactions were subject to the reporting and announcement
requirements but were exempt from independent shareholders’ approval requirement
pursuant to Chapter 14A of the Listing Rules. Details of the Sale Transactions, the Purchase
Transactions, the said comprehensive products framework agreements and the annual
caps are set out in the Company’s announcement dated 13 March 2009.



/==, Report of the Directors

For the year ended 31 December 2009, the aggregate revenue generated from the Sale
Transactions and the aggregate expenditure incurred by the Purchase Transactions did not
exceed the respective annual caps for the year ended 31 December 2009 as set out below:

Amount for the
year ended
31 December

Annual Cap for
the year ended
31 December

2009 2009
(RMB'000) (RMB’000)
Sale Transactions
1. provision of raw materials and
semi-finished table tennis rackets by
Shanghai Double Happiness to Hwa Hing 3,780 4,800
2. provision of finished table tennis
equipments by Shanghai Double
Happiness to Nittaku 2,613 3,600
Purchase Transactions
1. provision of finished table tennis
rackets by Hwa Hing to Shanghai
Double Happiness 9,734 12,000
2. provision of badminton equipment
by DHSG to Shanghai Double Happiness* 17,284 20,000

*  Starting from 1 July 2009, Shanghai Double Happiness had ceased purchasing badminton
equipment from DHSG.

The Sale Transactions and the Purchase Transactions also constituted related-party
transactions which, among other transactions, are set out in notes 34(a) and 34(b) to
the consolidated financial statements, respectively.

Annual Review

The Directors (including the independent non-executive Directors) have reviewed the
above continuing connected transactions and confirmed that these transactions were
entered into:

(1) in the ordinary and usual course of business of the Group;
(2) on normal commercial terms; and

(3) in accordance with the relevant agreements governing them on terms that are fair
and reasonable and in the interests of the Shareholders as a whole.

PricewaterhouseCoopers, the auditor of the Company, has performed certain agreed-
upon procedures in respect of the above continuing connected transactions and reported
their findings to the Board that the transactions:

(1) have been approved by the Board;

(2) have been entered into in accordance with the relevant agreements governing the
transactions during the year; and

(3) have not exceeded the annual caps disclosed in the announcement of the Company
dated 13 March 2009.

Other Related-party Transactions

Apart from the Sale Transactions and the Purchase Transactions, the related-party
transactions set out in notes 34(a) and 34(b) to the consolidated financial statements
also include transactions which did not constitute continuing connected transactions
under Chapter 14A of the Listing Rules.

Details of other related-party transactions entered into by the Group during the year
ended 31 December 2009, which did not constitute connected transactions under
Chapter 14A of the Listing Rules are set out in notes 34(d) and 34(e) to the consolidated
financial statements.



Changes in Directors’ Information

The changes in information on Directors since the date of the interim report of the
Company for the six months ended 30 June 2009, which are required to be disclosed
pursuant to Rule 13.51B(1) of the Listing Rules are set out below.

Upon review and recommendation of the Remuneration Committee, the Board has
approved the increase of service fee payable to non-executive Directors and independent
non-executive Directors under their respective service contracts with the Company with
effect from 1 January 2009 as follows:

1. the annual service fee payable to each non-executive Director or independent
non-executive Director who also acts as the chairman of the Audit Committee
or Remuneration Committee or Nomination Committee has been increased from
HK$250,000 to RMB270,000; and

2. the annual service fee payable to each of the other non-executive Directors and
independent non-executive Directors has been increased from HK$200,000 to
RMB215,000.

Mr. Lim Meng Ann, a non-executive Director, has resigned as director of 2020 ChinaCap
Acquirco, Inc., a company listed on the New York Stock Exchange Amex with effect
from 21 October 2009.

Mr. Koo Fook Sun, Louis, an independent non-executive Director, has resigned as the
vice chairman and chief financial officer of 2020 ChinaCap Acquirco, Inc., a company
listed on the New York Stock Exchange Amex with effect from 21 October 2009. Mr. Koo
has also retired as an independent non-executive director of China Communications
Construction Company Limited, a company listed on the Main Board of the Hong Kong
Stock Exchange Limited, with effect from 29 December 2009.

Purchase, Sale or Redemption of the Company’s Shares

The Company did not redeem any of its Shares during the year ended 31 December
2009. Except for the Restricted Share Award Scheme Trust, neither the Company nor
any of its subsidiaries purchased or sold any Shares during the year.
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Sufficiency of Public Float

Based on the information that is publicly available to the Company and within the
knowledge of the Directors, throughout the year ended 31 December 2009 and up to
the date of this report, the Company has maintained a sufficient public float of more
than 25% of the Company’s issued shares as required under the Listing Rules.

Corporate Governance

Throughout the year 2009, the Company has complied with all the code provisions of
the Code on Corporate Governance Practices contained in Appendix 14 to the Listing
Rules. Principal corporate governance practices adopted by the Company are set out
in the Corporate Governance Report on pages 47 to 58 of this annual report.

Auditor

PricewaterhouseCoopers will retire as auditor of the Company and, being eligible,
offer themselves for re-appointment. A resolution for the re-appointment of
PricewaterhouseCoopers as auditor of the Company will be proposed at the AGM.

By order of the Board
Li Ning
Chairman

Hong Kong, 17 March 2010



/< Independent Auditor’s Report

To the shareholders of Li Ning Company Limited
(Incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of Li Ning Company Limited (the “Company”) and its subsidiaries (together, the "Group”) set out on pages 96 to 167, which
comprise the consolidated and company balance sheets as of 31 December 2009, and the consolidated income statement, the consolidated statement of comprehensive income,
the consolidated statement of changes in equity and the consolidated cash flow statement for the year then ended, and a summary of significant accounting policies and other
explanatory notes.

Directors’ responsibility for the financial statements

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

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We conducted our audit in accordance with International Standards on
Auditing. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance as to whether the financial statements
are free from material misstatement.

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

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

Opinion

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

This report, including the opinion, has been prepared for and only for 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.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 17 March 2010
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As at 31 December

Note 2009 2008
RMB’000 RMB'000

ASSETS

Non-current assets

Property, plant and equipment 6 638,181 629,305
Land use rights 7 386,705 324,764
Intangible assets 8 869,911 329,035

Deferred income tax assets 21 193,109 69,441
Other non-current assets 13 127,989 166,440

Total non-current assets 2,215,895 1,518,985

Current assets

Inventories 9 631,528 650,715
Trade receivables 12 1,069,404 1,090,576
Other receivables and prepayments 13 194,446 182,938
Restricted bank deposits 14 2,254 105,675
Cash and cash equivalents 14 1,264,343 788,040

Total current assets 3,161,975 2,817,944

Total assets 5,377,870 4,336,929
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Consolidated Balance Sheet (Continued)

As at 31 December

Note 2008
RMB’000
EQUITY
Capital and reserves attributable to equity holders of the Company
Ordinary shares 15 110,898 110,323
Share premium 15 243,553 200,758
Shares held for Restricted Share Award Scheme 15 (53,239) (84,118)
Other reserves 16 332,378 257,610
Retained profits 16
- Proposed final dividend 236,049 115,941
— Others 1,804,869 1,295,899
2,674,508 1,896,413
Minority interests in equity 187,603 192,535
Total equity 2,862,111 2,088,948
LIABILITIES
Non-current liabilities
License fees payable 19 496,812 81,997
Deferred income tax liabilities 21 90,401 79,141
Deferred income 22 63,618 -
Total non-current liabilities 650,831 161,138
Current liabilities
Trade payables 17 826,433 863,470
Other payables and accruals 18 570,780 541,865
License fees payable — current portion 19 59,330 28,747
Current income tax liabilities 148,415 45,281
Borrowings 20 259,970 607,480
Total current liabilities 1,864,928 2,086,843
Total liabilities 2,515,759 2,247,981
Total equity and liabilities 5,377,870 4,336,929
Net current assets 1,297,047 731,101
Total assets less current liabilities 3,512,942 2,250,086
Zhang Zhi Yong Chong Yik Kay
Executive Director & Chief Executive Officer Executive Director & Chief Financial Officer

The notes on pages 103 to 167 are an integral part of these financial statements.
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As at 31 December

Note 2009 2008
RMB’000 RMB’000
ASSETS
Non-current assets
Investment in subsidiaries 10 376,956 453,125
Current assets
Other receivables and prepayments 13 1,495 2,004
Dividends receivable 593,110 77,429
Cash and cash equivalents 14 11,779 21,148
606,384 100,581
Total assets 983,340 553,706
EQUITY
Capital and reserves attributable to equity holders of the Company
Ordinary shares 15 110,898 110,323
Share premium and other reserves 15, 16
- Proposed final dividend 236,049 115,941
— Others 441,887 149,682
Total equity 788,834 375,946
LIABILITIES
Current liabilities
Other payables and accruals 18 796 1,380
Borrowings 20 193,710 176,380

Total liabilities 194,506 177,760

Total equity and liabilities 983,340 553,706

Net current assets/(liabilities) 411,878 (77,179)

Total assets less current liabilities 788,834 375,946

Zhang Zhi Yong Chong Yik Kay
Executive Director & Chief Executive Officer Executive Director & Chief Financial Officer

The notes on pages 103 to 167 are an integral part of these financial statements.
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Revenue
Cost of sales

Gross profit

Distribution costs
Administrative expenses
Other income

Operating profit

Finance income
Finance costs

Note 2009 2008
RMB’000 RMB'000

5 8,386,910 6,690,073
23 (4,417,046) (3,469,699)
3,969,864 3,220,374
23 (2,152,150) (1,883,206)
23 (602,929) (441,842)
24 127,111 64,887
1,341,896 960,213

26 7,422 11,691
26 (66,188) (42,666)

Finance costs — net

(58,766) (30,975)

Profit before income tax

Income tax expense

1,283,130 929,238

27 (313,799) (201,938)

Profit for the year

969,331 727,300

Attributable to:
Equity holders of the Company
Minority interests

944,524 721,267
24,807 6,033

969,331 727,300

Earnings per share for profit attributable to equity holders of the Company (RMB cents)

- basic

28 90.75 69.63

— diluted

28 89.61 68.64

Interim dividend, special dividend and proposed final dividend

29 377,486 516,743

The notes on pages 103 to 167 are an integral part of these financial statements.
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Year ended 31

December

2009
RMB’000

2008
RMB’000

Profit for the year 969,331

Other comprehensive income:

727,300

Currency translation differences (28)

Total comprehensive income for the year 969,303

727,300

Attributable to:
Equity holders of the Company 944,496

Minority interests 24,807

721,267
6,033

969,303

727,300

The notes on pages 103 to 167 are an integral part of these financial statements.
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Consolidated Statement of Changes in Equity

Attributable to
equity holders Minority
Note of the Company interests Total equity
RMB’000 RMB’000 RMB’000
As at 1 January 2008 1,744,601 - 1,744,601
Profit for the year 721,267 6,033 727,300
Total comprehensive income for the year ended 31 December 2008 721,267 6,033 727,300
Share option schemes:
— value of services provided 16 51,596 - 51,596
— proceeds from shares issued 5 11,788 - 11,788
Shares purchased for Restricted Share Award Scheme 15 (56,630) - (56,630)
Dividends 15, 16 (576,209) - (576,209)
Acquisition of subsidiaries - 186,805 186,805
Acquisition of additional interests in a subsidiary - (303) (303)
As at 31 December 2008 1,896,413 192,535 2,088,948
As at 1 January 2009 1,896,413 2,088,948
Profit for the year 944,524 969,331
Other comprehensive income (28) (28)
Total comprehensive income for the year ended 31 December 2009 944,496 969,303
Share option schemes:
— value of services provided 16 65,901 65,901
— proceeds from shares issued 15 23,978 23,978
Shares purchased for Restricted Share Award Scheme 15 (335) (335
Dividends to equity holders of the Company 16 (255,945) (255,945

Dividends to minority interests of a subsidiary
Acquisition of additional interests in a subsidiary

As at 31 December 2009

2,674,508

The notes on pages 103 to 167 are an integral part of these financial statements.

)

)
(23,319)
(6,420)

2,862,111
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Year ended 31 December

Note 2009 2008
RMB’000 RMB'000

Cash flows from operating activities
Cash generated from operations 30 1,649,776 944,798
Income tax paid (343,108) (245,831)

Net cash generated from operating activities 1,306,668 698,967

Cash flows from investing activities

— acquisition of subsidiaries, net of cash acquired 33 (112,318) (175,102)
— acquisition of additional interests in a subsidiary (6,420) (303)
— purchases of property, plant and equipment (140,058) (202,545)
— purchases of land use rights (64,907) (17,939)
— purchases of intangible assets [CYAKR)) (39,934)
— proceeds on disposal of property, plant and equipment and intangible assets 9,010 10,899
— interest received 7,422 11,691
— government grant received for purchase of a land use right 64,697 -
— decrease in fixed deposits at banks - 11,167
Net cash used in investing activities (309,757) (402,066)
Cash flows from financing activities
— dividends paid to equity holders of the Company (255,945) (576,209)
- dividends paid to minority interests of a subsidiary (18,290) (14,932)
— proceeds from issuance of ordinary shares 23,978 11,788
— proceeds from bank borrowings 457,880 846,180
- repayments of bank borrowings (805,250) (420,800)
— purchase of shares for Restricted Share Award Scheme (335) (56,630)
— interest paid (24,954) (39,260)
— decrease/(increase) in restricted bank deposits 103,421 (105,675)
Net cash used in financing activities (519,495) (355,538)
Net increase/(decrease) in cash and cash equivalents 477,416 (58,637)
Cash and cash equivalents at beginning of year 788,040 849,887
Exchange losses on cash and cash equivalents (1,113) (3,210)
Cash and cash equivalents at end of year 1,264,343 788,040

The notes on pages 103 to 167 are an integral part of these financial statements.
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General information

Li Ning Company Limited (the “Company”) and its subsidiaries (together, the “Group”) are principally engaged in brand development, design, manufacture, sale and distribution
of sport-related footwear, apparel, equipment and accessories in the People’s Republic of China (the “PRC"). The Company acquired a 100% equity interest in Kason Sports
(Hong Kong) Limited (“Kason"), a company incorporated in Hong Kong, which, together with its subsidiary, are principally engaged in the research and development, manufacture
and sale of badminton sports equipment in the PRC. Refer to Note 33 for details of such acquisition.

The Company was incorporated on 26 February 2004 in the Cayman Islands as an exempted company with limited liability under the Companies Law, Cap. 22 (Law 3 of 1961,
as consolidated and revised) of the Cayman Islands. The address of its registered office is Cricket Square, Hutchins Drive, P.O. Box 2681, Grand Cayman KY1-1111, Cayman

Islands.
The Company's shares are listed on the Main Board of The Stock Exchange of Hong Kong Limited.

These consolidated financial statements are presented in Renminbi (“RMB"), unless otherwise stated. These consolidated financial statements have been approved for issue by
the Board of Directors (the “Board”) on 17 March 2010.

Summary of significant accounting policies

The principal accounting policies applied in the preparation of these consolidated financial statements are set out below. These policies have been consistently applied to all

the years presented, unless otherwise stated.

2.1 Basis of preparation
The accompanying consolidated financial statements of Li Ning Company Limited have been prepared in accordance with International Financial Reporting Standards

("IFRS") under the historical cost convention.

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates. It also requires management to exercise its
judgement in the process of applying the Group's accounting policies. The areas involving a higher degree of judgement or complexity, or areas where assumptions and
estimates are significant to the consolidated financial statements, are disclosed in Note 4.

Changes in accounting policy and disclosures
The following new standards and amendments to existing standards are mandatory for the first time for the financial year beginning 1 January 2009, which are relevant

to the Group.

o IAS 1 (Revised), "Presentation of financial statements”. The revised standard prohibits the presentation of items of income and expenses (that is “non-owner changes
in equity”) in the statement of changes in equity, requiring “non-owner changes in equity” to be presented separately from owner changes in equity. All “non-owner
changes in equity” are required to be shown in a performance statement. Entities can choose whether to present one performance statement (the statement of
comprehensive income) or two statements (the income statement and statement of comprehensive income). The Group has elected to present two statements: an
income statement and a statement of comprehensive income. The financial statements have been prepared under the revised disclosure requirements. Such change
only impacts presentation of the financial statements with no impact on the Group's earnings.

p—
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2. Summary of significant accounting policies (continued)

2.1 Basis of preparation (continued)

Changes in accounting policy and disclosures (continued)

IAS 23 (Revised), “Borrowing Costs”. The amendment requires an entity to capitalise borrowing costs directly attributable to the acquisition, construction or production
of a qualifying asset (one that takes a substantial period of time to get ready for use or sale) as part of the cost of that asset. The option of immediately expensing
those borrowing costs is removed. To the extent that funds are borrowed specifically for the purpose of obtaining a qualifying asset, the amount of borrowing costs
eligible for capitalisation is determined at the actual borrowing costs incurred on that borrowing during the period less any investment income on the temporary
investment of those borrowings. To the extent that funds are borrowed generally and used for the purpose of obtaining a qualifying asset, the amount of borrowing
costs eligible for capitalisation is determined by applying a capitalisation rate to the expenditures on that asset. It is the Group’s existing accounting policy to capitalise
borrowing costs directly attributable to the construction of any qualifying assets as part of the cost of the assets.

IFRS 2 (Amendment), “Share-based Payment Vesting Conditions and Cancellations”. It clarifies the definition of “vesting conditions” and specifies the accounting
treatment of “cancellations” by the counterparty to a share-based payment arrangement. Vesting conditions are service conditions (which require a counterparty to
complete a specified period of service) and performance conditions (which require a specified period of service and specified performance targets to be met) only.
All "non-vesting conditions” and vesting conditions that are market conditions shall be taken into account when estimating the fair value of the equity instruments
granted. All cancellations are accounted for as an acceleration of vesting and the amount that would otherwise have been recognised over the remainder of the
vesting period is recognised immediately.

IFRS 7 (Amendment), “Financial Instruments: Disclosures”. It requires enhanced disclosures about fair value measurement and liquidity risk. In particular, the amendment
requires disclosure of fair value measurements by level of a fair value measurement hierarchy. The change does not result in additional disclosures for the Group and
there is no impact on the Group’s earnings.

IFRS 8, “Operating segments”. IFRS 8 replaces IAS 14, "Segment reporting”. It requires a “management approach” under which segment information is presented
on the same basis as that used for internal reporting purposes. This new accounting standard has resulted in an increase in the number of the reportable segments
presented from one to four as follows, LI-NING brand, Double Happiness brand, Lotto brand and all other brands segments. Operating segments are reported in
a manner consistent with the internal reports provided to the chief operating decision-maker of the Group (“management”). Goodwill is allocated by management
to groups of cash-generating units on a segment level. Goodwill relating to the previous acquisition of 57.5% equity interest in Shanghai Double Happiness Co.,
Ltd. (“Double Happiness”) remains in Double Happiness brand segment. Goodwill relating to the acquisition of Kason is allocated in all other brands segment. The
change in reportable segments has not resulted in any additional goodwill impairment. There has been no further impact on the measurement of the Group's assets
and liabilities. Comparatives for 2008 have been provided.
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2. Summary of significant accounting policies (continued)

2.1 Basis of preparation (continued)
Changes in accounting policy and disclosures (continued)
The Group has early adopted IFRS 8 (Amendment), “Operating segments” (effective for the financial year beginning on or after 1 January 2010). This amendment clarifies
that an entity is required to disclose a measure of segment assets only if that measure is regularly reported to the chief operating decision-maker. The Group has not
disclosed the measure of segment assets because this is not regularly reported to management. IFRS 8 (Amendment) is applied retrospectively.

Other new standards, amendments to standards and interpretations, which are mandatory for the first time for the financial year beginning 1 January 2009, are not currently
relevant for the Group or do not have material impact on the Group for the year ended 31 December 2009.

The following new standards, amendments to standards and interpretations have been issued, but are not effective for the financial year beginning 1 January 2009 and
have not been early adopted:

Effective for accounting
periods beginning

on or after
New or revised standards, interpretations and amendments
IAS 24 (Revised) Related Party Disclosures 1 January 2011
IAS 27 (Revised) Consolidated and Separate Financial Statements 1 July 2009
IAS 32 (Amendment) Classification of Right Issues 1 February 2010
IAS 39 (Amendment) Financial Instruments: Recognition and Measurement- Eligible hedged items 1 July 2009
IFRS 1 (Revised) First-time Adoption of International Financial Reporting Standards 1 July 2009
IFRS 1 (Amendment) Additional Exemptions for First-time Adopters 1 January 2010
IFRS 2 (Amendment) Group Cash-settled Share-based Payment Transactions 1 January 2010
IFRS 3 (Revised) Business Combinations 1 July 2009
IFRS 9 Financial Instruments 1 January 2013
IFRIC-Int 14 (Amendment) Prepayments of a Minimum Funding Requirement 1 January 2011
IFRIC-Int 17 Distributions of Non-cash Assets to Owners 1 July 2009
IFRIC-Int 18 Transfer of Assets from Customers 1 July 2009

IFRIC-Int 19 Extinguishing Financial Liabilities with Equity Instruments 1 July 2010

g
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2. Summary of significant accounting policies (continued)

2.1 Basis of preparation (continued)

2.2

Changes in accounting policy and disclosures (continued)

Effective for accounting
periods beginning
on or after

Improvements to existing standards

IAS 1 (Amendment)
IAS 7 (Amendment)
IAS 17
IAS 18 (Amendment

Presentation of Financial Statements January 2010
January 2010
January 2010

January 2010

Statement of Cash Flows
Amendment Leases

Revenue

Impairment of Assets

—_ s

( )
( )
IAS 36 (Amendment)
IAS 38 (Amendment)
( )
( )

January 2010

Intangible Assets 1 July 2009
IAS 39 (Amendment Financial Instruments: Recognition and Measurement 1 January 2010
IFRS 2 (Amendment Share-based Payments 1 July 2009
IFRS 5 (Amendment) Non-current Assets Held for Sale and Discontinued Operations 1 January 2010
IFRIC-Int 9 (Amendment) Reassessment of Embedded Derivatives 1 July 2009
IFRIC-Int 16 (Amendment) Hedges of a Net Investment in a Foreign Operation 1 July 2009

The Group is in the process of assessing the impact of these new standards, amendments to standards and interpretations on the financial statements.

Consolidation

The consolidated financial statements include the financial statements of the Company and all its subsidiaries made up to 31 December.

(a)

Subsidiaries

Subsidiaries are all entities (including special purpose entities) over which the Group has the power to govern the financial and operating policies generally accompanying
a shareholding of more than one half of the voting rights. The existence and effect of potential voting rights that are currently exercisable or convertible are considered
when assessing whether the Group controls another entity. Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are
de-consolidated from the date that control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group. The cost of an acquisition is measured as the fair value of the assets
given, equity instruments issued and liabilities incurred or assumed at the date of exchange, plus costs directly attributable to the acquisition. Identifiable assets acquired
and liabilities and contingent liabilities assumed in a business combination are measured initially at their fair values at the acquisition date, irrespective of the extent of any
minority interest. The excess of the cost of acquisition over the fair value of the Group'’s share of the identifiable net assets acquired is recorded as goodwill (Note 2.7). If
the cost of acquisition is less than the fair value of the net assets of the subsidiary acquired, the difference is recognised directly in the consolidated income statement.
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2. Summary of significant accounting policies (continued)

2.2 Consolidation (continued)
(a) Subsidiaries (continued)
Inter-company transactions, balances and unrealised gains on transactions between group companies are eliminated. Unrealised losses are also eliminated. Accounting
policies of subsidiaries have been changed where necessary in the consolidated financial statements to ensure consistency with the policies adopted by the Group.

In the Company’s balance sheet, investments in subsidiaries are stated at cost less provision for impairment losses (Note 2.8). The results of subsidiaries are accounted

for by the Company on the basis of dividends received and receivable.

(b) Transactions with minority interests
The Group applies a policy of treating transactions with minority interests as transactions with parties external to the Group. Disposals of interests of the subsidiaries to
minority interests result in gains and losses for the Group and are recorded in the consolidated income statement. Purchases of interests in subsidiaries from minority
interests result in goodwill, being the difference between any consideration paid and the relevant share acquired of the carrying value of net assets of the subsidiary.

(c) Joint ventures
The Group's interests in jointly controlled entities (“JCE") are accounted for by proportionate consolidation. The Group combines its share of the JCE's individual income
and expenses, assets and liabilities and cash flows on a line-by-line basis with similar items in the Group’s financial statements. The Group recognises the portion of
gains or losses on the sale of assets by the Group to the JCE that it is attributable to the other venturers. The Group does not recognise its share of profits or losses
from the joint venture that result from the Group's purchase of assets from the joint venture until the Group resells the assets to an independent party. However, a
loss on the transaction is recognised immediately if the loss provides evidence of a reduction in the net realisable value of current assets, or an impairment loss.

In the Company’s balance sheet, investments in JCE are stated at cost less provision for impairment losses (Note 2.8). The results of the JCE are accounted for by

the Company on the basis of dividend received and receivable.

2.3 Segment reporting
Operating segments are reported in a manner consistent with the internal reporting provided to the chief operating decision-maker. The chief operating decision-maker, who

is responsible for allocating resources and assessing performance of the operating segments, has been identified as the management that makes strategic decisions.

2.4 Foreign currency translation
(a) Functional and presentation currency
ltems included in the financial statements of each of the Group’s entities are measured using the currency of the primary economic environment in which the entity
operates (the “functional currency”). The consolidated financial statements are presented in RMB, which is the Company’s functional and the Group's presentation

currency.
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2. Summary of significant accounting policies (continued)

2.4 Foreign currency translation (continued)
(b) Transactions and balances
Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of the transactions. Foreign exchange gains
and losses resulting from the settlement of such transactions and from the translation at year-end exchange rates of monetary assets and liabilities denominated in

foreign currencies are recognised in the income statement.

(c) Group companies
The results and financial position of all the group entities (none of which has the currency of a hyperinflationary economy) that have a functional currency different

from the presentation currency are translated into the presentation currency as follows:

i assets and liabilities for each balance sheet presented are translated at the closing rate at the date of that balance sheet;

ii. income and expenses for each income statement presented are translated at average exchange rates (unless this average is not a reasonable approximation of the
cumulative effect of the rates prevailing on the translation dates, in which case income and expenses are translated at the rate on the dates of the transactions);
and

iii. all resulting exchange differences are recognised as a separate component of equity.

2.5 Property, plant and equipment
Property, plant and equipment (excluding construction-in-progress) is stated at cost less accumulated depreciation and accumulated impairment losses. Cost includes the
purchase price of the asset and any directly attributable costs of bringing the asset to its working condition and location for its intended use.
Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate, only when it is probable that future economic benefits
associated with the item will flow to the Group and the cost of the item can be measured reliably. The carrying amount of the replaced part is derecognised. All other

repairs and maintenance are charged in the consolidated income statement during the financial period in which they are incurred.

Depreciation is calculated using the straight-line method to allocate their cost to their residual values over their estimated useful lives as follows:

Buildings 20 - 40 years

Leasehold improvement 2 years or over the lease term, whichever is a shorter period
Mould 2 years

Machinery 10 -18 years

Office equipment and motor vehicles 3 - 12 years

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.
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2. Summary of significant accounting policies (continued)

2.5 Property, plant and equipment (continued)

2.6

2.7

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying amount is greater than its estimated recoverable amount (Note 2.8).

Gains and losses on disposals are determined by comparing proceeds with carrying amount and are recognised in the consolidated income statement.

Construction-in-progress represents buildings, plant and/or machinery under construction or pending installation and is stated at cost less accumulated impairment losses.

Cost includes the costs of construction of buildings, the costs of plant and machinery, installation, testing and other direct costs. No provision for depreciation is made

on construction-in-progress until such time as the relevant assets are completed and ready for intended use.

Land use rights

Land use rights are stated at cost less accumulated amortisation and accumulated impairment losses. Cost represents consideration paid for the rights to use the land

on which various plants and buildings are situated for periods varying from 20 to 50 years. Amortisation of land use rights is calculated on a straight-line basis over the

period of the land use rights.

Intangible assets

(a)

(b)

Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair value of the Group’s share of the net identifiable assets of the acquired subsidiary at the
date of acquisition. Goodwill on acquisitions of subsidiaries is included in “intangible assets”. Goodwill is tested annually for impairment and carried at cost less
accumulated impairment losses. Impairment losses on goodwill are not reversed. Gains and losses on the disposal of an entity include the carrying amount of goodwill
relating to the entity sold.

Goodwill is allocated to cash-generating units for the purpose of impairment testing. The allocation is made to those cash-generating units or groups of cash-generating
units that are expected to benefit from the business combination in which the goodwill arose identified according to operating segment.

License rights

License rights are stated at historical cost less accumulated amortisation and accumulated impairment losses. They are initially measured at the fair value of the
consideration given to acquire the license at the time of the acquisition, which represents historical cost comprising the capitalised present values of the fixed minimum
periodic payments to be made on date of acquisition and in the subsequent years in respect of the acquisition of the license rights.

License rights are amortised using the straight-line method to allocate the cost of the licenses over the period of the respective contractual rights varying from
2 to 20 years.
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2. Summary of significant accounting policies (continued)

2.7 Intangible assets (continued)

2.8

2.9

(c)

(d)

Computer software
Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring to use the specific software. These costs are amortised

over their estimated useful lives of 3 years.

Costs associated with developing or maintaining computer software programmes are recognised as an expense as incurred. Costs that are directly associated with
the development of identifiable and unique software products controlled by the Group, and that will probably generate economic benefits exceeding costs beyond
one year, are recognised as intangible assets. Costs include the employee costs incurred as a result of developing software and an appropriate portion of the relevant

overheads.
Computer software development costs recognised as assets are amortised over their estimated useful lives (not exceeding three years).

Trademarks, customer relationships and non-compete agreements

Separately acquired trademarks, customer relationships and non-compete agreements are shown at historical cost. Trademarks, customer relationships and non-compete
agreements acquired in business combination are recognised at fair value at the acquisition date. Trademarks, customer relationships and non-compete agreements
that have finite useful lives are carried at cost less accumulated amortisation and accumulated impairment losses. Amortisation is calculated using the straight-line
method to allocate the cost of trademarks over their estimated useful lives of 10 to 20 years, and the cost of customer relationships and non-compete agreements

over their estimated useful lives of 3 to 8 years.

Impairment of investments in subsidiaries, jointly controlled entities and other non-financial assets

Assets that have an indefinite useful life or are not yet available for use are not subject to amortisation and are tested annually for impairment. Assets that are subject to

amortisation are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. An impairment loss is

recognised for the amount by which the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair value less costs

to sell and value in use. For the purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately identifiable cash flows (cash-

generating units). Non-financial assets other than goodwill that suffer impairment are reviewed for possible reversal of the impairment at each reporting date.

Financial assets

The Group classifies its financial assets into the following categories: at fair value through profit or loss, loans and receivables, held-to-maturity and available-for-sale.

The classification depends on the purposes for which the financial assets were acquired. Management determines the classification of its financial assets at initial

recognition.

As at 31 December 2008 and 2009, the Group's financial assets primarily comprise loans and receivables.
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2. Summary of significant accounting policies (continued)

2.9 Financial assets (continued)
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market. They are included in current assets,
except for those with maturities greater than 12 months after the balance sheet date, which are classified as non-current assets. Loans and receivables are included within
trade receivables, other receivables and cash and cash equivalents in the balance sheets (Notes 2.11 and 2.12).

Regular purchases and sales of financial assets are recognised on the trade-date — the date on which the Group commits to purchase or sell the asset. Investments are
initially recognised at fair value plus transaction costs for all financial assets not carried at fair value through profit or loss. Financial assets carried at fair value through
profit or loss are initially recognised at fair value, and transaction costs are expensed in the consolidated income statement. Financial assets are derecognised when the
rights to receive cash flows from the investments have expired or have been transferred and the Group has transferred substantially all risks and rewards of ownership.
Available-for-sale financial assets and financial assets at fair value through profit or loss are subsequently carried at fair value. Loans and receivables and held-to-maturity
investments are carried at amortised cost using the effective interest method.

The Group assesses at each balance sheet date whether there is objective evidence that a financial asset or a group of financial assets is impaired.

2.10Inventories
Inventories are stated at the lower of cost and net realisable value. Cost is determined using the weighted average method. The cost of finished goods and work in
progress comprises costs of merchandise, raw materials, direct labour, other direct costs and related production overheads (based on normal operating capacity). It excludes
borrowing costs. Net realisable value is the estimated selling price in the ordinary course of business, less applicable variable selling expenses.

2.11Trade receivables and other receivables
Trade receivables are amounts due from customers for goods sold in the ordinary course of business. If collection of trade receivables and other receivables is expected
in one year or less (or in the normal operating cycle of the business if longer), they are classified as current assets. If not, they are presented as non-current assets.

Trade receivables and other receivables are recognised initially at fair value and subsequently measured at amortised cost using the effective interest method, less provision
for impairment. A provision for impairment of trade receivables and other receivables is established when there is objective evidence that the Group will not be able to
collect all amounts due according to the original terms of the receivables. Significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy
or financial reorganisation, and default or delinquency in payments are considered indicators that the receivable is impaired. The amount of the provision is the difference
between the asset’s carrying amount and the present value of estimated future cash flows, discounted at the original effective interest rate. The carrying amount of the
assets is reduced through the use of an allowance account, and the amount of the loss is recognised in the consolidated income statement within administrative expenses.
When a receivable is uncollectible, it is written off against the allowance account for trade receivables and other receivables. Subsequent recoveries of amounts previously
written off are credited against administrative expenses in the consolidated income statement.

2.12Cash and cash equivalents
Cash and cash equivalents include cash in hand, deposits held at call with banks, other short-term highly liquid investments with original maturities of three months or
less.
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2. Summary of significant accounting policies (continued)

2.130rdinary shares
Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares or options are shown in equity as a deduction, net of tax, from
the proceeds.

Where any group company purchases the Company’s equity share capital (treasury shares), the consideration paid, including any directly attributable incremental costs
(net of income taxes), is deducted from equity attributable to the Company’s equity holders until the shares are cancelled or reissued. Where such shares are subsequently
reissued, any consideration received, net of any directly attributable incremental transaction costs and the related income tax effects, is included in equity attributable to
the Company’s equity holders.

2.14Trade payables
Trade payables are obligations to pay for goods or services that have been acquired in the ordinary course of business from suppliers. Trade payables are classified as current
liabilities if payment is due within one year or less (or in the normal operating cycle of the business if longer). If not, they are presented as non-current liabilities.

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

2.15License fees payable
License fees payable are initially recorded at the fair value, which represents the present value of the fixed minimum periodic payments to be made in subsequent years.
They are subsequently stated at amortised cost using the effective interest method less payments made.

Interest incurred on license fees payable are charged to the consolidated income statement as interest expense. Changes in estimate of the expected cash flows are
recognised as distribution costs in the consolidated income statement. The revised expected cash flows are discounted using the original effective rate to arrive at the
carrying amount of the liability.

2.16Borrowings and borrowing costs
Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are subsequently stated at amortised cost; any difference between the
proceeds (net of transaction costs) and the redemption value is recognised in the consolidated income statement over the period of the borrowings using the effective
interest method. Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of the liability for at least 12 months after
the balance sheet date.

Borrowing costs directly attributable to the construction of a qualifying asset are capitalised during the period of time that is required to complete and prepare the asset
for its intended use. All other borrowing costs are expensed as incurred.
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2. Summary of significant accounting policies (continued)

2.17 Current and deferred income tax
The tax expense for the year comprises current and deferred tax. Tax is recognised in the income statement, except to the extent that it relates to items recognised in
other comprehensive income or directly in equity. In this case the tax is also recognised in other comprehensive income or directly in equity, respectively.

The current income tax charge is calculated on the basis of the tax laws enacted or substantively enacted at the balance sheet date in the countries where the Company
and its subsidiaries and jointly controlled entities operate and generate taxable income. Management periodically evaluates positions taken in tax returns with respect to
situations in which applicable tax regulations is subject to interpretation. It establishes practices where appropriate on the basis of amounts expected to be paid to the
tax authorities.

Deferred income tax is provided in full, using the liability method, on temporary differences arising between the tax bases of assets and liabilities and their carrying
amounts in the consolidated financial statements. However, the deferred income tax is not accounted for if it arises from initial recognition of an asset or liability in a
transaction other than a business combination that at the time of the transaction affects neither accounting nor taxable profit or loss. Deferred income tax is determined
using tax rates (and laws) that have been enacted or substantially enacted by the balance sheet date and are expected to apply when the related deferred income tax
asset is realised or the deferred income tax liability is settled. Deferred income tax assets are recognised to the extent that it is probable that future taxable profit will
be available against which the temporary differences can be utilised. Deferred income tax is provided on temporary differences arising on investments in subsidiaries and
jointly controlled entities, except where the timing of the reversal of the temporary difference is controlled by the Group and it is probable that the temporary difference
will not reverse in the foreseeable future.

2.18Director and employee benefits
(a) Pension obligations
The Group contributes on a monthly basis to various defined contribution retirement benefit plans organised by relevant municipal and provincial governments in
the PRC. The municipal governments undertake to assume the retirement benefit obligations of all existing and future retired employees under these plans and the
Group has no further obligation for post-retirement benefits beyond the contributions made.

In Hong Kong, the Group makes contributions to the scheme under the Mandatory Provident Fund Schemes (““MPF"”) Ordinance, the assets of which are generally
held in separate trustee-administrated funds. The pension plans are generally funded by payments from employees and by the Group. There are similar pension

schemes in Singapore and the United States to which the Group also makes contributions.

Contributions to these plans are expensed as incurred. The Group has no other post-employment obligations under the employment contracts.
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2. Summary of significant accounting policies (continued)

2.18Director and employee benefits (continued)

(b)

(c)

Share-based compensation

The Group operates a number of equity-settled, share-based compensation plans. These plans comprise share option schemes and a share award scheme. The fair
value of the employee services received in exchange for the grant of the options or shares is recognised as an expense. The total amount to be expensed is determined
by reference to the fair value of the options or shares granted as at date of grant, including any market performance conditions and excluding the impacts of any
non-market service and performance vesting conditions (for example, profitability, sales growth targets and remaining an employee of the entity over a specified
time period) as well as any non-vesting conditions (for example, the requirement for employees to save). Non-market vesting conditions are included in assumptions
about the number of options or shares that are expected to vest. The total amount expensed is recognised over the vesting period, which is the period over which
all of the specified vesting conditions are to be satisfied. At each balance sheet date, the entity revises its estimates of the number of options and shares that are
expected to vest based on the non-marketing vesting conditions. It recognises the impact of the revision of original estimates, if any, in the consolidated income
statement with a corresponding adjustment to equity.

The proceeds received net of any directly attributable transaction costs are credited to share capital (nominal value) and share premium when the options are
exercised.

Other benefits
Other directors’ and employees’ obligations are recorded as a liability and charged to the consolidated income statement when the Group is contractually obliged
or when there is a past practice that has created a constructive obligation.

2.19Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result of past events; it is probable that an outflow of resources will be

required to settle the obligation; and the amount has been reliably estimated.

When there are a number of similar obligations, the likelihood that an outflow will be required in settlement is determined by considering the class of obligations as a

whole. A provision is recognised even if the likelihood of an outflow with respect to any one item included in the same class of obligations may be small.

Provisions are measured at the present value of the expenditures expected to be required to settle the obligation using a pre-tax rate that reflects current market assessments

of the time value of money and the risks specific to the obligation. The increase in the provision due to passage of time is recognised as interest expense.

2.20Revenue recognition
Revenue comprises the fair value of the consideration received or receivable for the sale of goods and services in the ordinary course of the Group's activities. Revenue

is shown net of value-added tax, returns, rebates and discounts and after eliminating sales within the Group.

The Group recognises revenue when the amount of revenue can be reliably measured, it is probable that future economic benefits will flow to the entities and when specific

criteria have been met for each of the Group’s activities as described below. The amount of revenue is not considered to be reliably measurable until all contingencies

relating to the sales have been resolved. The Group bases its estimates on historical results, taking into consideration the type of customers, the type of transactions and

specifics of each arrangement.
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2.20Revenue recognition (continued)

(a)

(b)

(c)

Sales of goods

For wholesale business, sales of goods are recognised when a group entity has delivered products to the wholesaler, the wholesaler has full discretion over the channel
and price to sell the products, and there is no unfulfilled obligation that could affect the wholesaler’s acceptance of the products. Delivery does not occur until the
products have been shipped to the specified location, the risks of obsolescence and loss have been transferred to the wholesaler, and either the wholesaler has
accepted the products in accordance with sales contract, the acceptance provisions have lapsed, or the Group has objective evidence that all criteria for acceptance
have been satisfied.

The products of the Group are often sold with volume discounts; customers have a right to return faulty products within certain days in the wholesale market. Sales
are recorded based on the price specified in the sales contracts, net of the estimated volume discounts and returns at the time of sale. Accumulated experience is
used to estimate and provide for the discounts and returns. The volume discounts are assessed based on anticipated annual purchases. No element of financing is
deemed present as the sales are made with a credit term of 90 days, which is consistent with the market practice.

For retail business, sales of goods are recognised when a group entity sells a product to the customer. Retail sales are usually in cash or by credit card. Accumulated
experience is used to estimate and provide for amount of sales returns at each financial reporting date.

Interest income

Interest income is recognised using the effective interest method. When a loan and receivable is impaired, the Group reduces the carrying amount to its recoverable
amount, being the estimated future cash flow discounted at the original effective interest rate of the instrument, and continues unwinding the discount as interest
income. Interest income on impaired loan and receivables are recognised using the original effective interest rate.

Dividend income
Dividend income is recognised when the right to receive payment is established.

2.210perating leases (as the lessee for operating leases)

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified as operating leases. Payments made under operating
leases (net of any incentives received from the lessor) are charged to the consolidated income statement on a straight-line basis over the period of the lease.

2.22Government grants

Grants from the government are recognised at their fair value where there is a reasonable assurance that the grant will be received and the Group will comply with all

attached conditions.

Government grants relating to costs are deferred and recognised in the consolidated income statement as other income over the period necessary to match them with

the costs they are intended to compensate.

Government grants relating to the purchase of property, plant and equipment and land use right are included in non-current liabilities as deferred income and are recognised

in the consolidated income statement as other income on a straight-line basis over the expected lives of the related assets.

p—
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2.23Dividend distribution
Dividend distribution to the Company’s equity holders, excluding those relating to the Company’s own shares held under the restricted share award scheme, is recognised
as a liability in the Group and the Company’s financial statements in the period in which the dividends are approved by the Company’s equity holders in case of final
dividend and the Company’s directors in case of interim/special dividend.

2.24Contingent liability
A contingent liability is a possible obligation that arises from past events and whose existence will only be confirmed by the occurrence or non-occurrence of one or more
uncertain future events not wholly within the control the Group. It can also be a present obligation arising from past events that is not recognised because it is not probable
that outflow of economic resources will be required or the amount of obligation cannot be measured reliably. A contingent liability is not recognised but is disclosed in the
notes to the consolidated financial statements. When a change in the probability of an outflow occurs so that outflow is probable, it will then be recognised as a provision.

3. Financial risk management

3.1 Financial risk factors
The activities of the Group expose it to a variety of financial risks: market risks (including foreign exchange risk and cash flow/fair value interest rate risk), credit risk and
liquidity risk. The Group's overall risk management programme focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects on the
Group's financial performance.

Risk management is carried out by core management team of the Group under policies approved by the board of directors.

(a) Market risks
(i)  Foreign exchange risk
The Group mainly operates in the PRC with most of the transactions settled mainly in RMB. Certain of the Group’s cash and bank deposits are denominated in
Hong Kong dollars (HK$), United States dollars (US$), EURO (EUR) or Singapore dollars (SGD) (Note 14). In addition, the Company is required to pay dividends
and certain license fees, borrowings and other payables in foreign currencies. Any foreign currency exchange rate fluctuations against RMB may have a financial
impact to the Group. The Group did not use any financial instruments to hedge against its foreign currency risk as at 31 December 2009.

As at 31 December 2009 and 2008, if RMB strengthened/weakened by 5% against HK$/US$/EUR/SGD with all other variables held constant, the post-tax profit
for each year would have changed mainly as a result of foreign exchange gains/losses on translation of HK$, US$, EUR and SGD denominated cash and cash
equivalents, borrowings, license fees and other payables.

2008
RMB'000

Post-tax profit increase/(decrease)
— Strengthened 5% 7,355
— Weakened 5% (7,355)
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Financial risk management (continued)

3.1 Financial risk factors (continued)

(a)

(b)

Market risks (continued)

(ii)  Cash flow/fair value interest rate risk
The Group's income and operating cash flows are substantially independent of changes in market interest rates as the Group has no assets bearing significant
interest. Financial assets and liabilities at fixed rates expose the Group to fair value interest-rate risk. The Group currently does not hedge its exposure to

interest rate risk.

Management does not anticipate significant impact resulting from the changes in interest rates because the borrowings are for the short term and bear fixed
interest rates. The weighted average effective interest rates per annum of the borrowings were 5.17% (2008: 7.31%) for bank borrowings denominated in RMB
and 2.04% (2008: 2.95%) for bank borrowings denominated in HK$ as disclosed in Note 20.

Credit risk

Credit risk is managed on a group basis. Credit risk arises from cash and cash equivalents, deposits with banks and financial institutions, as well as credit exposures
to wholesale and retail customers, including outstanding receivables and committed transactions. For banks and financial institutions, only parties with good credit
ratings are accepted. For wholesale customers, the Group assesses the credit quality of each customer, taking into account its financial position, past experience
and other factors. Individual risk limits are set based on internal or external ratings in accordance with limits set by the management. The utilisation of credit limits
is regularly monitored. Sales to retail customers are settled in cash or using major credit cards.

The table below shows the balances with the three major banks as at the balance sheet dates.

2008
RMB'000
Banks*

Bank A 270,069
Bank B 138,821
Bank C 121,694
530,584

* All banks are prominent nation wide state-owned bank in the PRC or branch of international commercial bank in the PRC with good credit ratings.

Trade receivables were due within 90 days from the date of billing. Most debtors with balances that were 30 days past due are requested to settle all outstanding
balances before any further credit is granted. Provisions are made for the balances past due when management considers the loss from non-performance by these
counterparties is likely.
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3. Financial risk management (continued)

3.1 Financial risk factors (continued)
(c) Liquidity risk
Cash flow forecasting is performed in the operating entities of the Group and aggregated by management. Management monitors rolling forecasts of the Group's
liquidity requirements to ensure it has sufficient cash to meet operational needs while maintaining sufficient headroom on its undrawn committed borrowing facilities
(Note 20) at all times so that the Group does not breach borrowing limits or convenants (where applicable) on any of its borrowing facilities.

The table below analyses the Group’s and Company’s financial liabilities that will be settled into relevant maturity groupings based on the remaining period at the
balance sheet date to the contractual maturity date. The amounts disclosed in the table are the contractual undiscounted cash flows. Balances due within 12 months
equal their carrying balances as the impact of discounting is not significant.

Less than Between Between
1 year 1 and 2 years 2 and 5 years Over 5 years
RMB’000 RMB’000 RMB’000 RMB’000
Group
As at 31 December 2009
Borrowings 264,089
License fees payable 61,923
Trade payables 826,433
Other payables 395,257

1,547,702 146,720 822,000

As at 31 December 2008

Borrowings 625,374 - - -
License fees payable 29,731 33,831 64,928 -
Trade payables 863,470 - - -
Other payables 407,473 - - -

1,926,048 33,831 64,928 =
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3. Financial risk management (continued)

3.1 Financial risk factors (continued)
(c) Liquidity risk (continued)

Less than Between Between

1 year 1 and 2 years 2 and 5 years Over 5 years

RMB'000 RMB’'000 RMB’000 RMB’000
Company
As at 31 December 2009
Borrowings 195,909
Other payables 796

196,705

As at 31 December 2008

Borrowings 179,602 - - -
Other payables 1,380 _ _ _
180,982 = — _

3.2 Capital risk management
The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as a going concern in order to provide returns for shareholders and benefits
for other stakeholders and to maintain an optimal capital structure to reduce the cost of capital.

In order to maintain or adjust the capital structure, the Group may adjust the amount of dividends paid to shareholders, return capital to shareholders, issue new shares
or sell assets to reduce debts.

The Group monitors capital on the basis of the gearing ratio. This ratio is calculated as total borrowings divided by equity holders’ equity as shown in the consolidated
balance sheet.



/==y, Notes to the Consolidated Financial Statements (Continued)

3.

Financial risk management (continued)

3.2

S

Capital risk management (continued)
The gearing ratios of the Group as at 31 December 2009 and 2008 were as follows:

2008

RMB’000

Total borrowings 607,480
Equity holder’s equity 1,896,413
Gearing ratio 32.0%

The decrease in the gearing ratio as at 31 December 2009 resulted primarily from (i) decrease in short-term bank borrowings and (ii) net increase in equity holders’ equity
as a result of net profit attributable to equity holders after dividend payments during the year.

Fair value estimation

The carrying values less any estimated credit adjustments for the Group's financial assets and liabilities with a maturity of less than one year, including cash at bank and in
hand, time deposits, trade receivables and other receivables, trade payables and other payables are assumed to approximate their fair values. The fair value of financial
assets and liabilities for disclosure purposes is estimated by discounting the future contractual cash flows at the current market interest rate available to the Group for

similar financial instruments.

Critical accounting estimates and judgements

Estimates and judgements are continually evaluated and are based on historical experience and other factors, including expectations of future events that are believed to be

reasonable under the circumstances.

The Group makes estimates and assumptions concerning the future. The resulting accounting estimates will, by definition, seldom equal the related actual results. The estimates and

assumptions that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year are discussed below.

(a)

Estimated impairment of goodwill and intangible assets
The Group tests whether goodwill and intangible assets have suffered any impairment, in accordance with the accounting policy stated in Note 2.7. The recoverable amounts
of cash-generating units have been determined based on value-in-use calculations. These calculations require the use of estimates (See Note 8).

Net realisable value of inventories
Net realisable value of inventories is the estimated selling price in the ordinary course of business, less estimated selling expenses. These estimates are based on the
current market condition and the historical experience of selling products of similar nature. Management reassesses the estimations at each balance sheet date.
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4. Critical accounting estimates and judgements (continued)

(c)

Provision for impairment of trade receivables and other receivables
The Group's management determines the provision for impairment of trade receivables and other receivables in accordance with the accounting policy stated in Note
2.11. Such provision for impairment is established if there is objective evidence that the Group will not be able to collect all amounts due according to the original terms

of the receivables. Management reassesses the provision at each balance sheet date.

Income taxes

The Group is mainly subject to income taxes in the PRC. Significant judgement is required in determining the provision for income taxes. There are many transactions and
calculations for which the ultimate tax determination is uncertain during the ordinary course of business. The Group recognises liabilities for anticipated tax audit issues
based on estimates of whether additional taxes will be due. Where the final tax outcome of these matters is different from the amounts that were initially recorded, such

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

Pursuant to the Corporate Income Tax Law and its implementation rules, effective from 1 January 2008, certain non-resident enterprises (for instance, those without an
establishment or place of business in the PRC or which have an establishment or place of business in the PRC but whose relevant income is not effectively connected with
the establishment or a place of business in the PRC) are subject to withholding tax at the rate of 5% or 10% on various types of passive income such as dividends derived
from sources within the PRC. In addition, according to the notice Caishui [2008] No.1 released by Ministry of Finance and the State Administration of Taxation, distributions
of the retained profits prior to 1 January 2008 of a foreign-invested enterprise to a foreign investor in 2008 or after are exempt from corporate income tax. Management
have no current intention to distribute the retained profits of the Company’s subsidiaries in the PRC earned in 2008 and 2009 to the subsidiaries incorporated outside the

PRC. Accordingly, no provision for withholding tax has been made in this respect.

5. Segment information

Management reviews the Group's internal reports periodically in order to assess performance and allocate resources. Management has determined the operating segments

based on these reports.

Management considers the business from a brand perspective. The Group has four reportable segments as follows, LI-NING brand, Double Happiness brand, Lotto brand and

all other brands segments. Management assesses the performance of the operating segments based on operating profit. Segment information provided to management for

decision making is measured in a manner consistent with that in the financial statements.

Revenue consists of sales from LI-NING brand, Double Happiness brand, Lotto brand and all other brands, which are RMB7,693,263,000, RMB427,088,000, RMB76,155,000 and
RMB190,404,000 for the year ended 31 December 2009 and RMB6,354,238,000, RMB206,493,000, RMB5,741,000 and RMB123,601,000 for the year ended 31 December 2008
respectively.

Sales between segments are carried out on terms equivalent to those that prevail in arm’s length transactions. The revenue from external parties reported to management is

measured in a manner consistent with that in the consolidated income statement.

p—
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5. Segment information (continued)

The segment information provided to the management for the reportable segments for the years ended 31 December 2009 and 2008 is as follows:

Double
LI-NING Happiness All other
brand brand Lotto brand brands Total

RMB’000 RMB’000 RMB'000 RMB’000 RMB’'000
Year ended 31 December 2009
Total revenue 7,693,263 429,448 114,396 220,037 8,457,144
Inter-segment revenue - (2,360) (38,241) (29,633) (70,234)
Revenue from external customers 7,693,263 427,088 76,155 190,404 8,386,910
Operating profit/(loss) 1,360,526 73,435 (76,913) (15,152) 1,341,896
Distribution costs and administrative expenses 2,496,178 92,712 97,542 68,647 2,755,079
Include:
— depreciation and amortisation 141,817 16,357 19,978 4,863 183,015

Year ended 31 December 2008

Total revenue 6,354,238 206,493 5,741 123,601 6,690,073
Inter-segment revenue — _ _ _

Revenue from external customers 6,354,238 206,493 5,741 123,601 6,690,073
Operating profit/(loss) 962,604 20,382 (12,401) (10,372) 960,213
Distribution costs and administrative expenses 2,207,510 51,676 13,193 52,669 2,325,048
Include:

— depreciation and amortisation 99,322 10,709 4 268 110,303



)
Annual Report 2009 -

LINING COMPANY LIMITED

Notes to the Consolidated Financial Statements (Continued)

Segment information (continued)

A reconciliation of operating profit to profit before income tax is provided as follows:

Year ended 31 December

2009 2008

RMB’000 RMB’'000

Operating profit 1,341,896 960,213
Finance income 7,422 11,691
Finance costs (66,188) (42,666)

Profit before income tax 1,283,130 929,238

Geographical information of revenue
Year ended 31 December

2009 2008

RMB’'000 RMB’000

The PRC (including the Hong Kong Special Administrative Region) 8,258,873 6,616,148
Other regions 128,037 73,925

Total 8,386,910 6,690,073

Revenue by geographical location is determined on the basis of destination of shipment/delivery.

The Group has a large number of customers. For the year ended 31 December 2009, no revenue derived from transactions with a single external customer represented 10%

or more of the Group's total revenue.
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6. Property, plant and equipment — Group

Office
equipment
Leasehold and motor  Construction-

Buildings ~ improvement Mould Machinery vehicles in-progress Total

RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
As at 1 January 2008
Cost 216,383 54,213 55,567 23,013 86,045 44,900 480,121
Accumulated depreciation (32,383) (32,223) (23,307) (8,874) (43,298) - (140,085)
Net book amount 184,000 21,990 32,260 14,139 42,747 44,900 340,036
Year ended 31 December 2008
Opening net book amount 184,000 21,990 32,260 14,139 42,747 44,900 340,036
Additions 25,351 23,409 38,866 1,312 36,874 112,534 238,346
Acquisition of subsidiaries 11,905 = = 13,020 1,872 113,053 139,850
Transfer out from construction-in-progress 256,809 - - 2,959 6,071 (265,839) -
Disposals (1,351) (5,383) (1,606) (1,596) (1,509) - (11,445)
Depreciation charge (11,835) (14,554) (31,882) (2,377) (16,834) - (77,482)
Closing net book amount 464,879 25,462 37,638 27,457 69,221 4,648 629,305
As at 31 December 2008
Cost 507,063 45,749 83,994 36,290 123,436 4,648 801,180
Accumulated depreciation (42,184) (20,287) (46,356) (8,833) (54,215) - (171,875)
Net book amount 464,879 25,462 37,638 27,457 69,221 4,648 629,305
Year ended 31 December 2009
Opening net book amount 464,879 25,462 37,638 27,457 69,221 629,305
Additions 2,092 25,817 34,527 10,245 31,220 108,318
Acquisition of subsidiaries (Note 33) = = = 2,180 534 2,714
Transfer out from construction-in-progress 2,424 - - 220 1,660 -
Disposals (303) (442) (3,955) (1,208) (1,946) (7,854)
Depreciation charge (16,303) (21,541) (28,420) (4,351) (23,687) (94,302)
Closing net book amount 452,789 29,296 39,790 34,543 77,002 638,181
As at 31 December 2009
Cost 506,015 63,927 101,550 46,342 151,084 873,679
Accumulated depreciation (53,226) (34,631) (61,760) (11,799) (74,082) (235,498)

Net book amount 452,789 29,296 39,790 34,543 77,002 638,181
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Property, plant and equipment — Group (continued)

All of the Group's buildings are located in the PRC. Buildings with net book value of RMB11,415,000 (2008: RMB15,889,000) are built on land which the Group is in the process
of applying for the legal title (Note 7).

Depreciation expenses of RMB32,480,000 (2008: RMB34,181,000) has been charged to cost of sales, RMB32,604,000 (2008: RMB19,878,000) to distribution costs and RMB29,218,000
(2008: RMB23,423,000) to administrative expenses.

As at 31 December 2009, buildings with net book value of RMB29,799,000 (2008: RMB45,469,000) are pledged as securities for the Group's borrowings (Note 20).

Land use rights — Group

] RMB'000
As at 1 January 2008

Cost 27,322
Accumulated amortisation (2,314)
Net book amount 25,008
Year ended 31 December 2008

Opening net book amount 25,008
Addition 805
Acquisition of subsidiaries 302,561
Amortisation charge (3,610)
Closing net book amount 324,764
As at 31 December 2008

Cost 330,688
Accumulated amortisation (5,924)

Net book amount 324,764
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7. Land use rights — Group (continued)

| RMB'000
Year ended 31 December 2009

Opening net book amount 324,764
Addition 70,041

Amortisation charge (8,100)

Closing net book amount 386,705

As at 31 December 2009
Cost 400,729
Accumulated amortisation (14,024)

Net book amount 386,705

All the Group's land use rights are located in the PRC and are held under leases for periods varying from 20 to 50 years. The Group is in the process of applying for the legal
title for land use rights with net book value of RMB129,476,000 as at 31 December 2009 (2008: RMB157,053,000).

Amortisation expenses of RMB4,719,000 (2008:RMB1,870,000) has been charged to cost of sales and RMB3,381,000 (2008:RMB1,740,000) to administrative expenses.

As at 31 December 2009, land use rights with net book value of RMB39,324,000 (2008: RMB79,525,000) are pledged as securities for the Group's borrowings (Note 20).



N\
Annual Report 2009 -

LINING COMPANY LIMITED

Notes to the Consolidated Financial Statements (Continued)

Intangible assets — Group

Customer
relationships
&
Computer License  Non-compete
Goodwill Trademarks Software rights agreements Total
RMB'000 RMB’000 RMB’'000 RMB’'000 RMB'000 RMB’'000
As at 1 January 2008
Cost - 5,057 28,307 87,367 - 120,731
Accumulated amortisation = (626) (12,234) (20,037) = (32,897)
Net book amount - 4,431 16,073 67,330 - 87,834
Year ended 31 December 2008
Opening net book amount - 4,431 16,073 67,330 - 87,834
Additions - 693 18,433 54,883 - 74,009
Acquisition of subsidiaries 106,839 89,564 - = _ 196,403
Amortisation charge - (4,020) (5,539) (19,652) - (29,211)
Closing net book amount 106,839 90,668 28,967 102,561 = 329,035
As at 31 December 2008
Cost 106,839 95,314 46,740 142,250 - 391,143
Accumulated amortisation - (4,646) (17,773) (39,689) - (62,108)
Net book amount 106,839 90,668 28,967 102,561 = 329,035

Year ended 31 December 2009

Opening net book amount 106,839 90,668 102,561 329,035
Additions - 226 466,509 487,345
Acquisition of subsidiaries (Note 33) 72,387 21,537 - 135,300
Disposal - - - (1,156)
Amortisation charge - (8,090) (59,300) (80,613)
Closing net book amount 104,341 509,770 869,911
As at 31 December 2009

Cost 179,226 117,077 608,759 1,012,632
Accumulated amortisation = (12,736) (98,989) (142,721)

Net book amount 179,226 104,341 509,770 869,911
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Intangible assets — Group (continued)

During the year ended 31 December 2009, the Group acquired a license right in respect of Lotto brand carrying a discounted value of approximately RMB393,798,000 with its
related license fees payable increased by the same amount (Note 19).

Amortisation of the license rights has been charged to distribution costs, while amortisation of other intangible assets has been charged to administrative expenses.

Impairment tests for goodwill
Goodwill is allocated to Double Happiness and Kason, which are cash-generating units (CGUs) at the lowest level within the Group at which the goodwill is monitored for

internal management purpose.

The recoverable amounts for the CGUs have been determined based on values-in-use calculations. These calculations use cash flow projections based on financial budgets
approved by management covering a period of five years. The weighted average revenue growth rate used for the sixth year to the tenth year is 6% per annum and a growth
rate of zero has been applied from the eleventh year to the twentieth year, which is in accordance with the observed annual growth rate for the related industry combined
with management'’s expectations of declining growth. The growth rates applied do not exceed the long-term average growth rate for the business in which the CGUs operate.
The pre-tax discount rates used are 14.77% and 13.54% which reflect specific risks relating to Double Happiness and Kason respectively. Management'’s assessment of Double

Happiness’ and Kason's values-in-use exceeds their carrying values, therefore no impairment provision was recorded by management.

Inventories — Group

2008

RMB’000

Raw materials 31,824
Work in progress 38,391
Finished goods 648,651
718,866

Less: Provision for write-down to net realisable value (68,151)
650,715

The cost of inventories recognised as expenses and included in cost of sales amounted to RMB4,131,797,000 for the year ended 31 December 2009 (2008: RMB3,274,036,000).

The Group realised a loss of approximately RMB4,375,000 for the year ended 31 December 2009 (2008: RMB16,447,000) in respect of the write-down of inventories to their net
realisable value. These amounts have been included in administrative expenses in the consolidated income statement.
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2008

RMB'000

Investment in unlisted shares, at cost 79,568
Loan to subsidiaries 288,056
Contribution to the Restricted Share Award Scheme Trust 85,501
453,125

Loan to subsidiaries are unsecured, non-interest bearing and have no fixed terms of repayment.

The following is a list of the principal subsidiaries as at 31 December 2009:

Name

Place of operation/incorporation, date of

incorporation and kind of legal entity

Issued share/
paid up capital

Equity interest
held by
the Company

Principal activities

Directly held:
RealSports Pte Ltd.

Indirectly held:

Li Ning Sports Technology
Development (Hong Kong) Co., Ltd.
FERERBRBEREB)ERAA)

Li Ning Sports (Hong Kong) Co., Ltd.

FEREEB)BRAR)

ZTEES(LB)ERAA
(Li Ning Sports (Shanghai) Co., Ltd.)

The British Virgin Islands,
8 October 2002
Limited liability company

Hong Kong,
28 May 2004
Limited liability company

Hong Kong,
19 March 2003
Limited liability company

The PRC,
25 August 1997
Limited liability company

US$1,000

HK$1

HK$100

US$8,000,000

100%

100%

100%

100%

Investment holding

Research and development

Provision of administrative
services

Sale of sports goods
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10. Investment in subsidiaries — Company (continued)

Name

Place of operation/incorporation, date of
incorporation and kind of legal entity

Issued share/
paid up capital

Equity interest
held by
the Company

Principal activities

RN RAEAREERAE
(Shanghai Hubu Logistics Consulting
Services Co., Ltd.)

FEMFESRGARAR
(Shanghai Hubu Information
System Co., Ltd.)

PELREERMFEARAR
(Shanghai Shao Hao Sports Goods
Research and Development Co., Ltd.)

LEHREERRERAR
(Shanghai Yue Ao Sports Goods Co., Ltd.)

HILFERBRBRRBER L F
(Foshan Li Ning Gymnastic School
Services Co., Ltd.)

BRERBEERARAA
(Guangdong Yue Ao Sports
Development Co., Ltd.)

ZRFE)EEARARAR
(Li Ning (China) Sports Goods Co., Ltd.)

FEREXEARAA
(Li Ning Sports USA, Inc.)

ZEARTER AR
(Li Ning Spain, S.L.)

The PRC,
15 July 2004
Limited liability company

The PRC,
20 April 2000
Limited liability company

The PRC,
18 December 2001
Limited liability company

The PRC,
5 March 2003
Limited liability company

The PRC,
31 October 1996
Limited liability company

The PRC,
13 December 2001
Limited liability company

The PRC,
6 July 2007
Limited liability company

USA,
28 August 2007
Limited liability company

Spain,
16 October 2007
Limited liability company

RMB3,000,000

RMB2,000,000

RMB3,000,000

RMB3,000,000

RMB1,000,000

RMB8,241,000

RMB50,000,000

US$1,000

EUR3,006

100%

100%

100%

100%

100%

100%

100%

100%

100%

Provision of logistics
consulting service

Provision of information
technology service

Product design, research

and development

Sale of sports goods

Property management

Manufacture of sports goods

Sale of sports goods

Design of athletic shoes

and apparel

Sale of sports goods
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10. Investment in subsidiaries — Company (continued)

Equity interest

Place of operation/incorporation, date of Issued share/ held by
Name incorporation and kind of legal entity paid up capital the Company Principal activities
FBRALR)EEAREEERAR The PRC, HK$10,000,000 100% Sale of sports goods

(Li Ning (Beijing) Sports Goods
Commercial Co., Ltd.)

19 December 2007
Limited liability company

EE-BEEERERAA The PRC, RMB10,000,000 100% Sale of sports goods
(Shanghai Edosports Development 9 July 2001
Co., Ltd.) Limited liability company

LN —BEERRHEERRAA The PRC, RMB2,750,000 100% Sale of sports goods
(Zhengzhou Edosports Goods 25 June 1998
Sales Co., Ltd.) Limited liability company

BMN—8RERAmESERAR The PRC, RMB3,200,000 100% Sale of sports goods
(Guangzhou Edosports Goods 6 October 1998
Sales Co., Ltd.) Limited liability company

B BEERREEERAR The PRC, RMB3,000,000 100% Sale of sports goods
(Shenyang Edosports Goods 10 June 1999
Sales Co., Ltd.) Limited liability company

BE-BEERARHEEERAH The PRC, RMB 1,000,000 100% Sale of sports goods
(Jinan Edosports Goods Sales Co., Ltd.) 15 April 2003

Limited liability company

RE-—BREEAMESARAR The PRC, RMB1,000,000 100% Sale of sports goods

(Wuhan Edosports Goods Sales Co., Ltd.) 2 June 1999
Limited liability company

TREEREHMHEESAR AT The PRC, RMBS5,000,000 100% Sale of sports goods
(Beijing Li Ning Sports Goods 4 November 1997
Sales Co., Ltd.) Limited liability company

EE—BBERRHERRAT The PRC, RMB5,000,000 100% Sale of sports goods

(Shanghai Edosports Goods Sales Co., Ltd.)

8 August 2000
Limited liability company
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10. Investment in subsidiaries — Company (continued)

Name

Place of operation/incorporation, date of
incorporation and kind of legal entity

Issued share/
paid up capital

Equity interest
held by
the Company

Principal activities

RE—DEREARHEERAT
(Tianjin Edosports Goods Sales Co., Ltd.)

ER—HEERAMEEARAR
(Nanjing Edosports Goods Sales Co., Ltd.)

HE-DREEARHEEARAA
(Xinjiang Edosports Goods Sales Co., Ltd.)

Y —BREAMHEERARAA
(Changsha Edosports Goods
Sales Co., Ltd.)

mE—HEERAMHEEARAA
(Nanning Edosports Goods Sales Co., Ltd.)

AT —EEERARHEERRARA
(Xian Edosports Goods Sales Co., Ltd.)

FELEBERRERRAR
(Shanghai Z-DO Sports Goods Co., Ltd.)

KE—BEERmEERRAR
(Chendu Edosports Goods Sales Co., Ltd.)

ER—EEERARHEERRARA
(Kunming Edosports Goods Sales Co., Ltd.)

The PRC,
14 December 1999
Limited liability company

The PRC,
15 April 2003
Limited liability company

The PRC,
4 February 2005
Limited liability company

The PRC,
26 August 1998
Limited liability company

The PRC,
29 July 1998
Limited liability company

The PRC,
23 January 2006
Limited liability company

The PRC,
14 January 2008
Limited liability company

The PRC,
4 February 2008
Limited liability company

The PRC,
24 September 2008
Limited liability company

RMB3,500,000

RMB1,000,000

RMB1,000,000

RMB1,000,000

RMB1,500,000

RMB1,000,000

RMB20,000,000

RMB1,000,000

RMB1,000,000

100%

100%

100%

100%

100%

100%

100%

100%

100%

Sale of sports goods

Sale of sports goods

Sale of sports goods

Sale of sports goods

Sale of sports goods

Sale of sports goods

Sale of sports goods

Sale of sports goods

Sale of sports goods




2\ .

Annual Report 2009

LINING COMPANY LIMITED

Notes to the Consolidated Financial Statements (Continued)

10. Investment in subsidiaries — Company (continued)

Name

Place of operation/incorporation, date of
incorporation and kind of legal entity

Issued share/
paid up capital

Equity interest
held by
the Company

Principal activities

A —BRERMHEERRAA

(Shenzhen Edosports Goods Sales Co., Ltd.)

BN —BREARHEERRAA

(Lanzhou Edosports Goods Sales Co., Ltd.)

EFHREEERAR
(Xiamen Yue Ao Trading Co., Ltd.)

PEFEEFEBERAR
(Shanghai Lining E-business Co., Ltd.)

FERAEMIMKER AR
(Lining Sports Singapore Pte. Ltd.)

TEEE(RR)ERAF
(Lining Sports (Tianjin). Co., Ltd.)

LPBAEERNARAR
(Shanghai Double Happiness Co., Ltd.)

EAEEREARHERRAH
Shanghai Double Happiness Sports
Goods Sales Co., Ltd.

The PRC,
7 May 2009
Limited liability company

The PRC,
13 May 2009
Limited liability company

The PRC,
26 October 2009
Limited liability company

The PRC,
27 September 2008
Limited liability company

Singapore
20 October 2008
Limited liability company

The PRC,
19 January 2009
Limited liability company

The PRC,
26 December 1995
Limited liability company

The PRC,
21 August 1996
Limited liability company

RMB1,000,000

RMB1,000,000

RMB1,000,000

RMB 10,000,000

SGD500,000

RMB20,000,000

RMB 112,000,000

RMB 15,900,000

100%

100%

100%

100%

100%

100%

57.5%

57.5%

Sale of sports goods

Sale of sports goods

Sale of sports goods

Sale of sports goods

Sale of sports goods

Sale of sports goods

Manufacture and sale of

sports goods

Sale of sports goods
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10. Investment in subsidiaries — Company (continued)

Name

Place of operation/incorporation, date of
incorporation and kind of legal entity

Issued share/
paid up capital

Equity interest
held by
the Company

Principal activities

HBMIEEBHEERRERAR
(Suzhou Double Happiness Guan
Du Sports Goods Co., Ltd.)

FBIRBERREBRAR
(Shanghai Hong Zhan Sports
Goods Co., Ltd.)

FBIEEERREREEAT
(Shanghai Hong Guan Sports
Goods Co., Ltd.)

SREEAMRERADA
(Lotto Sports Goods Co., Ltd.)

SBEEEB)ERAR
(Kason Sports (Hong Kong) Ltd.)

SLs (RN BBV B MBIRA A
(Kason (Quanzhou) Sports
Equipment Co, Ltd.)

Note:

The PRC,
10 August 2002
Limited liability company

The PRC,
19 March 2001
Limited liability company

The PRC,
29 July 1998
Limited liability company

The PRC,
19 January 2009
Limited liability company

Hong Kong,
15 January 2008
Limited liability company

The PRC,
30 June 2008
Limited liability company

RMB9,557,800

RMBS500,000

RMBS500,000

RMB200,000,000

HK$1

RMB19,577,000

43.1% (Note a)

57.5%

57.5%

100%

100%

100%

Manufacture and sale of

sports goods

Sale of sports goods

Sale of sports goods

Sale of sports goods

Investment holding

Manufacture and sale

of sports goods

(@)  Suzhou Double Happiness Guan Du Sports Goods Co., Ltd. (“Suzhou Double Happiness”) is a subsidiary of the Company as it is 75% (2008: 55%) owned by Double Happiness, a non-wholly owned
subsidiary of the Company. During the year ended 31 December 2009, Double Happiness acquired an additional 20% equity interests in Suzhou Double Happiness from a minority shareholder for
a consideration of RMB6,420,000.
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11. Interest in jointly controlled entities - Group

The Group has a 50% equity interest in Li-Ning Aigle Ventures Limited (“Li-Ning Aigle Ventures”) which is a company jointly controlled by the Group and Aigle International
S.A., a company incorporated in France. Li-Ning Aigle Ventures and its subsidiary are principally engaged in the manufacture, marketing and distribution of AIGLE brand
apparel and footwear products in the PRC.

The following financial information reflects the Group’s 50% share of the consolidated assets and liabilities, and consolidated revenue and results of Li-Ning Aigle Ventures and
its subsidiary as at 31 December 2009 and for the year then ended, which have been included in the consolidated balance sheet and the consolidated income statement.

2009 2008
RMB’000 RMB’000
Assets
Non-current assets 2,734 642
Current assets 15,411 15,164
Total assets 18,145 15,806
Liabilities
Non-current liabilities 13,190
Current liabilities 3,773
Total liabilities 16,963
Net liabilities (1,157)
2009 2008
RMB'000 RMB’'000
Revenue 16,560 15,842
Expenses (18,488) (23,922)
Net loss (1,928) (8,080)

As at 31 December 2008 and 2009, the Group did not have any material contingent liabilities in respect of its interest in the jointly controlled entities; nor did the jointly
controlled entities have any material contingent liabilities as at 31 December 2008 and 2009.
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12. Trade receivables — Group

2009 2008
RMB’000 RMB'000

Accounts receivable 1,028,017 1,055,171
Notes receivable 42,571 40,710

1,070,588 1,095,881

Less: provision for impairment of receivables (1,184) (5,305)

1,069,404 1,090,576

Customers are normally granted credit terms within 90 days. As at 31 December 2009, trade receivables that were neither past due nor impaired amounted to RMB1,027,215,000
(2008: RMB941,481,000). Trade receivables that were past due but not impaired amounted to RMB42,189,000 (2008: RMB149,095,000) which relate to a number of independent
customers for whom there is no recent history of default and with outstanding receivables aged from 91 to 180 days as at 31 December 2009.

Ageing analysis of trade receivables at the respective balance sheet dates is as follows:

2009 2008

RMB’000 RMB’000

0 - 30 days 506,049 382,364
31 - 60 days 314,897 301,836
61 - 90 days 206,269 257,281
91 - 180 days 42,189 149,095
181 — 365 days 1,000 2,708
Over 365 days 184 2,597

1,070,588 1,095,881

As at 31 December 2009, trade receivables of RMB1,184,000 (2008: RMB5,305,000) were impaired on which full provision of impairment has been made. The impairment was
firstly assessed individually for significant or long ageing balances, and the remaining balances were grouped for collective assessment according to their ageing and historical
default rates as these customers were of similar credit risk.
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12. Trade receivables — Group (continued)

Movement in provision for impairment of trade receivables is analysed as follows:

2008

RMB'000

As at 1 January 4,809
(Reversal of provision)/provision for impairment of receivables 1,477
Receivables written off during the year as uncollectible (981)
As at 31 December 5,305

The creation and release of provision for impaired trade receivables have been included in administrative expenses in the consolidated income statement. Amounts charged
to the allowance account are generally written off when there is no expectation of recovering additional cash.

The maximum exposure to credit risk at the balance sheet date is the carrying value of each class of trade receivables mentioned above. The Group does not hold any
collateral as security.

13. Other receivables and prepayments — Group and Company

Group Company

2009 2008

RMB’000 RMB'000

Advances to suppliers 14,263 24,809 =
Prepayment for advertising expenses 68,350 14,840 -
Rental and other deposits 55,084 39,045 -
Prepaid rentals 172,067 206,137 =
Staff advances and other payments for employees 2,471 6,209 -
Prepayment for licence rights - 15,053 -
Prepayment for land use rights - 5,134 -
Others 10,200 38,151 2,004
322,435 349,378 2,004

Less: non-current portion (127,989) (166,440) —

Current portion 194,446 182,938 2,004

Other receivables and prepayment do not contain impaired assets. Non-current portion mainly comprised prepaid rentals and deposits.

The maximum exposure to credit risk at the balance sheet date is the carrying value of each class of other receivables and prepayments mentioned above. The Group does
not hold any collateral as security.
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14. Cash, cash equivalents and bank deposits — Group and Company

As at 31 December 2009, the Group had the following cash, cash equivalents and bank deposits mainly held at banks in the PRC (including the Hong Kong Special Administrative

Region):
Group Company

2009 2008 2009 2008
RMB’'000 RMB’000 RMB’000 RMB’000
Cash at banks and in hand 1,105,343 778,805 11,779 21,148
Short-term bank deposits 159,000 9,235 =
Cash and cash equivalents 1,264,343 788,040 21,148
Restricted bank deposits 2,254 105,675 -

1,266,597 893,715 21,148

An analysis of cash, cash equivalents and bank deposits by denominated currency is as follows:

Group Company

2009 2008

RMB’000 RMB’'000

Denominated in RMB 1,200,214 -
Denominated in HK$ 42,209 21,144
Denominated in US$ 13,032 4
Denominated in EUR 7.925 -
Denominated in SGD 3,217 -

1,266,597 893,715 21,148

At present, Renminbi is not a freely convertible currency in the international market. The conversion of Renminbi into foreign currencies and remittance of Renminbi out of the
PRC is subject to the rules and regulations of exchange control promulgated by the PRC government.

Cash at banks, short-term deposits and restricted bank deposits are neither past due nor impaired and are deposits with banks which are mainly prominent nation wide state-
owned banks or PRC branches of international commercial banks with good credit ratings.

Restricted bank deposits are restricted for bank normal business purposes. The maximum exposure to credit risk at the reporting date is the carrying amounts of the Group's
restricted bank deposits mentioned above.
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15. Ordinary shares, share premium and shares held for Restricted Share Award Scheme

Number of shares Approximate
(Thousands) amount
HK$'000

Authorised at HK$0.10 each
As at 31 December 2008 and 2009 10,000,000 1,000,000

Issued and fully paid
Number of Shares held for
share of Ordinary Share Restricted Share

HK$0.10 each shares premium  Award Scheme Total
(Thousands) RMB’000 RMB’000 RMB’000 RMB’000
As at 1 January 2008 1,035,198 110,023 352,830 (44,089) 418,764
Net proceeds from shares issued pursuant to share option schemes (Note a) 3,355 300 11,488 = 11,788
Transfer of fair value of share options exercised to share premium = = 14,609 = 14,609
Shares vested under Restricted Share Award Scheme 944 - = 16,601 16,601
Shares purchased for Restricted Share Award Scheme (Note b) (2,864) - = (56,630) (56,630)
Dividends paid = = (178,169) = (178,169)
As at 31 December 2008 1,036,633 110,323 200,758 (84,118) 226,963
As at 1 January 2009 1,036,633 110,323 200,758 (84,118) 226,963
Net proceeds from shares issued pursuant to share option schemes (Note a) 6,525 575 23,403 = 23,978
Transfer of fair value of share options exercised to share premium = = 19,392 = 19,392
Shares vested under Restricted Share Award Scheme 1,749 = - 31,214 31,214
Shares purchased for Restricted Share Award Scheme (Note b) (26) — = (335) (335)

As at 31 December 2009 1,044,881 110,898 243,553 (53,239) 301,212

Notes:

(@)  During the year ended 31 December 2009, the Company issued 6,525,000 shares (2008: 3,355,000 shares) of HK$0.10 each to certain directors and employees of the Group at weighted-average
issue price of HK$4.17 (2008: HK$3.87) per share pursuant to the Company’s share option schemes (see Note 31).

(b)  During the year ended 31 December 2009, the Li Ning Company Limited Restricted Share Award Scheme Trust (the “Trust”), a trust established in Hong Kong, purchased 26,000 shares (2008:
2,864,000 shares) of the Company's shares from the open market. The total amount of RMB335,000 (2008: RMB56,630,000) paid to acquire the shares was financed by the Company by way of
contributions made to the Trust.
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16. Reserves — Group and Company

Group
Statutory Share-based Currency
Capital reserve  compensation translation Retained
reserves (a) funds (b) reserve differences Subtotal profits Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
As at 1 January 2008 45,634 121,776 44,479 - 211,889 1,113,948 1,325,837
Profit for the year - - - - - 721,267 721,267
Value of services provided under share schemes = = 51,596 = 51,596 = 51,596
Transfer of fair value of share options exercised to share premium = = (14,609) = (14,609) = (14,609)
Vesting of shares under Restricted Share Award Scheme - - (16,601) - (16,601) - (16,601)
Appropriations to statutory reserves - 25,335 - - 25,335 (25,335) -
Dividends paid - - - - - (398,040) (398,040)
As at 31 December 2008 45,634 147,111 64,865 - 257,610 1,411,840 1,669,450
As at 1 January 2009 45,634 147,111 64,865 257,610 1,411,840 1,669,450
Profit for the year = = = 944,524 944,524
Value of services provided under share schemes = 65,901 65,901 = 65,901
Transfer of fair value of share options exercised to share premium - (19,392) (19,392) - (19,392)
Shares vested under Restricted Share Award Scheme = (31,214) (31,214) = (31,214)
Appropriations to statutory reserves 59,501 - 59,501 (59,501) -
Translation difference of foreign currency financial statements = (28) = (28)
Dividends paid - - (255,945) (255,945)

As at 31 December 2009 206,612 332,378 2,040,918 2,373,296
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Company

(Accumulated Share-based

losses)/Retained  compensation
profits reserve Total
RMB’000 RMB’000 RMB’000
As at 1 January 2008 (104,323) 44,479 (59,844)
Profit for the year 502,363 = 502,363
Value of services provided under share schemes = 51,596 51,596
Transfer of fair value of share options exercised to share premium - (14,609) (14,609)
Shares vested under Restricted Share Award Scheme - (16,601) (16,601)
Dividends paid (398,040) - (398,040)
As at 31 December 2008 - 64,865 64,865

As at 1 January 2009

Profit for the year

Value of services provided under share schemes

Transfer of fair value of share options exercised to share premium
Shares vested under Restricted Share Award Scheme

Dividends paid

- 64,865 64,865
610,168 - 610,168
- 65,901 65,901
- (19,392) (19,392)
- (31,214) (31,214)
(255,945) - (255,945)

As at 31 December 2009

354,223 434,383

(a) Capital reserves

Capital reserves comprised the aggregate of contribution by the shareholders of the Group and the merger reserve arose during the reorganisation in preparation for

listing of the Company’s shares on The Stock Exchange of Hong Kong Limited in 2004.
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16. Reserves — Group and Company (continued)

(b)

Statutory reserve funds
Under the relevant PRC laws and regulations, the Company’s subsidiaries in the PRC (the “PRC Companies”) are required to appropriate a portion of their net profit
determined in accordance with the PRC accounting regulations to statutory reserve funds before profit distribution to investors.

Statutory reserve funds include Statutory Surplus Reserve and Reserve Fund.

PRC Companies incorporated under the "Company Law of the PRC” are required to allocate at least 10% of the companies’ net profit determined in accordance with
the PRC accounting regulations to the Statutory Surplus Reserve until such fund reaches 50% of the companies’ registered capital. The Statutory Surplus Reserve can be
utilised, upon approval by the relevant authorities, to offset accumulated losses or to increase registered capital of the Company, provided that such fund is maintained

at a minimum of 25% of the companies’ registered capital.

Pursuant to applicable PRC laws and regulations, PRC Companies incorporated under the “Law of the PRC on Joint Ventures Using Chinese and Foreign Investment” may
appropriate a percentage of net profit determined in accordance with the PRC accounting regulations to Reserve Fund after offsetting accumulated losses from prior years.

The percentage of appropriation is determined by the board of directors of the companies.

Pursuant to applicable PRC laws and regulations, PRC Companies incorporated under the “Law of the PRC on Enterprise Operated Exclusively with Foreign Capital” are
required to allocate at least 10% of the companies’ net profit determined in accordance with the PRC accounting regulations to the Reserve Fund until such fund reaches
50% of the companies’ registered capital. The Reserve Fund, upon approval by relevant authorities, may be used to offset accumulated losses or to increase registered
capital of the Company.

17. Trade payables — Group

The normal credit period for trade payables generally ranges from 30 to 60 days. Ageing analysis of trade payables at the respective balance sheet dates is as follows:

2008

RMB’000

0 — 30 days 652,739
31 - 60 days 175,007
61 — 90 days 27,587
91 - 180 days 1,506
181 — 365 days 3,618
Over 365 days 3,013

863,470
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18. Other payables and accruals — Group and Company

Group Company

2009 2008 2009 2008

RMB’000 RMB'000 RMB’000 RMB'000

Accrued sales and marketing expenses 175,523 134,392 =
Advances from customers 73,172 158,813 -
Wages and welfare payables 132,581 119,291 -
Other tax payables 71,560 14,141 -
Payable for property, plant and equipment 15,874 47,614 -
Payable for acquisition of subsidiaries (Note 33) 16,273 - -
Other payables 85,797 67,614 1,380

570,780 541,865 1,380

The Group entered into several license agreements with sports organisations and athletes to obtain exclusive product development and marketing rights. Pursuant to the
agreements, consideration shall be paid by the Group in tranches during the lives of the licenses.

19. License fees payable — Group

Movement in license fees payable during the year is analysed as follows:

RMB’000
As at 1 January 2008 70,838
Acquisition of license rights 54,883
Payment of license fees (14,861)
Amortisation of discount 5,339
Adjustment for exchange difference (5,459)
As at 31 December 2008 110,744
As at 1 January 2009 110,744
Acquisition of license rights 452,096
Payment of license fees (47,243)
Amortisation of discount 40,417

Adjustment for exchange difference 128

As at 31 December 2009 556,142
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19. License fees payable — Group (continued)

Analysis of license fees payable:
Non-current

— over five years

— the second to fifth year
Current

The license fees payable are mainly denominated in RMB, US$ and EUR.

The maturity profile of the Group's license fees based on contractual undiscounted cash flows is as follows:

Less than 1 year
Between 1 and 5 years
Over 5 years

2009
RMB’000

320,590
176,222
59,330

556,142

2009
RMB’000

61,923
214,336
822,000

1,098,259

2008
RMB’000

81,997
28,747

110,744

2008
RMB'000

29,731
98,759

128,490
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20. Borrowings — Group and Company

Group Company

2009 2008 2009 2008
RMB’'000 RMB’000 RMB’000 RMB'000
Bank borrowings denominated in

- RMB 66,260 431,100 - -
- HK$ 193,710 176,380 193,710 176,380

Current

259,970 193,710 176,380

Borrowings
— secured 66,260 - -
— unsecured 193,710 193,710 176,380

259,970 607,480 193,710 176,380

The carrying amounts of the borrowings at the respective balance sheet dates approximate their fair value as the impact of discounting is not significant.

The weighted average effective interest rates per annum of the borrowings were 5.17% (2008: 7.31%) for bank borrowings denominated in RMB and 2.04% (2008: 2.95%) for
bank borrowings denominated in HK$ for the year ended 31 December 2009.

Bank borrowings amounting to RMB66,260,000 (2008: RMB71,260,000) were secured by the Group's land and buildings (Notes 6 and 7).

As at 31 December 2009, the Group had undrawn borrowing facilities within one year amounting to RMB1,396,540,000 (2008: RMB420,890,000). These facilities have been
arranged to help financing of the Group’s working capital.
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20. Borrowings — Group and Company (continued)

Movement in borrowings is analysed as follows:

Group Company

RMB’000 RMB’'000

As at 1 January 2008 100,000 -
Additions 843,794 173,994
Effect of change in exchange rate 2,386 2,386
Acquisition of subsidiaries 82,100 =
Repayments (420,800) -
As at 31 December 2008 607,480 176,380

As at 1 January 2009

Additions

Effect of change in exchange rate
Repayments

As at 31 December 2009

607,480
457,880

(140)
(€10 10))

259,970

176,380
105,660

(140)
(88,190)

193,710
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21. Deferred income tax — Group

Movements in deferred income tax assets/(liabilities) are analysed as follows:

Unrealised
profit
Share on intra- Fair  Accumulated
Provisions Schemes group sales value gains tax losses Accruals Others Total
RMB’000 RMB’'000 RMB'000 RMB’'000 RMB’000 RMB’000 RMB'000 RMB’'000
Deferred income tax assets

As at 1 January 2008 10,511 8,826 7,998 - - - 2,266 29,601
Credited/(charged) to income statement 3,762 2,834 32,604 - = = (857) 38,343
Acquisition of subsidiaries 411 = 1,086 = = = = 1,497
As at 31 December 2008 14,684 11,660 41,688 - - - 1,409 69,441

As at 1 January 2009
Credited to income statement
Acquisition of subsidiaries (Note 33)

As at 31 December 2009

Deferred income tax liabilities

14,684
5,848

11,660
1,021

41,688
7,213

69,441
123,565
103

193,109

As at 1 January 2008 - - - - - - (1,217) (1,217)
Credited/(charged) to income statement = = = 1,198 = = (434) 764
Acquisition of subsidiaries - - - (78,688) - = - (78,688)
As at 31 December 2008 - - - (77,490) - - (1,651) (79,141)

As at 1 January 2009
Credited to income statement
Acquisition of subsidiaries (Note 33)

As at 31 December 2009

(77,490)
7,401
(20,138)

(90,227)

(79,141)
8,878
(20,138)

(90,401)
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21. Deferred income tax — Group (continued)

The amounts expected to be recovered for deferred income tax assets/(liabilities) are as follows:

2009 2008
RMB’000 RMB'000

Deferred income tax assets
— to be recovered within 12 months 139,602 58,319
— to be recovered after more than 12 months 53,507 11,122

193,109 69,441

Deferred income tax liabilities
— to be recovered within 12 months (3,040) (3,833)
— to be recovered after more than 12 months (87,361) (75,308)

(90,401) (79,141)

Deferred income tax assets are recognised for tax loss carried forward to the extent that the realisation of the related tax benefit through future taxable profits is probable.
The Group did not recognise deferred income tax assets of RMB10,779,000 (2008: RMB19,685,000) in respect of tax losses amounting to RMB71,293,000 (2008: RMB83,914,000)
that can be carried forward against future taxable income.

Deferred income tax liabilities of RMB103,784,000 (2008: RMB43,377,000) have not been recognised for the withholding tax that would be payable on the distributable retained

profits of the Company’s subsidiaries in the PRC earned in 2008 and 2009. Such amounts totalling RMB2,075,671,000 (2008: RMB867,547,000) are not currently intended to be
distributed to the subsidiaries incorporated outside the PRC.

22. Deferred income

| RMB'000
As at 1 January 2008 and 31 December 2008 -

As at 1 January 2009
Addition
Credited to income statement

As at 31 December 2009
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22. Deferred income (continued)

During the year ended 31 December 2009, the Group received government grant amounting to RMB64,697,000 (2008: Nil) for purchase of a land use right in the PRC. Such
government grant was recorded as deferred income and would be credited to income statement over the lease period of the corresponding land use right of 50 years using
straight-line method. An amount of RMB1,079,000 (2008: Nil) has been credited to other income during the year ended 31 December 2009.

23. Expenses by nature

2009 2008

RMB’000 RMB’000

Cost of inventories recognised as expenses included in cost of sales 4,131,797 3,274,036
Depreciation on property, plant and equipment 94,302 77,482
Amortisation of land use rights and intangible assets 88,713 32,821
Advertising and marketing expenses 1,290,620 1,171,175
Director and employee benefit expenses 630,887 472,415
Operating lease rentals in respect of land and buildings 260,075 212,760
Research and product development expenses 229,806 177,444
Transportation and logistics expenses 123,800 109,879
(Reversal of provision)/provision for impairment charge of trade receivables (2,279) 1,477
Write-down of inventories to net realisable value 4,375 16,447
Auditor's remuneration 4,050 4,150
Management consulting expenses 68,634 50,999
Travelling and entertainment expenses 128,752 105,019
Other expenses 118,593 88,643

Total of cost of sales, distribution costs and administrative expenses 7,172,125 5,794,747

24. Other income

2009 2008
RMB’000 RMB'000

Government grants (Note a) 127,111 64,887

Note:

(a)  This represented subsidies received from various local governments in the PRC for the year ended 31 December 2009.
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25. Employee benefit expenses

(a)

2009 2008
RMB’000 RMB'000
Wages and salaries 339,040 238,027
Contributions to retirement benefit plan (Note c) 42,309 32,101
Share options granted to directors and employees 65,901 51,596
Staff quarters and housing benefits 15,939 11,124
Other benefits 167,698 139,567
630,887 472,415
Directors’ and senior management’s emoluments
The remuneration of each director for the year ended 31 December 2008 is set out below:
Employer’s
Discretionary Other contribution to

Name of Director Fees Salary bonuses benefits (i) pension scheme Total
RMB'000 RMB'000 RMB’000 RMB’000 RMB'000 RMB’000
Mr. Li Ning 1,440 1,780 960 454 130 4,764
Mr. Zhang Zhi Yong 960 5,028 1,200 16,450 115 23,753
Mr. Tan Wee Seng (ii) 550 514 - 2,261 76 3,401
Ms. Wang Ya Fei 223 - - 363 - 586
Mr. Lim Meng Ann 223 - - 910 - 1,133
Mr. Stuart Schonberger 179 - - 363 - 542
Mr. Koo Fook Sun, Louis 223 - - 363 = 586
Mr. Chan Chung Bun, Bunny 179 - - 349 - 528
Mr. Chu Wah Hui 179 - - 160 - 339
Mr. James Chun-Hsien Wei 179 - - 160 - 339
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25. Employee benefit expenses (continued)

(a) Directors’ and senior management’s emoluments (continued)
The remuneration of each director for the year ended 31 December 2009 is set out below:

Employer's

Discretionary Other contribution to
Fees Salary bonuses benefits (i) pension scheme Total
Name of Director RMB’000 RMB’000 RMB’'000 RMB'000 RMB’000 RMB’000
Mr. Li Ning 1,978 1,349 960 20 142 4,449
Mr. Zhang Zhi Yong 1,537 5,094 960 11,365 167 19,123
Mr. Chong Yik Kay (iii) 1,045 834 1,832 78 6,273
Ms. Wang Ya Fei 270 - 733 - 1,003
Mr. Lim Meng Ann 270 - 987 - 1,257
Mr. Stuart Schonberger 215 - 733 948
Mr. Koo Fook Sun, Louis 270 733 1,003
Mr. Chan Chung Bun, Bunny 215 733 948
Mr. Chu Wah Hui 215 656 871

Mr. James Chun-Hsien Wei 215 656 871

(i)  Other benefits include insurance premium, housing allowance and fair value of share options charged to the consolidated income statement during the year.
(i) Mr. Tan Wee Seng resigned as director of the Company with effect from 1 December 2008.

(iii) Mr. Chong Yik Kay was appointed as director of the Company with effect from 9 February 2009.
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25. Employee benefit expenses (continued)

(b) Five highest paid individuals
The five individuals whose emoluments were the highest in the Group included three directors for the year ended 31 December 2009 (2008: three directors), and their
emoluments are reflected in the analysis presented above. The aggregate amounts of emoluments paid and payable to the remaining two individuals (2008: two) whose

emoluments were the highest in the Group for the year are as follows:

2009 2008

RMB’000 RMB’000

Salaries and allowances 4,446 3,703
Other benefits 4,554 2,660
Contributions to retirement benefit scheme - 28

6,391

The emoluments fell within the following bands:

Number of individuals
| 2009 2008
Emoluments bands
RMB3,000,001 to RMB5,000,000
RMB1,000,000 to RMB3,000,000

(c) Pensions — defined contribution plans
The employees of the Group participate in certain defined contribution pension plans organised by the relevant municipal and provincial governments under which the
Group is required to make monthly defined contributions to these plans at rates ranging from 5% to 22% of the employees’ basic salary dependent upon the applicable
local regulations.
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Notes to the Consolidated Financial Statements (Continued)

26. Finance income and costs

2009 2008
RMB’000 RMB'000

Interest income on bank balances and deposits 7,422 11,691

Finance income 7,422 11,691
Amortisation of discount — license fees payable (Note 19) (40,417) (5,339)
Interest expense on bank borrowings (24,954) (33,921)

Net foreign currency exchange loss (817) (3,4006)

Finance costs (66,188) (42,666)

Finance costs — net (58,766) (30,975)

27. Income taxes

2009 2008
RMB’000 RMB’000
Current income tax
- Hong Kong profits tax (Note b) 4,501 773
— The PRC corporate income tax (Note c) 441,741 240,272
446,242 241,045
Deferred income tax (132,443) (39,107)
313,799 201,938
Notes:
(@)  The Company was incorporated in the Cayman Islands. Under current laws of the Cayman Islands, there are no income, estate, corporation, capital gains or other taxes payable by the Company. The

Company’s subsidiary, RealSports Pte Ltd., was established under the International Business Companies Acts of the British Virgin Islands, and is exempted from British Virgin Islands income taxes.
(b)  Hong Kong profits tax has been provided at the rate of 16.5% on the estimated assessable profits arising in Hong Kong for the year ended 31 December 2009 (2008: 16.5%).

(c)  Provision for the PRC enterprise income tax is calculated based on the statutory tax rate of 25% (2008: 25%) on the assessable income of each of the group companies, except that certain
subsidiaries of the Company are taxed at preferential tax rates of 20% (2008: 18%) under the relevant PRC tax rules and regulations.
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27. Income taxes (continued)

The tax on the Group's profit before income tax differs from the theoretical amount that would arise using the tax rate of 25% as follows:

2009 2008

RMB’000 RMB’000

Profit before income tax 1,283,130 929,238
Tax calculated at a tax rate of 25% (2008: 25%) 320,782 232,310
Effects of different tax rate in Hong Kong (809) (335)
Preferential tax rate on the income of certain subsidiaries (1,835) (31,710)
Tax losses for which no deferred taxation is recognised 12,039 8,491
Expenses not deductible for tax purposes 17,205 19,192
Tax credit granted to subsidiaries (7,060) (16,127)
Income not subject to tax (6,893) (9,883)
Recognition of deferred tax assets for temporary differences of prior years (19,630) -

Taxation charge 313,799 201,938

The effective tax rate is 24.5% for the year ended 31 December 2009 (2008: 21.7%).

28. Earnings per share

Basic

Basic earnings per share is calculated by dividing the profit attributable to equity holders of the Company by the weighted average number of ordinary shares in issue less
shares held for Restricted Share Award Scheme during the year.

2009 2008
RMB’000 RMB'000

Profit attributable to equity holders of the Company 944,524 721,267

Weighted average number of ordinary shares in issue less shares held
for Restricted Share Award Scheme (in thousands) 1,040,757 1,035,916

Basic earnings per share (RMB cents) 90.75 69.63
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Notes to the Consolidated Financial Statements (Continued)

28. Earnings per share (continued)
Diluted

Diluted earnings per share is calculated by adjusting the weighted average number of ordinary shares in issue to assume conversion of all dilutive potential ordinary shares. The
Company'’s dilutive potential ordinary shares comprise shares to be issued under its share option schemes and shares held for Restricted Share Award Scheme. A calculation is
done to determine the number of shares that could have been acquired at fair value (determined as the average market share price of the Company’s shares during the year)
based on the monetary value of the subscription rights attached to outstanding share options and the unvested awarded shares. The number of shares calculated as above is
compared with the number of shares that would have been issued assuming the exercise of the share options and the payout of the awarded shares, with the difference being

adjusted in arriving at the weighted average number of shares for diluted earnings per shares, of which details are as follows:

2009 2008
RMB’000 RMB'000

Profit attributable to equity holders of the Company, used to determine diluted earnings per share 944,524 721,267

Weighted average number of ordinary shares in issue less shares held for
Restricted Share Award Scheme (in thousands) 1,040,757 1,035,916
Adjustment for share options and awarded shares (in thousands) 13,276 14,876

Weighted average number of ordinary shares for diluted earnings per share (in thousands) 1,054,033 1,050,792

Diluted earnings per share (RMB cents) 89.61 68.64

29. Dividends

2009 2008
RMB’000 RMB'000

Interim dividend paid of RMB13.58 cents (2008: RMB9.63 cents) per ordinary share 141,437 99,733
Special dividend paid of RMB nil cents (2008: RMB28.90 cents) per ordinary share - 301,069
Proposed final dividend of RMB22.54 cents (2008: RMB11.14 cents) per ordinary share 236,049 115,941

377,486 516,743
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29. Dividends (continued)

Note:
On 18 March 2009, the Board proposed a final dividend of RMB11.14 cents per ordinary share for the year ended 31 December 2008.

On 17 March 2010, the Board proposed a final dividend of RMB22.54 cents per ordinary share totalling RMB236,049,000 for the year ended 31 December 2009. This proposed dividend is not reflected
as a dividend payable in the financial statements, but will be reflected as an appropriation of distributable reserves in the year ending 31 December 2010.

30. Cash flow statement

Reconciliation of profit before taxation to net cash flow generated from operations are as follows:

2009 2008
RMB’000 RMB'000
Profit before income tax 1,283,130 929,238
Adjustments for:
Depreciation 94,302 77,482
Amortisation 88,713 32,821
(Reversal of provision)/provision for impairment charge of receivables (2,279) 1,477
Write-down of inventories to net realisable value 4,375 16,447
Share options granted to directors and employees 65,901 51,596
Loss on disposals of property, plant and equipment and intangible assets - 546
Finance costs — net 58,766 30,975
Amortisation of deferred income (1,079) =
Operating profit before working capital changes 1,591,829 1,140,582
Decrease/(increase) in inventories 53,263 (107,357)
Decrease/(increase) in trade receivables 23,451 (339,863)
Increase in other receivables and prepayments (12,708) (151,579)
(Decrease)/increase in trade payables (45,412) 306,863
Increase in other payables and accruals 39,353 96,152

Cash inflow generated from operations 1,649,776 944,798
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31. Share-based compensation

(a) Share Purchase Scheme
Alpha Talent Management Limited (“Alpha Talent”) was set up in 2004 by Mr. Li Ning, a substantial shareholder and chairman of the Company, to hold 35,250,000 of the
Company's shares beneficially owned by Mr. Li Ning.

The objective of the Share Purchase Scheme (the “Alpha Talent Option”) is to provide for the grant of rights to purchase the Company’s shares beneficially owned by Mr.
Li Ning through Alpha Talent to certain key individuals who have contributed to the economic achievement of the Group.

The Alpha Talent Option was adopted by Alpha Talent on 5 June 2004 and is effective for a period of 10 years from that date. A committee established by the board of
directors of Alpha Talent determines the individuals within the Group who shall be selected to receive options, the exercise price, and the terms and conditions of the
options. Lapsed or cancelled options will be re-granted in accordance with the terms of the Alpha Talent Option until all shares held by Alpha Talent have been purchased
pursuant to the scheme.

Currently granted options vest gradually after the individuals complete certain periods of service in the Group’s companies ranging from 6 to 36 months.

Movements in the number of share options outstanding and their related weighted average exercise prices are as follows:

2009 2008

Weighted Weighted

average average
exercise price Outstanding exercise price Qutstanding
(per share) options (per share) options
HK$ (Thousands) HK$ (Thousands)
As at 1 January 0.68 6,936 0.68 9,744
Exercised 0.62 (5,212) 0.67 (2,808)

As at 31 December 0.86 1,724 0.68 6,936

Exercisable as at 31 December : 1,541 0.59 5,402
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31. Share-based compensation (continued)

(a) Share Purchase Scheme (continued)
Share options outstanding at the end of the years have the following expiry date and weighted average exercise price:

2009 2008

Weighted Weighted

average average

exercise price exercise price
(per share) Share options (per share) Share options
Expiry date HK$ (Thousands) HK$ (Thousands)
8 June 2010 0.86 439 0.55 4,114
11 November 2011 0.86 75 0.86 175
5 July 2012 0.86 945 0.86 2,015
30 August 2012 0.86 - 0.86 67
1 January 2013 0.86 100 0.86 280
2 July 2013 0.86 19 0.86 19
16 November 2013 0.86 33 0.86 116

27 November 2013 0.86 0.86 150

6,936

(b) Pre-IPO Share Option Scheme
The Company has adopted a Pre-IPO share option scheme (the “Pre-IPO Option”) on 5 June 2004. HK$1 is payable by the grantee who accepts the grant of an option.
The purpose of the scheme is to give the directors and full-time employees of the Company and the Group an opportunity to have a personal stake in the Company and
recognise their contribution to the Group.

Total number of share options subject to the Pre-IPO Option is 16,219,000 shares and they have been granted on 5 June 2004. No further share options will be granted
under the Pre-IPO Option. Options granted under the Pre-IPO Option vest gradually after employees or directors complete a period of service in the Group for 12 to 36
months starting from the date of grant (5 June 2004).
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31. Share-based compensation (continued)

(b) Pre-IPO Share Option Scheme (continued)
Movements in the number of share options outstanding and their related weighted average exercise prices are as follows:

2009 2008
Exercise Exercise
price Outstanding price Qutstanding
(per share) options (per share) options
HK$ (Thousands) HK$ (Thousands)
As at 1 January 1.8275 3,816 1.8275 4,656
Exercised 1.8275 (2,953) 1.8275 (791)
Lapsed - - 1.8275 (49)
As at 31 December 1.8275 3,816
Exercisable as at 31 December 1.8275 3,816
Share options outstanding at the end of the years have the following expiry date and exercise price:
2009 2008
Exercise Exercise
price price
(per share) Share options (per share) Share options
Expiry date HK$ (Thousands) HK$ (Thousands)
5 June 2010 1.8275 863 1.8275 3,816

(c) Share Option Scheme
Pursuant to a shareholders’ resolution passed on 5 June 2004, the Company adopted a share option scheme (the “Post-IPO Option”). The Post-IPO Option will remain in
force for a period of 10 years commencing from 5 June 2004.

The purpose of the Post-IPO Option is to provide incentives to eligible participants to contribute to the Group and to enable the Group to recruit high-calibre employees
and attract human resources that are valuable to the Group. Eligible participants are any individuals being employees, officers, agents, consultants or representatives of
any member of the Group who, based on the board of directors’ discretion, have made valuable contributions to the business of the Group based on their performance
and/or years of service, or are regarded as valuable human resources of the Group based on their work experience, knowledge of the industry and other factors.
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31. Share-based compensation (continued)

(c)

Share Option Scheme (continued)

HK$1 is payable by the participant who accepts the grant of an option. The subscription price for the shares under the option to be granted will be determined by the
Company’s board of directors and will be the highest of: (a) the closing price of the shares of the Company as stated in The Hong Kong Stock Exchange Limited’s daily
quotations sheets on the date of the grant of the option; (b) the average closing price of the shares of the Company as stated in The Hong Kong Stock Exchange Limited’s

daily quotations sheets for the five business days immediately preceding the date of the grant of the option; and (c) the nominal value of the shares of the Company.

The maximum number of shares that may be granted under the Post-IPO Option and other share option schemes shall not exceed 30% of the number of issued shares of
the Company from time to time. The total number of shares of the Company issued and which may be issued upon exercise of all options (whether exercised, cancelled

or outstanding) granted in any 12-month period to each participant must not exceed 1% of the number of shares of the Company in issue. Lapsed or cancelled options

may be re-granted in accordance with the terms of the Post-IPO Option.

An option may be exercised in accordance with the terms of the Post-IPO Option at any time during a period to be notified by the Company’s board of directors, which

must not be more than 10 years from the date of the grant.

Any share of the Company allotted and issued on the exercise of options will rank pari passu with the other shares of the Company in issue on the date of allotment.

Movements in the number of share options outstanding and their weighted average exercise prices are as follows:

2009 2008

Weighted Weighted

average average
exercise price Outstanding exercise price Qutstanding
(per share) Options (per share) options
HK$ (thousands) HK$ (thousands)
As at 1 January 8.649 13,134 5.634 12,285
Granted 14.228 20,172 16.494 3,718
Exercised 5.831 (3,572) 4.506 (2,564)
Lapsed 15.300 (100) 11.273 (305)
As at 31 December 12.764 29,634 8.649 13,134

Exercisable as at 31 December 6.236 6,503 4.764

8,288
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31. Share-based compensation (continued)

(c) Share Option Scheme (continued)
Share options outstanding at the end of the years have the following expiry date and exercise price:

2009 2008

Exercise Exercise

price price
(per share) Share options (per share) Share options
Expiry date HK$ (Thousands) HK$ (Thousands)
4 July 2011 3.685 4,264 3.685 6,823
3 January 2012 5.500 14 5.500 140
4 September 2012 8.830 1,387 8.830 1,936
20 November 2012 9.840 300 9.840 300
19 July 2013 19.680 350 19.680 350
4 July 2014 17.220 3,014 17.220 3,428
5 December 2014 10.940 133 10.940 157
19 January 2015 11.370 14,112 = =
1 April 2015 13.180 689 - -
22 October 2015 21.870 5,371 = =

29,634 13,134

(d) Fair value of share options

The fair value of the options granted under the above schemes during the years ended 31 December 2009 and 2008 determined by using Black-Scholes valuation model
were as follows:

2009 2008
RMB’000 RMB'000

Post-IPO Options 91,210 16,826
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31. Share-based compensation (continued)

(d)

Fair value of share options (continued)

Significant inputs into the model were as follows:

] 2008
Post-IPO Option

Weighted average share price (HK$) 17.07
Weighted average exercise price (HK$) 16.96
Expected volatility 49.8%
Expected option life (years) 4.00
Weighted average annual risk free interest rate 3.0%
Expected dividend yield 2.0%

The expected volatility is estimated based on the daily trading prices of the Company’s shares since its date of listing (28 June 2004) as at the date of grant.

The fair values of Alpha Talent Option and Post-IPO Option are charged to the consolidated income statement over the vesting period of the options. The amount charged
in 2009 were RMB2,504,000 and RMB37,853,000 respectively (2008: RMB7,605,000 and RMB8,617,000).

Restricted Share Award Scheme

The Company adopted the Li Ning Company Limited Restricted Share Award Scheme (“Restricted Share Award Scheme”) on 14 July 2006 with a duration of 10 years
commencing from the adoption date. The objective of the Restricted Share Award Scheme is to encourage and retain selected participants which include directors,
employees, officers, agents and consultants of the Group, to work with the Group and to provide additional incentive for them to achieve performance goals.

The Group has set up the Li Ning Company Limited Restricted Share Award Scheme Trust (“Restricted Share Trust”) to administer and hold the Company’s shares before
they are vested and transferred to selected participants. As the financial and operational policies of the Restricted Share Trust are governed by the Group, and Group
benefits from the Restricted Share Trust's activities, the Restricted Share Trust is consolidated in the Group's financial statements as a special purpose entity.

Upon granting of shares to selected participants (“Restricted Shares”), the Restricted Share Trust purchases the Company’s shares awarded from the open market with
funds provided by the Company by way of contributions. Restricted Shares vest gradually after selected participants complete a period of service in the Group of 12 to
36 months from the date of grant. The vested shares are transferred to selected participants at nil consideration. Dividends on Restricted Shares are used to purchase
additional shares and allocated to selected participants on a pro rata basis.

The maximum number of Restricted Shares shall not exceed 20,556,000 shares, being 2% of the Company’s issued share capital as at the adoption date of 14 July 2006.
For each selected participant, the maximum number of Restricted Shares granted in aggregate shall not exceed 10,278,000 shares, being 1% of the Company’s issued

share capital as at the adoption date of 14 July 2006.

The fair value of Restricted Shares awarded was based on the market value of the Company’s shares at the grant date.
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31. Share-based compensation (continued)

(e)

Restricted Share Award Scheme (continued)
Movements in the number of Restricted Shares granted and related fair value are as follows:

2009 2008

Weighted Weighted
average Number of average Number of
fair value Restricted fair value Restricted
(per share) Shares granted (per share)  Shares granted
HK$ (Thousands) HK$ (Thousands)
As at 1 January 17.91 4,186 20.14 2,734
Granted 21.55 6 16.17 2,617
Vested 10.20 (1,749) 19.55 (944)
Lapsed 16.87 (84) 16.12 (221)

As at 31 December 18.31 2,359 17.91 4,186

The fair value of Restricted Shares charged to the consolidated income statement was RMB25,544,000 during the year ended 31 December 2009 (2008: RMB35,374,000).

32. Commitments

(a)

Capital commitments
Capital expenditure contracted for but not paid by the Group and the Company at the balance sheet date are as follows:

Group Company
2009 2008 2009 2008
RMB’000 RMB'000 RMB’000 RMB'000
Contracted for but not paid
— property, plant and equipment 12,055 -
— license rights 404,272 -

There is no capital expenditure authorised but not contracted for by the Group and the Company as at 31 December 2009 and 2008.
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32. Commitments (continued)

(b) Operating lease commitments — where any group companies are the lessee
The Group has commitments to make the following aggregate minimum payments under non-cancelable operating leases in respect of its office premises and shops:

2008

RMB’000

Not later than 1 year 150,871
Later than 1 year and not later than 5 years 449,749
Later than 5 years 223,877
824,497

33. Business combination

On 15 May 2009, the Group acquired control through acquisition of a 100% equity interest of Kason, a company incorporated in Hong Kong, for a total consideration of
RMB165,000,000. Kason, together with its subsidiary in the PRC are principally engaged in the research and development, manufacture and sale of badminton sports equipment
under the “Kason” brand in the PRC. The direct costs relating to the acquisition has been included in the total consideration as the amount is insignificant. There is no contingent
consideration.

The acquired business contributed revenues of RMB43,186,000 and net loss of RMB17,712,000 to the Group for the period from acquisition of control to 31 December 2009. If
the acquisition of control had occurred on 1 January 2009, consolidated revenue and consolidated net profit for the year ended 31 December 2009 would have been increased
by RMB18,403,000 and RMB4,388,000 respectively. These amounts have taken into account the additional amortisation resulting from the fair value adjustment to inventories
and intangible assets, together with the consequential tax effects.

Details of net assets acquired and goodwill are as follows:

RMB’000
Total purchase consideration
- cash paid and payable 165,000
Fair value of net identifiable assets acquired (see below) (92,613)
Goodwill 72,387

The above goodwill is attributable to Kason’s strong position and profitability in the market and the significant synergies expected to arise after its acquisition by the Group.
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33. Business combination (continued)

The assets and liabilities arising from the acquisition are as follows:

Acquiree’s

carrying

amount Fair value

RMB'000 RMB’000
Cash and cash equivalents 16,409 16,409
Property, plant and equipment 2,714 2,714
Software and other intangible assets 37 37
Trademarks 453 21,537
Customer relationships = 28,607
Non-compete agreements - 12,732
Inventories 20,324 38,451
Other receivables and prepayments 536 536
Deferred income tax assets 103 103
Trade and other payables (8,375) (8,375)
Deferred income tax liabilities - (20,138)
Net identifiable assets acquired 92,613
Outflow of cash to acquire business, net of cash acquired:
— total purchase consideration 165,000
— cash and cash equivalents in subsidiary acquired (16,409)
— prepayment settled in 2008 (20,000)
— consideration payable (Note 18) (16,273)
Cash outflow on acquisition in this year 112,318
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34. Related-party transactions

Related party is a party that is related to the Group if directly, or indirectly through one or more intermediaries, the party controls, is controlled by, or is under common control
with, the Group (including the Company or its wholly or non-wholly owned subsidiaries); or the party has an interest in the Group that gives it significant influence over the
Group; or the party is an entity that is controlled, jointly controlled or significantly influenced by, or for which significant voting power in such entity resides with, directly or

indirectly, any individual who is a member of the key management personnel of the Group.
The Group has following related-party transactions during the year:

(a) Sales of goods to:

2009 2008
RMB’000 RMB'000

Shanghai Double Happiness (Group) Co., Ltd. and related companies,
all being controlled by a key management personnel of a non-wholly owned subsidiary 6,657 3,530

(b) Purchases of goods from:

2009 2008
RMB’000 RMB'000

Shanghai Double Happiness (Group) Co., Ltd. and related companies 43,792 28,417

(c) Sponsorship fee paid to:

2009 2008
RMB’000 RMB'000

Beijing Edo Sports Development Company Limited, a company controlled by

the family members of Mr. Li Ning, chairman of the Company 1,116

In the opinion of the directors, these transactions were entered into at terms as agreed with the related parties in the ordinary course of business.
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34. Related-party transactions (continued)

(d) Key management compensation
Details of compensation paid or payable to key management of the Group (all being directors of the Company) are as follows:

2009 2008
RMB’000 RMB'000

Salaries and other benefits 15,838 17,708
Contribution to retirement benefit scheme 387 321
Employee share schemes for value of services provided 20,521 17,942

36,746 35,971

(e) Year-end balances arising from sales/purchases of goods

2009 2008
RMB’000 RMB’000

Receivables from related parties:
Shanghai Double Happiness (Group) Co., Ltd. and related companies 249 822

Payables to related parties:

Shanghai Double Happiness (Group) Co., Ltd. and related companies 9,827

(f) Guarantee provided to:
2009 2008
RMB’'000 RMB’000

Shanghai SIIC Marie Painting Materials Co., Ltd., a company controlled by

a key management personnel of a non-wholly owned subsidiary 5,400

(g) Guarantee provided by:
2009 2008
RMB’000 RMB'000

Shanghai SIIC Marie Painting Materials Co., Ltd. = 9,840




/< Glossary

In this annual report, unless the context states otherwise, the following expressions have the following meanings:

"AIGLE"
"Alpha Talent”

"

"associate(s)
"Board”

“"Company”

“connected person(s)”
"Director(s)"”

"Group”

"HKS”

"Hong Kong”

"Hong Kong Stock Exchange”

"Kason Sports”
"Listing Rules”

“Lotto Sport”

"Post-IPO Share Option Scheme”

"PRC" or "China"

"Pre-IPO Share Option Scheme”

"Restricted Share Award Scheme”

“"RMB"

“Shanghai Double Happiness”

"Share(s)”

“Share Purchase Scheme"”

“Shareholders”

Aigle International S.A., a corporation organised under the laws of France

Alpha Talent Management Limited, a limited liability company incorporated in the British Virgin Islands and wholly owned by Mr. Li Ning
for the purpose of holding the relevant Shares under the Share Purchase Scheme

has the meaning ascribed to it under the Listing Rules
the board of Directors

Li Ning Company Limited, a company incorporated in the Cayman Islands with limited liability, the shares of which are listed on the Main
Board of the Hong Kong Stock Exchange

has the meaning ascribed to it under the Listing Rules

the director(s) of the Company

the Company and its subsidiaries

Hong Kong Dollars, the lawful currency of Hong Kong

the Hong Kong Special Administrative Region of the PRC

The Stock Exchange of Hong Kong Limited

Kason Sports (Hong Kong) Limited, a company incorporated in Hong Kong and a wholly-owned subsidiary of the Company
the Rules Governing the Listing of Securities on the Hong Kong Stock Exchange

Lotto Sport H.K. Limited, a company incorporated in Hong Kong and ultimately beneficially owned by Lotto Sport Italia S.p.A., which is
a corporation established under the laws of Italy

the post-IPO share option scheme of the Company adopted on 5 June 2004

the People’s Republic of China

the pre-IPO share option scheme of the Company adopted on 5 June 2004

the restricted share award scheme adopted by the Company on 14 July 2006

Renminbi, the lawful currency of the PRC

Shanghai Double Happiness Co., Ltd., a limited liability company established in the PRC and a 57.5%-owned subsidiary of the Group
ordinary share(s) of HK$0.10 each in the share capital of the Company

the share purchase scheme set up by Mr. Li Ning and adopted by Alpha Talent on 5 June 2004

shareholders of the Company
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