Industry Environment

A survey jointly conducted by the Development Research Centre of the
State Council, PRC and other related institutions reveals that the current
household appliance market in the PRC is undergoing a steady
development . The urban market will focus on the theme of renewal, while
the rural market will stress on the theme of popularization. Having
analyzed the market situation of household appliances in the PRC for the
year under review, the management of the Group believes that the
domestic market competition is growing more intense whilst the price war
will drastically lower the entire market price, resulting in a general plunge
of profitability in the PRC's household appliance industry.

The development of domestic air conditioner market is entering a mature
stage. In the year under review, although the summer was rainy and the
temperature was relatively low, thus affecting the sales of air conditioners,
the overall performance of the domestic air conditioners was satisfactory
and the total production increased by about 28% over the previous year.
The keen market competition led to a dramatic decrease in the price level
of the air conditioner market, resulting in a lowered profit level for the
entire industry. Fortunately, the technological advancement in the
production of air conditioner has substantially strengthened the product
competitiveness in the international market followed by a surge in the
export business. The total number of units of air conditioners exported
reached 5,791,800 units, representing an increase of about 56%
compared to that of last year.

After a nearly 20 years of speedy development, the urban refrigerator
market in the PRC reached over 85% of penetration level. During the
year, a slight increase of about 5.6% over the last year was recorded for
the domestic refrigerator production. Despite the reduction of sales
volume in the domestic market, there was a rapid growth in the export
sector. The total number of refrigerators exported reached approximately
4,530,000 units, representing an increase of about 1,000,000 units to that
of last year and the result was encouraging.
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Balance Sheet Highlights
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Financial Ratio Highlights
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Gross Profit Ratio 7%
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Even though the domestic refrigerator market in the urban area
appeared to be saturated in the short run, a large part of the rural
market with over 90% of the total population in the PRC has not
yet been explored. Coupled with the continuous development of
emerging technologies such as digital, network and
nanotechnology and their application in the refrigerator, it is
believed that new technology will drive new market demand and
the domestic refrigerator industry will have tremendous room for
development in the future.

The PRC household appliance industry is undergoing rapid
development in the international trading market. Currently, the
refrigerators made in the PRC accounted for approximately 16% of
the total global production whereas air conditioners accounted for
about 30%. The total export of household appliance for the year
reached approximately US$6.929 billion, increased by 23.27%
compared to the same period last year. The trade balance of the
export of household appliances was US$5.151 billion, after
excluding the factor of lower export price, the growth rate was over
30%. With the continuous development of the household

appliance market in the PRC, the corporate competitiveness will
be increased consequently. Since it is believed that the global
household appliance industry will be shifted to the PRC in the
future, which is a result of the competitive advantage of the PRC
household appliance industry, the development and export of the
household appliance industry of the PRC will expand at full speed.
It is expected that the household appliance industry of the PRC
will take up an important position in the international household
appliance market.

The Group maintained a stable development during the year under
review in spite of the fierce business environment. It is anticipated
that the competition of the domestic household appliance market
in 2002 will be intensified. The Group has taken this factor into
account and formulated strategic measures to ensure a stable
growth of the Group's business development.
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