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FINANCIAL HIGHLIGHTS

Working Capital and Financial Resources

For the year ended 31 December 2001, the bank borrowings of the Group
amounted to approximately HK$535,074,000, including short-term bank
loans of approximately HK$ 518,574,000 while bank deposits and cash
amounted to approximately HK$187,039,000. The Group's accounts
receivable balance as at 31 December 2001 was approximately
HK$300,874,000. Interest protection ratio (the profit before interest,
taxation and depreciation divided by net interest) for the current year was
4.06 times.

Capital Structure

As at 31 December 2001, the shareholders' equity of the Group was
approximately HK$681,677,000, a growth of approximately 13% over prior
year. As at the year end, the debt to equity ratio, calculation based on
total of short-term and long-term borrowings against consolidated
shareholders' equity, was about 0.83, a slight improvement over prior
year's figure of about 0.90.

Banking Facilities and Pledge of Assets

As at 31 December 2001, the Group had banking facilities of
approximately HK$634,896,000 (2000:HK$540,402,000) for overdrafts,
bank borrowings and trade financing. As at the date, HK$535,074,000
were utilized (2000: all banking facilities were utilized). These facilities
were secured by corporate guarantees given by the subsidiaries of the
Company and charges over certain fixed assets of China Refrigeration,
Hualing Air-conditioning and Hefei Hualing with a total net book value of
approximately HK$116,967,000 (2000:HK$194,000,000) as at 31
December 2001.

Employees' Remuneration Policy

As at 31 December 2001, the Group employed approximately 3,100 full
time management, administrative and production staff in Hong Kong and
PRC. As a structured business enterprise, the Group follows research
report on remuneration which was conducted by professional consultants
in the PRC to determine employee remuneration based on employees'
performance, experience and industry practice. The Company has set up
share options scheme and provided free housing to part of its staff in the
PRC. Particulars of the remuneration of directors and staff are set out in
Note 6 of the accompanying financial statements.
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BUSINESS PERFORMANCE
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The current penetration of foreign household appliance manufacturers into the PRC market, coupled with an intense domestic
competition, has resulted in a fierce price competition. The entire product price level was lowered and a drop of profits was resulted
for the household appliance industry in the PRC for the year. The unhealthy price competition has lessened the profit margin of the
household appliance industry as the increase in turnover could not compensate the drop in profit level. In the face of the market
competition dominated by price competition, the Group strived to raise products' profit margin by means of business strategies and

effective cost control.
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Air Conditioner Business

Air conditioner business was still the principal source of the Group's profit
contribution. During the year, the sales of the Group's air conditioner
business achieved a steady growth. The number of units sold reached
approximately 465,000 units, an increase of about 10% as compared to
last year. The turnover dropped by approximately 10% and amounted to
approximately HK$1,138,884,000. The price of the domestic household
appliance products dropped significantly by 10% to more than 20%,
nevertheless the gross profit of HUALING products maintained the same
level as last year's owing to the Group's effective cost control. However,
the change of window-type air conditioners as the major export segment
led to a change of the structure of the Group's air conditioner business,
resulted in a drop in turnover and net gross profit for the year as
compared to the previous year. During the year, the sales of window-type
air conditioners accounted for 22% of the entire sales volume,
representing a significant increase of 12% over the same period last year
while that of cabinet-type and split-type accounted for 78% of the entire
sales volume, representing a drop of 12% over the same period last year.
Since the general price level has decreased, the profit attributed to air
conditioner business was then weakened.

Overseas Export Market

The major export regions of the Group's products are Europe and North
America. Following last year's growth, the total export units of air
conditioners during the year increased by approximately 110%, reached
approximately 130,000 units. Since the Group has put great effort in
exploring overseas markets in recent years and invested a lot of
resources, the overseas sales network is getting more mature. The export
business of air conditioners achieved a very promising result. Currently,
the overseas markets include Europe, North and South America, South
East Asia as well as Japan. The export orders for air conditioners
increased significantly for the year because of the high quality and
reasonable price of HUALING products.

Sales Volume by Products of Air Conditioner 2285 7 Mo i

Window-type Cabinet-type Split-type

Year  Units Units Units Units
FE A% =) a¥ = 8
1999 32,000 52,000 148,000 232,000
2000 42,000 90,000 290,000 422,000
2001 102,000 74,000 289,000 465,000
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