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The PRC Market

Benefited from the increase in number of new products and the expansion
of market share, the sales volume of air conditioning products in the PRC
increased by 17%, reaching approximately 284,000 units during the year.
The price adjustment of the industry seriously affected the profit
contributions of air conditioning products. However, capitalized on the
effective cost control and market strategies, the gross profit of air
conditioning products maintained a level similar to that of the previous
year. Meanwhile, in order to expand the business of the Group's air
conditioning products outside Guangdong province, the Group set up a
subsidiary in Chengdu during the year with an aim to develop sales
networks distribution and the performance was satisfactory.

OEM Market in the PRC

During the year, the performance of the Group's domestic air conditioner
OEM business was not satisfactory. The sales volume dropped by
approximately 56% as compared to the same period last year, which
amounted to approximately 51,000 units. It was because the OEM clients
of the Group started to establish their factories for production during the
year, so the demand for the Group's air conditioner OEM products slid and
the performance of the domestic OEM air conditioners business was
greatly affected. However, since the equipment of the new factories of
those brown household appliance customers focused on manufacturing
simple and small-sized machines while large-sized machines were still
manufactured by means of OEM. Therefore, the Group continued to
manufacture large-sized split-type and cabinet-type air conditioners, which
were of higher gross profit, for the brown household appliance clients.
Therefore, the gross profit margin of the Group's domestic OEM market for
air conditioners increased as compared to that of last year.
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Sales Volume by Markets of Air Conditioner
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PRC Market Overseas PRC OEM
Market
Year Units Units Units Units
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1999 193,000 21,000 18,000 232,000
2000 243,000 62,000 117,000 422,000
2001 284,000 130,000 51,000 465,000 _“ =
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PROSPECTS OF
AIR CONDITIONER
MARKET

The management of the Group believes that there is a close tie between the air conditioner business market and the economic
development of the PRC. With the continuous improvement of people's living standards, the demand for air conditioners will be
growing accordingly. The prospects of the air conditioner industry is very optimistic. In spite of the fact that the popularization of air
conditioning products keeps on increasing, the popularization rate of air-conditioners in the urban area of the PRC maintains at
about 35% while the rural market is still at the infant stage. Therefore, it is believed that there is tremendous room of development
in the air conditioner industry in the PRC.

In view of this, the Group will proactively seize the opportunities arising from the PRC's entry to the WTO. The Group will
strengthen the technical cooperation with international household appliance corporations, further improve the quality and profile of
the air conditioners so as to satisfy the changing demand of the market. In the meantime, the Group will fully utilize its advantages
in all kinds of resources and to establish a more extensive sales network. In addition, customer services of international standard
will be implemented in order to provide the customers with the best product services and to further expand the Group's market
share in the PRC. The Board anticipates that, capitalized on the aforementioned aggressive market strategies, the Group's air
conditioner business will achieve a better performance.
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