Effective Market Exploration and Management
of Distribution Channels

The Group was committed to strengthening the sales network during the
year. The Group effectively controlled the cost and the distribution
channels to facilitate the market exploration. With respect to the domestic
markets, the Group's strategy was to cooperate with some local
distributors located in areas where their conditions are matured already,
and set up joint ventures. The Group could then jointly explore and
manage the regional distribution network with the partners, leading to a
cut in cost and a direct control of sales channels ultimately.

Enhance Product Development

The management team of the Group believes that with the ever-maturing
household appliance techniques in the PRC, and the differentiation of core
techniques, which in turns strengthen the development of new products,
will be the key to enhance the competitive edge of products. In view of
this, the Group has fully utilized the advantages of its current resources,
coupled with the operating approach of "low cost combined with product
differentiation". The Group invested RMB 36,000,000 in expanding the
scale of research and the technical level, and satisfactory results was
obtained. During the year under review. The Guangzhou Municipal
Government has placed a high degree of importance on the Group's
technical development, and subsidized RMB 1,100,000 to the Group in
order to facilitate product research and development. The Group
developed and launched 52 new products into the market during the year
with a satisfactory results achieved. Currently, the Group possesses 138
refrigerator models and 121 air conditioner models, forming several tens
of collections comprising high, medium and low end product portfolios.
The competitive edge of HUALING products has been enhanced.
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Value-added Human Resources

The Group has been committed to the corporate culture of "people, the
most valuable resources of an enterprise" and has constantly organized
on-the-job training for the employees, aiming to enhance employees'
technical know-how and to nurture elites. The Group has emphasized the
concept of "right person for the right post" and has adopted the modern
corporate management model. Reasonable, fair and open assessment
scheme has been established to catalyze employees' working attitude
and facilitate the operating efficiency.

In the year under review, the Group recruited management expertise and
professional technicians from the PRC and overseas constantly. As at
December 2001, the percentage of senior management who has obtained
a master degree reached 75%. Through the systematic training scheme,
the quality of employees will become more professional and much
younger. The Group's human resources foundation has thus been
consolidated.

Establish Corporate Culture

The management team believes that a sound corporate culture will be a
key component to strengthen the Group's future development. In line with
the Group's development strategies, the Group restructured its corporate
ideology during the year based on the current corporate culture. The
Group also proactively strengthened the establishment of corporate
culture through various activities so that the employees would have a
deeper understanding of the Group's corporate goal, value and
operational ideology. The employees would then performed accordingly
and helped support and fulfill the Group's business strategies and
corporate goal.
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