c

irman’s Statement

EREH/E

It is my pleasure to submit on behalf of the Board of Directors (the “Board")
the results of GZITIC Hualing Holdings Limited (the “Company”) and its
subsidiaries (the “Group”) for the year ended 31 December 2002.

Financial Highlights

Turnover of the Group amounted to approximately HK$1,261,072,000 for the
year ended 31 December 2002, representing a decrease of 24% as compared
to last year. The audited loss attributable to shareholders amounted to
approximately HK$250,359,000 (2001: audited profit attributable to
shareholders HK$10,759,000). The Board does not recommend the payment
of any final dividend for the year ended 31 December 2002.

Business Highlights

During the year under review, the sales volume of the Group's air-conditioners
has reached approximately 416,000 units, representing a decrease of
approximately 11% as compared to the previous year. Whereas impacted by
the slashing retail price of domestic air-conditioning products, turnover
reduced significantly by approximately 35% when compared with last year
and amounted to approximately HK$745,207,000. While the sales volume of
refrigerator business decreased by approximately 4% in comparison to last
year, amounted to approximately 636,000 units. Turnover slightly increased

by approximately 0.8%, amounted to approximately HK$515,865,000.

The Group's export business recorded satisfactory results, with the export
sales volume of airconditioners increased approximately 52% against prior
year, while export sales volume of refrigerators increased by 31%. In order
to broaden the Group’s market share in the PRC and overseas markets and
to improve the product varieties, during the year, the Group has completed
25 new product development projects. These have created huge momentum
for the development in the coming year. Moreover, the Group's cost control
measures have demonstrated great achievements. The procurement centre
established in April has lowered the average procurement cost by over 10%

as compared with the original procurement model.

The Group's application of information technology has obtained satisfactory
results. Of which, the implementation of the Enterprise Resource Planning

(“ERP") system has accelerated the overall business operation efficiency.
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The Group also strives to enhance the overall management level of human
resources. During the year, the Group has further improved the human
resources management structure, revised the screening method and
advanced the remuneration scheme. More training opportunities were given
to staff at different levels, the staff's professional expertise and the overall

operation efficiency of the Group are therefore enhanced.

The Group's management team actively improved the production technology,
product quality and cost structure during the year under review. With a
progressive business strategy, the Group has maintained a stable growth in

the midst of an extremely competitive market environment.
Future Development Strategies

Due to the ever-increasing competition in the PRC household appliance
industry, the Group will analyze its opportunities and threats, strengths and
challenges taken into account the industry environment and characteristics
of its competitors. This serves to facilitate the growth of the Group's

businesses by continual improvement.
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Profit/(Loss) Attributable to Shareholders of the Group
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The management believes that the status of PRC household appliance
manufacturing industry as “The World’'s Largest Household Appliance
Manufacturing Base” will be continuously enhanced and strengthened and
eventually will help the PRC household appliance enterprises to strive for
more opportunities in the global market with a wider coverage. The Group
will grasp this opportunity to consistently enhance, examine and utilize the
technology and advantages of its products, to speed up its exploration of the
overseas market network and to effectively implement its long-term and global

operation target.

1. Market Exploration

With regard to the domestic market, the Group will keep on
strengthening its existing market and will strive to explore markets
outside the Guangdong province and other rural markets. This is to
facilitate the further consolidation of the integrated, organized and
efficient sales platform in the PRC; and in turn will maximize the
domestic sales, realizing the strategy of small profit and large sales
volume. As for overseas export markets, the Group will put in more

resources and targets to have prominent development in 2003.

2. Product Development

The management believes that enhancement of product technology is
the key to maintain the Group’s market position. Therefore, the Group
will continue to be market oriented and apply the latest technology to
raise the technological advantages of HUALING products. Moreover,
the Group will speed up the research and development of the new
mini central air-conditioners and continue to improve the product
structure, with an aim to satisfy the needs of different markets and to

expand its market share.

The PRC household appliance industry is ever changing. To grasp the
pulse of the market and to respond to the market needs, the Group
will speed up the R&D of new products and to ensure that new products
are launched on schedule. The Group will also strengthen its overall
products development, to manufacture high value added and high profit
margin products which could bring about contributions to the Group'’s
profit.
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3. Application of Information Technology

With the application of information technology, the Group has obtained
satisfactory results in enhancing the operation efficiency during the
year under review. In view of this, the Group will continue to develop
the ERP software with Legend Holdings Limited. The Group will
continue to improve the ERP on airconditioners and at the same time
actively implements the ERP project in China Refrigeration Industry
Co., Ltd. The Group aims to further accelerate the overall information
technology level, in order to exercise to the greatest extent the power

of information technology management.
4. Cost Control

In view of the keen price competition in the household appliance
market, effective cost control measure is definitely the key for the
Group to strengthen its competitiveness in order to raise its profit.
Therefore, the Group will work on different aspects to lower its cost,
which include R&D, design, procurement, production, management,
etc. At the same time, the Group will further improve the “centralized
tender and shop around” principle; to implement the integrated
procurement model and to enforce strict procurement cost control.
On the other hand, the Group has integrated the sales network of air
conditioners and refrigerators. This is to lower the Group's operation
and sales costs and to further restructure the procurement system for
air-conditioners and refrigerators, in turn the Group's bargaining power
would be enhanced and effective production cost control would

therefore be resulted.

To efficiently lower the overall operation cost of the Group, the following
measures will be adopted: strengthening of internal management, bad
debts clearance, strict adherence to the annual budget plan; and in
accordance with the principle of “survival of the fittest and efficiency
comes first’ to review staff productivity and minimize resources

wastage.
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By Order of the Board
CHEN Xiao Shi

Chairman

Hong Kong, 16 April 2003
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