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Industry Environment

In 2002, competition of domestic household appliance industry escalated

further. The total production volume of household appliance increased sharply

but sales growth rate has decreased, with the household air-conditioning

products particularly impacted. The total production of household appliance

increased by approximately 32% while the total sales increased by approximately

7% in comparison with last year. However, the sales growth rate recorded a

dramatic decrease by approximately 34% compared to last year.

Retail prices of refrigerator and air-conditioner in the PRC are falling

continuously. The average retail price of domestic air-conditioner decreased

by approximately 25%. The average price for household refrigerator decreased

further by approximately 4% on the base of already lowered price level last

year.

Although the market development of domestic household appliance has

slowed down, the export market experienced substantial growth; the sales

and industry profit have both recorded significant growth. The production

volume of electrical appliances in the PRC has amounted to about 20% of

the global market share, and is now growing and consolidating its global

niche as the household appliance manufacturing base. Among which the

export of air-conditioner represented approximately more than 30% of the

total export value in the PRC.

Financial Highlights

Working Capital and Financial Resources

For the year ended 31 December 2002, the bank borrowings of the Group

amounted to approximately HK$530,468,000, including short-term bank loans

of approximately HK$491,876,000 while bank balance and cash amounted to

approximately HK$174,262,000. The Group’s trade receivable balance was

approximately HK$132,460,000.

All of the Group’s sales and purchases are mainly denominated in Renminbi

and Hong Kong Dollar. Accordingly, the Group does not have material risk

with respect to currency fluctuation.

2002
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Balance Sheet Highlights
HK$ Million 01/02

2000 2001 2002 Change 

Non-current Assets
758 800 813 2%

Inventory
627 635 397 -38%

Trade Receivables
201 301 132 -56%

Cash on Hand
171 187 174 -7%

Bank Loan
540 535 530 -1%

Shareholders’ Equity
601 682 431 -37%

Profit and Loss Highlights
HK$ Million 01/02

2000 2001 2002 Change 

Turnover
1,815 1,651 1,261 -24%

Gross Profit
472 434 168 -61%

Operating Profit/(Loss)
134 73 (200) -374%

Profit/(Loss) Attributable
to Shareholders

90 11 (250) -2,373%
Earnings/(Loss) Per Share

(HK cents)
  7.7 0.8 (18.1) -2,363%



ANNUAL REPORT 02 7

Management Discussion and Analysis

Capital Structure

As at 31 December 2002, the shareholders’ equity of the Group was

approximately HK$431,460,000, a decrease of 37% over prior year. As at 31

December 2002, the debt to equity ratio, calculation based on total of short-

term and long-term loans against consolidated shareholders’ equity, was about

1.2.

Banking Facilities and Pledge of Assets

As at 31 December 2002, the Group had banking facilities of approximately

HK$709,931,000 (2001: HK$634,896,000) for overdrafts, bank borrowings and

trade financing. As at that date, HK$530,468,000 were utilized (2001:

HK$535,074,000). Property, plant and equipment with net book value of

approximately HK$95,916,000 (2000: HK$116,967,000) were pledged as

security for the Group’s short-term bank loans.

Employees’ Remuneration Policy

As at 31 December 2002, the Group employed approximately 3,000 full time

staff in Hong Kong and the PRC. The Group follows research report on

remuneration which was prepared by professional consultants in the PRC to

determine employee remuneration based on employee 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.

Business Performance

During the year under review, the Group endeavored to maintain the domestic

market share of air-conditioner and refrigerator business and to expand the

overseas market share. In order to achieve this, stringent cost control,

enhanced operation efficiency and strengthened product development were

implemented to cater for the market needs. As to the internal corporate

management, the Group has actively enhanced the human resources and

corporate culture, with an aim to make necessary external and internal

adjustment, as well as to alleviate the impact of the fierce market competition.
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Sales Volume of Air-Conditioner

For years ended 31 December 2000-2002
2000 2002 12 31

Turnover of Air-Conditioner

For years ended 31 December 2000-2002
2000 2002 12 31

Air-Conditioner Business

During the year, the air-conditioner business of the Group decreased by 11%

against prior year and the number of units sold amounted to approximately

416,000 units. 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.

Among different products, the sales of window-type air-conditioner accounted

for 27% of the entire sales volume, representing an increase of 12% over

the same period last year, while that of cabinet-type and split-type accounted

for 15% and 58% of the total sales volume respectively, representing a

decrease of 16% and 17% respectively over the same period last year. Since

the general price level has decreased, the profit attributed to air-conditioner

business was subsequently weakened.

Overseas Export Market

Capitalized on last year’s growth momentum, the Group succeeded to record

an increase in the total export volume of air-conditioner by approximately

52% over prior year and amounted to approximately 198,000 units. In

particular, the performance in the European market was comparatively better.

In the first half of 2002, the export units to Greece already reached 23,000,

far above the total annual export volume to Greece in last year. In March, the

Group obtained the ‘TSE’ license in Turkey and recorded export volume of

approximately 14,000 units in this market. Spain was the newly developed

market of the Group during the year with export volume of approximately

8,000 units.
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 Window-type

For years ended 31 December 2000-2002  Cabinet-type
2000 2002 12 31  Split-type

Sales Volume by Products of Air-Conditioner

The PRC Market

The sales volume of air-conditioner in the PRC dropped by approximately

24%, reached approximately 215,000 units. The major reason leading to the

decline of sales volume was the cut-throat price competition initiated by those

new manufacturers of air-conditioner, in a bid to raise brand awareness and

market share. In order to maintain market share, apart from continuing the

provision of quality products and services to the clients, the Group also

adjusted the selling price downward. This act might bring forth impact on the

Group’s performance of air-conditioner in the PRC during the year, while in

the long-term perspective, will be beneficial to the enhancement of the

Group’s image and competitiveness in the air-conditioner business.

OEM Market in the PRC

During the year under review, the sales volume of OEM air-conditioner

amounted to approximately 3,000 units, representing a decrease of

approximately 94% as compared with last year. Turnover decreased by

approximately 93% over prior year and recorded approximately HK$9,000,000.

This was because the domestic household appliance manufacturers

established their own production facilities, resulting in a fall in the demand

for OEM.
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 PRC Market

For years ended 31 December 2000-2002  Overseas Market
2000 2002 12 31  PRC OEM OEM

Sales Volume by Markets of Air-Conditioner

Sales Volume by Products of Air-Conditioner

Window-type Cabinet-type Split-type Total

Year Units Units Units Units

2000 42,000 90,000 290,000 422,000

2001 102,000 73,900 289,500 465,400

2002 114,000 62,000 240,000 416,000

Sales Volume by Markets of Air-Conditioner

PRC Market Overseas Market PRC OEM Total
OEM

Year Units Units Units Units

2000 243,000 62,000 117,000 422,000

2001 284,000 129,900 51,500 465,400

2002 215,000 198,000 3,000 416,000
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Refrigerator Business

During the year under review, the Group’s sales volume of refrigerator

business decreased by approximately 4% in comparison to the corresponding

period last year, amounted to approximately 636,000 units. Turnover slightly

increased by approx imate ly  0 .8%, amounted to  approx imate ly

HK$515,865,000.

Overseas Export Market

The refrigerator business of the Group experienced satisfactory performance

during the year. Total export volume reached approximately 327,000 units,

representing an increase of approximately 31% as compared with last year.

Turnover increased by approximately 15% over prior year and amounted to

approximately HK$198,253,000.

The PRC Market

During the year, the performance of refrigerator business was hampered by

the persistent flattened demand from the domestic market, which resulted

in a reduction of approximately 35% in sales volume and amounted to

approximately 219,000 units. Turnover decreased by approximately 15% over

prior year and amounted to approximately HK$229,612,000.

OEM Market in the PRC

The sales volume of OEM refrigerator amounted to 90,000 units, representing

13% increase against last year. Turnover increased by approximately 28% over

prior year and amounted to approximately HK$88,000,000. This was due to the

increased orders from clients.
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Overall Operation Performance

The Group discerned that after the PRC’s accession to the World Trade

Organization, the domestic household appliance products will be opened up

to the international market. Therefore, the Group aggressively developed its

export business during the year and achieved competent performance which

alleviated the impact brought about by the sluggish development of the

domestic market.

Stringent Cost Control

The Group is committed to exercise prudent cost control. The strategic cost

control measures started from the aspects of development, design, production,

procurement, management, etc, in a bid to consolidate resources and strengthen

the financial management. The Group established the Enterprise Procurement

Centre in early April which enabled the Group to centralize the procurement

issues and effectively control the procurement cost. As at the end of 2002, over

half of the Group’s raw material procurement is by bidding system so as to

reduce the average procurement cost by over 10% against the original mode of

procurement.

In addition, the Group has boosted the financial budget and the degree of

cost control and would strictly adhere to the financial budget. The Group also

streamlined the manpower structure appropriately, which allowed the Group

to reduce the overall operating cost effectively.

10%

 PRC Market

For years ended 31 December 2000-2002  Overseas Market
2000 2002 12 31  PRC OEM OEM

Sales Volume by Markets of RefrigeratorSales Volume by Markets of Refrigerator

PRC Market Overseas Market PRC OEM Total
OEM

Year Units Units Units Units

2000 290,000 240,000 77,000 607,000

2001 336,000 250,000 79.000 665,000

2002 219,000 327,000 90,000 636,000
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Upgrading the Operating Efficiency

Overall operating efficiency is an enterprise’s key to success. The Group

obtained encouraging results in the establishment of information technology.

Enterprise Resource Planning (ERP) and Product Data Management (PDM)

were successfully executed in April, of which, the ERP project exhibited

substantial development. Inventory was considerably curtailed yet at

enhanced efficiency in the aspect of decision-making. The amount of inventory

in the year decreased by approximately 38% against last year, while the trade

receivables decreased by approximately 56%when compared to last year.

With regard to the PDM project, the Group is currently undergoing the Phase

2 development and perfecting the information storage. In the year ahead,

the Group will further build up the information technology system and to

fully utilize the integrated capability of data management.

Catering for the Market Needs

During the year under review, the Group has actively reshaped and enhanced

the product mix together with the development of new products. The Group

catered for the different level of market needs by differentiated product

characteristics as well as the proportion of product portfolio. The Group also

made use of the internet to rapidly revert to market information and to enhance

the efficiency of logistics with respect to inventory flow.

Enhancement of Product Development

All of the Group’s subsidiaries were market oriented during the year under

review. Through dedicated efforts in the adjustment of the R&D system,

enhanced allocation of resources and the rewarding system of the R&D staff,

the Group’s efficiency and successful rate in the aspect of technical

development have been raised significantly. The Group completed the

development of 25 new products in the year and it is believed that this could

provide fresh impetus to the Group in the market development in 2003.

The Group expedited the development of mini central air-conditioning business

in the year and obtained successful development of 18 types of model. Among

which, the duct machine series were technologically advanced and could be

applied to a wide range of fields, with particular advantage of easy installation

and operation. This series paved the way for the new generation of air-

conditioner by opening up a brand new dimension.

Value-Adding Human Resources

The Group has always emphasized the quality enhancement of its staff. During

the year, the Group further enhanced its management of human resources

and provided ample training opportunities for staff in all levels. The assessment

and the remuneration schemes have been improved, in order to upgrade the

overall management of human resources.
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Establishment of Corporate Culture

The Group endeavored to create an organization and cultural environment for

its employees which could facilitate their deployment of capability and

creativity. The Group has proactively strengthened the establishment of

corporate culture and to provide an active and creative environment for its

employees. This could improve the Group’s overall efficiency of production

and management.

Future Prospects

Looking forward, the Group will capitalize on the favorable PRC’s macro

economic environment and the stable economic policies; and to realize the

opportunities to explore the global markets as offered by the various trading

policies of the WTO. Moreover, the Group also envisages a growth in demand

with the domestic electrical appliances entering a new era and the boost in

the rural market.

Regarding product development, the Group will further enhance its product

series: refrigerators, household air-conditioners, mini central air-conditioners,

refrigerated cabinets, wine cabinets and mini electrical appliances have already

formed high, middle and low rank peripherals. Mini central air-conditioner

has successfully developed 18 new models. Of which, the duct machine series

have competitive technical and functional edges and have received favorable

responses after its first launch into the market. In the coming year, the Group

will speed up its market development and fully utilize its technical advantages,

in a bid to bring forth new income growth driver for the Group.

As for the export market, the Group will endeavor to better the quality of its

products. The air-conditioner factory and the refrigerator factories have already

obtained various export quality accreditations, including ISO9002, CCEE and

CE, CB, GS for exports and EMC in which facilitated the Group to further

explore the overseas market. The Group places strong emphasis in the specific

technical and functional requirements of export models, thus the product

R&D capab i l i t y  was fur ther  enhanced which st rengthened the

competitiveness of the Group’s export products.

In the future, the Group is dedicated to accelerate its research and

development capability, broaden its current product series and adopt the

production of mini electrical appliances on OEM basis, in order to exemplify

the brand value of HUALING. The Group will also implement reform in the

structure of technical development and to motivate the R&D staff.

Furthermore, the Group will better its techniques to respond promptly to the

market changes and to strengthen the establishment of its technical network

to elevate the satisfactory level of its customers. In the coming year, the

Group will be in full strength to enhance its brand awareness and to deepen

its penetration rate in the PRC market.
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