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FINANCIAL HIGHLIGHTS

Turnover of Hualing Holdings Limited (the “Company” or “Hualing”) and
its subsidiaries (the “Group”) amounted to approximately
HK$1,891,483,000 for the year ended 31st December 2004 (2003:
HK$1,573,322,000), representing an increase of approximately 20% as
compared to the same period of last year. The audited loss attributable to
shareholders amounted to approximately HK$628,755,000 (2003:
HK$76,976,000). The Board does not recommend the payment of any
final dividend for the year ended 31st December 2004.

BUSINESS HIGHLIGHTS

During the year under review, competition of the industry was further
intensified and the operation environment was much stiffer as a whole
with the prices of raw materials continued to increase. Looking internally,
factors such as limitation of capital, unhealthy corporate mechanism,
inefficient organization structures, low management standard and shortage
of high-calibre staff affected the development of the Group significantly.
Facing the complicated and merciless operating environment both
internally and externally, Hualing experienced an extraordinary difficult

year in 2004 which was made possible by the efforts of our staff. Sales
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income of the Group in 2004 amounted to approximately HK$1,891
million, representing an increase of 20% over the previous year. The
sales volume of air-conditioners reached 830,000 units of which
419,200 units sold domestically and 410,800 units were exports,
representing an increase of 17% and 249% over the previous year
respectively. The sales volume of refrigerators registered 1,153,000 units
of which domestic sales accounted for 360,000 units while exports
totaled 793,000 units, representing an increase of 1% and 85% over the

previous year respectively.

In 2004, the export volume of the household appliances from the
People's Republic of China (“PRC") continued to maintain its rapid
growth momentum. The total export volume of air-conditioners reached
25,720,000 units, representing a growth rate of 52.9% compared with
last year. The total export volume of refrigerators amounted to
13,000,000 units, representing a growth rate of approximately 50% over

last year.
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In November 2004, the Midea Group Co., Ltd. ("Midea Group”) took
over the operation management of the Group and smoothened the
communications both internally and externally. Leveraging on the strong
back-up from Midea Group and the dedication of the entire staff, the
Group preliminary relieved the problem of capital constraint, radically
reformed the operation mechanism, fully reinstated the Group's reputation
and brand image, and actively pushed forward the streamlining of
organization and personnel. All of these resulted in the overall gradual
improvement of the Group's operation and laid a good foundation for an

entire recovery in 2005.

Facing the drastic rise in the prices of key raw materials of household
appliances, and the extremely high operating cost of old Hualing, the
Group conducted an overall review on Hualing's cost structure which
brought about a substantial reduction in management fee, and enforced
the cut-down of non-operating expenditure. Through the introduction of
the comprehensive bidding system for procurement and taking advantage
of the resourceful supply chain of Midea, the procurement cost was

trimmed down significantly.

In sales management, the mode of sales was shifted from “salesperson”
to "team sales”. Aiming at rebuilding the Hualing brand and uplifting the
corporate image as well boosting its influence in the market, measures
were taken to strengthen the establishment of channel network, enhance
the formation of sales team, establish preliminary the structure of sales

flow and increase market promotion.

The Group highly focused on and invested more resources in the
research and development of products. Over 200 R&D development
projects regarding new air-conditioners and refrigerators were completed

which further increased its product competitiveness in the market.

With the introduction of the advanced management model from Midea
Group, a full set of management tools was established gradually and well
in place to enhance the internal management standard and the
establishment of information system. This has led to an initial improvement

of the Group's inefficiency in its overall business.
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FUTURE DEVELOPMENT

Facing the increasing industry competition and taking into account current
development, the Group plans to adopt “restructuring, rectification,
adjustment and development” as the overall policy. By focusing on air-
conditioner and refrigerator business, further optimization of organizational
structure and human resources, increasing investment in the research
and development of new products, shifting of sales strategy, producing
high quality products, strictly tightening cost control and further
enhancement of the information system, the Group aims at resuming
profitability in a short period of time and becoming one of the top eight

players in PRC's refrigerating industry in the short run.

Business Development Strategy

Hualing's will focus on the air-conditioner and refrigerator business and
meanwhile scale down or close the non-core business in the very near
future. The Group will dedicate and specialize in the main business of air-

conditioner and refrigerator.

Human Resources Strategy

The Group will continue to rationalize the organizational structure and
optimize human resources to establish a simplified, high efficient and
dynamic operation management model and enhance management in
human resources. Through implementing Midea Group's corporate
culture to build up teamwork and its own business culture in order to

regenerate the Company’s vigor and vitality.

Research and Development Strategy

Adhering to the “market-oriented” principle, the Group's products will be
positioned as medium-to-high end products by increasing investment in
technological research and development, strengthening the incubation in
core technology, facilitating product research and development, consistently
improving product competitiveness, and achieving technological leading

position and product diversification.
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Sales Strategy

To change the “salesperson” concept completely and strengthen training
in team sales. Meanwhile, to focus on improving the quality of team sales
and increasing the core competitiveness of the overall sales system. With
Guangzhou, Jiangsu, Sichuan and Chongging as the main markets, the
Group targets at developing Shanghai, Anhui and Huadong market and to
get through the Beijing market. For overseas sales, the Group will further
develop and expand in overseas markets, consolidate further the
international air-conditioner business and Zhongxue's export department,
establish new overseas sales companies to secure rigid growth in export
scale effectively and systematically and to enhance its international

competitiveness.

High Quality Strategy

The Group will adopt the high quality strategy and its products will be
positioned as medium-to-high end products for the manufacture of “fine
works” by adding value to the products. It will strengthen quality control
and adhere to the “quality-oriented” principle, endeavor in production

and quality management while striving to lower cost without giving way to

quality.

Cost Strategy

Tightening of cost control with vigor, continued enforcement of cutting-
down non-operating expenditure. In addition, taking full advantage of
Midea's resources platform to effectively reduce cost and broaden the
scope of business development. In controlling the growth of procurement
cost, the Group will push forward the cost management in quality and
design with emphasis on cost management in workshop. Labour
efficiency will further be improved to realize the target of lowing
refrigerators production cost by 10% and air-conditioners production cost
by 7%.
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Information System

The Group will invest more in the information system and focus on
building up sales information system in 2005. Based on the existing
information system and taking into account the needs of development,
reform will be carried out for the current financial, logistic, official and
other information system in order to enhance the overall standard and
efficiency of sales platform and management platform and to secure the

fulfillment of the Group's business development demand.
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I would like to express my sincere gratitude to the Board, the
management team and all the staff for their dedication to the Group's
development. | would also like to convey my cordial thanks to the
shareholders for their support. The Group will make every endeavor to
the best running and management of the company, and to reverse from
loss in a short period of time so as to maximize return for the

shareholders.

By order of the Board
Fang Hongbo
Chairman

Hong Kong, 22nd April 2005
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