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In light of an oligopoly dominated by a handful of major corporations in
the household appliances industry and massive restructuring of the
refrigerator industry, Hualing adheres to its “profit-driven” operation
approach, and actively adjusts its operational model in accordance with
the business direction that emphasises on “expanding the refrigerator
production capacity while keeping a reasonable profit”, and “increasing
the profit margin of its air-conditioner business while maintaining an
appropriate operational scale”. The Group continued to fine-tune its
management system and operational workforce, tighten cost control and
enhance efficiency, to improve cost effectiveness. The Group’s narrowed
loss for the year under review indicated that its business reforms began

to pay off.

Turnover of Hualing Holdings Limited (the “Company” or “"Hualing”) and
its subsidiaries (together as the "Group”) for the year ended 31
December 2005 (the "Year”) amounted to approximately
HK$1,959,921,000 (2004: HK$1,891,483,000 ), representing an increase
of approximately 4% when compared to that of year 2004 (the "Previous
Year”). The audited loss attributable to shareholders amounted to
approximately HK$283,540,000 (2004: HK$628,755,000), which was
55% less than that of the Previous Year. The board of directors of the
Company (the “Board”) does not recommend the payment of final
dividend for the year ended 31 December 2005.

Hualing Holdings Limited

Annual Report 2005

+ % wsz

W NER

EEMERARCETENTEBFM
/7J<7r§ﬁ¥7<%ﬁ,$3'lﬁiiﬁﬂ’\]ﬂ9§%“ CERBERUA
MIREZH B[ EHABEEN
EAR TIEAEERE G EREERERN
RIMRANEIOEETR  EHRFELER
A PETE(CER RS REL B - BRIZRA
FRFTME AR L LN - FENERENR
MAHRES - BEER EFERBRE - &
BREEEPTHETTEV BB R -

=]~
mERg

BHE— ggﬂiﬂ- A=+—BFE (FRF
ED - #EREEBARAR (KREHEE])
REMB AR A TR EE]) N EEXENE

Di1%1,959,921,0007c (ZZZTWMF - B
1,891,483,0007T) * R_ZTTMF ([ EFE])
Al EA3E N 49400 « 48 B Az AR R FE (G B 18 K08
283,540,0007T (=TT U4 : % # 628,755,000
) BMEFERASSw  BEES ([EHE])
THREEE_TTRF+_A=1+—HLF
B2 RERE o




CHAI RMAN,S—E_TAT_E‘I\_/IENT

+ % ws

£
=

Turnover of the Group
REBEEER

HK$ million
BETTEE

1800 F—
1600 —
1400 —
1200
1000
800
600
400
200
0

2003 2004 2005

For the years ended 31 December 2003-2005
HE-ZZ=FZ_"TTRF+_A=+—HILFE

Turnover of the Group by Products
AEBEERBECEMRD M

[ Air-Conditioner %= 3
I Refrigerator /K48

For the years ended 31 December 2003-2005
HE-ZZ=FZ-_TTREFT_A=+—HILFE

In 2005, growth momentum in the household appliances industry
continued to slowdown. Small to medium-sized players were facing a
deteriorated operating environment, with fierce competition from both
domestic and international brand names. During the Year, Hualing actively
pursued its operational reforms, by ratifying its over-diversified business
portfolio, the redundancy in its business structure and other issues
inherited from the past. The reforms, which entailed extensive business
rationalisation and organisational restructuring, generated remarkable
results. The Group also strove to enhance its management system and
the quality of its management team, to ensure the maintenance of its
corporate competitiveness and continued development. The reform and
the reorganisation enabled the Group to move towards strategic

transformation.

During the Year, the Group adjusted its business direction by concentrating
its resources on the development of air-conditioner and refrigerator
businesses, in which the Group enjoyed considerable competitive
advantages. The Group had gradually withdrawn from the operation of
non-core businesses, such as shopping mall and property management.
During the Year, the Group ceased the operation of the in effective
central air-conditioning business. These measures enabled the Group to

better utilise its human and financial resources for its core businesses.
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The Group also rationalised its business structure by separating the
operations of its air-conditioner business from the refrigerator business,
through introducing independent vertical command chains to the two
businesses. Such a move allowed each business to adopt flexible

strategies in accordance with their respective market conditions.

The Group established an overseas sales and distribution company to
expand its export markets and to strengthen its export sales. In the
domestic market, the Group extensively revamped its sales and
distribution system, by transforming it into a better-organised systematic
approach, and by utilising the sales network of Midea Group Co., Ltd. (the
“Midea Group"), the Company's ultimate holding company, to enlarge its
sales channels. The Group had strengthened its collaboration with major
home appliances chain stores, which are its major sales and distribution

channels, to intensify its penetration of the domestic market.

In response to domestic and overseas market demand, the Group
actively expanded its refrigerator production capacity, with the expansion
of small refrigerator capacity completed during the Year, whereas that of
large refrigerators was is expected to be completed in the first or second
quarter of 2006.

The Group's air-conditioners had been positioned at the medium-to-high-
end market. To cope with its changes in market positioning, the Group
began to enhance the quality of its air-conditioners, to improve its
product function and to move towards the development of high-value-
added products.

During the Year, the Group also effectively improved its financial
conditions, and had straightened out most of the doubtful and bad debts
that were incurred prior to the Midea Group's takeover of the Company.
The Group also improved its capital position through the successful

completion of the rights issue.
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Through the introduction of the effective management model of the
Midea Group, the Group implemented an accountability management
and performance evaluation mechanism, with an aim at improving
operation standards. With respect to cost control, the Group had adopted
a tendering mechanism, and had strengthened its internal control and
further lowered its costs. Under the support of the Midea Group, the
Group displayed signs of improvement in various aspects including its
scale of operation and cash flow position, which helped to lay a solid

foundation for the Group to achieve a full recovery in 2006.

Although the Company's auditors issued a qualified opinion on the
Group's accounts for the Year basing on an accounting perspective, the
Board believes the Group has established a viable business portfolio,
together with the resources support from the Midea Group, we are
confident that the Group's business will resume its healthy development

in the near future.
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By order of the Board
FANG Hongbo
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Hong Kong, 18 April 2006
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