Chairman’s Statement

Hualing Holdings Limited (the “Company” or “Hualing”) adhered
to the operation approach of “focusing on profitability, adjusting
the operation mode, specializing in refrigerators and air-
conditioners, controlling costs and enhancing efficiency and
achieving break-even”to realise profitability as soon as possible
under the increasing competitive environment in the industry.

During 2006, the slowdown in the growth of the home
appliances industry and substantial rise in raw materials costs,
have adversely impacted the operating environment of the
industry. Against the backdrop of severe market competition,
Hualing, adhering to the operation approach of “focusing on
profitability, adjusting the operation mode, specializing in
refrigerators and air-conditioners, controlling costs and
enhancing efficiency and achieving break-even’, optimized
internal operational management system, extended its
commitment in technologies improvement, introduced reform
in marketing strategies, promoted lean manufacturing and
significant improvement in the overall operations was achieved
with all the measures undertaken. For the year ended 31
December 2006 (the “Year”), the growth in the Hualing and its
subsidiaries (together as the “Group”)’s sales amounted to
approximately 17% while the loss was substantially narrowed
down as compared to that of year 2005 (the “Previous Year”).

Turnover of the Group for the Year amounted to approximately
HK$2,286,387,000 (2005: HK$1,959,921,000 ), representing an
increase of approximately 17% when compared to that of the
Previous Year. The audited loss attributable to shareholders
amounted to approximately HK$112,647,000 (2005:
HK$283,540,000), which was 60% 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.

In 2006, the home appliances industry in the PRC has become
more competitive. The operating environment for small to
medium sized home appliances enterprises have become more
difficult under the intensive competition from the leading
domestic and international major brands. Hualing, by adhering
to its strategies, concentrating its resources on core businesses
such as air-conditioner and refrigerator, furthering the
adjustments to the mode of operation, optimizing its internal
operational management system, was capable of competitions
in the market and meeting the requirements of corporate
development.
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Chairman’s Statement

Turnover of the Group
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During 2006, the Group furthered its investment in technologies
and promoted higher standard of manufacturing. With the
higher demand in consumption, the Group, being market-
oriented, has re-directed its focus on the research and
development of new products. The development of air-
conditioners mainly focused on high value-added products with
direct current invertors, while a series of larger capacity and air-
cooling refrigerators was introduced. In addition, the Group has
also further its investment in the research and development,
testing and quality control over the hardware facilities during
the Year. With respect to manufacturing, the Group has
introduced the rationale of producing goods with higher
standard and tools such as 5S, 6sigma, for perfecting the
manufacturing technologies and optimizing the manufacturing

processes which allows higher flexibility.

With respect to sales, the Group promoted the reformation on
marketing strategies and established its capability of marketing
in different markets. Following the delegation of power in sales
on the basis of effective control, the Group has responded
promptly to market demand and maintained its vitality in
marketing. In respect of setting up sales channels, the Group
further expanded its sales channels and strived to maintain
different marketing channels. In addition, the Group has
extended the coverage, and strengthened the management, of
its after-sales network for providing all-rounded services for our

consumers.
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Turnover of the Group by Products
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Chairman’s Statement

During the Year, the Group, on the basis of product categories,
has established a value chain team, which comprised staff from
the departments of research and development, procurement,
manufacturing and sales of related products.The Group has also
set up a joint meeting system and this system facilitated the
regular communications. Such internal co-ordination system
help solve the problem arising in the operation effectively and
establish a good internal coordination system.

Taken the experience of outstanding management of Midea
Group Co., Ltd. (the “Midea Group”) over the past few years as
reference, the Group has established an effective management
model which helped to promote the healthy development of

our operation.
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I would like to take this opportunity to express my sincere
gratitude to members of the Board, the management team and
all the staff members for their dedication and contribution to
the Group’s development.| would also like to covey my cordial
appreciation to the shareholders for their support. The Group
as a whole will make every endeavour to manage the Company
in a disciplined and efficient manner, and to realise profitability
shortly, so as to maximise returns to the shareholders.

By order of the Board
FANG Hongbo

Chairman

Hong Kong, 18 April 2007
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