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Report of the Directors

The Directors herein present their report and the audited
consolidated financial statements of the Company and the
Group for the Year.

PRINCIPAL ACTIVITIES AND
GEOGRAPHICAL ANALYSIS OF
OPERATIONS

The principal activity of the Company is investment holding.The
principal activities of the subsidiaries are set out in Note 9 to
the consolidated financial statements.

An analysis of the Group’s performance for the Year by
businesses and geographical segments is set out in Note 5 to
the consolidated financial statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the Year are set out in the
consolidated income statement on pages 53.

The Directors do not recommend the declaration of the payment
of a final dividend for the Year (2005: Nil).

RESERVES

Details of movements in reserves of the Company and the Group
during the Year are set out in Note 15 to the consolidated
financial statements.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in property, plant and equipment of the
Company and the Group during the Year are set out in Note 6 to
the consolidated financial statements.

PRINCIPAL PROPERTIES

Details of the principal properties held for investment purposes
during the Year are set out in Note 7 to the consolidated financial
statements.
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SHARE CAPITAL

Details of the movements in share capital of the Company during
the Year are set out in Note 14(a) to the consolidated financial
statements.

DISTRIBUTABLE RESERVES

As at 31 December 2006, the Company had no reserves available
for distribution to its shareholders (2005: Nil).

FIVE-YEAR FINANCIAL SUMMARY

A summary of the results and of the assets and liabilities of the
Group for the last five financial years, restated and reclassified
as appropriate, is set out on page 133.This summary does not
form part of the audited consolidated financial statements.

PURCHASE, SALE OR REDEMPTION OF
SECURITIES

The Company has not redeemed any of its shares during the
Year. Neither the Company nor any of its subsidiaries has
purchased or sold any of the Company’s shares during the Year.

SHARE OPTIONS

The Company adopted a share option scheme on 27 June 2003
(the “2003 Share Option Scheme”) as approved by the
shareholders at the annual general meeting.

Details of the 2003 Share Option Scheme are set out in Note
14(b) to the consolidated financial statements.
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DIRECTORS

The Directors during the Year and up to the date of this annual

report were:
Executive Directors

FANG Hongbo (Chairman)

ZHANG Quan

LI Dong Lai (appointed on 16 August 2006)

Ll Jianwei

YUAN Liqun (redesignated from non-executive Director to
executive Director on 4 January 2007)

WANG Wei (appointed on 17 January 2006 and resigned on 16
August 2006)

Non-executive Directors

ZHANG Xin Hua
CHEN Yu Hang

Independent non-executive Directors

CHAN Wai Dune
LAM Ming Yung
CHEN Chunhua

In accordance with article 87 of the Company’s Articles, Mr. Li
Dong Lai shall hold office until the next annual general meeting
of the Company (“Annual General Meeting”) and, being eligible,
will offer himself for re-election at the forthcoming Annual

General Meeting.

In accordance with article 91 of the Company’s Articles, Mr.Fang
Hongbo, Mr. Zhang Quan and Mr. Li Jianwei will retire at the
forthcoming Annual General Meeting and, being eligible, will
offer themselves for re-election at the forthcoming Annual
General Meeting. Each of non-executive Directors and
independent non-executive Directors is appointed for a

specified period of two years.
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Report of the Directors

DIRECTORS’ SERVICE CONTRACTS

Each of the non-executive Directors and independent non-
executive Directors have entered into service contract with the
Company for a term of two years which commenced on
1 September 2005 and is subject to termination by either party
giving not less than one month’s written notice. These service
contracts are exempted from the shareholders’ approval
requirement under Rule 13.68 of the Listing Rules.

Save as disclosed herein, none of the Directors proposed for
re-election at the forthcoming Annual General Meeting has a
service contract with the Company which is not determinable
by the Company within one year without payment of
compensation, other than statutory compensation.

INDEPENDENCE OF INDEPENDENT
NON-EXECUTIVE DIRECTORS

The Company has received from each of its current independent
non-executive Directors an annual confirmation of his/her
independence and the Company considers that each of them
to be independent based on the guidelines set out in Rule 3.13
of the Listing Rules.

EMOLUMENT POLICY

The emolument policy of the employees of the Group is set up
by the Remuneration Committee, the principle of which is that
the level of remuneration for the employees should be
determined by reference to their respective ability, qualifications
and competence.

The emoluments of the Directors of the Company are decided
by the Remuneration Committee, having regard to the
Company’s operating results, individual performance and

comparable market statistics.

The Company has adopted a share option scheme as an
incentive to Directors and eligible employees, details of the
scheme are set out in Note 14(b) to the consolidated financial

statements.
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PENSION SCHEMES

Details of the pension schemes operated by the Group are set
out in Note 22(a) to the consolidated financial statements.

DIRECTORS’ INTERESTS IN CONTRACTS

Except as disclosed in Note 31 to the consolidated financial
statements, no contracts of significance in relation to the Group’s
business to which the Company, its fellow subsidiaries or its
holding company was a party and in which a Director had a
material interest, whether directly or indirectly, subsisted at the
end of the Year or at any time during the Year.

BIOGRAPHICAL DETAILS OF DIRECTORS

Brief biographical details of Directors are set out on pages 30 to
33.
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Report of the Directors

DIRECTORS’ AND CHIEF EXECUTIVE'S
INTERESTS IN EQUITY OR DEBT SECURITIES

As at 31 December 2006, the interests and short positions of
each Director and chief executive of the Company in office as at
31 December 2006 in the shares, underlying shares and
debentures of the Company and its associated corporations
(within the meaning of Part XV of the Securities and Futures
Ordinance (“SFQO"), Chapter 571 of the laws of Hong Kong), as
recorded in the register required to be kept under Section 352
of the SFO or which have to be notified to the Company and
The Stock Exchange of Hong Kong Limited pursuant to the
Model Code for Securities Transactions by the Directors of Listed
Issuers contained in the Listing Rules, were as follows:
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Mr. Zhang Xin Hua Long positions 3,000,000 Beneficial owner 0.06%
SRITER A o=} ERERAA

Mr.Chen Yu Hang Long positions 3,000,000 Beneficial owner 0.06%
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Mr.Chan Wai Dune Long positions 2,500,000 Beneficial owner 0.05%
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DIRECTORS’ AND CHIEF EXECUTIVE'’S EERRRITBEASRBEXES
INTERESTS IN EQUITY OR DEBT SECURITIES SR {EFEH 2L
(Continued)
Options held Options held
at 1January Options Options  at 31 December
2006 granted exercised 2006 Exercisable  Exercisable
RZFFRE  duringtheYear duringtheYear  MZFFXE  Exercise from until
Name -A-H FEER XEEHRN +tZA=+-8 price  Grant date T o {TiE
i3] BEZERE RUZERE TREZBERE  BECERE  TEE RHEY HRERE HRERE
HKS
B
Directors: EER
FangHongbo  J7itK - 25,000,000 - 25000000 01206 23/1/2006  23/1/2006  22/1/2016
Wang Wei I - 25,000,000 (25,000,000) - 01206 23/1/2006  23/1/2006  22/1/2016
ZhangQuan  FIE - 25,000,000 (25,000,000) - 01206 23/1/2006  23/1/2006  22/1/2016
Li Jianwei FER - 5,000,000 - 5,000,000 01206 23/1/2006  23/1/2006  22/1/2016
Yuan Liqun EYilk: - 3,900,000 - 3,900,000 01206 23/1/2006  23/1/2006  22/1/2016
ChenYuHang  RFf - 3,000,000 (3,000,000) - 01206 23/1/2006  23/1/2006  22/1/2016
Zhang XinHua R - 3,000,000 (3,000,000) - 01206 23/1/2006  23/1/2006  22/1/2016

Share options are granted to Directors under the 2003 Share
Option Scheme.The consideration for each of the grants above
is HK$ 1. Details of share options schemes are disclosed in Note
14(b) to the consolidated financial statements.

Other than those interests disclosed above, as at 31 December
2006, no Directors and chief executives of the Company
(including their spouse and children under 18 years of age) had
any interest in, or had been granted, or exercised, any rights to
subscribe for shares of the Company and its associated

corporations (within the meaning of the SFO).

Saved as disclosed herein, at no time during the Year was the
Company, its subsidiaries, its associated companies, its fellow
subsidiaries or its holding company, a party to any arrangement
to enable the Directors and chief executives of the Company to
hold any interests or short positions in the shares in, or
debentures of, the Company or its associated corporations.
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Report of the Directors

DIRECTORS’ INTEREST IN COMPETING
BUSINESSES

Mr.Fang Hongbo, an executive Director, is a director of GD Midea
and certain subsidiaries of GD Midea and the Midea Group. He
is also the president of the refrigeration equipment division of
GD Midea.GD Midea and its subsidiaries (“Midea Electric Group”)
are principally engaged in the manufacture and sale of
household electrical appliances including refrigerators and air
conditioners, which may compete with the business of the
Group. Midea Group and its subsidiaries (excluding the Group)
(“Midea Ltd. Group”) is principally engaged in the manufacture
and sale of household electrical appliances including
refrigerators and air conditioners, which may also compete with

the business of the Group.

Mr. Li Jianwei, an executive Director, is a director of the Midea
Group and certain subsidiaries of GD Midea and the Midea
Group and he owns 33% of the registered capital of Foshan
Shunde Lixun Investment Co., Group (“Lixun Investment”) which
in turn owns 45% of the registered capital of the Midea Group,
the holding company of the controlling shareholder of the
Company and Ms. Yuan Liqun, a non-executive Director
(redesignated as an executive Director on 4 January 2007), is
also a director and vice president of the Midea Group and certain
subsidiaries of GD Midea and the Midea Group and a supervisor
of GD Midea. She owns 33% of the registered capital of Lixun
Investment. Both Midea Ltd. Group and Midea Electric Group
are principally engaged in businesses which may compete with
the business of the Group.

Mr.Zhang Quan, an executive Director, is a director of GD Midea.
He is also a General Manager of the central air-conditioning
division of the Midea Group which may compete with the

business of the Group.

Mr. Li Dong Lai, an executive Director, is a general manager of
refrigeration division of the Midea Group which may compete

with the business of the Group.

As at 31 December 2006, save as disclosed above, none of the
Directors was interested in any business apart from the business
of the Group, which competes or is likely to compete, either
directly or indirectly, with that of the Group.
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DIRECTORS’ INTEREST IN COMPETING
BUSINESSES (Continued)

The Audit Committee, which consists of three independent non-
executive Directors, meets regularly to assist the Board in
reviewing the financial performance and internal control
systems of the Group. The Company is therefore capable of
carrying on its businesses independently of,and at arm’s length
from, the businesses in which the Directors have declared

interests.
SUBSTANTIAL SHAREHOLDERS' INTERESTS

As at 31 December 2006, the following persons, other than a
Director or chief executive of the Company, had an interest or
short position in the shares and underlying shares of the
Company as recorded in the register required to be kept under
Section 336 of the SFO:
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Number of Percentage of
Name of shareholders shares held shareholding
MREREE &E HAERHBE FHikESEL
Midea International Corporation Company Limited Long positions 1,909,414,805 40.74%
(“Midea International”) (Note 1)
EH B ZERER A A S
([EMBER]) ()
Midea Group (Note 2) Long positions 1,909,414,805 40.74%
ErEE (Mi2) o=}
Foshan Shunde Tiantuo Investment Co., Ltd Long positions 1,909,414,805 40.74%
(“Shunde Tiantuo”) (Note 3)
LT B & R IR A B R A R Ha
(MEfmRFel) (BEE3)
Foshan Shunde Lixun Investment Co., Ltd Long positions 1,909,414,805 40.74%
(“Lixun Investment”} (Note 4)
{8 1L T B 1R e R 1 B PR A R a)
([FRRE ) (fFEE4)
Mr. He Xiangjian (Note 5) Long positions 1,909,414,805 40.74%
fa] = fi& 55 4 (P 3E5) o=}
Ms. Liang Fengchai (Note 6) Long positions 1,909,414,805 40.74%
2B W+ (ff5Ee6) a
Mr.Zhang Hechuan (Note 7) Long positions 1,909,414,805 40.74%
A 5 A (B EE7) o)
Ms. Zhao Hongying (Note 8) Long positions 1,909,414,805 40.74%

AL St (P EES)
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS T ERREH#EZE »)

(Continued)

Notes: MIsE -

These 1,909,414,805 shares were registered in the name of and

beneficially owned by Midea International.

Midea Group was deemed to be interested in the 1,909,414,805
shares which Midea International was interested in by virtue of

its holding 100% equity interest in Midea International.

The registered capital of the Midea Group is owned as to 55% by
Shunde Tiantuo and 45% by Lixun Investment. Accordingly,
Shunde Tiantuo was deemed to be interested in the
1,909,414,805 shares which Midea International was interested
in by virtue of its holding 55% equity interest in the Midea Group.

The registered capital of the Midea Group is owned as to 55% by
Shunde Tiantuo and 45% by Lixun Investment. Accordingly, Lixun
Investment was deemed to be interested in the 1,909,414,805
shares which Midea International was interested in by virtue of

its holding 45% equity interest in the Midea Group.

The registered capital of Shunde Tiantuo is owned as to 90% by
Mr. He Xiangjian and 10% by Ms. Lu De Yan. Accordingly, Mr. He
Xiangjian was deemed to be interested in the 1,909,414,805
shares which Midea International was interested in by virtue of

his holding 90% equity interest in Shunde Tiantuo.

Ms. Liang Fengchai is the spouse of Mr. He Xiangjian and is
therefore deemed to be interested in the 1,909,414,805 shares
which Midea International was interested in by virtue of Mr. He

Xiangjian’s holding 90% equity interest in Shunde Tiantuo.

The registered capital of Lixun Investment is owned as to 34%
by Mr. Zhang Hechuan, 33% by Mr. Li Jianwei and 33% by Ms.
Yuan Liqun. Accordingly, Mr. Zhang Hechuan was deemed to be
interested in the 1,909,414,805 shares which Midea International
was interested in by virtue of his holding 34% equity interest in

Lixun Investment.

Ms. Zhao Hongying is the spouse of Mr.Zhang Hechuan and was
therefore deemed to be interested in the 1,909,414,805 shares
which Midea International was interested in by virtue of Mr.
Zhang Hechuan’s holding 34% equity interest in Lixun

Investment.

%551,909,414,805 R AERBIR 2 B EE
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E M B FR A 2 2 1,909,414,805 % I (7 A
B -

EMEE 2 FMEARHIEBRITERFRLE D
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MANAGEMENT CONTRACTS

No contracts concerning the management and administration

of the whole or any substantial part of the business of the

Company were entered into or existed during the Year.

MAJOR CUSTOMERS AND SUPPLIERS

During the Year, the Group purchased less than 30% of its goods

and services from its 5 largest suppliers and sold less than 30%

of its goods and services to its 5 largest customers.

CONNECTED TRANSACTIONS

(a)

Significant related party transactions entered by any
member of the Group during the Year, which constituted
connected transactions under Chapter 14A of the Listing
Rules, are disclosed in note 31 to the consolidated financial
statements.

No other related party transactions, which also constitute
connected transactions under the Listing Rules, required
to be disclosed in accordance with Chapter 14A of the

Listing Rules, are entered by any member of the Group.

The independent non-executive Directors have reviewed
the continuing connected transactions of the Group
during the Year and confirmed that the continuing
connected transactions have been entered into:

(1) in the ordinary and usual course of business of the

Group;

(2) are in accordance with the pricing policy of the

Company;

(3) in accordance with the relevant agreements

governing the transactions; and
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CONNECTED TRANSACTIONS (continued) FAEXRX 5 (&)
(4) have not exceeded the relevant maximum amount 4 VEBBEAMZEEESLES
capped in accordance with the previous #H o
announcement.

(d) Based on the work performed, the auditors of the Company  (d) ZANA R Z AR IE AT 1T 2 TIEE R
have confirmed that the aforesaid continuing connected FERERS

transactions:

(1) have been approved by the Board; M BESEssE:

(2) are in accordance with the pricing policy of the (2 NERARFTMEBERETH
Company;

(3) have been entered into in accordance with the (3) EIREBEREZERZ . EBWRETT
relevant agreements governing the transactions; and OIS

(4) have not exceed the relevant caps. (4) WEBABE LR -

-
~

(e) The Company confirms that it has complied with the (e) ARRIMERE M X (Tl 2R 5B
disclosure requirements with respect to the transactions EFHHRAE+HAZEZHBERE °
referred to in paragraph (a) above in accordance with
Chapter 14A of the Listing Rules.

COMPLIANCE WITH THE MODEL CODE B FhRAIZEESR
OF THE LISTING RULES

The Company has adopted the terms of the Model Code ARAIEHRMNEZHEITESFZ HIIZESTH
regarding securities transactions by the Directors, the terms of ~ E &K TME R LT A8 BIFT &+ Frsi Ay _E 8817
which are not less exacting than the Model Code for Securities A E BEITEF R FHIZHESTH] o KM E EE
Transactions by Directors of Listed Issuers as set out in Appendix LI TEEAE > FIAESEHER  HECKRAK
10 to the Listing Rules. Having made specific inquiry to the ~ FE B FIZXESFH| o

Directors, all Directors confirmed that they have complied with

the Model Code throughout the Year.
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COMPLIANCE WITH CODE ON
CORPORATE GOVERNANCE PRACTICES

Throughout the Year, the Company had complied with the code
provisions of the Code on Corporate Governance Practices (the
“Code”) as set out in Appendix 14 of the Listing Rules, except for
the deviations that under the code provision E.1.2, it is stipulated
that the chairman of the Board should attend the annual general
meeting. The Chairman did not attend the annual general
meeting of the Company held on 9 June 2006 as he was overseas
for a sudden business engagement.The CEO attended the said
annual general meeting on his behalf to chair the meeting and

answer shareholders’ questions.

The Code requires that every director, including those appointed
for a specific term, should be subject to retirement by rotation
at least once every three years. At the annual general meeting
held on 9 June 2006, the Articles of the Company were amended
to comply with the code provisions of the Code such that (i)
every director (including those appointed for a specific term)
shall be subject to retirement by rotation at least once every
three years and (ii) the managing director of the Company (if
any) shall whilst holding office as such be subject to retirement
by rotation at least once every three years and shall be taken
into account in determining the number of directors to retire
by rotation in each year. Notwithstanding the above, during the
Year, the Company complied with code provision A.4.2 with
respect to retirement of directors.

AUDIT COMMITTEE

To protect the interest of shareholders, the Group formed the
Audit Committee on 5 August 1999. The Audit Committee
comprised three independent non-executive Directors of the
Company, namely, Mr. Chan Wai Dune (Chairman), Mr.Lam Ming
Yung and Ms. Chen Chunhua and is set to improve the system
of internal control of the Group. The Group has consulted
Practice Note on “Formation of Audit Committee”issued by the
Hong Kong Institute of Certified Public Accountants when it
formulated the duties of the Audit Committee. The Audit
Committee had reviewed the results of the Group for the Year.
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Report of the Directors

SUFFICIENCY OF PUBLIC FLOAT

Based on the information that is publicly available to the
Company and within the knowledge of its Directors, the
Directors confirm that the Company has maintained, during the

Year, sufficient public float as required under the Listing Rules.
AUDITORS

The consolidated financial statements have been audited by
PricewaterhouseCoopers who retire and, being eligible, offer
themselves for re-appointment. A resolution for the re-
appointment of PricewaterhouseCoopers as auditors of the
Group is to be proposed at the forthcoming Annual General
Meeting.

On behalf of the Board
FANG Hongbo
Chairman

Hong Kong, 18 April 2007
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