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Notes to the Consolidated
Financial Statements

GENERAL INFORMATION

Hualing Holdings Limited (“the Company”) and its
subsidiaries (together “the Group”) manufacture,
distribute and sell household electrical appliances, which
include air-conditioners, refrigerators and mini-
refrigerators. The Group has manufacturing plants in the
People’s Republic of China (“PRC”) and sells mainly within
the PRC and countries in Europe, Americas, Asia Pacific and
Africa.

The Company is a limited liability company incorporated
in Hong Kong.The address of its registered office is Suite
3904, 39/F, Tower 6, The Gateway, Habour City, 9 Canton
Road, Tsim Sha Tsui, Kowloon, Hong Kong.

The Company’s shares are listed on the Main Board of The
Stock Exchange of Hong Kong Limited.

These consolidated financial statements have been
approved for issue by the board of directors on 18 April
2007.

PRINCIPAL ACCOUNTING POLICIES

The principal accounting policies applied in the
preparation of these consolidated financial statements are
set out below. These accounting policies have been
consistently applied to all the years presented, unless
otherwise stated.

2.1 Going concern basis

The Group incurred a loss attributable to the equity
holders of the Company of HK$112,647,000 for the
year ended 31 December 2006. In addition, the Group
had net current liabilities and net liabilities of
HK$687,039,000 and HK$300,490,000, respectively,
as at 31 December 2006. Nevertheless, the directors
have adopted the going concern basis in the
preparation of these consolidated financial
statements based on the following:
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES 2 FESZFHEEER®

(Continued)

2.1 Going concern basis (Continued) 21 HEEEZEE )

The written intention of continuing financial
support provided by the Group’s ultimate
holding company, Midea Group Co., Ltd. (the
“Midea Group”) in the future 12 months from
the date of approval of the consolidated
financial statements;

As disclosed in Note 16 to the consolidated
financial statements, certain bank loans, with
which the Group largely finances its day-to-day
working capital requirements, are due for
repayment in 2007. Subsequent to the balance
sheet date, bank loans of approximately
HK$39,813,000 have been rolled over and will
be due for repayments in 2007 and 2008 and
none of the banks have withdrawn their
facilities extended to the Group to date.
Besides, at 31 December 2006, the Group has
unutilised banking facilities of approximately
HK$155,000,000, out of which approximately
HK$145,000,000 was guaranteed by the Midea
Group or subsidiaries of the Midea Group.The
directors are of the opinion that, the Group will
succeed in negotiating with its bankers to
renew its outstanding bank loans as they fall
due and/or to extend their repayment terms
to meet its future working capital and financial
requirements. Nevertheless, the Group is also
actively exploring the availability of alternative
sources of financing; and

As disclosed in Note 16 to the consolidated
financial statements, the banking facilities of
approximately HK$316,512,000 were
guaranteed by the Midea Group or a subsidiary
of the Midea Group as at 31 December 2006.
The directors believe that the Midea Group will
continue to provide assistance to procure the
Group in obtaining adequate additional
banking facilities and in extending credit from
established and new suppliers or to inject
funding into the Group.
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)
2.1 Going concern basis (Continued)

In addition, the Group underwent the following
activities in current year to improve its profitability
and cash flows:

— The Group successfully implemented new
business strategies which included the
termination of production of certain
unprofitable models and disposal of certain off-
strategy investments to generate additional
cash flows for the Group’s operations. The
Group’s gross profit (gross profit margin)
increased from HK$ 154,874,000 (7.9%) in 2005
to HK$244,236,000 (10.7%) in 2006;

— In August 2006, the Company raised
approximately HK$82,015,000 after expenses
by issuing 640,000,000 placing shares at a price
of HK$0.13 per placing share which were used
to provide working capital for the Group’s

operations; and

— In September and December 2006, the
directors and the employees of the Company
exercised 28,000,000 and 49,000,000 share
options, respectively, at a price of HK$0.1206
per share which raised approximately
HK$9,285,000 to provide additional funding to
the Group.

In the opinion of the directors, in light of the above,
the Group will have sufficient working capital to
finance its operations and remain as a going concern
in the foreseeable future. Accordingly, the directors
are satisfied that it is appropriate to prepare the
consolidated financial statements on a going
concern basis.
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Notes to the Consolidated wr A B S R R M
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES 2 FESZFHEEER®

(Continued)

2.2 Basis of preparation 2.2 {RHIEE
The consolidated financial statements of the Group REBWEE M BERRIZE B 53R
have been prepared in accordance with Hong Kong HHREA (BT ERELED]) RR -
Financial Reporting Standards (“HKFRS”). The fRE IS HRER TR E £ A E Bl iR
consolidated financial statements have been L W EMIEEMEERERT o

prepared under the historical cost convention as
modified by the revaluation of investment

properties.

The preparation of financial statements in MBS BB B IRE LRI W
conformity with HKFRS requires the use of certain ~EEGERAE THRe A - B
critical accounting estimates. It also requires EBEERAAEBSTBRBREF VA
management to exercise its judgement in the IR EFIE o B RRKIZE 8 #IE =k
process of applying the Group’s accounting policies. BHMENERE - EGREVBERER
The areas involving a higher degree of judgement BAXENRR LA A EE TR
or complexity, or areas where assumptions and AR -

estimates are significant to the consolidated financial
statements are disclosed in Note 4.
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)
2.2 Basis of preparation (Continued)

(a) Standards/ Interpretations to existing standards
that are not yet effective and have not been early
adopted by the Group

The following standards/ interpretations to
existing standards have been published that
are mandatory for the Group’s accounting
periods beginning on or after 1 January 2007
or later periods that the Group has not early
adopted:

HK(IFRIC)-Int 8, Scope of HKFRS 2
(effective for annual periods beginning
on or after 1 May 2006). HK(IFRIC)-Int 8
requires consideration of transactions
involving the issuance of equity
instruments — where the identifiable
consideration received is less than the fair
value of the equity instruments issued —
to establish whether or not they fall
within the scope of HKFRS 2.The Group
will apply HK(IFRIC)-Int 8 from 1 January
2007, but it is not expected to have any
impact on the Group’s consolidated
financial statements;
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)

2.2 Basis of preparation (Continued)

(a) Standards/ Interpretations to existing standards

that are not yet effective and have not been early

adopted by the Group (Continued)

HK(IFRIC)-Int 10, Interim Financial
Reporting and Impairment (effective for
annual periods beginning on or after 1
November 2006). HK(IFRIC)-Int 10
prohibits the impairment losses
recognised in an interim period on
goodwill, investments in equity
instruments and investments in financial
assets carried at cost to be reversed at a
subsequent balance sheet date. The
Group will apply HK(IFRIC)-Int 10 from 1
January 2007, but it is not expected to
have any impact on the Group’s
consolidated financial statements;

HKFRS 7, Financial instruments:
Disclosures, and the complementary
Amendment to HKAS 1, Presentation of
Financial Statements — Capital
Disclosures, will be effective for the
Group's accounting period beginning on
or after 1 January 2007. HKFRS 7
introduces new disclosures to improve
the information about financial
instruments. The Group will apply HKFRS
7 from 1 January 2007, but it is not
expected to have any impact on the
classification and valuation of the

Company'’s financial statements; and
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)
2.2 Basis of preparation (Continued)

(a) Standards/ Interpretations to existing standards
that are not yet effective and have not been early
adopted by the Group (Continued)

HK(IFRIC)-Int 11, HKFRS2-Group and
Treasury Share Transactions (effective for
annual period beginning on or after 1
March 2007). HK(IFRIC)-Int 11 addresses
equity-settled awards and group scheme.
The Group will apply HK(IFRIC)-Int 11
from 1 January 2008, but is not expected
to have any impact on the Group’s
consolidated financial statements.
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)

2.2 Basis of preparation (Continued)

(b) Interpretations to existing standards that are not

yet effective and not relevant for the Group’s

operations

The following interpretations to existing

standards have been published that are

mandatory for the Group’s accounting periods

beginning on or after 1 January 2007 or later

periods but are not relevant for the Group’s

operations:

HK(IRFIC)-Int 7, Applying the Restatement
Approach under HKAS 29, Financial
Reporting in Hyperinflationary
Economies (effective from 1 March 2006).
HK(IFRIC)-Int 7 provides guidance on how
to apply requirements of HKAS 29 in a
reporting period in which an entity
identifies the existence of hyperinflation
in the economy of its functional currency,
when the economy was not
hyperinflationary in the prior period. As
none of the group entities have a
currency of a hyperinflationary economy
as its functional currency, HK(IFRIC)-Int 7

is not relevant to the Group's operations;
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Notes to the Consolidated s WS R R M
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES 2 FESZFHEEER®

(Continued)
2.2 Basis of preparation (Continued) 2.2 RHNEE (B
(b)  Interpretations to existing standards that are not (b) 5K AR % £ K 55 B 3 5 A
yet effective and not relevant for the Group’s BB ER 2 (B

operations (Continued)

. HK(IFRIC)-Int 9, Reassessment of o EX (BBRMEHRERE

embedded derivatives (effective for
annual periods beginning on or after 1
June 2006). HK(IFRIC)-Int 9 requires an
entity to assess whether an embedded
derivative is required to be separated
from the host contract and accounted for
as a derivative when the entity first
becomes a party to the contract.
Subsequent reassessment is prohibited
unless there is a change in the terms of
the contract that significantly modifies
the cash flows that otherwise would be
required under the contract, in which
case reassessment if required. As none of
the group entities have involved in such
contracts, HK(IFRIC)-Int 9 is not relevant

to the Group’s operations; and
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)

2.2 Basis of preparation (Continued)

(b) Interpretations to existing standards that are not

yet effective and not relevant for the Group’s

operations (Continued)

HK(IFRIC)-Int 12, Service Concession
Arrangements (effective for annual
period beginning on or after 1 January
2008). HK(IFRIC)-Int 12, applies to
companies that participate in service
concession arrangement. It provides
guidance on the accounting by operators
in public-to-private service concession
arrangements. As none of the group
companies have participated in such
service concession arrangements,
HK(IFRIC)-Int 12 is not relevant to the
Group's operations.

(c) Standards, amendments and interpretations

effective in 2006 but not relevant for the Group’s

operations

The following standards, amendments and

interpretations are mandatory for accounting

periods beginning on or after 1 January 2006

but are not relevant to the Group’s operations:

HKAS 19 (Amendment) — Employee
Benefits;

HKAS 21

Investment in a Foreign Operation;

(Amendment) — Net

HKAS 39 (Amendment) — Cash Flow
Hedge Accounting of Forecast Intragroup
Transactions;
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)
2.2 Basis of preparation (Continued)

(c) Standards, amendments and interpretations
effective in 2006 but not relevant for the Group’s

operations (Continued)

. HKAS 39 (Amendment) — The Fair Value
Option;

HKAS 39 (Amendment) — Financial
Guarantee Contracts;

) HKFRS 6, Exploration for and Evaluation

of Mineral Resources;

) HKFRS 1 (Amendment) — First-time
Adoption of International Financial
Reporting Standards;

. HK(IFRIC)-Int 4, Determining whether an

Arrangement contains a Lease;

HK(IFRIC)-Int 5, Rights to Interests arising
from Decommissioning, Restoration and

Environmental Rehabilitation Funds; and

. HK(IFRIC)-Int 6, Liabilities arising from
Participating in a Specific Market — Waste
Electrical and Electronic Equipment.
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)

2.3 Consolidation

The consolidated financial statements include the

financial statements of the Company and all its

subsidiaries made up to 31 December.

(a)

Subsidiaries

Subsidiaries are all entities over which the
Group has the power to govern the financial
and operating policies generally
accompanying a shareholding of more than
one half of the voting rights. The existence and
effect of potential voting rights that are
currently exercisable or convertible are
considered when assessing whether the Group

controls another entity.

Subsidiaries are fully consolidated from the
date on which control is transferred to the
Group.They are de-consolidated from the date
that control ceases.
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Notes to the Consolidated s WS R R M
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES 2 FESZFHEEER®

(Continued)

2.3 Consolidation (Continued) 2.3 Z8k8B @)

The purchase method of accounting is used to
account for the acquisition of subsidiaries by
the Group. The cost of an acquisition is
measured as the fair value of the assets given,
equity instruments issued and liabilities
incurred or assumed at the date of exchange,
plus costs directly attributable to the
acquisition. Identifiable assets acquired and
liabilities and contingent liabilities assumed in
a business combination are measured initially
at their fair values at the acquisition date,
irrespective of the extent of any minority
interest. The excess of the cost of acquisition
over the fair value of the Group’s share of the
identifiable net assets acquired is recorded as
goodwill. If the cost of acquisition is less than
the fair value of the net assets of the subsidiary
acquired, the difference is recognised directly
in the income statement.

Inter-company transactions, balances and
unrealised gains on transactions between
group companies are eliminated. Unrealised
losses are also eliminated unless the
transaction provides evidence of an
impairment of the asset transferred.
Accounting policies of subsidiaries have been
changed where necessary to ensure
consistency with the policies adopted by the
Group.

In the Company’s balance sheet the
investments in subsidiaries are stated at cost
less provision for impairment losses.The results
of subsidiaries are accounted by the Company
on the basis of dividend received and

receivable.
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)

2.4 Segment reporting

25

A business segment is a group of assets and

operations engaged in providing products or

services that are subject to risks and returns that are

different from those of other business segments. A

geographical segment is engaged in providing

products or services within a particular economic

environment that are subject to risks and returns that

are different from those of segments operating in

other economic environments.

Foreign currency translation

(a)

(b)

Functional and presentation currency

Items included in the financial statements of
each of the Group’s entities are measured using
the currency of the primary economic
environment in which the entity operates (‘the
functional currency”). The consolidated
financial statements are presented in Hong
Kong Dollars, which is different from the
Group's functional currency of Renminbi.The
Group has used Hong Kong Dollars as
presentation currency, in view of the shares of
the Company listed on the Hong Kong Stock
Exchange.

Transactions and balances

Foreign currency transactions are translated
into the functional currency using the
exchange rates prevailing at the dates of the
transactions. Foreign exchange gains and
losses resulting from the settlement of such
transactions and from the translation at year-
end exchange rates of monetary assets and
liabilities denominated in foreign currencies
are recognised in the income statement, except
when deferred in equity as qualifying cash flow
hedges or qualifying net investment hedges.
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)

2.5 Foreign currency translation (Continued)

(b)

(c)

Transactions and balances (Continued)

Translation differences on non-monetary
financial assets and liabilities are reported as
part of the fair value gain or loss. Translation
differences on non-monetary financial assets
and liabilities such as equities held at fair value
through profit or loss are recognised in profit
or loss as part of the fair value gain or loss.
Translation differences on non-monetary
financial assets such as equities classified as
available for sale are included in the fair value

reserve in equity.

Group companies

The results and financial position of all the
group entities (none of which has the currency
of a hyperinflationary economy) that have a
functional currency different from the
Company’s presentation currency are
translated into the Company’s presentation

currency as follows:

(i)  assets and liabilities for each balance
sheet presented are translated at the
closing rate at the date of that balance
sheet;

(ii) income and expenses for each income
statement are translated at average
exchange rates (unless this average is not
a reasonable approximation of the
cumulative effect of the rates prevailing
on the transaction dates, in which case
income and expenses are translated at

the dates of the transactions); and

(iii) all resulting exchange differences are
recognised as a separate component of
equity.
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Notes to the Consolidated wr A B S R R M
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES 2 FESZFHEEER®

(Continued)
2.5 Foreign currency translation (Continued) 2.5 IVEEBRE (B)
(c)  Group companies (Continued) (c) HERAE(E)
On consolidation, exchange differences arising ERERERER - BEFI
from the translation of the net investment in NEREFHELMEREIETER
foreign operations, and of borrowings and hEREZHPTAZEE
other currency instruments designated as HWEBTAMELECELE
hedges of such investments, are taken to 2 -HIARRER - BRE
shareholders’ equity. When a foreign operation oL EBINERER - ik
is partially disposed of or sold, exchange Rz 2B ER R E R
differences that were recorded in equity are NERBLEREHBE 2 —
recognised in the income statement as part of o o
the gain or loss on sale.
2.6 Property, plant and equipment 2.6 Y% - BERRE
Property, plant and equipment are stated at historical ME - B KEERELKARITE
cost less depreciation and impairment losses. KM EEESIR - B KA BIERE
Historical cost includes expenditure that is directly ZEBEERESE ZFX o BARTRA]
attributable to the acquisition of the items. Cost may BREBEREREAINEEEYE |
also include transfers from equity of any gains/losses FEREER 2 EERREREEHIE
on qualifying cash flow hedges of foreign currency BETELZWEBE -
purchases of property, plant and equipment.
Subsequent costs are included in the asset’s carrying HEHR KRR BEEZIER B
amount or recognised as a separate asset, as AL ER B IR ARNER -
appropriate, only when it is probable that future NERE A% e
economic benefits associated with the item will flow PREEEFABENBERABEILE
to the Group and the cost of the item can be Z= (G h) - B At RIREY
measured reliably. All other repairs and maintenance ERELEZVBAAANRKREZX

are expensed in the income statement during the 8H o
financial period in which they are incurred.
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)

2.6

2.7

Property, plant and equipment (Continued)

Depreciation of property, plant and equipment is
calculated using the straight-line method to allocate
cost or revalued amounts to their residual values over
their estimated useful lives, as follows:

Estimated useful lives

Buildings 10 -30 years
Plant and machinery 10 -20 years
Furniture, fixture and

electronic equipment 5-10 years
Motor vehicles 5-10 years
Computer equipment 5 years
Moulds and other equipment 5-10 years

The assets’ residual values and useful lives are
reviewed, and adjusted if appropriate, at each
balance sheet date.

An asset’s carrying amount is written down
immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated
recoverable amount (Note 2.8).

Gains and losses on disposals are determined by
comparing the proceeds with the carrying amount
and are recognised within other (losses)/gains - net,
in the income statements.

Investment properties

Property that is held for long-term rental yields or
for capital appreciation or both, and that is not
occupied by the companies in the Group, is classified

as investment property.

Investment property comprises land held under
operating leases and buildings held under finance
leases.
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)

2.7 Investment properties (Continued)

Land held under operating leases are classified and
accounted for as investment property when the rest
of the definition of investment property is met.The
operating lease is accounted for as if it were a finance
lease.

Investment property is measured initially at its cost,

including related transaction costs.

After initial recognition, investment property is
carried at fair value. Fair value is based on active
market prices, adjusted, if necessary, for any
difference in the nature, location or condition of the
specific asset. If this information is not available, the
Group uses alternative valuation methods such as
recent prices on less active markets or discounted
cash flow projections.These valuations are reviewed
annually by external valuers. Investment property
that is being redeveloped for continuing use as
investment property, or for which the market has
become less active, continues to be measured at fair

value.

The fair value of investment property reflects,among
other things, rental income from current leases and
assumptions about rental income from future leases
in the light of current market conditions.

The fair value also reflects, on a similar basis, any cash
outflows that could be expected in respect of the
property. Some of those outflows are recognised as
a liability, including finance lease liabilities in respect
of land classified as investment property; others,
including contingent rent payments, are not
recognised in the financial statements.
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)

2.7

2.8

Investment properties (Continued)

Subsequent expenditure is charged to the asset’s
carrying amount only when it is probable that future
economic benefits associated with the item will flow
to the Group and the cost of the item can be
measured reliably. All other repairs and maintenance
costs are expensed in the income statement during
the financial period in which they are incurred.

Changes in fair values are recognised in the income

statement.

Impairment of investment in
subsidiaries and non-financial assets

Assets that have an indefinite useful life or have not
yet available for use are not subject to amortisation
and are tested annually for impairment. Assets that
are subject to amortisation are reviewed for
impairment whenever events or changes in
circumstances indicate that the carrying amount
may not be recoverable. An impairment loss is
recognised for the amount by which the asset’s
carrying amount exceeds its recoverable amount.
The recoverable amount is the higher of an asset’s
fair value less costs to sell and value in use. For the
purposes of assessing impairment, assets are
grouped at the lowest levels for which there are
separately identifiable cash flows (cash-generating
units). Assets other than goodwill that suffered an
impairment are reviewed for possible reversal of the
impairment at each reporting date.
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Notes to the Consolidated wr A B S R R M
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES 2 FESZFHEEER®

(Continued)

2.9 Inventories 29 BE

Inventories are stated at the lower of cost and net
realisable value. Cost is determined using the first-
in, first-out method.The cost of finished goods and
work in progress comprises design costs, raw
materials, direct labour, other direct costs and related
production overheads (based on normal operating
capacity). It excludes borrowing costs. Net realisable
value is the estimated selling price in the ordinary
course of business, less applicable variable selling

expenses.

2.10 Trade and other receivables

Trade and other receivables are recognised initially
at fair value and subsequently measured at
amortised cost using the effective interest method,
less provision for impairment. A provision for
impairment of trade and other receivables is
established when there is objective evidence that the
Group will not be able to collect all amounts due
according to the original terms of receivables.

Significant financial difficulties of the debtor,
probability that the debtor will enter bankruptcy or
financial reorganisation, and default or delinquency
in payments are considered indicators that the trade
receivable is impaired. The amount of the provision
is the difference between the asset’s carrying
amount and the present value of estimated future
cash flows, discounted at the effective interest rate.
The carrying amount of the assets is reduced through
the use of an allowance account, and the amount of
the loss is recognised in the income statement within
administrative expenses.When a trade receivable is
uncollectible, it is written off against the allowance
account for trade receivables. Subsequent recoveries
of amounts previously written off are credited
against administrative expenses in the income
statement.
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)
2.11 Cash and cash equivalents

Cash and cash equivalents include cash in hand,
deposits held at call with banks and other short-term
highly liquid investments with original maturities of
three months or less.

2.12 Share capital
Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue
of new shares or options are shown in equity as a

deduction, net of tax, from the proceeds.
2.13 Trade payables

Trade payables are recognised initially at fair value
and subsequently measured at amortised cost using
the effective interest method.

2.14 Borrowings

Borrowings are recognised initially at fair value, net
of transaction costs incurred. Borrowings are
subsequently stated at amortised cost; any difference
between the proceeds (net of transaction costs) and
the redemption value is recognised in the income
statement over the period of the borrowings using
the effective interest method.

Borrowings are classified as current liabilities unless
the Group has an unconditional right to defer
settlement of the liability for at least 12 months after

the balance sheet date.
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Notes to the Consolidated wr A B S R R M
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES 2 FESZFHEEER®

(Continued)

2.15 Deferred income tax 2.15 iEEFT§H

Deferred income tax is provided in full, using the
liability method, on temporary differences arising
between the tax bases of assets and liabilities and
their carrying amounts in the consolidated financial
statements. However, the deferred income tax, if it is
not accounted for, arises from initial recognition of
an asset or liability in a transaction other than a
business combination that at the time of the
transaction affects neither accounting nor taxable
profit or loss. Deferred income tax is determined
using tax rates (and laws) that have been enacted or
substantially enacted by the balance sheet date and
are expected to apply when the related deferred
income tax asset is realised or the deferred income
tax liability is settled.

Deferred income tax assets are recognised to the
extent that it is probable that future taxable profit
will be available against which the temporary
differences can be utilised.

Deferred income tax is provided on temporary
differences arising on investments in subsidiaries
and associates, except where the timing of the
reversal of the temporary difference is controlled by
the Group and it is probable that the temporary
difference will not reverse in the foreseeable future.
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)

2.16 Employee benefits

(a)

(b)

Retirement benefits obligation

The Group has arranged for its Hong Kong
employees to join the Mandatory Provident
Fund Scheme (the “MPF Scheme”), a defined
contribution scheme managed by an
independent trustee. The Group’s subsidiaries
incorporated in the PRC make contributions to
a state-sponsored defined contribution
scheme for the Group's local staff on a monthly
basis pursuant to laws of the PRC and relevant
regulations issued by local social security
authorities.

The Group’s contributions to the defined
contribution retirement schemes are expensed
as incurred.

Share-based compensation

The Group operates an equity-settled, share-
based compensation plan.The fair value of the
employee services received in exchange for the
grant of the options is recognised as an
expense.The total amount to be expensed over
the vesting period is determined by reference
to the fair value of the options granted,
excluding the impact of any non-market
vesting conditions (for example, profitability
and sales growth targets). Non-market vesting
conditions are included in assumptions about
the number of options that are expected to
become exercisable. At each balance sheet
date, the entity revises its estimates of the
number of options that are expected to
become exercisable. It recognises the impact
of the revision of original estimates, if any, in
the income statement, with a corresponding
adjustment to equity.
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Notes to the Consolidated wr A B S R R M
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES 2 FESZFHEEER®

(Continued)

2.16 Employee benefits (Continued) 216 EE®F (&)

(b)  Share-based compensation (Continued)

The proceeds received net of any directly
attributable transaction costs are credited to
share capital (nominal value) and share

premium when the options are exercised.

2.17 Provisions

Provisions for warranty are recognised when: the
Group has a present legal or constructive obligation
as a result of past events; it is probably that an
outflow of resources will be required to settle the
obligation; and the amount has been reliably
estimated. Provisions are not recognised for future

operating losses.

Where there are a number of similar obligations, the
likelihood that an outflow will be required in
settlement is determined by considering the class of
obligations as a whole. A provision is recognised
even if the likelihood of an outflow with respect to
any one item included in the same class of

obligations may be small.

Provisions are measured at the present value of the
expenditures expected to be required to settle the
obligation using a pre-tax rate that reflects current
market assessments of the time value of money and
the risks specific to the obligation. The increase in
the provision due to passage of time is recognised
as interest expense.
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)

\\m

SN SRR

2 FEGFTER®

2.18 Revenue recognition

Revenue comprises the fair value of the
consideration received or receivable for the sale of
goods in the ordinary course of the Group’s activities.
Revenue is shown net of value-added tax, returns,
rebates and discounts and after eliminated sales
within the Group.

The Group recognises revenue when the amount of
revenue can be reliably measured, it is probable that
future economic benefits will flow to the entity and
specific criteria have been met for each of the Group’s
activities as described below.The amount of revenue
is not considered to be reliably measurable until all
contingencies relating to the sale have been
resolved.The Group bases its estimates on historical
results taking into consideration the type of
customer, the type of transaction and the specifics

of each arrangement.

(a) Sales of goods

Sales of goods are recognised when a group
entity has delivered products to the customer,
the customer has accepted the products and
collectibility of the related receivables is

reasonably assured.

(b) Interestincome

Interest income is recognised on a time-
proportion basis using the effective interest
method. When a receivable is impaired, the
Group reduces the carrying amount to its
recoverable amount, being the estimated
future cash flow discounted at original
effective interest rate of the instrument, and
continues unwinding the discount as interest
income. Interest income on impaired loans is
recognised using the original effective interest
rate.
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Notes to the Consolidated
Financial Statements

2 PRINCIPAL ACCOUNTING POLICIES

(Continued)
2.18 Revenue recognition (Continued)
(c) Operating lease rental income

Operating lease rental income is recognised on

a straight-line basis over the terms of the lease.
2.19 Operating lease
(a) Leases (as the leasee)

Leases in which a significant portion of the risks
and rewards of ownership are retained by the
lessor are classified as operating leases.
Payments made under operating leases (net of
any incentives received from the lessor) are
expensed in the income statement on a

straight-line basis over the period of the lease.
(b) Leases (as the lessor)

When assets are leased out under an operating
lease, the asset is included in the balance sheet
based on the nature of the asset. Lease income
is recognised over the term of the lease on a

straight-line basis.
220 Government grants

Grants from the government are recognised at their
fair value where there is a reasonable assurance that
the grant will be received and the Group will comply
with all attached conditions.

Government grants relating to costs are deferred and
recognised in the income statement over the period
necessary to match them with the costs that they are

intended to compensate.
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Notes to the Consolidated
Financial Statements

3 FINANCIAL RISK MANAGEMENT
3.1 Financial risk factors

The Group’s activities expose it to a variety of
financial risks: market risk (including currency risk,
fair value interest rate risk and price risk), credit risk,
liquidity risk and cash flow interest rate risk. The
Group’s overall risk management programme
focuses on the unpredictability of financial markets
and seeks to minimise potential adverse effects on
the Group’s financial performance.

(a) Market risk
(i)  Foreign exchange risk

The Group exposes to foreign exchange
risks as certain portion of business
activities are denominated in foreign
currencies, primarily with respect to the
US dollar.The Group has negotiated sales
contracts to manage the risk arising from
certain recognised liabilities. The
directors are of the opinion that the
Group's expose to foreign exchange risk
is manageable.

(if)  Pricerisk

The Company is not exposed to equity
securities price risk and commodity price
risk.

(iii) Cash flow and fair value interest rate risk

As the Group has no significant interest-
bearing assets, the Group’s income and
operating cash flows are substantially
independent of changes in market
interest rates.
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Notes to the Consolidated
Financial Statements

3

FINANCIAL RISK MANAGEMENT

(Continued)

3.1 Financial risk factors (Continued)

(iii) Cash flow and fair value interest rate risk

(Continued)

The Group's interest rate risk arises mainly
from short-term borrowings bearing
fixed interest rates. The directors are of
the opinion this risk is not material as at

31 December 2006.

(b) Creditrisk

The Group has no significant concentrations of
credit risk. It has policies in place to ensure that
sales of products are made to customers with
an appropriate credit history.Trade receivables
are spread among a number of customers and
cash is deposited with registered financial

institutions in the PRC.

(c) Liquidity risk

Most of the bank financing of the Group is in
the form of short-term bank loans. As a result,
the Group had net current liabilities of
approximately HK$687,039,000 as at 31
December 2006. The Group has not
experienced any difficulty in renewing the
borrowings when they fell due. Besides, the
Group has unutilised banking facilities of
approximately HK$155,000,000 at 31
December 2006, which the Group can utilise it
to meet its short-term cash demands. As a
result, the directors are of the opinion that

liquidity risk is not material as at 31 December

2006.
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Notes to the Consolidated
Financial Statements

3 FINANCIAL RISK MANAGEMENT

(Continued)
3.2 Fair value estimation

The nominal value less impairment provision of trade
receivables and payables are assumed to
approximate their fair values. The fair value of
financial liabilities for disclosure purposes is
estimated by discounting the future contractual cash
flows at the current market interest rate that is
available to the Group for similar financial
instruments.

4 CRITICAL ACCOUNTING ESTIMATES
AND JUDGMENTS

Estimates and judgments are continually evaluated and
are based on historical experience and other factors,
including expectations of future events that are believed
to be reasonable under the circumstances.

4.1 Critical accounting estimates and
assumptions

The Group makes estimates and assumptions
concerning the future. The resulting accounting
estimates will, by definition, seldom equal the related
actual results. The estimates and assumptions that
have a significant risk of causing a material
adjustment to the carrying amounts of assets and
liabilities within the next financial year are discussed
below.

(a)  Provision for warranty

The Company generally offers one to three
years warranties for its products sold.
Management estimates the related provision
for future warranty claims based on historical
warranty claim information, as well as recent
trends that might suggest that past cost

information may differ from future claims.

Hualing Holdings Limited ZEZ&EEARAQ A
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Notes to the Consolidated
Financial Statements

4 CRITICAL ACCOUNTING ESTIMATES
AND JUDGMENTS (Continued)

4.1 Critical accounting estimates and
assumptions (Continued)

(a)

(b)

(c)

Provision for warranty (Continued)

Factors that could impact the estimated claim
information include the success of the
Company'’s productivity and quality initiatives,

as well as parts and labour costs.

As at 31 December 2006, the carrying amounts
of the provision for warranty amounted to
HK$36,304,000 (2005: HK$30,352,000). The
estimates and judgements used are however
not expected to have a significant risk of
causing a material adjustment to the carrying
amounts of the provision for warranty within

the next financial year.

Estimated impairment of non-current assets

The Group tests annually whether the non-
current assets have suffered any impairment,
in accordance with the accounting policy
stated in Note 2.8.The recoverable amounts of
cash-generating units have been determined
based on value-in-use calculations. These

calculations require the use of estimates.

Estimate of fair value of investment properties

The best evidence of fair value is current prices
in an active market for similar lease and other
contracts. In the absence of such information,
the Group determines the amount within a
range of reasonable fair value estimates. In
making its judgment, the Group considers

information from a variety of sources including:

(i)  current prices in an active market for
properties of different nature, condition
or location (or subject to different lease
or other contracts), adjusted to reflect
those differences;
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Notes to the Consolidated
Financial Statements

4 CRITICAL ACCOUNTING ESTIMATES
AND JUDGMENTS (Continued)

4.1 Critical accounting estimates and
assumptions (Continued)

(c) Estimate of fair value of investment properties
(Continued)

(i)

(i)

recent prices of similar properties in less
active markets, with adjustments to
reflect any changes in economic
conditions since the date of the
transactions that occurred at those prices;
and

discounted cash flow projections based
on reliable estimates of future cash flows,
derived from the terms of any existing
lease and other contracts, and (where
possible) from external evidence such as
current market rents for similar
properties in the same location and
condition, and using discount rates that
reflect current market assessments of the
uncertainty in the amount and timing of

the cash flows.

As at 31 December 2006, the fair value of the
investment properties of the Group were

estimated as reported by a firm of independent

qualified valuers.
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Notes to the Consolidated
Financial Statements

5 SEGMENT INFORMATION

5.1 Primary reporting format - business
segments

As at 31 December 2006, the Group is organised into
three main business segments:

Refrigerator manufacture and

business distribution of a
broad range of
refrigerators
Air-conditioner - manufacture and
business distribution of a
broad range of
air-conditioners
Mini-refrigerator -  manufacture and
business distribution of a
broad range of

mini-refrigerators

Other businesses of the Group mainly comprise
holding of investment properties and renting of car
parks and properties, neither of which are of a
sufficient size to be reported separately.
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Notes to the Consolidated
Financial Statements

5 SEGMENT INFORMATION (continued)

\\m

SN SRR

5 DEEHE @

Hualing Holdings Limited ZEZ&EEARAQ A

5.1 Primary reporting format - business 51 FEBRERELRX —EBEST
segments (Continued) (45)
Air- Mini-
Refrigerator conditionerrefrigerator Other
business business business businesses Group
INE
KEERE TRER KEER HOEB %E
2006 2006 2006 2006 2006
HK$’000 HKS$'000 HK$'000 HK$'000 HKS$'000
BRI BEETRT #%Tn #%Tn E%Tn
Turnover X 333,198 1,231,048 722,141 - 2,286,387
Segment results D EE (30,333) (53,217) 19,783 (1,215)  (64,982)
Unallocated costs ROBEKA (10,535)
Operating loss ey ! (75,517)
Finance costs MEKAR (10,785)  (17,704) (130) 7 (28,612)
Finance cost unallocated ROBEE KA 741
Loss before income tax MR F SR A0 EE (103,388)
Income tax expense FEREY (2,352)
Loss for the year AEEER (105,740)
Segment assets NHEE 377,284 1,092,270 395,151 - 1,864,705
Unallocated assets APEREE 79,195
Total assets BERE 1,943,900
Segment liabilities paR=iN= 434,150 1,422,954 328,567 4,234 2,189,905
Unallocated liabilities AOEER 4,238
Total liabilities mafk 2,194,143
Capital expenditures BAMHY 10,693 5217 52,010 - 67,920
Depreciation nE 22,619 27,850 9,387 154 60,010
Other non-cash expenses/(income) Eft13FE&FIs /(W A)
- Provision for inventory -FEMRER
obsolescence R 34,344 2,389 597 - 37,330
- Provision for/(reversal of) doubtful —5 5 I E it /& i 5%
trade and other receivables RIREE/ (Bm=) 318 (6,454) 11,197 - 5,061
- (Reversal of)/impairment charge  —#1% * HE MK
on property, plant and equipment 2 (BE) /RERY  (2,358) 4,281 123 = 2,046
- Deficit on revaluation - REME
of investment properties BRHEA - - - 2,754 2,754



Notes to the Consolidated

Financial Statements

5 SEGMENT INFORMATION (continued)

5.1 Primary reporting format - business

\\m

SN SRR

5 DEEHE @

50 EESBBERX -E£BHE

segments (Continued) (&)
Air- Mini-
Refrigerator conditioner refrigerator Other
business  business  business businesses Group
INB
KRR EREB KEER HAER &E
2005 2005 2005 2005 2005
HK$'000  HK$'000  HK$'000  HKS$'000  HKS$'000
BETT AT ATt B¥Tr BT
Turnover EXE 414509 880,569 664,843 - 1,959,921
Segment results D EE (42,086) (197,943)  (10,750)  (1,711)  (252,490)
Unallocated costs ROBEKA 188
Operating loss KeEE (252,302)
Finance costs RERAR (8,877)  (19,479) 1,857 13 (26,486)
Finance cost unallocated A B ELE B AR 1,689
Loss on disposal of associates REMENAER (947) = - (11,248)  (12,195)
Loss before income tax BB A ER (289,294)
Income tax expense FERHEX - - (507) (60) (567)
Loss for the year AEEER (289,861)
Segment assets NHEE 429772 958363 420,410 2,636 1,811,181
Unallocated assets AOEREE 67,214
Total assets BEE 1,878,395
Segment liabilities AHAE 488,873 1,289,624 306,419 5930 2,090,846
Unallocated liabilities AR EE 5,829
Total liabilities Baf 2,096,675
Capital expenditures BAMRX 14,018 7843 46,290 259 68,410
Depreciation e 20012 29321 9,744 187 59,264
Other non-cash expenses/(income) HftFFE LT,/ (WA)
- Provision for inventory -FEURER
obsolescence BN 3,395 26,324 1,985 = 31,704
- Provision for doubtful trade - B REMEKR
and other receivables HRERER 1,216 4,196 1,261 27 6,700
- Impairment charge on property, — 1% * HE L&
plant and equipment ZRERY 7,061 5,678 3,101 = 15,840
- Surplus on revaluation of -REM%
investment properties BB - - = (6,242)  (6,242)
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Notes to the Consolidated
Financial Statements

5 SEGMENT INFORMATION (con

tinued)

5.2 Secondary reporting format -

geographical segments

The Group's three business segments are operated

in five main geographical areas:

PRC =

electrical appliances

Other countries in

Europe - sale of househol
appliances

Asia-Pacific - sale of househol
appliances

Americas - sale of househol
appliances

Africa - sale of househol

appliances

manufacture and sale of household

d electrical

d electrical

d electrical

d electrical

There are no sales between the geographical

segments. Analysis of financial information by

geographical segment is as follows:

(@) Analysis of sales of refrigerators

into domestic

sales in the PRC and export sales outside the

PRC by region is as follows:

5 DEEHE @

52 RBSBRERA—

1#h [ 53 3B

AEE=BEBEDBEATREEE

Hi [ 48

hE -

NI 2 A B 5K

BOM — RAESZ
EX - XHEZ
EM — RAESZ
FEM — RAESZ

o

DHfF

o

i3

i

o

o

m

8
H
&
Bl
S
3
Rl
il
it

ey E MY EEERE) - iR
DEE D ZHBER ST

@) @SN

£ BB A B

SNE O 2 K ASSEE ST -

2006 2005

HK$’000 HK$'000

HEETT BT T

Domestic sales NEHE 231,831 306,722
Export sales A SHE

Europe BM 18,130 62,738

Asia-Pacific EEYN 69,454 41,150

Americas M 10,642 915

Africa FEM 3,141 2,984

Total export sales R HE R 101,367 107,787

Total &5 333,198 414,509

Hualing Holdings Limited ZEZ&EEARAQ A




Notes to the Consolidated
Financial Statements

5 SEGMENT INFORMATION (continued)

5.2 Secondary reporting format -
geographical segments (Continued)

(b)

Analysis of sales of air-conditioners into
domestic sales in the PRC and export sales

R B R R M E

5 9EEHE @

52 BAMERERN HEDEB
(&)
(b) IR B 21 EEA &Y

BN R ZZERBEE DM

outside the PRC by region is as follows: Nk
2006 2005
HK$’000 HK$'000
BETR BT
Domestic sales NEHE 708,635 582,761

Export sales HOEE

Europe B 151,744 72,930
Asia-Pacific CEY.N 70,453 176,401
Americas M 300,216 36,557
Africa FEM - 11,920
Total export sales B HHE R 522,413 297,808
Total A&t 1,231,048 880,569
Analysis of sales of mini-refrigerators into (0 BB S Z2ETEEALE

domestic sales in the PRC and export sales

BAME O Z/NELK AR SHE DA

outside the PRC by region is as follows: mR
2006 2005
HK$’000 HK$'000
EETIT BT T
Domestic sales NEHE 148,190 96,576

Export sales HOEE

Europe BOM 160,893 103,033
Asia-Pacific EE 7N 171,719 255,666
Americas M 218,354 197,274
Africa FEM 22,985 12,294
Total export sales B HHE R 573,951 568,267
Total = 722,141 664,843

No geographical segment analysis on total
assets and capital expenditure is prepared as
over 90% of the Group’s total assets and capital
expenditures were located/incurred in the PRC.

HRAEERAD ZNATIALEZ
BEARENREAEHELR
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Notes to the Consolidated
Financial Statements

6 PROPERTY, PLANT AND EQUIPMENT

NN e

|-
2

6 PiE - MERRE

(a) Group (a) xEH
Furniture,
fixtures and Moulds
Construction- Plantand electronic ~ Motor Computer and other
in-progress ~ Buildings machinery equipment  vehicles equipment equipment Total
BE A XE &4
ERIER BT RBE RSTRE e ERRE RETRE A
HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000
AETT AT BETn AETn A% AETn ABTn BETn
At 1 January 2005 W-2%54-A-A
Cost s 10766 217,743 569988 79480 16200 16367 243570 1154114
Impairment RfE - %) (1) B43) (133) - (45069) (102752)
Accumulated depreciation 2ENE - (98136) (347406)  (47308) (11784)  (8832) (174459) (687925
Net book amount BE A 10766 97657 190125 29009 4283 7535 M042 363437
Year ended 31 December 2005 H2-5%1%
TZA=T-HLER
Opening net book amount BNERFE 10766 97657 190,125 29009 4283 7535 24040 363437
Additions HE 3807 3464 20383 69 114 71 7292 68410
Transfers L (5743) 13349 94 19%4 378 - 818 -
Disposals RE (928)  (1603)  (1,021)  (7.284) (708) (186) - (1,730)
Depreciation il - (37) (807%6)  (1749)  (729)  B550) (12823)  (59264)
Impairment charge RERY (3%) (1843)  (8429)  (938)  (64)  (3970) - (15840
Foreign exchange adjustments Erag B9 2168 40 615 % - 53478183
Closing net ook amount HREEE 19745 10085 186478 21766 4179 - 19863 352886
At 31 December 2005 NZBTRE
t-A=t-H
Cost s 0156 229705 631004 67458 14649 - 256072 1,219,064
Impairment B (A1) (3793)  (59635)  (4081)  (190) - (38956) (127,066)
Accumulated depreciation ZRE - (105057) (384911)  (41611)  (10,280) - (197253)  (739,112)
Net hook amount GEFE 19745 100855 186478 21766 4179 - 19863 352886
Year ended 31 December 2006 HEZEZENE
tZA=t-HLEE
Opening net book amount BNEESE 19745 10085 186478 21766 4179 - 19863 352886
Additions HE B747 1810 10039 631 2,005 - 108 67920
Transfers L (38620) 32198 3792 1,077 135 - 1418 -
Disposal of subsidiaries (Note 9 RENBAR (K9 - - - 25)  (3%5) = = (380)
Other disposals EftRE (305) (11028)  (5929)  (10)  (734) - (4765)  (25601)
Depreciation ik - (14218)  (28319)  (4745)  (1,595) - (1133)  (60010)
Provision for/(reversal of) impaiment change ER % £(& / (#) - (10m) 488 3% (13) - (17%)  (2,046)
Foreign exchange adjustments Ei 107 3,604 6,063 748 149 - 770 12,641
Closing net ook amount BEERAE 1455 11200 132 2538 3661 - 16385 345410
At 31 December 2006 RZFRAE
+ZA=1-H
Cost wA 1455 254002 SOQ171 64486 10,049 - 208398 1,143680
Impairment WE - (3782)  (54032)  (2627) (60) - (29053) (109554)
Accumulated depreciation ZiENE - (M7970) (64927)  (36331)  (6328) - (162960) (688716)
Net book amount RS 1455 11200 1312 2538 3661 - 16385 345410

Hualing Holdings Limited ZFEZEBER A 7



Notes to the Consolidated

Financial Statements

6 PROPERTY, PLANT AND EQUIPMENT

(Continued)

(a) Group (Continued)

At 31 December 2006, property, plant and equipment
with net book value of approximately HK$63,847,000
(2005: HK$80,820,000) were pledged as security for
the Group’s short-term bank borrowings (Note 16).

In accordance with the accounting policy of the
Group, the Group performs annual impairment tests
on property, plant and equipment whenever events
or changes in circumstances indicate that their
carrying amounts may not be recoverable. The
recoverable amounts of the property, plant and
equipment were stated at the value in use since there
is no active market for reference.The accuracy of the
valuation and assessment rest on various estimates
and assumptions employed in the compilation of a
discounted projected cash flow model, which
include projected growth of the industry, the
economic development of the market, the impact of
the assets conditions and any maintenance and
overhaul activities to be undertaken, as well as the
enterprise income tax rate and pre-tax discount rate.
The directors of the Company have made these
assumptions based on the best estimates developed
from the current market conditions.

In current year, the Group recognised impairment
provision of approximately HK$2,046,000 (2005:
HK$15,840,000) in its consolidated financial
statements.
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Notes to the Consolidated s WS R R M
Financial Statements

é PROPERTY, PLANT AND EQUIPMENT 6 PI¥  -BERREB @

(Continued)
(b) Company (b) AT
Furniture,
fixtures and
electronic
equipment Motor vehicles Total
B BB
NEFRME RE &t
HK$’000 HKS$’000 HK$’000
BT T BT T BT IT
At 1 January 2005 RZZETRF
—HA—H
Cost D% 588 1,313 1,901
Accumulated depreciation 2EME (265) (1,313) (1,578)
Net book amount R FE 323 = 323
Year ended 31 December 2005 #HZE —ZTZTFHF
+-—A=+—H
IEFE
Opening net book amount HAYBRE FHE 323 - 323
Additions NE 230 = 230
Disposals BE (29) - (29)
Depreciation weE (95) - (95)
Closing net book amount B4R BRTE FHE 429 - 429
At 31 December 2005 R_ZTREF
+=-—A=+—8
Cost (DN 637 - 637
Accumulated depreciation RIEWE (208) = (208)
Net book amount BREF(E 429 = 429
Year ended 31 December 2006 EHZE T E /N4
+=-—A=+—8
IEFE
Opening net book amount HYBRE HF1E 429 - 429
Disposals RE (205) = (205)
Depreciation e (58) = (58)
Closing net book amount B BR T H#E 166 - 166
At 31 December 2006 MZZTREF
+=-—A=+—8H
Cost D% 338 - 338
Accumulated depreciation RIENE (172) - (172)
Net book amount R FE 166 = 166

Hualing Holdings Limited ZFEZEBER A 7



Notes to the Consolidated
Financial Statements

7

R B R R M E

INVESTMENT PROPERTIES 7 BEYME

Group

AEE
2006 2005
HK$’000 HK$’000
BETR BT T
Beginning of the year F9 103,978 97,736
Fair value (loss)/gain AEEE (BB K (2,754) 6,242
End of the year F R 101,224 103,978

The investment properties represent 11 floors and 12 car
parking spaces in Guo Xin Building, located in Guangzhou,
the PRC.

The investment properties were revalued at 31 December
2006 by Vigers Hong Kong Limited, a firm of independent
qualified valuers.Valuation was based on current prices in
an active market for all properties by virtue of the
investment approach. The decrease on revaluation in
current year was charged to consolidated income

statement.

ZEREMERLNTEEMTEEAE
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Notes to the Consolidated
Financial Statements

8 LEASEHOLD LAND AND LAND USE

RIGHTS

The Group’s interests in leasehold land and land use rights

R B R R MY E

8 FHEITH R HhEME

AREBNREE TN+ E A 2SS

represent prepaid operating lease payments and their net BNSERER - HEREFESTHT :
book value are analysed as follows:
Group
AEH
2006 2005
HK$’000 HK$'000
EBETT BT
Outside Hong Kong, held on BB - LA10E505F
leases of 10 to 50 years ZHEREH 29,470 34,889
Group
AEH
2006 2005
HK$’000 HK$’000
BETT BT T
Opening 14 34,889 43,987
Amortisation of prepaid operating TR 48 & M0 & 5% 2 8
lease payment (711) (791)
Write off / disposal Wiy, e (5,956) (9,479)
Exchange difference N ER 1,248 1,172
29,470 34,889

Leasehold land and land use right with net book value of
approximately HK$17,488,000 (2005: HK$17,256,000) have
been pledged as security for the Group’s short-term bank

borrowings (Note 16).

Hualing Holdings Limited ZEZ&EEARAQ A

BREFE 4 5%17,488,000L (ZZEZTH
F ¢ 5%17,256,0007T) < FHE T & i
FREDERR ERAKERBRTE
K2R (HsE16) ©
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9 INVESTMENTS IN SUBSIDIARIES 9 KMEBATKRSE
Company
AAT
2006 2005
HK$’000 HK$'000
BETIT BT T
Unlisted equity interests, at cost JELTARKE - FRAAE 30,997 30,997
Due from subsidiaries AR PNGIE 880,393 808,587
911,390 839,584
Less: Provision B (911,390) (839,584)

The amounts due from subsidiaries are interest-free and

are repayable on demand.

soo =+
B o

EW B A RIFRIREY AR R ARTNERE
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INVESTMENTS IN SUBSIDIARIES

R B R R MY E

9 KMEBASKRE @

(Continued)
The particulars of the subsidiaries at 31 December 2006 MBARRZ=ZZEEAF+A=+—H2Z
are: FIBT
Place of incorporation/ Particulars of issued Effective
establishment and kind Principal activities and share capital/ interest
Name of legal entity place of operation registered capital held
AL/ AL TERH ERfTRE/
ATEH RERATEY RIEEHE ExEE FRANER
DIRECTLY HELD:
EfRE:
China Refrigeration Industry PRC, limited liability company Manufacture and sale of refrigerators ~ Registered capital 95%
(o, Ltd. (“China Refrigeration”) in the PRC 15$10,000,000
TESEEX PR AREELA R EREREEAR it £ 710,000,000% T 95%
ERAR(MHERT])
Hualing Technology Limited Hong Kong, limited liability company Investment holding in Hong Kong 10 ordinary shares of 100%
HKS$1 each
ZENRERAA B AREELA REBRELRK 0REREX T EAR  100%
Hualing (Far East) Limited British Virgin Islands, limited Investment holding in Hong Kong 1 ordinary share of US$1 100%
liability company
% (BR)BRAT RERANE  ARALAT REERERR IR1ETZ ERR 100%
Hualing (Guangzhou) Electrical PRC, limited liability company Distribution of HUALING brand Registered capital 100%
Appliances Co,, Ltd. products in the PRC HK$10,000,000
("Hualing Appliances")
ZE(EMESR hE - BREAAT RPERREZMEEm AfEARE®10000000C  100%
ARAR ([£EAF))
Hualing Investments Limited * Hong Kong, limited liability company Dormant 2 ordinary shares of 100%
HKS$1 each
FERARRLA? B AREELA BEXK WEREB T ERR  100%
Hualing International Limited * Hong Kong, limited liability company Dormant 2 ordinary shares of 100%
HKS1 each
FRERERAT Bk AREEAF BEEEH WHEREB T2 ER 100%
Hualing Refrigerant Engineering  Hong Kong, limited liability company Dormant 2 ordinary shares of 100%
Limited* HKS$1 each
FRRRIRARAR" Bk AREEAF BEEEH WHEREB T2 ER 100%

Hualing Holdings Limited ZEZ&EEARAQ A
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9 INVESTMENTS IN SUBSIDIARIES

R B R R M E

9 KMIBATKRE @

(Continued)
Place of incorporation/ Particulars of issued Effective
establishment and kind Principal activities and share capital/ interest

Name of legal entity place of operation registered capital held
R/ K TERH EBfTRE/

AEEH RERATEY RIEEHE dMEXFE FRANER

INDIRECTLY HELD:

BT

Guangzhou Hualing Air- PRC, limited liability company Manufacture and sale of Registered capital 100%

conditioning & Equipment air-conditioners and electronic US$60,000,000

Co,, Ltd. (“Guangzhou
Air-conditioning”)
BNERZRRE
ARAA([EAFH))

Guangzhou Hualing Electrical
Household Appliance
Enterprise Co,, Ltd.
("Hualing Household")

BMEERELR
ARAA([EEKE])

Hefei Hualing Co., Ltd.

aREERAERAR
Growth Plus Properties Ltd.

Growth Plus Properties Ltd.

Guangdong Hualing Commercial
Air-conditioning Equipment
Co,, Ltd.

ERERHAZHRRARLT

Guangzhou Hualing Refrigeration
Co., Ltd.*
BN EAZRERAT

Hualing Technology (Investment)
Limited*

FEMR (RE)BRAT

Chengdu Hualing Electrical
Household Appliance Co,, Ltd. *
NBEEZERRAR®

Foshan City Shunde District
Hualing Electrical Appliance
Sales Co,, Ltd. *

ﬁMWmFEE&
ERHERRATA

* As at 31 December 2006, these subsidiaries were to be *

hE - BRAEAT

PRC, limited liability company

hE - BRALAT

PRC, limited liability company

TE - ARALAR

British Virgin Islands, limited
liability company
RERAES ARELLT

PRC, limited liability company

hE - BRELAT
PRC, limited liability company

TE - ARALAT

British Virgin Islands,
limited liability company

RERAES ARELLT
PRC, limited liability company

hE - ARELAT
PRC, limited liability company

hE - BRALAT

closed and in the process of winding up.

appliances in the PRC

RPERERBEEARTE

Distribution of HUALING brand
products in the PRC

RABEDHEARE L Em

Manufacture and sale of mini-
refrigerators in the PRC

R B & RS E KR

Investment holding in the
British Virgin Islands
REBRREERERR

Dormant

BEXK

Dormant

BEEEH
Dormant
BEXK
Dormant
BEXH

Distribution of HUALING brand
products in the PRC

RABESHEAREZEm

# & 2560,000,0005 7T 100%

Registered capital 95.5%
RMB3,000,000

HMERAKES000,000  95.5%

Registered capital 50.05%
RMB91,200,000

&R ARE91,200,0007T 50.05%

1 ordinary share of 100%
USS1 each

IR1ETZ ERR 100%

Registered capital 100%
RMB30,000,000

AR AR #30,00000070  100%

Registered capital 96.25%
US$6,600,000
A ER6600000XT  96.25%

1 ordinary share of US$1 100%

RIETZEBR 100%

Registered capital 95%
RMB2,500,000

AMEAARE2500000T  95%

Registered capital 99.5%
RMB5,000,000

HMERARES000,000  99.5%

ATBTFERLEERDES -
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9 INVESTMENTS IN SUBSIDIARIES 9 HMBARRE ®
(Continued)
During the year, the Group disposed all of its equity interest NEERN REBEBENTEEEEXR
in Guangzhou Hualing Property Management Co., Limited, NA AEEBEREESS%ER 2
a subsidiary indirectly held by the Group at 95.5%, to IWBAT  ZEEREEE TEBYE=]H
independent third party and deregistered Chongqing LI T EEREEZLZEEHEERA
Shuigang Hualing Electrical Household Appliance Co., Al o
Limited.
The loss and net cash outflow on disposal was determined REZEEBLEBESRHFBEETION
as follows:
2006 2005
HK$’000 HKS$'000
BETR BT T
Cash and cash equivalent RERBEFEY 571 15,117
Property, plant and equipment (Note 6) 1% - Hi=E K &R & (M 7£6) 380 -
Trade and other receivables B 5 R EH b FEUBGR 5,142 7,263
Trade and other payables B 5 N E b AT R (5,500) (7,175)
593 15,205
Less : minority interests disposed B BERESBRRER 4 (3,506)
Net assets disposal REEEFE 597 11,699
Loss on disposal REEE (520) (4,763)
Cash consideration RERE 77 6,936
Less: cash and cash equivalent disposal & : REIRE KRG
EEY (571) (15,117)
Net cash outflow on disposal BEZRE M TR (494) (8,181)
10 INVENTORIES 10 58
Group
AEEH
2006 2005
HK$’000 HK$'000
BETR BT T
Raw materials R AR 76,598 79,002
Work-in-progress ER 18,824 35,042
Finished goods BIFX oh 396,487 250,775
491,909 364,819

The cost of inventories recognised as expense and
included in cost of goods sold amounted to
HK$1,873,598,000 (2005: HK$1,616,553,000).

Hualing Holdings Limited ZEZ&EEARAQ A

BRAYHITAEEERKRAZEEK
IR H51,873,598,0000T (ZEERF ¢
#1,616,553,0007T) ©

ot
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11 TRADE AND OTHER RECEIVABLES

R B R R M E

11 BSREMEWKRR

Group Company
XEEH b, /N
2006 2005 2006 2005
HK$'000 HKS$'000 HK$'000 HKS$’000
BT BT BETFRT BETT
Trade receivables (Note (a)) B 2 UK (K7 @)) 220,691 234,416 - =
Less: provision for impairment & @ & 5 & UK
of trade receivables T OREEE (44,424) (70,720) - =
Trade receivables - net B S EIGR— 55 176,267 163,696 - =
Notes receivable (Note (b)) UL Z= B (M9 5% (b)) 262,563 417,309 - -
Prepayments and other AR KR
receivables H b fE WK 100,571 72,013 202 302
539,401 653,018 202 302

(a) The majority of the Group'’s export sales are on letter
of credit or documents against payment, or covered
by customers’ standby letters of credit or bank

guarantees.The remaining amounts are with credit

(a) REEYHOHEANS BIEHET
Hﬁi% S B S 2

TR - B2 1E

e
EI/\

Hﬂﬁsoai

270E| RZBEREFE+_A=+—

terms of 30 days to 270 days.As at 31 December 2006,  BHRKRZERRATAT :
the ageing analysis of the trade receivables are as
follows:
Group
AEE
2006 2005
HK$’000 HK$'000
ERTRT BT T
Within 1 year —F LA 177,681 187,367
In the second year E-FR 20,237 26,790
Over 2 years M F A _E 22,773 20,259
220,691 234,416

(b) The balance represents bank acceptance notes with

maturity periods within six months.

The carrying amounts of the Group’s trade and other
receivables are all denominated in RMB and approximate
their fair value.

(b) HEHEAAEANEIEZ RITFNE

[i

[
I~

REBZE S REMBIE
NFEEER

ARBIE  BER

2006 Annual Report
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11

12

13

TRADE AND OTHER RECEIVABLES

(Continued)

Movements on the provision for impairment of trade

receivables are as follows:

NN E

11 BSREMEKR @

BHRUKZBEERZSNT

2006 2005

HK$’000 HK$'000

BT BT

As at 1 January Kn—H—H 70,720 72,139

Provision for receivable impairment & W SRR (B 2E 4 18,555 —
Receivables written off during the F R AT AT

year as uncollectible W=z R (30,805) —

Unused amounts reversed R Bl K & A RIE (14,046) (1,419)

As at 31 December ®n+=—A=+—H 44,424 70,720

The creation and release of provision for impaired
receivables have been included in administrative expenses

in the consolidated income statement (Note 21).

PREPAID VALUE-ADDED TAX — NET

Hualing Household and Hualing Appliances have paid
input value-added taxes (“VAT") to the State Tax Bureau
for the finished goods purchased from China Refrigeration
and Guangzhou Air-conditioning. In accordance with the
relevant PRC tax regulations, these VAT can be offset with
the output VAT arising from the sales in the future but are
not refundable. The balances at 31 December 2006 and
2005 represented net input VAT after offsetting the output
VAT payable by the Group for the domestic sales made in

current year.

CASH AND CASH EQUIVALENTS

¥ig R R ERYR BB EARE
Wamk < EEERRN (MaE21) -

12 FHAEER —FH

ERRENEERRSBATS AR NE
1B ZE 8 2 B an [R) B SR 755 R S A HE TR 4
B (MEER]) - REPEBRBCER - %
FRERAANENRKHEEmR 2 HEA
BEMR BTAIRE RIZFERFER-
ERRFET_A=+—BZHRBETERE
EFRNRARERFARFEIRAHEE
2 SHTRIRER R 2 %58 -

13 HeRREEFEY

Group Company
5KE AAEH
2006 2005 2006 2005

HK$’000 HK$'000  HK$’000 HK$'000
E¥Tr ABTr #BEFR ABETT

Cash at bank and in hand RTFEARFHERS

247,199 307,454 12,662 615

The effective interest rate on bank deposits was 0.72%
(2005: 0.7%).

Hualing Holdings Limited ZEZ&EEARAQ A

BITFRZEBRANKR5072% (ZTTHF
0.7%) °
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13 CASH AND CASH EQUIVALENTS 13 HeERREFEY @
(Continued)
For the purposes of cash flow statement, cash and cash HREMEEXRME B RREEEVERE
equivalents comprise the following: T3RIA
Group Company
AEH EATF
2006 2005 2006 2005

HK$'000 HK$'000  HK$'000 HK$'000
EETx ABTrT #BEBEFR AETT

Cash at bank and in hand RIFERRFERE 247,199 307,454 12,662 615
Less: Pledged bank deposits * 5 : B KRR F > (95,557)  (177,384) - =

151,642 130,070 12,662 615

@ These represented bank balances pledged against bank 8 ZEBELSERAEER L 2 RITALE
acceptance notes issued by the Group (Note 17(b)). E 2RI (WRE17(b) ©

At 31 December 2006, cash at bank and in hand of the RZBEERF+_A=+—"H  x&EE~F
Group (including pledged deposits) amounted to BRIRITEFERES (BREREERZE
HK$234,515,000 (2005: HK$306,674,000), were kept in bank FR) E ¥ 234,515,0000C (ZZERF B
accounts opened with banks in the PRC of which the #306,674,0007T) * BF AR ERBEFZ
remittance of funds were subject to foreign exchange HIRITERPH - ZEFE S ME LA IMNE
control. EHIFER o
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14 SHARE CAPITAL

(a) Share capital

=AN
(=

14

B MR M

2 3

(a) B&F

il

Issued and fully paid

Ordinary shares of HK$0.1 each

BT REERAR
TRk REEEBIT
Number of shares (‘000) HKS$ ‘000
BRHER (F&R) BT T
At 1 January 2005 R-_ZEERF—A—H 1,588,036 158,804
Issue of rights shares BITHRR S 2,382,055 238,205
At 31 December 2005 RZZETRF
and 1 January 2006 +=ZA=+—H
RZTTRF
—HA—H 3,970,091 397,009
Issue of ordinary shares (i) EATE B () 640,000 64,000
Employee share option scheme & B BRETE
— proceeds from shares issued (i) - 17D
PTG AR IA (i) 77,000 7,700
At 31 December 2006 RZZEZTRF
+ZA=+—H 4,687,091 468,709

The total authorised number of ordi

nary shares is

10,000 million shares (2005: 10,000 million shares)

with a par value of HK$0.1 per share

(2005: HK$0.1

per share). All issued shares are fully paid.

Hualing Holdings Limited ZEZ&EEARAQ A

LI AR 2 A TE 48 £04210,000,000,000

B(-TBHHF :

%)

BmhE#RE -

10,000,000,000
BERERAERLIT(ZET

RF - BB - ABEDEIT
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14 SHARE CAPITAL (continued)

(a) Share capital (Continued)

(i)

(ii)

On 15 August 2006, Midea International
Corporation Company Limited (“Midea
International”), an intermediate holding
company, entered into a placing agreement
with a placing agent and a subscription
agreement with the Company respectively.
Pursuant to the placing agreement, Midea
International placed 640,000,000 existing
shares to independent investors at a price of
HK$0.13 per share, representing a discount of
8.45% to the closing price of the Company'’s
shares on 14 August 2006. Pursuant to the
subscription agreement, Midea International
subscribed for 640,000,000 new shares at a
price of HK$0.13 per share. 640,000,000 new
shares were issued for the subscription on 29
August 2006 raising net proceeds of
approximately HK$82,015,000 which were
intended to be used for general working capital
of the Group. The net price raised per share is
approximately HK$0.128.These shares rank pair

paru with the existing shares.

The share options exercised by the directors
and employees of the Group during the year
(Note 14(b) below), resulted in 77,000,000
shares being issued at HK$0.1206, yielding
proceeds after transaction costs of
approximately HK$9,285,000.

R B R R M E

14 &K &)

(a) B (@)

(i)

(ii)

E/\—? ERFENA+TEHHE - K
NAEZ FEEERA A E A B R
TIRBMR AT ([EHRHE]) &
fie & IR R AR A2 B ET B
EHZELRRERE - BREBEREE
W& ENBEBERERAEK
0.137TZ B (BAR R KRNI

—EEXRFENA+TEBZKT
BIT:E8.45%) @ MBI EE

fit £640,000,0000% 38 B
Rfn - RIBREHZE - EE
BRiEgREK0I3TZER
R B 640,000,0000% A% -
640,000,000 FTIRE R ==
NENAZ T BBEITUHER
i BEFBRIBFRNEE
82,015,000t * ¥FAEASE 2
—REEES  -FREEFE
H)PE%0.1287C - ZERMN IR
BERODERERER

AEEEEREERFRNDIT
2 BEARHE (XX MizE14(b) B
277,000,000 % % 10 =2 B &
0.1206 7T %17 * HIBRR H KA
B2 SREHABK
9,285,0007T °
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14 SHARE CAPITAL (continued)

(b) Share options

Share options were granted to the directors of the
Company and certain employees of the Group in
respect of their services provided to the Group in
accordance with the scheme adopted by the
Company on 27 June 2003 (the “2003 Share Option
Scheme”).

The purpose of the 2003 Share Option Scheme is for
the Company to attract, retain and motivate talented
participants to strive for future developments and
expansion of the Group and to provide the Company
with a flexible means of giving incentive to,
rewarding, remunerating, compensating and/or
providing benefits to the participants. Eligible
participants of the 2003 Share Option Scheme
include the directors (including executive directors
and non-executive directors) or employees of the
Group, consultants or advisors of the Group,
substantial shareholders or employees of substantial
shareholders of the Company, associates of directors
or chief executives or substantial shareholders of the
Company, employees or directors of suppliers or
customers of the Group, discretionary objects of a
discretionary trust established by employees or
directors of the Group, as to be determined by the
board at its absolute discretion within the above
categories.

The maximum numbers of shares which may be
issued upon the exercise of all outstanding options
granted and yet to be exercised under 2003 Share
Option Scheme and any other share option schemes
adopted by the Company must not in aggregate
exceed 30% of the shares in issue from time to time.
The total number of shares which may be issued
upon the exercise of all options to be granted under
the 2003 Share Option Scheme and any other share
option schemes of the Company must not in
aggregate exceed 10% of the shares of the Company
in issue as at 27 June 2003, but the Company may
seek approval of its shareholders in general meeting
to refresh the 10% limit under 2003 Share Option
Scheme.

Hualing Holdings Limited ZEZ&EEARAQ A

\\m

SN SRR

14 B&&K 2

(b) HERstE

BRERBEBARGNR_ZZT=F
H_thEl}m,%WZaJr%J(r:%%:ﬁ
BRETE) - MARTEFTRAS
i T EERNAEBREREMET
B o

“TT_FREREAEIZEN  BE
ARRHE  BREEEBET B2
HESAEEZARERNRBERLY
N AREARBBRERE 27 7AMR
SEERMER - E - B - W
R,/ Sf@f o —TR=FERETE
LEERSHEERREASEZES
(BRERBTESMFATES) HE
C ARBERRERERAL A
REIEZBERZHERES - ARRZE
 ERARITRA B3k E ERER 2 AEfA
BEAL AEEHERIEFZE
BES A AKEEBXAESFMRL
ZEEEFRIIAEEZSEA (HE
FRERALTHERBBERE) -

[0

/

\ \

BIEZTT = FRHERETEIRAR
%WZEHE@%h%ﬁﬂ&mﬁﬁ
RITE A BEEREETHER - A T
BT ZRaBRHOEE TEBBTHRE
BT 230% © IRIBE=ZTZ=F
AR T B e AN A B fa] £ BB AR A AT
RN A REREETER - AT
BT 2RNBHEEHTBER-ZT
=FRNA-+ERARBBEETRG
210% + WEARA B A AR R E0K
R ER T — T T = FREREE
T Z10%R &8 ©
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14 SHARE CAPITAL (continued) 14 lE&X @)

(b) Share options (Continued)

(b) HER%HE (&)

The total number of shares issued and to be issued
upon exercise of the share options granted under
2003 Share Option Scheme and any other share
option schemes of the Company to each participant
in any 12-month period up to the date of grant must
not exceed 1% of the shares in issue at the date of
grant. Any further grant of share options in excess of
this limit is subject to the approval of shareholders
in general meeting of the Company.

Share options granted under the 2003 Share Option
Scheme to director, chief executive or substantial
shareholder of the Company, or to any of their
associates, are subject to approval of the
independent non-executive directors of the
Company (excluding any independent non-
executive director who is also the grantee of the
options).In addition, any share options granted to a
substantial shareholder or an independent non-
executive director of the Company, or to any of their
associates, in excess of 0.1% of the shares of the
Company in issue at any time or with an aggregate
value (based on the closing price of the Company’s
shares at the date of each grant) in excess of
HK$5,000,000, within any 12-month period up to and
including the date of such grant, are subject to
shareholders’ approval in general meeting of the
Company.

The exercise price of the share options will be at least
the highest of (i) the closing price of the Company’s
shares as stated in daily quotations sheet of HKSE
on the date of the offer for grant, which must be a
business day; (ii) the average closing price of the
Company’s shares as stated in HKSE’s daily
quotations sheet for the five business days
immediately preceding the date of the offer for grant,
which must be a business day; and (iii) the nominal
value of the share.

REBERL AR EEAN+—EAH
B RE_ZZE=FBREASINEA
R AMEfE AR BB R A B 2 B A
RETER ERITRBETTER
28E 7 BN @ENSHEERE B S
EBITIRM 1% - E—FEREBL
SR EE 2 B A i R RN A R B
RAEHE -

BIEZTT=FERESERAEAQR
BE o TBABSEEREHF
B A TR 2 ERE - A%
RARBYIFRITESE (TREF A
BREARAZEMBLIERITE
) BE o AN REERLBH (82
BEzB) bz A+ @AM @
RAREEREHBIIFNITES
BETABHEA LR ZTMMBER
& MEBBERREAAARERET
fR190.1% » AR E RBEAQFNE
KRBz BRHWmERE) BB
#%5,000,0007T + AIZBERRAARAF
BERAEGHE -

BREZITEESMER T &S
FEORBFLRLBERERY GZH L
ARERR) ARARNEBIFE
BHREXRPAIIZWHE : () BEER
hiEkEZ A (ZB R ARERA)
RIREERER - ARBROPEEZ T
FAMERPHAIIZFHRHE &
(A fD < E1E e
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14 SHARE CAPITAL (continued) 14 Ig& )

(b) RER%HE (@)

(b) Share options (Continued)

The share options granted may be exercised at any
time during the period commencing immediately
after the date on which the option is deemed to be
granted and accepted and expiring on a date to be
determined and notified by the board of directors
which shall not be more than 10 years from the date
on which the share option is deemed to be granted
and accepted. 2003 Share Option Scheme shall be
valid and effective for a period of 10 years

commencing on 27 June 2003.

On 23 January 2006, 115,900,000 share options were
granted to the directors of the Company and certain
employees of the Group in respect of their services
provided to the Group. These share options are
exercisable immediatedly on its grant day, and will
be lapsed on 22 January 2016 at an exercise price of
HK$0.1206 per share.

The fair value of options granted was determined
using the Black-Scholes Model.The key assumptions
used in the valuation include: (i) an expected
dividend yield of 0% per annum, (ii) volatility of share
price of 44.15% per annum (expressed as weighted
average volatility used in the modelling of Black-
Scholes Model, which is the annualised standard
deviation of the continuously compounded rate of
return on the share over a period of time), (iii) a risk
free rate of interest on options exercisable before 25
January 2008 and 25 June 2008 of 3.766% and
3.786% per annum respectively, and (iv) the option

life is 10 years.

Hualing Holdings Limited ZEZ&EEARAQ A

B2 B AT R RE B AR AR A
R REWE RRERTE - MERE
mBHEHEESEE RELBA -
MG ERE BB R IR A
SRR T - _ET=FRERET
AR —TT=FNA - TR
BTEHEARRREN -

R-ZBETZRF—A-+=H  AA7
EERASEETRERERERAEE
12 14 R 755 1 2 4% 115,900,00015 & A%
¥ o ZEREAE R R E T B HARNEF
RS E0.1206T Z I TIEEITE
WRZF—R"F—A=Z+ZHXRK

FTi% i 2 BRI A EETVRAMEA
o ATRHTEIE EEBENXETE © (A8
FIRAs TEREZEIE - HEHKRE
EEF0%  (i)REKIEETF44.15%
(fBh % — e R E B RA
NIRRT - BREKIEAR —
BHARIR 2B EEN B HRE 2 FE
LIREE)  (iINRNZEZENF—A=
+HEABER=ZZEZENF A THBA
A TTEEREGS 2 BRRTE D
Rl £53.766% 5 3.786% * M (iv) i P AE
FHA10F -
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14 SHARE CAPITAL (continued) 14 &K @)
(b) Share options (Continued) (b) EEBRHE &)

Based on the valuation, the fair value of the BEGE ZXFEEREHZ
115,900,000 share options granted this year was 115,900,00017% & A 4 2 A FEE
approximately HK$4,125,000, which was recognised B4 125,0007T © BESECER
as employee benefit expense (Note 22) and a RiEBE AN (FiFE22) RN ERE
corresponding increase in share option reserve (Note P A (FEE15) o
15).
Movements of the share options granted under the ARERNRA - RE-TZ=_FHERET
2003 Share Option Scheme during the year are as RN ZBREZEFHMT
follows:

Options Options Options held

Options held granted exercised at31 Exercise
at1January  during the during the December price Exercisable  Exercisable
2006 year (ii) year 2006 (v) HKS  Grant date from until

RZEENE RZBE/RE

-B-B ERRiiz EnfrE tZR=t-B  f1EE

Name 4 BREZE  BREG JERE  BREREV BB REBE  AREe  GE5E
Directors: B

Fang Hongho hib:y - 25,000,000 - 25000000 01206 23/1/2006  23/1/2006  22/1/2016
Wang Wei (i) TR - 25000000 (25,000,000) (i) - 01206  23/1/2006  23/1/2006  22/1/2016
Zhang Quan i - 25000000 (25,000000) (i) - 01206  23/1/2006  23/1/2006  22/1/2016
Li Jianwei RER - 5,000,000 - 5000000 01206 23/1/2006  23/1/2006  22/1/2016
Yuan Liqun il - 3,900,000 - 3900000 01206 23/1/2006  23/1/2006  22/1/2016
Chen Yu Hang 2 - 3000000 (3,000,000) (i) - 01206  23/1/2006  23/1/2006  22/1/2016
ZhangXinHuia  FHE - 3000000 (3,000,000 (i) - 01206 23/1/2006  23/1/2006  22/1/2016

26,000,000 (21,000,000) (iii)&(iv) 5,000,000 01206 23/1/2006  23/1/2006  22/1/2016

Employees [Es

- 115900000  (77,000,000) 38,900,000
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14 SHARE CAPITAL (continued) 14 Ig& )

(b) RER%HE (@)

(b) Share options (Continued)

Note:

(i) Mr.Wang Wei was appointed as an executive director

on 17 January 2006 and resigned on 16 August 2006.

(i)  The closing price of the shares of the Company
immediately before the date of grant (as of 20
January 2006) was HK$0.120.

(iii) The closing price of the shares of the Company
immediately before the date on which the share
options were exercised (as of 28 September 2006)
was HK$0.237.

(iv) The closing price of the shares of the Company
immediately before the date on which the share
options were exercised (as of 14 December 2006)
was HK$0.39.

(v)  The remaining options were fully exercised on 9
January 2007.

Options exercised in 2006 resulted in 77,000,000
shares being issued at HK$0.1206 each.The related
weighted average share price at the time of exercise
was HK$0.336 per share.The related transaction costs
amounting to HK$1,600 have been netted off with
the proceeds received.

Total consideration received during the year from the
grantees for taking up the share options granted
amounted to HK$15 (2005: Nil).

In January 2007, 38,900,000 share options were
exercised by the directors of the Company and
employees of the Group with an exercise price of
HK$0.1206 which resulted in the issue of 38,900,000
additional ordinary shares for a total cash
consideration, before expenses, of approximately
HK$4,691,000 was raised.

Hualing Holdings Limited ZEZ&EEARAQ A

(i) Eﬁ;f‘ﬁiﬁf\f??/\fﬁ A++tHB
BEZEANTES  WR-_ZTZTX
FNATSEBE -

iy ARFRROARBEFLEBH (=
ZERE—A-+RH) ZWHEA
B 10.1207T ©

(iiiy ARFRMHR R EZEREETEA
(ZEZREAA=TNR) 2lH
B AB0.2377T °

(iv)  ZANARIRD N B AR TR Al
(ZZEZTXRF+_A+WA) zdmH
B A7B%0.397T °

v) BMIZBEEER_ZZLF—A
NEEBEEITE -

ETRNFRETECEBREEAZRE
% 7 #0.1206 7T 3 1777,000,0000% A%
7 o ITER 2 B IE T ERE AT
IR A& #0.3367T © MBI HKA B
1,6007T E R E 2 Fr 15 K IE A
o

REFR - WHEAR AZENPTRLE
gz eRERBEIST(ZETR

F:E) -

RZZTZELF—F  ARRESERAK
SE{E B iR1TEE A %0.12067T1TE
38,900,00017 & A 1 - A 31T
38,900,000/ FE/N L BAR - BE 24

cRE(RKMEBRRAX) Z’L’M@Z
4,691,0007T °
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OTHER RESERVES 15 Hitvf#E
General Enterprise Share
Share  reserve expansion Exchange option
premium fund fund  reserve  reserve Total
—ki#E PEER BH A ERE
BB e e fHE i k)
HK$'000  HKS$'000  HK$'000  HKS'000  HKS'000  HKS'000
BT A¥Tr A%Tr A%t A%t B%Tr
(a)  Group () FEE
Balances as at 1 January 2005 RZTTHE
—H—B#%E 567,435 31,721 16,958 27,568 - 643,682
Translation difference during AEEERZEZR
the year - - - (14,083) - (14,083)
Reserves transferred to income REENMEAF
statement upon disposal of PR 8 B 2 M
subsidiaries e A1 - (184) - - - (184)
Balances as RZTZERE
at 31 December 2005 +ZA=+
—BAHE 567435 31537 16958 13485 - 629415
Balances as at 1 January 2006 RZTTREF
—H—H#%E 567,435 31,537 16,958 13,485 - 629415
Reserves transferred to income REEMNE
statement upon disposal NEEES
of subsidiaries Wmk e - (358) - - - (358)
Translation difference during REFEH,
the year =& - - - (21,294) - (21,294)
Issue of ordinary shares BTERK
(Note 14(a)) (P 5E14(2) 19,200 - - - - 19,200
Share issuance expenses B ETER
(Note 14(a)) (Pt 14(a) (1,185) - - - - (1,185)
Employee share option scheme EERRETE
- value of services provided - EREMEREEE
(Note 14(b)) (P E14(b)) - - - - 4,125 4,125
- proceeds from shares issued - Bk
(Note 14(a)) Fr8sa
(PisE14) 1,585 - - - - 1,585
Balances as RZTZTREF
at 31 December 2006 +=A
=+—H#%®E 587,035 31,179 16,958 (7,809) 4125 631,488
2006 Annual Report —ZZTNEEH
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15 OTHER RESERVES (continued)

15 Hibhftw @

Share
Share option
premium reserve Total
B
i & (B A B
HK$'000 HKS$'000 HKS$'000
BETT BETT BET T
(b) Company (b) AAT
Balances as at 1 January 2005 R-_ETRE—F—H%HE 567,435 = 567,435
Balances as at 31 December 2005 RZZZREF A=+ —H%F 567,435 = 567,435
Issue of ordinary shares (Note 14(a) /7L @M% (F1E14()) 19,200 = 19,200
Share issuance expenses (Note 14(a)) B3 %17 & (F514()) (1,185) - (1,185)
Employee share option scheme EEmmRETE
- value of services provided ERERBHOEE
(Note 14(b)) (H33E14(b) = 4125 4125
- proceeds from shares issued — BRI B E
(Note 14(a)) (5T 14(a) 1,585 - 1,585
Balances as at 31 December RZBERE
2006 +ZA=+—RAHE 587,035 4,125 591,160
() The Company’s PRC subsidiaries are required to (0 ZAATEFRBRZHWBAFTAEBSTHEH

follow the laws and regulations of the PRC and their
articles of association.These subsidiaries are required
to provide for certain statutory funds, namely,
general reserve fund and enterprise expansion fund,
which are appropriated from net profit after taxation
but before dividend distribution based on the local
statutory accounts prepared in accordance with
accounting principles and relevant financial
regulations applicable to enterprises established in
the PRC. These PRC subsidiaries are required to
allocate at least 10% of its net profit to the reserve
fund until the balance of such fund has reached 50%
of its registered capital. Such appropriations are
determined at the discretion of the directors. The
general reserve fund can only be used, upon
approval by the relevant authority, to offset

accumulated deficit or increase capital.

Hualing Holdings Limited ZEZ&EEARAQ A

ERMER RIEEN R Taiﬁ%iﬁﬂ,ﬁuo
ZEWMBARERME TEEES -
DRHA—REEESROEERER
T MEBRREERTRE DR Z4E
IR IRER o ZALFARBAL B A 1b
FER 2 gt ER RAEEB AR T
mEBIRETERBFE - WERE
ZWIB AR ARG EH AN & 10%5 B
ZREES  EERMBESEHRE
FHAMEARZ50% 51 o L FRBEK
HESNEET - —REGRERES
EHE B ERIR T BERIERAE
BRI INER o
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16 BORROWINGS 16 &
Group
AEH
2006 2005
HK$’000 HK$’000
BETT BT T
Non-current FEENEA
Bank borrowings, secured RITER - EER 39,813 -
Current BPHA
Bank borrowings, secured RITER - EER 276,699 173,254
Bank borrowings, unsecured RITER - EER 74,650 277,724
391,162 450,978
At 31 December 2006, the Group’s bank borrowings were RZZEZERFTA=+—8  AEEIR
repayable as follows: TEEZERBRAT :
Group
AEHE
2006 2005
HK$’000 HK$’000
BETT BT T
Within one year —F AR 351,349 450,978
In the second year E-FR 39,813 -
391,162 450,978
The exposure of the Group’s borrowing to interest rate AEEEBCEENEEGHRENENT
changes and the contractual repricing dates are as follows: BRMT :
Group
AEH
2006 2005
HK$’000 HK$'000
EBETT BT
6 months or less NEAFKIAT 391,162 450,978
The effective interest rates at the balance sheet date were REFERA 2 BERNERETF7.47% (=
7.47% per annum (2005:5.23% per annum). HF - §F5.23%) °
As at 31 December 2006, approximately HK$316,512,000 RZZFEERFETHA=1T—H8 ' 898K
(2005: HK$100,903,000) of the loans were guaranteed by 316,512,000 (—ZZERHF : B
Midea Group or a subsidiary of the Midea Group. 100,903,0007T) ~ E R B ER & B EH

B2 —EHBRRIELER -

2006 Annual Report —ZZTNEEH
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NNV ES e

16 BORROWINGS (Continued) 16 & @)
Property, plant and equipment and leasehold land and BREFE 45 %81,335,000 (=T H
land use right with net book value of approximately & : 5%98,076,0007T) 2 ¥ - BE k&
HK$81,335,000 (2005: HK$98,076,000) have been pledged WA RIS L 2 T fE AREEEIER
as security for the Group’s short-term bank borrowings AEBFEHRITERZER (ME6K%8) -
(Note 6 and 8).
Subsequent to 31 December 2006 and up to the date of H_EERNFTA=T—REHKEHH
these consolidated financial statements, short-term bank WK A - RHSR1TE 48 % 39,813,000
borrowings of approximately HK$39,813,000 have been TTEEER - Iﬂﬁﬁ_ggtiﬁiﬁéﬁ
renewed and will be due for repayments in 2007 or 2008. NEFHER
The carrying amounts of short-term borrowings EHEECREEREEAFEEMRID
approximate their fair value. The carrying amounts of the RZEEBEAARETE -
borrowings are denominated in the RMB.
17 TRADE AND OTHER PAYABLES 17 ESREMEMNRK
Group Company
AEH AAT
2006 2005 2006 2005
HK$'000 HKS$’000 HK$’000 HK$’000
ABETRX BBTT #EETx BEBETET
Trade payables (Note (a)) B HRENR (k@) 929,729 907,228 - =
Provision for staff welfare BIwEF
and bonus KA A 3,240 1,036 78 78
Accruals HEIREH 87,451 122,634 - -
Advances from customers B E P RN 118,037 106,395 - -
Notes payable (Note (b)) A Z= 58 (5% (b)) 401,185 277,345 - -
Others H At 56,050 54,784 3,028 2,206
1,595,692 1,469,422 3,106 2,284

Hualing Holdings Limited ZEZ&EEARAQ A
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17 TRADE AND OTHER PAYABLES

18

(Continued)

(@) At 31 December 2006, the ageing analysis of the

trade payables was as follows:

NN S

17 B REMEMNIR @

@ M-TEXF+-_A=t—H BH
RN R BRER DATEAT

Group

RE
2006 2005
HK$'000 HK$'000
EBETR BT T
Within 1 year —FR 903,519 834,373
In the second year E-FR 11,518 60,424
Over 2 years ES 14,692 12,431
929,729 907,228

(b) The balance represents bank acceptance notes

issued by the Group with maturity periods of less
than six months. At 31 December 2006, the notes

payable were pledged by bank deposits of

approximately HK$95,557,000

HK$177,384,000).

DEFERRED INCOME TAX

(2005:

Deferred taxation is calculated in full on temporary

differences under the liability method using taxation rates

applicable to the companies comprising the Group.

(b) ZHBBAEAEERLZBRITELE
Z BHEANEARRE  c RZZEER
F+-_A=1+—8 " BENZEEELR
B2 RITERL BB ¥95,557,00070
(ZEZTRHF : B¥177,384,000

JC) °©

18 IEEFTHFH

ELERAZERABEEINEREZRRA

SEETARERZBRHE

o

Temporary differences are mainly arising from: TRE=EXERE :
Group
AEH
2006 2005
HK$’000 HK$’000
BETT BT T
Accumulated losses of some of its =S N=E NG
subsidiaries carried forward < BEHEE 1,118,666 909,175
Provision for inventory obsolescence FERBREXER 58,438 85,421
Provision for doubtful trade and B 5 N E A
other receivables WRR BR 2248 53,511 82,113
Provision of impairment charge M - WEREZEZ
of property, plant and equipment Ve RIER 109,554 127,066
Provision for warranty EmREER 36,304 30,352
1,376,473 1,234,127
2006 Annual Report —ZZTNEEH
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18 DEFERRED INCOME TAX (Continued) 18 BEFTRIH @)

The potential deferred tax assets not provided for in the
consolidated financial statements amounted to:

REGAUERRPEE 2 BEELER A
BEESTEWOT

Group
AEE
2006 2005
HK$’000 HK$’000
BEFR BT T
Accumulated losses of some of its oM B A A
subsidiaries carried forward < BETE 1R 289,962 257,263
Provisions for inventory obsolescence FERKERERE 15,422 25,975
Provision for doubtful trade and B 5Nk EME
other receivables U TR BR 14,406 26,391
Provision of impairment charge WZE - BB k&
of property, plant and equipment BB ZEE 28,985 35,797
Provision for warranty EmREEE 11,980 10,016
360,755 355,442

At the balance sheet date, there was no material
unprovided deferred tax liabilities. Deferred tax assets
arising from above temporary differences have not been
recognised as it is uncertain that future taxable profit will
be available against which the temporary differences can
be utilised.

The expiry date of deferred tax assets not provided as at
31 December 2006 is as follows:

REERBRA  UEBEBARBEHRELEHR
HEE - IR THEEMKES BRGRRD
AMANEEA B BERER - Ft I R
PRERZRELZREFRAEE

R-ZFZRF+A=1T—8 KB#HEZ
BIERIBEEZHAWMT -

Group

AEHE
2006 2005
HK$’000 HK$'000
BETT BT T
Expire within 1 year —FAEIE 30,682 24,977
Expire in 1 - 2 years — E R F 2 E 30,517 30,682
Expire in 2 - 3 years M E = 5 5 8 80,870 30,517
Expire in 3 - 4 years = EOFE|H 90,217 80,870
Expire in 4 - 5 years /Y= A FIH 57,676 90,217
No expiry date mIH A 70,793 98,179
360,755 355,442

According to Provisional Regulations on PRC Enterprise
Income Tax No.11, tax losses of the PRC subsidiaries of the
Group can be carried forward to offset future assessable
profit for a period of 5 years.

Hualing Holdings Limited ZEZ&EEARAQ A
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19 PROVISIONS FOR WARRANTY 19 ERREER
The movement of warranty provision was analysed as EnREEHBEZEFOTWET :
follows:
Group
%0
2006 2005
HK$’000 HK$'000
BETT BT T
Beginning of the year F 4 30,352 19,406
Charge for the year (Note 21) REER (aE21) 27,339 22,745
Less: Amounts utilised B BB A RIE (21,387) (11,799)
End of the year Fix 36,304 30,352

20

The Group provides free repair and replacement services

ranging from one year to three years after sales.The cost

of the warranty obligation under which the Group agrees

to remedy defects in its products is accrued at the time

the related sales are recognised. As at 31 December 2006,

the Group had provided for expected warranty claims on

household electrical appliance items sold.

AEBRUERER - E=FTEILE
BERTHERB o AKEEERRA
TR 2 RERERR - BB SRR
Wit e R=BBAETZA=T—A
AREYE S 2 RAEE REDRE
-

OTHER (LOSSES)/GAINS — NET 20 Hith (B518) Wik — FE#E
2006 2005
HK$’000 HK$'000
EETR BETTT
Rental income M A 5,523 6,199
Less: expenses in respect of the above  J& : B Ll & WA
rental income el (2,386) (298)
3,137 5,901
Fair value (loss)/gain on investment REYEZ AFEER
properties (E518) Wz (2,754) 6,242
Government grants XS #78 Bh H A 4,437 8,257
Loss on sales of scrap materials BRI & B 18 (5,429) (9,826)
(Loss)/gain on disposal of leasehold REMEE TR T
land and land use right FERE (B8 W (5,956) 2,124
Loss on disposal of subsidiaries BREKBAREIR (520) (4,763)
Write-off of long outstanding s & HA e R (E 2
payables (i) JE 15 3R (i) 5,929 -
Others Hh (251) 258
(1,407) 8,193

(i) The amount represented certain write-off long

outstanding payables owe from those subsidiaries

deregistered during the year (Note 9).

() BESBIEMBEFAREIMZHE
RAIZAETEHAREEREMNK
(BF7E9) °

2006 Annual Report —ZZTNEEH
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21 EXPENSES BY NATURE 21 BHESBEZHAX

BREHEEMRA - HERTIZHEENK

Expenses included in cost of goods sold, selling and

marketing costs, administrative expenses and other K -THRAXREMAKERIANZHEZ S
operating expenses are analysed as follows: ManR
2006 2005
HK$’000 HK$'000
EETR BT T
Depreciation (Note 6) & (Hske) 60,010 59,264
Loss on disposal of property, plant BEYE  BE R
and equipment Rz EE 19,677 4,998
Provision of impairment charge of Y - WER&E
property, plant and equipment 2B R S
(Note 6) (Pff=E6) 2,046 15,840
Employee benefit expenses (Note 22) B B RMF = (fFsE22) 94,160 125,937
Cost of inventories recognised ERAEMXZ
as expense ZEEKA 1,873,598 1,616,553
Provision for inventory obsolescence FERERERER 37,330 31,704
Provision/(reversal) for impairment of B SRR ZBIE
trade receivables B, (BE) 4,509 (1,419)
Provision for impairment of H o fE Wk 2 R B B
other receivables 552 8,119
Operating leases rental for land T REFZ
and buildings rEHEHS 14,643 13,851
Auditors’ remuneration = E0ED B & 3,995 2,338
Provision for warranty (Note 19) EmREES (HE19) 27,339 22,745
Research and development costs MERHZER 1,803 2,715
22 EMPLOYEE BENEFIT EXPENSES 22 EEEFIAXZ
Group
XEHE
2006 2005
HK$’000 HK$’000
BETT BT T
Wages and salaries ITENEHS 81,814 118,850
Share options granted to directors RTEEREES
and employees (Note 14(b)) 2 R HE (M52 14(b)) 4,125 =
Pension costs (Note a) RIRE KA (FiiEa) 8,221 7,087
94,160 125,937

Hualing Holdings Limited ZEZ&EEARAQ A



119

R B R R M E

Notes to the Consolidated
Financial Statements

22 EMPLOYEE BENEFIT EXPENSES (continved) 22 {EERFIBZ 2

(a) The Group has arranged for its Hong Kong AEEELRHERBREEL N —IER

(a)

employees to join the MPF Scheme. Under the MPF
Scheme, each of the group companies (the
employer) and its employees make monthly
contributions to the scheme at 5% of the employees’
earnings as defined under the Mandatory Provident
Fund Legislation.The contributions from each of the
employers and employees are subject to a cap of
HK$1,000 per month and thereafter contributions
are voluntary. For the year ended 31 December 2006,
no contribution was forfeited.

The Company’s subsidiaries established in the PRC
participate in the local retirement schemes of the
PRC. Pursuant to the relevant regulations, the Group
is currently required to make a monthly contribution
equivalent to 15% to 28% of the monthly salaries in
respect of its full-time and temporary employees.The
aggregate amount of the Group’s contributions (net
of forfeited contributions) for the year ended 31
December 2006 amounted to approximately
HK$8,221,000 (2005: HK$7,087,000).

BYXTEABR ZRESE - BB
wESETE - &8 “ﬂ@%ﬁ&ﬁ@
B 7Rl R ESEDH
T BABEE AR Z5%ERETE
HA - EBEEREESBEZHRERS
T RAA% 0000t - E&¥H R B REM
Ko BEETF+_A=+—H
IEFE - BER 5k -

ARABRFBEKILZ KB ARIESHE
FEIAMER KR E ) - RIBEA B IF

K AEEREGAZNEER2B
MG B A#15% % 28% 2 5K o
REBEE—TTF+=-A=+—H1t
FE AEECHREE (ENRR
Wz 30 #0575 %8,221,0007T (ZF
THE : B%7,087,0007T) °
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22 EMPLOYEE BENEFIT EXPENSES (continued) 22

(b) Directors’ and senior managements’
emoluments

The remuneration of every director for the year
ended 31 December 2006 is set out below:

Discretionary
Fees Salary honuses
Name of Director R ks #t  BERA

HKS000  HKS000  HKS'000
AETT  A%Tn RRTR

S R R P

Notes to the Consolidated o

BEEEAMZ @)

(b) EEREREZAENE

BUEENBEZE_TTRF+-A=
T—HLEFEZHMEEHINMT

Employer's Compensation

contribution for loss
Inducement Other to pension of office
fees  benefits (a) scheme s director Total

Ergitdl, E3REL
nEMe HtEde  EIHR ik Aif
HKSO00  HKSO00  HKS000  HKS000  HKS'O0O
BRI BETT  A¥TR ARTR MR

Executive Directors HEE
Mr. Fang Hongbo TR - - -
Mr. Zhang Quan i it - - -
Mr. Wang Wei () T4 - % -
M. Li Jianwei RRERL - - -
Mr.Li Dong Lai (d) FRREE W - - -
Non-executive Directors FHnES
Ms. Yuan Liqun (e} RHELL () - - -
Mr. Zhang Xin Hua FiELE - - -
Mr. Chen Yu Hang REmis - - -
Independent non- BUiHES

executive Directors
Mr. Chan Wai Dune Rt 180 - -
Mr.Lam Ming Yung WHELE 180 - -
Ms. Chen Chunhua RELRL 180 - -

Hualing Holdings Limited ZFEZEBER A 7

932 = = 932
932 = = 932
932 = = 987
202 = = 202
= 18 = = 18
= 161 = = 161
= 128 = = 128
= 128 = = 128
= 18 = = 198
= 18 = = 198
= 18 = = 198
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22 EMPLOYEE BENEFIT EXPENSES (continued)

(b) Directors’ and senior managements’
emoluments (Continued)

The remuneration of every director for the year

ended 31 December 2005 is set out below:

AR

NN S

22 EE®RFAMAIZ @

(b) E=E

EEREEASWE (@)

BRNEENHE_ZETZRFE+_A=
+—HIEFEEZMEHIOT :

Employer's Compensation
contribution for loss

Discretionary  Inducement Other  to pension of office
Fees Salary ~ honuses fees  benefits (a) scheme s director Total
Bifeitdlz EBEY
Name of Director BEft4 ik e OBERA  NEME EbETR  BIER i it
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HKS'000  HKS'000 HK'000
BETT A%t BT A¥Tr BMTn A%t BT A¥Tr
Executive Directors HEE
Mr. Fang Hongbo TEREE - - - - - - - -
Mr LiuLiang (b) AR - 86 - - - - - 8
Mr. Zhang Quan RiErE - - - - - - - -
M. Li Jianwei REERL - - - - - - - -
Non-executive Directors FinES
Ms. Yuan Ligun RBRL - = - = - - - -
Mr. Zhang Xin Hua RifEnE - = - - - - - -
Mr. Chen Yu Hang BT = = = = - - - -
Independent non- BUNnES
executive Directors
Mr. Chan Wai Dune Rz 100 - - - - - - 100
Mr. Lam Ming Yung HHBELE 100 - - - - - - 100
Ms. Chen Chunhua REiELL 100 - - - - - - 100
Notes: Bt 5
(@) Other benefits include leave pay, share based (@) EHMREMEFEBEZFRE - LRARK

payments and insurance premium.

(b)  Resigned on 17 January 2006 and was replaced by
Mr.Wang Wei.

(c)  Appointed on 17 January 2006 and resigned on 16
August 2006 and was replaced by Mr.Li Dong Lai.

(d) Appointed on 16 August 2006.

(e)  Ms.Yuan Liqun, who was a non-executive director,
was redesignated as an executive director on 4
January 2007.

Directors’ fees disclosed above include HK$540,000
(2005: HK$300,000) paid to independent non-

executive directors.

MRE °
R-FBTERNF—H T LBHELH
FRAEERE -
R-ZBENF—H+CREERE -
RIBERFENA+TRBEELH
FRRFEERE -
R-ZBERNFENA+RBEERE -
FRTEERANBFLEIN_TFTL
F-AMBAER/ATES -

LB EERSBEIN TEY
FATEFT ZH 2B 540,0007T
—ZETAF : B%300,0007T) °

— =
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22 EMPLOYEE BENEFIT EXPENSES (continved) 22 {EERFIBZ 2

(c) Five highest paid individuals (c)

The five individuals whose emoluments were the
highest in the Group for the year include three (2005:
None) directors whose emoluments are reflected in
the analysis presented above. The emoluments
payable to the remaining two (2005:five) individuals

during the year are as follows:

AfimEHMAL

AEREENRIURSHFNALERE
“N(CETRFBEF Hilg
EHR EXOM - REER TR
(ZZZ0F D &EFMALZ
Mo

2006 2005
HK$’000 HKS$’000
EETT BT
Basic salaries, housing allowances, EA#H ¢ « EEE8L
other allowances and benefits HZaE REYMH =R
in kind 927 1,067
Contribution to pension schemes B K & 523 47 32
974 1,099

The emoluments fell within the following bands:

Emolument bands

REFMALTZMSERNWT ¢

Number of individuals

B & 42 51 AEL
2006 2005
Nil - HK$1,000,000 07T - #%1,000,0007T 2 5

23 FINANCE COSTS — NET 23 MERE — B8
2006 2005
HK$’000 HK$’000
HEETIT BT T
Interest on bank borrowings RITEEZFE 20,455 31,903
Bank handling charges RITFEE 3,444 4,040
Interest income (Note 33) A BEU A (FFaE33) (7,856) (7,728)
Exchange loss/(gain) (Note 33) bE X B 18 (Weas)

(P$5E33) 11,828 (3,418)
27,871 24,797

Hualing Holdings Limited ZFEZEBER A 7
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\\m

24 INCOME TAX EXPENSE 24

No Hong Kong profits tax has been provided as the Group
did not have any assessable profit in Hong Kong. PRC
enterprise income tax has been calculated on the
estimated assessable profit for the year at the rates of
taxation prevailing in the respective jurisdictions.

SN SRR

Fris#i6 32

A AN 55 B 30 B R (T (] JE SR B B T 15 0
WT A - B I 4 37 ER AT fA] & 5 I 1S B
%o PRMGEMGHIRBEARFE 2 b5t
JERTANBIREM ZIRITHEFE -

2006 2005

HK$’000 HK$'000

EETT BT

Enterprise income tax BEMFMN 2,352 567

The tax on the Group's loss before tax differs from the
theoretical amount that would arise using the weighted
average tax rate applicable to profits of the consolidated

entities as follows:

AREE FBR T ATES 18 < B AR T TE B ER R i3
FARREEBR ZINEFEOMETE 2R
HARE=EOT -

2006 2005

HK$’000 HK$’000

BETR BT T

Loss before income tax B P15 B B B 1R (103,388) (289,294)
Calculated at the PRC statutory tax 12 BE TE B & 33% H

rate of 33% (2005: 33%) (ZZTHEF : 33%) (34,118) (95,467)

Effect of different tax rates MEZRTE 3,457 4,843

Expenses not deductible for taxation TSR] BEHUR AR 18

purposes <2 EHR 2,723 143

Unrecognised deferred tax assets AERBELEHIBEE 30,290 91,048

Taxation charge P IE > 2,352 567

The unprovided deferred taxation as at 31 December 2006

was detailed in Note 18.

R-ZBERF+T_A=T—HZARBEE
EMIAFIBERME18
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25

26

LOSS ATTRIBUTABLE TO EQUITY
HOLDERS OF THE COMPANY

The loss attributable to equity holders of the Company is
dealt with in the financial statements of the Company to
the extent of HK$84,563,000 (2005: HK$236,065,000).

LOSS PER SHARE

Basic

The calculations of basic loss per share are based on
Group’s loss attributable to equity holders of the Company
of approximately HK$112,647,000 (2005: HK$283,540,000).

The basic loss per share is based on the weighted average
number of 4,196,798,257 (2005: 2,677,908,148) ordinary

shares in issue during the year.
Diluted

Diluted loss per share is calculated by adjusting the
weighted average number of ordinary shares outstanding
by the assumption of the conversion of all potential
dilutive ordinary shares arising from share options granted
by the Company (collectively forming the denominator for
computing the diluted loss per share). A calculation is done
to determine the number of shares that could have been
issued at fair value (determined as the average market
price of the Company’s shares during the periods) based
on the monetary value of the subscription rights attached
to the outstanding share options.The number of shares
so calculated is compared against the number of shares
that would have been issued assuming the exercise of the
share options.The difference is added to the denominator
as an issue of ordinary shares for no consideration. No
adjustment is made to the loss (numerator). For the year
ended 31 December 2006 and 2005, potential dilutive
ordinary shares were not included in the calculation of

diluted loss per share because they are anti-dilutive.

Hualing Holdings Limited ZEZ&EEARAQ A

AR

25

26

NN E

KA IRERB AEBIEEHE

STARRBRFERER 2 AR REZE A
FE{R B 18 40 A5 584,563,000 (ZEZH
& B #236,065,0007T) °

BiREE
- S

FREREEIRIEANRIRERZE AR
1H7R £ B E I8 4975 %112,647,0007T (=&
T E - #5%283,540,000T) 5HE o

FRENEBIIRFRABETERRZM
T 19%04,196,798,257 (ZTZEHF :
2,677,908,148%) 7 & o

e

FREEEER A EIDERBRRAR AR
B2 BREEE A BEEEE BAE
ST B AR B B R A A E 2 (W
EXREXRGESRESERZOT) -
BRAHE 5 5 ERIEARTTE B A EATHT
RBERCERER BEARRATEE
(BASHAXRRR RN FHHEmMERE) 3%
TZBRMEE - R EITDEFEZ BN
2 A S EBRRBREETEMERT RN
BEELE  FREZBESMENT - ER
EREREMETIEBR - BER (DT A
AFLARE -BE_TTRFR-_ZTTH
FHT-A=1T—HLFE dARBEEHE
TR EEENUE - AT ESREE
BRI ESEEEGTERRTEEA -
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27 DIVIDENDS 27 B2

EETERREBRE_TTRF+_A=
THLEFEZERR (CETRF : £) -

28 B (HRA) EEZBS

The directors do not recommend the payment of a
dividend for the year ended 31 December 2006 (2005: Nil).

28 CASH (USED IN)/GENERATED FROM

OPERATIONS
(a) Reconciliation of operating loss to net () EEBEHREEZHRE (GRE)
cash (outflow)/inflow from operating S RNFHEERE
activities:
2006 2005
HK$’000 HK$’000
BETT BT T
Loss before income tax HBRATE RIS E (103,388) (289,294)
Adjustments for: THEE
- Depreciation -IE 60,010 59,264
- Amortisation of leasehold land -HHELH R L
and land use right i FA 1  8 711 791
- Loss on disposal of associates -REBEARZEE - 12,195
- Impairment of property, plant -ME - WEREE
and equipment BB 2,046 15,840
- Deficit/(surplus) on revaluation - &M E(H
of investment properties B4t (B8 2,754 (6,242)
- Loss on disposals of property, -REVMFE  BEX
plant and equipment Rz EE 19,677 4,998
- Loss/(gain) on disposal of -REHELHKR
leasehold land and land T EAEZ
use rights Eia, (k) 5,956 (2,124)
- Loss on disposal of subsidiaries - R Z[IEBA 7 2 EE 520 4,763
- Share-based payment expenses - MA& A 5K 5 2 4,125 -
- Government grants - BUF AL YA (4,437) (8,257)
— Interest income - FE U A (7,856) (7,728)
- Interest expense - MBS 20,455 31,903
- Bank handling charges -IRITFEE 3,444 4,040
- Effect of foreign exchange - HNEE TR H R 2
translation (35,183) (23,128)
Changes in working capital: LEESEY
- Inventories -F8 (127,090) (20,475)
- Due from related companies - FE Y A B N B FRIB (163,658) (4,067)
- Trade and other receivables - B 5 REMERFK 113,617 (313,103)
- Prepaid value-added tax - JE{TIEER 35,991 1,676
- Provision for warranty -ERREER 5,952 10,946
- Due to related companies - B A B N B B 27,426 130,111
- Trade and other payables -8B 5 RE MK 126,270 453,364
Cash (used in)/generated from weE (AR EEzRe
operations (12,658) 55,473
2006 Annual Report =T NFFR
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28 CASH (USED IN)/GENERATED FROM

OPERATIONS (Continued)

(a) Reconciliation of operating loss to net
cash (outflow)/inflow from operating
activities: (Continued)

In the consolidated cash flow statement, proceeds

from sale of property, plant and equipment comprise:

\\m

28

SN SRR

BE (R EEXZEE @

(a) FEFREEEZRS (GREH)
/ MANFEHRR - (@

%%*Aiﬁéiﬁ%%qﬂ CHEYE K
EREREREREBHE

During the year ended 31 December 2006, an action was
brought by a subsidiary of the Group, Guangzhou Air-
conditioning to a customer for an outstanding accounts
receivable amount of Euro 2,140,984, in the Multi Member
Court of First Instance of Thessalonica, Greece.On the other
hand, the said customer brought an action against
Guangzhou Air-conditioning for an alleged breach of
contract. Compensation for loss and damage of reputation,
totalling approximately Euro 13,680,625 were sorted by
the said customer in the Multi Member Court of First

Instance of Thessalonica.

As at the date of this report, the trial has not yet
commenced and the parties are negotiating to settle the
above case out of the court. Having sought independent
legal advice, the directors consider that the possibility of
the success of claim from the said customer is remote.
Accordingly, no provision has been made in the financial

statement in respect of the above claim.

Other than the above, there are no material contingent
liabilities or off-balance sheet obligations for the year
ended 31 December 2006.

Hualing Holdings Limited ZEZ&EEARAQ A

2006 2005
HK$’000 HK$'000
BETR BT
Net book amount (Note 6) BREFE (Mfike) 25,601 11,730

Loss on sale of property, plantand HEWE - BHE &
equipment i BE (19,677) (4,998)

Proceeds from sale of property, o ’%W% J#7 K&
plant and equipment R EPTIFRIA 5,924 6,732

29 CONTINGENT LIABILITIES 29 HAAEE

HE_TTF+ZA=T—HLFE "
AEB—RMBRFEETEFHEFEES
BERZEE —BEER —BEPAREERE
H&%M’\Jz,14o,984l€uk7’zf/ﬁﬁﬁ%ﬁ o B—5

CRBPRERERZEE —BEAEY
%x*ﬁuﬂ{’ﬁﬁt%ﬁ CHEBEED - ZEP
HERAREEBEZBEMSKEE 8%
#713,680,625E T

RARER - BARRHARRA - M7 ERR
FESNMARETTIER - EENESBIDER
BRE R/ LAEFHREHBHFAOE
SN o Bt - M HRAR A E Lt A
R -

BREXFEN  RBEZFTTF+=
A=1T—BLFE BECAERXAE
BEREERERINEE -
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30 COMMITMENTS

\\m

& B ISR M 5

30 #*iE

(@) Capital commitments at the balance sheet date but (@) REEBR  BEYZE  BEEKEM
not yet incurred for purchases of property, plant and M AR A 2 B AR
equipment:
Group
AEE
2006 2005
HK$’000 HK$’000
BETR BT
Contracted but not provided for B R AEREME 54,381 56,048
(b) Commitments under operating leases — Group as (b) LEHEAE-—AKBEEREEA

the lessee

The future aggregate minimum lease payments

AERERB AR 2 EEHEMR

under non-cancellable operating leases are as RN 2 XEREMKBRELOT
follows:
Group
AEH
2006 2005
HK$’000 HK$'000
EETR BT T
Not later than one year F—FNR 717 1,127
Later than one year and F—FrZE
not later than five years ERAFNR 572 2,466
1,289 3,593

2006 Annual Report —ZZTNEEH
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31 RELATED PARTY TRANSACTIONS

Save as disclosed in other notes to the consolidated
financial statements, the material related party

transactions are as follows:

(@) The following transactions were carried out with

related parties in accordance with the terms

|-

NN E

31 RABHRXS

T~

ZRBWT

mutually agreed by the respective parties:

BEARAMBHRRDEMHMEPREZ
R REBEANBBH IR ZFBN

(a) EERAEETT KIRE T KRB E 2 RF0E
17

Group
FEE
2006 2005
HK$’000 HK$'000
BT BETT
Sales of finished goods: HER K m
- Guangdong Midea Commercial - BERENEAZERRE
AirConditioner & Equipment BIR AR
Co., Ltd.** (“Midea Commercial ([ZERmAZEAL
AirConditioner”) - 348
— Hefei Midea-Royalstar Electrical -ARKREEXNER
Equipment Marketing Co., Ltd.* EIHBR AT
(“Midea-Royalstar”) (MREEXEm]) 35,358 23,178
- Guangdong Midea Air -BEREMRRRME
Conditioning Equipment BRAR]*
Co., Ltd. ** (‘Midea Air (IE8EZ])
Conditioning”) 152,298 58,372
187,656 81,898

Hualing Holdings Limited ZEZ&EEARAQ A
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31 RELATED PARTY TRANSACTIONS

R B R R M E

31 FABAFRS @

(Continued)
(@) The following transactions were carried out with (a) EAREEE SRS 5 KR E 2 e
related parties in accordance with the terms TZRGWT : (&)

mutually agreed by the respective parties:

(Continued)

129

Group
AEEH
2006 2005
HK$’000 HKS$'000
BETR BT T
Purchases of household appliances, BEERAETE - K H
semi-finished goods and materials R R
and spare parts:
- Midea Commercial Air -ENEAER
Conditioner 450 14,200
- Midea Air Conditioning - ENRR 153,743 96,628
- Foshan Midea Household - I ENRAERSR
Appliance Co., Ltd.* BRAR]
(“Midea Household Appliance”) ([EHKE]) 9,310 31,895
- Guangdong Meizhi Compressor -BEREZHRLRME
Limited ** (“Meizhi Compressor”) AR A A **
(EZHE]) 69,772 78,069
- Guangdong Welling Motor —E?WEEFF%%L
Manufacturing Company Limited*  GR2A
(“Welling Motor”) m*ﬂ%n 58,996 24,430
292,271 245,222
& These are related parties controlled by the ultimate @ ZEBE AT AARRRREERA
holding company of the Company. AP o
**  These are related parties under common significant »  ZEWRBHARTIHERERNTE -

influence.
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31 RELATED PARTY TRANSACTIONS

(Continued)

(b) Key management compensation

NN E

31 FABAFRS @

(b) FTREEAEME

Group
AEE
2006 2005
HK$'000 HKS$’000
BETR BT
Salaries and other short-term e RHMER
employee benefits EE @A 1,370 1,485
Share-based payments AR 7 2~ 32 3,763 -
5,133 1,485
(c) Balances with related companies: () BBt A Z&FEINT ¢
Group
AEEH
2006 2005
HK$’000 HK$'000
BT BT T
Due from related companies: FEUR B A A -
- Midea-Royalstar -BREEXN 27,258 5,386
- Midea Air Conditioning -ERRL 141,826 40
169,084 5,426

Hualing Holdings Limited ZFEZEBER A 7
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31 RELATED PARTY TRANSACTIONS 31 FBEAX S @)
(Continued)
(c) Balances with related companies: (Continued) () HEHMARZHRBLT @ (&)
Group
AEHE
2006 2005
HK$’000 HK$’000
BETT BT T
Due to related companies: e 55@
- Midea Household Appliance -EHNRE 3,216 4,805
- Midea Commercial Air -ENEAZER
Conditioner 8,827 10,056
- Midea Air Conditioning - MR 114,422 38,576
— Meizhi Compressor -E2RL 23,065 78,030
- Welling Motor - B EER 21,241 11,878
170,771 143,345
The balances due from/to related companies are FEULFE AR A RIBRRE T 6 B iR
interest free and are repayable on demand. BRIEK o
32 ULTIMATE HOLDING COMPANY 32 REERATE
The directors regard Midea Group, a company EERBREER AR RBERBEGMA L
incorporated in the PRC, as being the ultimate holding ZEMEHE -
company.
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33 COMPARATIVE FIGURES 33 kBT
In current year, interest income and exchange gain are FEBWASE R MR ERAFETAME
included in finance costs-net (Note 23), whereas in prior AN —F%8 (5E23) © MBAFEZER
years these accounts had been included in other income BEFTAEMKA - WHEHEEKADFHA
and separated from finance cost. Accordingly, comparative Bk - At - EBREBFELEFHHLE - HA
figures have been reclassified so as to confirm with current FREZEH -

year’s presentation.
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