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WASHING MACHINE BUSINESS

The Group’s washing machine business comprises the manufacture
and sale of top loading and front loading washing machines, which
together accounted for approximately 81.9% of the Group’s total
revenue for 2006 (2005: 80.8%). The Group continues to strengthen
its dominant market position in the PRC with strong revenue growth
of 26.2% from HK$4,478 million in 2005 to HK$5,651 million in
2006. Gross profit margin improved from 21.9% in 2005 to 25.9%
in 2006 due to our launch of innovative high value added products,
stabilization of raw material costs after a period of rapid cost
increase in 2004 and 2005, improvement in operational efficiency
and the ability of the Group to regain the pricing power in the
market . As a result, operating profit grew substantially by 29.7%
from HK$170 million in 2005 to HK$221 million in 2006. The growth
of this business in both volume and profitability was made possible
by our well-received marketing programs and successful product
positioning whilst focusing effort on technology innovation. Our
environmentally friendly dual-drive detergent-free washing machines
in particular achieved remarkable results. Their sophisticated design
and technology were reaffirmed during the year by winning awards
such as Golden Award for Outstanding Chinese Patented Invention
organized by both The World Intellectual Property Organisation and
The State Intellectual Property Office of The People’s Republic of
China. Our dual drive washing machine technology was also
included in the 2006 IEC standard proposal, demonstrating the
Group’s world-class R&D capabilities.

Sale of front loading washing machines is another area with
significant growth potential. Although this type of washing machines,
being more popularly used in Europe, have only been introduced
to the PRC market for a relatively shorter period of time, they are
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targeting at the higher end of the market with higher average selling
price. With increasing urbanization, rising income and improving
living standards among the PRC citizens, we are seeing significant
growth potential for our front loading washing machines.

To cater for our rapid growth in sales, a new factory with annual
production capacity of approximately 1 million units has been
constructed in Chongging, the PRC and will commence production
in the first quarter of 2007, boasting our total annual production
capacity to approximately 8 million units.

We will continue to enhance the competitiveness of our washing
machine business by further strengthening our R&D capabilities on
developing more differentiated products which carry value added
features to improve our margin, and environmentally conscious
products which we believe is the global trend for all consumer
products. We will also expand our export markets, which currently
only account for approximately 12% of the Group’s sale of washing
machines in 2006, to generate, initially volume growth, and over
the longer horizon improved profitability. The Directors are confident
that the washing machine business will continue to perform
satisfactorily in the coming year.

WATER HEATER BUSINESS

The water heater business, which accounted for approximately
18.1% of the Group’s revenue in 2006 (2005: 19.2%), also performed
well during the year. Revenue grew by approximately 17.6%,
reaching HK$1,251 million in 2006. Gross profit margin improved
from 25.9% in 2005 to 29.9% in 2006. As a result, operating profit
grew strongly by 25.1% from HK$35 million in 2005 to HK$44 million
in 2006.

The Group produced three types of water heaters, namely, electrical
water heaters, gas water heaters and solar power water heaters.
Currently, electrical water heaters and gas water heaters are the
predominant types of water heaters sold in the PRC whilst the
market share of solar power water heaters is relatively insignificant.
However, it is expected that the market potential of solar power
water heaters will be tremendous for its environmentally friendly,
safety and energy efficient features. With our extensive experience
and expertise in water heater market, the Group is poised to take
advantage of the growth opportunities of this market segment in
the years ahead.

In recognition of our technology excellence, the Group’s patented
PTOIO technology, a safe care water heater technology, which
ensures users’ safety in case of electricity leakage, was included in
the 2006 IEC standard proposal. Going forward, the Group will
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follow its “safety-based products” philosophy in the design of water
heater products and continue to lead the industry in safety
technologies. The Directors are confident that the water heater
business will continue to provide satisfactory contribution to the
Group.

MOBILE HANDSET BUSINESS

During the year, the Group disposed of the mobile handset business
to its parent company, the Haier Group, for a total consideration of
approximately HK$420 million in June 2006, realizing a disposal
gain of HK$156 million. Netting off the loss of this business up to
the date of disposal of HK$53 million, this business, being classified
as discontinued operation in the financial statements, contributed
HK$103 million in net profit to the Group for the year. The disposal
enabled the Group to focus on improving its core competencies in
the white goods businesses and to better direct resources to such
businesses.

LIQUIDITY AND FINANCIAL RESOURCES

The Group has maintained a healthy financial and liquidity position
with a current ratio of 115% as at 31 December 2006 (2005: 112%).
As at 31 December 2006, the Group had a cash balance of HK$627
million (2005: HK$592 million), bank and other borrowings of
approximately HK$137 million (2005: HK$243 million) and zero-
coupon 3-year convertible notes (the “Convertible Notes”) with a
face value of HK$170 million (2005: HK$233 million) and a liability
element of HK$162 million (2005: HK$212 million).

The Group has a net cash balance (cash balance less borrowings
and Convertible Notes) of HK$328 million as at 31 December 2006,
up substantially from HK$138 million as at 31 December 2005.
Due to our focus on cashflow management, the Group has been
able to maintain a very strong cash position and has been able to
record a net cash inflow from operating activities of HK$317 million
in 2006.

There is no material effect of seasonality on the Group’s borrowing
requirements.

The Group had capital commitments amounting to HK$252 million
as at 31 December 2006 (2005: HK$12 million), comprising
authorized but not contracted capital commitments of HK$169 million
and contracted capital commitments of HK$83 million, which were
mainly related to construction cost and purchase of machinery for
the expansion in production capacity of the Group’s businesses.
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CAPITAL STRUCTURE AND GEARING RATIO

As at 31 December 2006, the Group maintained a comfortable
gearing ratio (defined as total borrowings plus Convertible Notes
over net assets) of 37% (2005: 41%).

TREASURY POLICIES

The Group employs a conservative approach to cash management
and risk controls. Most of the Group’s receipts and payments are in
Renminbi and Hong Kong dollars. Cash is generally placed in short
term deposits denominated either in Renminbi or Hong Kong dollars.
As at 31 December 2006, the Convertible Notes were denominated
in Hong Kong dollars and most of the Group’s outstanding
borrowings were denominated in Renminbi and were principally
made on a floating rate basis. Foreign currency risk is not significant
as liabilities in Renminbi will be matched by the Group’s earnings,
most of which are also denominated in Renminbi. The Group does
not have any significant interest rate risk, as the current interest
rate in the PRC stays at low level and is relatively stable. The
Group does not have any financial instruments for hedging purposes.

EMPLOYEES AND REMUNERATION POLICY

The total number of employees of the Group as at 31 December
2006 was approximately 7,800, representing a decrease of
approximately 5% as compared to 31 December 2005.

The Group ensures that the remuneration packages for its
employees are competitive and employees are generally
remunerated with a fixed monthly income, which are normally
reviewed on an annual basis, plus discretionary performance related
bonuses. Employees are also provided with benefits including
provident fund and medical insurance. The Group maintains a share
option scheme as an incentive to attract and retain talented
employees. As at 31 December 2006, there were outstanding share
options entitling the grantees to subscribe for 267.5 million new
shares of the Company (or 26.75 million new shares of the Company
after adjusting the figure in corresponding with the share
consolidation as detailed in note 43 to the financial statements
below).

MATERIAL ACQUISITION AND DISPOSAL OF
SUBSIDIARIES AND ASSOCIATES

Please refer to notes 13 and 37 to the combined annual financial
statements below for details of disposal of the mobile handset
business and acquisition of the front loading washing machine and
water heater businesses respectively during the year.
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