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QHAIRMAN’S STATEMENT
FEREE

In 2007, the electrical household appliances industry has
regained momentum and recorded rapid growth under the
positive influence of China’s robust economy, rise of
consumption power of the Chinese population, and the
increasing pace of urbanization of rural areas and global
warming. During the year, Welling Holding Limited (formerly
known as Hualing Holdings Limited) (the “Company”)
endeavored to reform its operating model and management
system and underwent the internal consolidation of assets
and resources of the air-conditioner and refrigerator segments
and fully utilized its competitive strength in manufacturing. A
large portion of turnover for the year was generated from OEM
sales to Midea Group Co., Ltd. (“Midea”) and its subsidiaries
(together referred to as the “Midea Group”). Turnover of the
Company and its subsidiaries (together referred to as the
“Group”) for the year ended 31 December 2007 (the “Year”)
amounted to approximately HK$3,589,686,000 (2006:
approximately HK$2,286,387,000), representing an increase
of approximately 57%. A revival in the home appliances
industry was noted but the operating environment for
manufacturers in the electrical household appliances industry
has not improved, as evidenced by the continuous surge of
prices of raw materials, stricter technological standards
expected of electrical household appliances and severe
competition among different brands. Under such
circumstances, the profit margins of the small to medium sized
electrical household appliances enterprises have diminished.
All such unfavourable factors made our operational
environment much more difficult. Loss attributable to
shareholders for the Year amounted to HK$60,684,000, but
the loss decreased compared to 2006 (the “Previous Year”).
The board of directors of the Company (the “Board”) does
not recommend the payment of a final dividend for the Year.

The “Hualing” brand was seen in the market as a second-tier
brand and was not competitive. It will not have been able to
extricate itself from the difficult operating environment if it were
to continue in its core business of the production and sale of
air-conditioners and refrigerators. The Company’s financial
performance had disappointed shareholders as net deficit
attributable to shareholders was recorded for five consecutive
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QHAIRMAN’S STATEMENT
FEREE

years for the year ended 31 December 2006 and net liabilities
were recorded for the three consecutive years ended 31
December 2006. In the interests of shareholders as a whole,
the Board agreed that a change in the principal business of
the Company is the best and the most efficient solution to
these difficulties and hence initiated an important restructuring
exercise involving a business and assets swap with the
support of Midea, its substantial shareholder. The Board
determined to dispose of its original operations, which
principally comprised the manufacturing and distribution of
home appliances such as air-conditioners, refrigerators and
mini-refrigerators (the “Disposed Business”) and acquired
Welling Holding (BVI) Limited (“Welling”), an indirectly wholly-
owned subsidiary of Midea, and its business of the
manufacture and sale of motors and electronic and electric
products for electrical household appliances (the “New
Business”). Please refer to the circular of the Company dated
25 February 2008 for further details. The directors of the
Company (“Directors”) believed that the acquisition of the New
Business would enable the Company to engage in the more
promising upstream business in the home appliances and
such shift would help the Company develop and utilize its
expertise in home appliances business on motors. The
transaction was completed on 31 March 2008 (“Completion”).

Welling is one of the leading manufacturers and distributors
of motors and electronic and electric products for electrical
household appliances in the PRC, and its products are used
in electrical household appliances including principally air-
conditioners, washing machines, dishwashers, microwave
ovens and refrigerators. The market competition for such
motors and electronic and electric products is less fierce as
compared with the end market for electrical household
appliances (especially for second-tier brands) in which the
Company operated and there would be greater potential for
growth in the market. The Company has changed its name to
Welling Holding Limited with effect from 15 April 2008 in order
to reflect its New Business and strategic orientation after
Completion.
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QHAIRMAN’S STATEMENT
FEREE

Upon Completion, the resources of the Company will be
concentrated on the manufacturing and distribution of (i) air-
conditioning motors; (i) washing motors; and (iii) electronic
and electric products for electrical household appliances. The
Company intends to develop its core business and become
the leading player in the industry in which it operates by
improving its market share, performance and brand reputation.
The Company also plans to enhance the quality of its core
products through continuous advancement of technology, and
to increase its market share by seeking new customers and
increasing sales to existing customers. In addition, the
Company also plans to diversify its product range such as
increasing the types of compressor motors for refrigerators,
pump motors, shaded pole motors and commercial used air-
conditioning motors. The Company will also undertake
research and development for new products, such as
automobile steering motors, in collaboration with automobile
manufacturers. The Board believes that all the above initiatives
and the acquisition of the New Business will improve the
performance of the Company, raise the profile of the “Welling”
brand, promote its long-term growth and increase shareholder
value.

Acknowledgement

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

By order of the Board
Cai Qiwu
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MANAGEMENT DISCUSSION & ANALYSIS

BEEWED T

In 2007, the electrical household appliances industry regained
momentum and recorded rapid growth under the positive
influence of China’s robust economy, the rise of consumption
power of the Chinese population, and the increasing pace of
urbanization of rural areas and global warming. During the
Year, the Company endeavored to reform its operating model
and management system and underwent the internal
consolidation of assets and resources of the air-conditioner
and refrigerator segments and fully utilized its competitive
strength in manufacturing. Benefiting from the above
measures, turnover recorded for the Year increased by 57%
as compared to the Previous Year. However, certain aspects
of the operating environment for manufacturers in the electrical
household appliances industry have not improved, as
evidenced by the continuous surge of prices of raw materials,
expectation of stricter technological standards and severe
competition among different brands. Under such
circumstances, the profit margins of the small-to medium-
sized electrical household appliances enterprises have
diminished, and the Company still recorded a loss for the Year.
Nevertheless, the Company has succeeded in reducing its
loss as compared with Previous Year.

As second-tier brands faced severe competition within the
electrical household appliances industry, if the Company
continues to focus principally only on the manufacturing and
distribution of air-conditioners and refrigerators, the effort of the
Company to overcome the operating predicament would be
demanding.
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MANAGEMENT DISCUSSION & ANALYSIS

BEEWED T

RESTRUCTURING

The Directors considered that the best way to overcome the
financial and operating difficulties of the Company is to adjust
the major business segment of the Company. With the support
of Midea, our substantial shareholder, we initiated an important
restructuring exercise involving a business and assets swap in
2007. Pursuant to this restructuring exercise, the Disposed
Business was sold to Midea while the Company has acquired
the entire issued share capital and business of Welling.
Management considered that the acquisition could allow the
Company to move upstream in the electrical household
appliances industry and concentrate on the development of the
more promising upstream business of the motors for electronic
and electric products, thus facilitating the Company to make full
use of its expertise and experience in the relevant electrical
household appliances industry.

A brief description of the substantial
acquisition and disposal

On 23 November 2007, the Company announced that it has
entered into a sale and purchase agreement (the “Agreement”)
with Welling Electric Holding (Cayman Islands) Limited (the
“Vendor”), the wholly owned subsidiary of Midea, pursuant to
which the Company (i) acquired the entire issued share capital
of Welling, which is engaged in manufacturing and distribution
of motors for electrical household appliances, from the Vendor;
(ii) disposed of the Company’s entire interest in each of China
Refrigeration Industry Co. Ltd., Hualing Technology Limited,
Hualing (Far East) Limited and Hualing (Guangzhou) Electrical
Appliances Co. Ltd. (collectively the “Disposed Companies”)
to the Vendor; (iii) assigned certain debt receivable to the
Vendor; and (iv) issued the consideration shares to the Vendor.
(collectively the “Proposed Transaction”) Upon Completion,
Welling became a wholly-owned subsidiary of the Company,
and the Company no longer has any interest in any of the
Disposed Companies or engage in its current principal
business activities, and will principally engage in the business
of the manufacturing and distribution of motors for electrical
household appliances, including principally air-conditioners,
washing machines, dishwashers, water heaters, microwave
ovens and refrigerators and electronic and electric products.
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MANAGEMENT DISCUSSION & ANALYSIS

EEEN WD

The consideration for the acquisition of Welling is
HK$4,500,000,000 and would be satisfied:

(i)  in part by the transfer of the Company’s entire interest
in the Disposed Companies to the Vendor for an
aggregate consideration of HK$4;

(i) in part as to an amount equal to the outstanding amount
owing under the debt receivable as at the date of the
Completion by the debt assignment of approximately
HK$876,124,000; and

(i)  as to the remainder of the consideration of approximately
HK$3,623,876,000 by the issue and allotment of
approximately 8,753,323,000 new shares in the
Company, to the Vendor at an issue price of HK$0.414
per share.

As at 31 December 2007, completion of the Proposed
Transaction is conditional upon, among other things, the
fulfilment of several conditions including the approval of the
Proposed Transaction by the independent shareholders at the
Company’s extraordinary general meeting (the “EGM”) and
the Stock Exchange of Hong Kong.

The Proposed Transaction was approved by the independent
shareholders at the EGM held on 18 March 2008. The Group
completed the transaction on 31 March 2008.
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MANAGEMENT DISCUSSION & ANALYSIS

BEEWED T

Industry Overview for the Disposed
Business

In 2007, driven by numerous favourable factors, the growth
of air-conditioner industry restored rapidly, in which both the
sales scale and operation quality were enhanced. A favourable
environment prevailed in the industry and the industry
continued to boom. A spate of less-strong companies was
forced out of the market and the market positions for the
remaining, stronger companies were lifted immediately. The
pace of consolidation of the industry sped up while the
crossover of different businesses has become more apparent.
In respect of products development, consumers have become
more conscious of energy saving and environmental
protection. In respect of brand competition within the industry,
with the further expansion of the market share of the major
brands and the diminished remaining market for the weaker
brands, there arose a state of oligopoly in the air-conditioner
industry.

In 2007, the increase in consumer demand for new products
and the implementation of energy saving and environmental
standards in the refrigerator industry raised the entry barriers
to the industry. The surge of costs of raw materials led to
adjustments to product structure. The upgrade of the industry
as a whole further reduced the importance of products pricing.
With regard to the third and fourth-tier markets and the rural
markets, the relatively low ownership of refrigerators boosted
the sales of low-end products. The continuous improvement
in the income of the rural population has helped turn the
potential demand into consumption and led to the sharp
growth in sales in the third and fourth-tier markets.
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MANAGEMENT DISCUSSION & ANALYSIS

EEEN WD

Business Review of the Disposed Business

Against the backdrop of the substantial rise in the cost of
upstream raw materials, the rise of entry barrier and the
severity in market competition, the Group achieved relatively
strong operating results by upholding its operating philosophy
of “focusing on profitability, adjusting the operation mode,
specializing in refrigerators and air-conditioners businesses,
controlling costs and enhancing efficiency, and achieving
break-even.” In 2007, it recorded an aggregate turnover of
approximately HK$3,589,686,000 (2006: HK$2,286,387,000),

EHEXRB AV E R

£ EREMBHERARRR - RATPIERS - 17T%8
FHEAMTEREESRT AEBLXAT
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representing an increase of 57% from that of the Previous (ZEBZRF  4978%112,647,0007T) * [ LG

Year, which a large portion of the turnover was generated $46% °

from OEM sales to the Midea Group. The loss attributable to

equity holders reduced to approximately HK$60,684,000

(2006: approximately HK$112,647,000), representing a

decrease of 46% from that of the Previous Year.

Sales volume by products: (in thousands units) DEREsZ8EE : (F&/TE)

Products 2007 2006 Change
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Air-conditioner 725 1,509 930 +62%
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Analysis of air-conditioner business =R ER DA

The Group’s sales from air-conditioners accounted for AREEEREEREAEE RN FEEREBERAL

approximately 59% of its total revenue during the Year. 59% °

The Group'’s sales from air-conditioners in 2007 amounted to AREEBR-_ZETLFERAEERFONAEEK

approximately HK$2,132,017,000 (2006: approximately 2,132,017, 000c (ZZEE R F : B

HK$1,231,048,000), representing a substantial increase of 1,231,048,0007T) @ & EF R HA KNG EFA 4=

73% from that of the Previous Year. Sales volume was 73% ; SHES#)3E1,509,000E (ZTZNF : 4

approximately 1,509,000 units (2006: approximately 930,000 930,000E) ' | EFE EFA%62% ©

units), representing an increase of approximately 62% from
that of the Previous Year.
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MANAGEMENT DISCUSSION & ANALYSIS

EEEN WD

In 2007, export sales from the Group’s air-conditioning
products amounted to approximately HK$392,019,000 (2006:
approximately HK$522,413,000), representing a decrease of
25% from that of the Previous Year, and accounting for 18%
of the total revenue of the air-conditioner business. The
Group’s export sales volume was approximately 325,000 units
during the Year (2006: approximately 469,000 units),
representing a decrease of approximately 31% from that of
the Previous Year. During the Year, there was a sharp decrease
in the export sales of air-conditioner, which was mainly due
to the diminishing competitiveness in export arising from the
adjustment of sales channel and rise in the cost of raw
materials, as well as appreciation of Renminbi.

In the domestic market, domestic sales from the air-
conditioner business of the Group amounted to approximately
HK$1,739,998,000 (2006: approximately HK$708,635,000),
representing an increase of approximately 146% from that of
the Previous Year. During the Year, the Group’s domestic sales
volume of air-conditioner was approximately 1,184,000 units
(2006: approximately 461,000 units), representing an increase
of approximately 157% from that of the Previous Year. Such
increase was mainly attributable to the Group’s effective
expansion of the third and fourth-tier domestic market as well
as the significantly increase in the volume of OEM sales during
the Year, which was mainly generated from the OEM sales of
approximately HK$1,283,414,000 from the Midea Group.

Analysis of refrigerator business

The Group’s sales from refrigerators accounted for
approximately 41% of its total revenue during the Year.

The Group’s sales revenue from refrigerators in 2007
amounted to approximately HK$1,457,669,000 (2006:
approximately HK$1,055,339,000), representing an increase
of approximately 38% from that of the Previous Year. Sales
volume was approximately 1,875,000 units (2006:
approximately 1,398,000 units), representing an increase of
34% from that of the Previous Year.
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MANAGEMENT DISCUSSION & ANALYSIS

EEEN WD

The export sales for the Group’s refrigerators was
approximately HK$969,873,000 in 2007 (2006: approximately
HK$675,318,000), representing an increase of 44% from that
of Previous Year and accounting for 67 % of the total revenue
of the refrigerator business. Sales volume was approximately
1,380,000 units (2006: approximately 1,026,000 units),
representing an increase of approximately 35% from that of
the Previous Year. This was mainly attributable to the benefits
brought by the significant achievements with the Group’s
efforts in expanding its overseas market. However, due to the
continuous appreciation of Renminbi, the competitive edge
of a low cost production country as was enjoyed by “Made in
China” will vanish gradually, and as such, expansion of
overseas market will be threatened.

In the domestic market, domestic sales from the refrigerator
business of the Group amounted to approximately
HK$487,796,000 (2006: approximately HK$380,021,000),
representing an increase of approximately 28% from that of
the Previous Year. During the Year, the Group’s domestic sales
volume was approximately 495,000 units (2006: approximately
372,000 units), representing an increase of approximately 33%
from that of the Previous Year. This was mainly due to the
adjustment in the sales mix during the Year, in which the
amount of OEM sales increased as compared to the Previous
Year, which mainly generated from the OEM sales of
approximately HK$188,990,000 from the Midea Group.

Financial Review of Disposed Business
Liquidity and Financial Resources

The Group continues to adopt a prudent funding and treasury
policy. As at 31 December 2007, the Group’s bank borrowings
amounted to approximately HK$416,676,000 (2006:
approximately HK$391,162,000), all being short-term bank
borrowings bearing interest at fixed rate and available bank
balances and cash of approximately HK$331,588,000 (2006:
approximately HK$247,199,000). The balances of the Group’s
trade and notes receivables amounted to approximately
HK$855,920,000 (2006: HK$483,254,000).
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Capital Structure and Pledge of Assets

As at 31 December 2007, the Group had recorded net deficit
attributable to equity holders of approximately
HK$404,157,000. As at 31 December 2007, property, plant
and equipment and leasehold land and land use rights with
net book value of approximately HK$143,052,000 (2006:
approximately HK$81,335,000) were pledged as security for
the Group’s short-term loans. Since the Group had net deficit
attributable to equity holders, it would have been very difficult
to secure financing from the bank, however with financial
support from Midea, the substantial shareholder, the Group
managed to enter into an agreements with banks to extend
the payment terms. As at 31 December 2007, approximately
HK$416,676,000 (2006: approximately HK$316,512,000) of
the Group’s loans were guaranteed by Midea and a subsidiary
of Midea. Details of contingent liabilities are set out in Note
30. Since the Disposed Companies were transferred to the
Vendor on 31 March 2008, all of the banking facilities of Welling
and its subsidiaries (together as the “Welling Group”) will not
be guaranteed by the Midea Group and either secured by its
own assets or guaranteed by subsidiaries within Welling
Group.

Exposure to Fluctuations in Exchange Rate

Since most of the Group’s loans and transactions are
denominated in Renminbi, Hong Kong Dollar and United
States Dollar, the risk borne by the Group with respect to
currency fluctuation is relatively low. During the Year, the Group
mainly used its income in Renminbi to settle the expenses of
its PRC operations, and had not used any financial instruments
to hedge its bank borrowings denominated in Renminbi, which
was mainly used to meet the working capital requirements of
its PRC operations.
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Human Resources

As at 31 December 2007, the Group employed approximately
5,555 full time staff in Hong Kong and the PRC. The Group
has considered research report on remuneration prepared by
professional consultants in the PRC in determining employees’
remuneration based on their respective performance,
experience and industry practice. The Company has also
adopted share option scheme and has provided free housing
benefit to certain staff in the PRC. To enhance our productivity
and further improve the caliber of the staff, the Group provided
continual education and training programs for our
management and production staff.

Future Prospects

As discussed above, the Group completed its acquisition of
Welling and disposed of the Disposed Business on 31 March
2008.

Since 1 April 2008, the principal operations of the Group have
become the manufacturing and distribution of motors and
electronic and electric products for electrical household
appliances, including air-conditioners, washing machines,
dishwashers, water heaters, microwave ovens and
refrigerators. Such motors are the main parts of white goods
household appliances and are mainly sold to famous brands
around the global and the PRC markets including Midea
Group. The Group intends to develop new products to enter
new markets with high growth potential, high gross margin
and/or high entry barrier through the strategic cooperation
with international renowned companies in future, for example
entering the automobile steering motors market to sell its
existing or new products and/or technology. The Group will
also consider entering the office automation equipment
industry. Such developments would diversify the Group’s
products range, which would provide the Group with the
opportunity of further expansion.
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Financial Review of the New Business

The consolidated profit attributable to the owners of Welling
for the year ended 31 December 2007 was approximately
RMB276,147,000 (2006: approximately RMB167,260,000).
Details of financial information of the Welling Group are set
out in Note 35(a) to the consolidated financial statements.
The following table sets out the revenue and related data of
the Group’s New Business carried on by Welling attributable
to the major product segments for the years indicated.

Year ended 31 December

BE+t-A=t-HL%E

2004 2005 2006 2007
¥ Juf.2 —2TRE “ETRE ZEELE
RMB'000 )  RMB'00O )  RMB00O )  RMB'00O (%)
ARETT %) ARETT %) ARETET %) ARETT (%)
Turnover =L
Air-conditioning TEHEH
motors 1,241,474  62.3% 1,503,765  54.7% 1,719,827  52.7% 2,631,696 58.4%
Washing motors EHER 423836  21.3% 649,202  23.6% 902,551  27.6% 1,250,867  27.9%
Electronic and EfEREM
electric products 327,404 16.4% 595,846  21.7% 560,066  17.2% 618,724  13.7%
Raw materials R E - - - - 82,126 2.5% - -
Total &t 1,992,714 100.0% 2,748,813 100.0% 3,264,569 100.0% 4,510,287 100.0%
Profit attrioutable to BEREBA
the owners of Weling 1 1] 78 84,573 93,697 175,180 276,147
Gross profit Ef%
margin
Air-conditioning TREH
motors 10.7% 6.6% 6.6% 8.4%
Washing motors EHER 9.5% 12.5% 14.7% 16.5%
Electronic and BEFEREm
electric products 4.7% 6.7% 10.9% 6.8%
Raw materials R E - - 6.6% -
Overall B 9.5% 8.0% 9.6% 10.5%
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Air-conditioning Motors

Gross profit margins of air-conditioning motors for the Welling
Group were approximately 10.7%, 6.6%, 6.6% and 8.4% for
the years ended 2004, 2005, 2006 and 2007 respectively.

During the first half of 2005, the Welling Group’s costs on the
copper and steel (being the Welling Group’s key raw material
components) surged to account for approximately 9% of the
Welling Group’s cost of air-conditioning motors for the year.
The Welling Group did not enter into any commodity-linked
agreement with its customers at that time. The sharp increase
in key raw materials plunged the Welling Group into an
extremely unfavorable business environment. After
tremendous efforts, the Welling Group managed to raise the
average price of products by 3% in 2005. However, this was
more than offset by the surge in the costs of key raw materials
and hence the gross profit margin for 2005 dropped by
approximately 4.1% compared to 2004.

In 2006, the cost of copper continued to rise. During the peak
period of demand for its products, the Welling Group captured
the opportunity to negotiate with its customers and reached
a commodity-linked agreement while raising the selling price
of its export products. In the last quarter of 2006, the PRC
government changed the export refund tax rate which led to
the increase of the applicable export refund tax rate of the
Welling Group’s air-conditioning motors from 13% to 17%.
Such change offset the skyrocketing cost of key raw materials.
As a result, the gross profit margins in 2006 for the Welling
Group’s air-conditioning motors remained stable compared
to 2005.

For the Year, the consolidation of the air-conditioner industry
has increased the market share of the Welling Group’s major
customers and boosted the demands for the Welling Group’s
air-conditioning motors, which in turn generated substantial
revenue to the Welling Group. Commodity-linked agreement
entered into between the Welling Group and its customers
provided protection against the continuous rise in the price
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of copper (key raw materials). The Welling Group also
successfully raised the selling price charged to some
customers. The revenue of the Welling Group’s air-conditioning
motors rose by approximately 53%; the sales volume
increased by approximately 49%; the selling price of the
Welling Group’s air-conditioning motors products increased
by average of 3%. Thus, the gross profit margin of the Welling
Group’s air-conditioning motors in 2007 rose to approximately
8.4%.

Washing Motors

Gross profit margins of the Welling Group’s washing motors
business were approximately 9.5% 12.5%, 14.7% and 16.5%
for the years ended 2004, 2005, 2006 and 2007 respectively.
During 2004 to 2006, the stable growth of this business was
attributable to the strategy of diversified product range. The
Welling Group’s more profitable products such as universal
motors, motors for dishwasher and motors for water heaters,
accounted for an increased proportion of total sales for the
Welling Group’s washing motors business, reaching 80%. As
a result, the Welling Group’s washing motors operations were
more profitable, and the Welling Group’s gross profit margin
for its washing motors business increased. The Welling Group
also entered markets for new products, including water pumps
and rangehood motors. With the completion of the expansion
works for the Welling Group’s production facilities in Huaian
(Jiangsu), the PRC in November 2004, the production capacity
of the Welling Group’s washing motors division further
increased, providing the Welling Group with greater benefits
from production economies of scale.

For the Year, demand for the Welling Group’s washing motors
was strong, particularly from a key customer in Europe. The
Welling Group’s washing motors revenue rose by
approximately 40%, mainly attributable to the increase in sales
volume by approximately 40%. The gross profit margin of the
washing motors business in 2007 increased by 1.8% to 16.5%
compared to last year, which was mainly attributable to
remarkable result of the Welling Group internal measures to
reduce cost.
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Electronic and Electric Products

Gross profit margins for the Welling Group’s electronic and
electric products were approximately 4.7%, 6.7%, 10.9% and
6.8% for the years ended 2004, 2005, 2006 and 2007
respectively. As the average cost of the Welling Group’s
products was lowered due to production scale expansion in
2005, the overall gross profit margin of the Welling Group’s
electronic and electric business increased. In 2006, in order
to relieve the pressure of the cost of copper on the Welling
Group, the Welling Group’s electronic and electric products
division used aluminum instead of copper in its manufacturing
processes to lower the cost of raw materials per unit. As a
result, the gross profit margin increased compared with the
Previous Year. For the Year, the gross profit margin of the
Welling Group’s electronic and electric business fell, due to
the increased cost of raw materials.

Business Outlook

In the coming few years, Welling Group will focus on the
motors sector for electrical household appliances. However,
given the uncertainties surrounding the global economy,
macro-economic control by the PRC, the fluctuation of raw
material prices and the international bulk purchasing of raw
materials, the Company expects to face considerable
operational risks. The Company will also improve the quality
of its products, control operating costs and further strengthen
co-operative relationships with international renowned
enterprises to boost overall profitability.

The development of the household air-conditioning business
is now in a mature stage and the migration of production bases
has basically been accomplished. The current growth of the
industry is sluggish. However, expectations are for the
commercial air-conditioning segment to achieve rapid growth
worldwide. The Company will devote more resources toward
the commercial air-conditioning sector and will speed up
product development. At the same time, we will develop the
American market and diversify the focus for the coming years
into the commercial air-conditioning motors segment as well.

20 | WELLING HOLDING LIMITED ANNUAL REPORT 2007

BTERER

W%%@mﬁ FEREMRNBEE_ZZTNF - —
TERF ZEERFRZZFTLFIFENE
FEDRIRLA4.7% > 6.7% > 10.9%56.8% ° —
B EmH

fﬁﬁii?ﬁﬁ%ﬁﬁhﬁ?ﬁ*
FHRA - ERHBE BaRFEHEEERN

%ﬁ%h@?_vyAiﬁﬂWmﬁ$iﬂﬁﬁ
BEENES)  RESENEFEREMRS AL
HAEEBRTEMARNR - AR KER AR
RA - EERER LFEERBLA - FA -
RAREMERA LT REEEEFER XN
EMERTRE -

EBRE

AREF  BESESEINREEREEESK
MR - ARNEREETRARE - BAZRER
% MRURBEN TN - BERARRMEIRE
MEEE M - HARRIMNEERRERRANEL

R AABEERTERME - EH2EK
ZANE = ﬁﬂ%%%ﬁ%kiiﬁ%% A1
MR E-TRSEBNBEE

KAz ﬂﬂ%%ﬁ&ELikkﬁﬂ% 2IRED
ERNMNEEEMEBEREARNTR  TEERE
& MAR=RALE: Hﬁﬁﬁﬁ%%%ﬁ’@ﬁ
%Mkﬁﬁfﬂa%m&k'M%%E%mﬁ

C RIRBEEMTE - BEAEABHIEENX
XX&E% R -



MANAGEMENT DISCUSSION & ANALYSIS

EEEN WD

With respect to the washing machine business, this segment
has maintained its vigorous growth momentum as an ancillary
component of rolling washing machines; to this end the
performance of the universal motor business is particularly
outstanding. Rolling washing machines are a major product
in the European market and as such has a huge scope for
further development. The Company will also focus more on
the universal motor business and will aim to fully expand its
presence within the European market.

Welling as well will allocate more resources toward the
development of new products like compressor motors for
refrigerators, automobile, office automation machinery and
electrical control devices. The Group also initiate research
programmes in order to lay a solid foundation for our future
healthy development.
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The Company has always endeavoured to achieve good
corporate governance practices and appreciate the
importance of management transparency and accountability.
The Board believes that good corporate governance of the
Company will contribute to maximize the interests of the
Company and its shareholders as a whole.

Therefore, the Company has adopted all the code provisions
set out in the Code on Corporate Governance Practices (the
“CG Code”) contained in Appendix 14 of the Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong
Limited (the “Listing Rules”), as its own code of corporate
governance practices.

The Company’s compliance with all the principles of the CG
Code was reflected by the revised constitutional documents
of the Company, internal rules and general corporate
governance practices. For the Year, the Board has reviewed
the Company’s corporate governance practices and is
satisfied that the Company has been in compliance with the
code provisions set out in the CG Code of the Listing Rules
throughout the Year.

The Board

The Board is collectively responsible for the leadership and
control of the Company and oversees the Group’s businesses,
strategic decisions and performances whereas the senior
management of the Company (the “Senior Management”) was
delegated the authority and responsibility by the Board for
the day-to-day management of the Group. In addition, the
Board has also delegated various responsibilities to the
committees of the Board (the “Committees”). Further details
of these Committees are set out in this report.
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There were ten Board meetings held during the Year which
fulfills the requirement of the CG Code that regular Board

AEEERTIOREFTEEH  TALEEAT
B‘Jzzi%iﬁé%?é\;i ROBITERZR

meetings should be held at least four times a year. The CEBENAFELHEEEE R ILHNT ¢
attendance record of the Directors at the Board meetings for
the Year are as follows:
Total number of Board —ETtLEEE 10
meetings for the year 2007 EZESR4AY
Number of Attendance
attendance rate
HERE HE=R
Executive Directors BITES
Mr. Fang Hongbo (Chairman) FHOR S ()
(resigned on 31 March 2008) (R=ZEZN\EFE=ZA=+—HEHD) 10 100%
Mr. Zhang Quan SRS
(resigned on 31 March 2008) (M- N\F=A=+—HEHD) 10 100%
Mr. Li Donglai FRREE
(resigned on 31 March 2008) (R-_ZEZEN\EFE=ZA=+—H&EMT 8 80%
Ms. Yuan Ligun (redesignated from R=NEZ T
non-executive Director to executive (RZZETLF—HAMA
Director on 4 January 2007) BIRTESHERANITES) 10 100%
Mr. Li Jianwei REREE 9 90%
Non-executive Directors FHTES
Mr. Zhang Xinhua oR B EE L A 8 80%
Mr. Chen Yuhang PR ok &
(resigned on 30 July 2007) (R=ZZEZELF+EA=THEHD 1 10%
Independent non-executive BYKHITES
Directors
Mr. Chan Wai Dune BoR 4 oy 4 A 10 100%
Mr. Lam Ming Yung MEASB St A& 10 100%
Ms. Chen Chunhua BRELZ T 9 90%
For each of the regular Board meetings for the Year, each RAFEBATHESERR  BREFHNG
Director had been consulted beforehand or served prior notice RIESHAEE SRS FEIRENHRS

to enable him/her to include matters in the agenda of the

forthcoming regular Board meeting.

BAUIAEZSEHEHHRE -
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The Company generally gives notice of regular Board meetings
at least 14 days in advance and gives reasonable notice for
all other Board meetings. For the year 2007, the Company
had complied with the said notice requirements to give all
Directors opportunity to attend the regular/other Board
meetings.

All Directors have access to and could have service from the
secretary of the Company (“Secretary”) who is responsible
for ensuring that Board procedures are complied with and
advises the Board on corporate governance and compliance
matters.

The Secretary is responsible for taking minutes of meetings
of the Board which shall record in sufficient detail the matters
considered by the Board, decisions reached and concerns
and divergent views, if any. For each of the Board meetings
held in the Year, draft and final versions of the Board minutes
had been sent to all Directors within reasonable time (generally
within 14 days for both cases) after the Board meeting was
held for their comments and records. All Board minutes are
available for inspection by all Directors.

The Company’s corporate governance guidelines give all
Directors the right, upon reasonable request, to seek
independent professional advice in appropriate circumstances,
at the Company’s expense, and in such circumstances, the
Board shall resolve to provide separate independent
professional advice to the Directors to assist the relevant
Directors to discharge their duties.

The provisions of the articles of association of the Company
(the “Articles”) have set out a list of matters that should not
be dealt with by way of circulation and such list includes the
circumstances where a Director has a conflict of interest in a
matter to be considered by the Board which the Board
considered to be material.

For the Year, appropriate insurance cover was arranged in
respect of legal action against the Directors.
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Chairman and Chief Executive Officer

The Company recognises the different roles of chairman of
the Board (the “Chairman”) and the chief executive officer (the
“CEQ”) of the Company. Therefore, the Chairman and the CEO
of the Company are separate persons to enhance the division
of responsibilities between them and to ensure a balance of
power and authority. For the Year, Mr. Fang Hongbo was
elected by the Board as the Chairman who renders leadership
to the Board so that the Board worked effectively on the
strategic level of the business of the Company. To this end,
the Chairman is responsible for ensuring that all Directors are
properly briefed on business arising at Board meetings and
that Directors receive timely, adequate, complete and reliable
information. For the Year, the Chairman had fulfilled such
responsibilities. The CEO, Mr. Zhang Quan, has executive
responsibilities over the business directions and operational
decisions of the day-to-day management and performance
of the Group. With effect from Completion on 31 March 2008,
Mr. Cai Qiwu has become the Chairman whilst Mr. Wu Zhigiang
has become the CEQO. The Board also comprises independent
non-executive Directors who contribute their expertise,
experience and independent judgement to the Board. As
noted below, all the members of the audit committee of the
Company are independent non-executive Directors. Such
composition functions to ensure a sufficient independent
element in the Board which in turn reflects the good
governance practices of the Company.

Board Composition

For the Year and thereafter until 31 March 2008, the Board
was chaired by Mr. Fang Hongbo and comprised five executive
Directors, being Mr. Fang Hongbo, Mr. Zhang Quan, Mr. Li
Donglai, Ms. Yuan Liqun (redesignated from non-executive
Director to executive Director on 4 January 2007) and Mr. Li
Jianwei, two non-executive Directors, being Mr. Zhang Xinhua
and Mr. Chen Yuhang (resigned on 30 July 2007), and three
independent non-executive Directors, Mr. Chan Wai Dune,
Mr. Lam Ming Yung and Ms. Chen Chunhua. With effect from
31 March 2008, Mr. Fang Hongbo, Mr. Zhang Quan and Mr.
Li Donglai have resigned and Mr. Wu Zhigiang, Mr. Qu Fei,
Mr. Gao Fazhong and Mr. Zheng Weikang were appointed as
executive Directors and Mr. Cai Qiwu was appointed as a
non-executive Director. The biographies of the Directors are
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set out in pages 38 to 43 herein, which demonstrate a diversity
of skills, expertise, experience and qualifications appropriate
for the requirements of the business of the Company.

The Directors and, in particular, the Chairman and the CEO
have no financial, business, family or other material/relevant
relationships with each other. The balanced Board
composition of five executive Directors and four non-executive
Directors (six and five, respectively, after 31 March 2008) was
formed to ensure a strong independent element on the Board.
The Company has received annual confirmation of
independence from each of the three independent non-
executive Directors in accordance with Rule 3.13 of the Listing
Rules. The Board has assessed their independence and
concluded that all the independent non-executive Directors
are independent within the definition of the Listing Rules.
Furthermore, for the year 2007, all the independent non-
executive Directors had been expressly identified as such in
all corporate communications that disclose the names of the
Directors.

Appointments, Re-election and Removal

The Articles requires that (i) every director (including those
appointed for a specific term) shall be subject to retirement
by rotation at least once every three years and (i) the managing
director of the Company (if any) shall whilst holding office as
such be subject to retirement by rotation at least once every
three years and shall be taken into account in determining
the number of directors to retire by rotation in each year.

The Articles provide that at every annual general meeting of
the Company, and notwithstanding any contractual or other
terms on which a Director may be appointed or engaged,
one-third of the Directors for the time being (or if their number
is not a multiple of three, the number nearest to but not less
than one-third) shall retire from office by rotation, provided
that, notwithstanding anything herein, every Director (including
those appointed for a specific term) shall be subject to
retirement by rotation at least once every three years. The
Board is of the view that such mechanism helps to ensure
orderly succession to the appointments to the Board and that
changes to its composition can be managed without undue
disruption.
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As at the date of this report, the Company has entered into
letters of appointment with Mr. Chan Wai Dune, Mr. Lam Ming
Yung and Ms. Chen Chunhua, each an independent non-
executive Director and Mr. Zhang Xinhua, a non-executive
Director, for a term commencing on 1 September 2007 and
ending on the date of the Company’s next annual general
meeting, as their respective then existing letters of employment
were expired on 31 August 2007. On 22 February 2008, the
Company entered into a letter of appointment with Mr. Cai
Qiwu, a non-executive Director, for a term commencing on
the date of Completion, which took place on 31 March 2008,
and ending on the date of the Company’s next annual general
meeting. Such letters of appointment provide that the
remuneration of these Directors shall be determined in
accordance with the remuneration policy determined by the
Board from time to time. Such letters of employment are
terminable by either party upon one month’s written notice to
the other party or the payment to other party of a sum equal
to the relevant Director’s monthly remuneration.

The Company has not established a nomination committee,
the establishment of which is a recommended best practice
by The Stock Exchange of Hong Kong Limited, and the
selection and approval of new Directors are undertaken by
the Board. According to the Articles, the Board has the power
from time to time and at any time to appoint any person as a
Director either to fill a causal vacancy or as an addition to the
Board, subject to re-election by the shareholders at the next
annual general meeting. Consideration would be taken, among
other things, to the nominee’s qualification, experience and
ability relevant to the Company’s business. It is believed that
all members of the Board would collectively have the required
professional knowledge and skills in identifying, recruiting and
evaluating new nominees to the Board.

During the Year, the Board has examined the employment
terms of the Senior Management and gave advice on the
same. The independence of independent non-executive
Directors had also been assessed by the Board.
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Responsibilities of Directors

To ensure that every newly appointed Director has a proper
understanding of the operations and business of the Group
and that he/she is fully aware of his/her responsibilities as a
Director under the Listing Rules, and other applicable
regulatory requirements and the business and governance
policies of the issuer, each of the newly appointed Director is
given a comprehensive orientation package containing the
above information and requirements. Also, the Directors are
continually updated with legal and regulatory development,
business and market changes and the strategic development
of the Group to facilitate the discharge of their responsibilities.

The non-executive Directors take an active role at Board
meetings, contribute to the development of strategies and
policies and make sound judgement on issues of strategy,
policy, performance, accountability, resources, key
appointments and standard of conduct. They will take lead
where potential conflicts of interests arise. They are also
members of various Committees and scrutinize the overall
performance of the Group in achieving agreed corporate goals
and objectives, and monitoring the reporting of performance.

Directors’ Securities Transactions

The Company has adopted a code of conduct rules (the
“Model Code”) regarding securities transactions by Directors
on terms no less exacting than the required standard as set
out in the Model Code for Securities Transactions by Directors
of Listed Issuers contained in Appendix 10 of the Listing Rules.
After making specific enquiry of all Directors, the Company
confirms that all the Directors have complied with the Model
Code for the Year.

Supply of and Access to Information

In respect of regular Board meetings, an agenda and
accompanying Board papers are sent in full to all Directors at
least three days before the date of Board/Committee meeting.
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Management has an obligation to supply the Board and the
Committees with adequate information in a timely manner to
enable the Board to make informed decisions. Where any
Director requires more information than is volunteered by
Management, each Director may contact Senior Management
through individual and independent channels to make further
enquires if necessary and such enquiries will be responded
to by Management within a reasonable time with sufficient
details. Furthermore, Board papers and minutes are made
available for inspection by Directors and Committee members.

Remuneration Committee

The Company established its remuneration committee (the
“Remuneration Committee”) in September 2005.

The major roles and functions of the Remuneration Committee
include:

()  To make recommendations to the Board on the
Company’s policy and structure for all remuneration of
Directors and Senior Management and on the
establishment of a formal and transparent procedure for
developing policy on such remuneration;

(i) To determine the remuneration packages of all executive
Directors and Senior Management, including benefits in
kind, pension rights and compensation payment,
including any compensation payable for loss or
termination of their office or appointment, and make
recommendations to the Board of the remuneration of
non-executive Directors. The Remuneration Committee
should consider factors such as salaries paid by
comparable companies, time commitment and
responsibilities of the Directors, employment conditions
elsewhere in the Group and desirability of performance-
based remuneration;

(i)  To review and approve performance-based remuneration
by reference to corporate goals and objectives resolved
by the Board from time to time;
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(iv) To review and approve compensation arrangements
relating to dismissal or removal of Directors for
misconduct to ensure that such arrangements are
determined in accordance with relevant contractual
terms and that any compensation payment is otherwise
reasonable and appropriate; and

(v)  To ensure that no Director or any of his associates is
involved in deciding his own remuneration.

A majority of the members of the Remuneration Committee
are independent non-executive Directors. During the year
2007 and thereafter until 31 March 2008, this Committee is
chaired by Ms. Chen Chunhua and other members are Mr.
Fang Hongbo, Mr. Li Jianwei, Mr. Chan Wai Dune and Mr.
Lam Ming Yung. The attendance of each member at
Remuneration Committee meetings during such period is set
out as follows:
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Total number of Remuneration —EELFE 2
Committee meetings FMEEEERAE
for the year 2007
Number of Attendance
attendance rate
o R E HE=x
Executive Directors BITES
Mr. Fang Hongbo TR A
(resigned on 31 March 2008) (MR- N\F=A=+—HEHD) 2 100%
Mr. Li Jianwei REREE 2 100%
Independent non-executive BYFHITES
Directors
Mr. Chan Wai Dune R 4 v o A 2 100%
Mr. Lam Ming Yung MREAEE S A 2 100%
Ms. Chen Chunhua fREELZ LT 2 100%
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During the Year, the Remuneration Committee had performed
the following works:

(i) reviewed and recommended the issue of 9,500,000
share options according to 2003 Share Option Scheme;

(i) reviewed and discussed the non-executive Directors and
independent non-executive Directors’ terms of
appointment; and

(i) considered the annual salary review for executive
Directors and non-executive Directors and made
recommendations to the Board after consultations with
the Chairman and the CEQO.

The Company’s remuneration policy for the Directors and
Senior Management are set on the basis that the corporate
performance of the Company was contributed by the work
performance of them, which in turn was reflected by their
remuneration level. For the purpose of determining the level
of remuneration of Directors and Senior Management,
appraisal of the work performance of the Directors and Senior
Management had been conducted during the Year. Such work
performance of Directors and Senior Management was judged
by the extent to which the Company’s budget target was met,
the financial performance of the Company in terms of sales
revenue and net profits as disclosed in the audited financial
report. Such work performance appraisal was conducted by
the Remuneration Committee who would provide their advice
as to the remuneration level of the Directors and the Senior
Management. Remuneration of Directors and Senior
Management is determined in general meetings according to
related policies, the recommendation by the Remuneration
Committee and the actual financial position of the Company.

During the Year, all independent non-executive Directors were
paid director fees while the remaining Directors were not paid
any director fees by the Company.

The Remuneration Committee is provided with sufficient
resources, including the advice of professional firms, to
discharge its duties, if necessary.
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With effect from 31 March 2008, the members of the
Remuneration Committee are Ms. Chen Chunhua (chairman),
Mr. Wu Zhigiang, Mr. Zheng Weikang, Mr. Chan Wai Dune
and Mr. Lam Ming Yung.

Audit Committee

The Company established its audit committee (the “Audit
Committee) in August 1999.

The major roles and functions of the Audit Committee include:

(i)

(i

(i)

(iv)

To be primarily responsible for making recommendations
to the Board on the appointment, reappointment and
removal of the external auditor, and to approve the
remuneration and terms of engagement of the external
auditor, and any questions of resignation or dismissal of
that auditor;

To monitor the integrity of financial statements of the
Company and the Company’s annual report and
accounts and half-year report, to review significant
financial reporting judgments contained in them, and to
review the Company’s annual report and accounts, half-
year report before submission to the Board;

To review the Company’s financial controls, internal
control and risk management systems;

To discuss with the management the system of internal
control and ensure that management has discharged
its duty to have an effective internal control system;

To review the Group’s financial and accounting policies
and practices; and

To report to the Board on the matters set out in this
code provision.
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The Audit Committee comprises all three independent non-
executive Directors. The Audit Committee has been chaired
by Mr. Chan Wai Dune since August 1999 and other members
are Mr. Lam Ming Yung and Ms. Chen Chunhua. The
attendance of each member of Audit Committee meetings
during the Year is set out as follows:
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Total number of Audit —EELEE 4
Committee meetings BERZEEEERAY
for the year 2007
Number of Attendance
attendance rate
H R HE=E
Independent non-executive BYKHITES
Directors
Mr. Chan Wai Dune BoR 4 oy 2 A 4 100%
Mr. Lam Ming Yung MEH B o A& 4 100%
Ms. Chen Chunhua BRELL T 3 75%
Full minutes of Audit Committee meetings are kept by the ERZEgy REeRLBANE (AKEERE
Secretary who serves also as secretary of the meetings of REEESRIME)RT - BEREZESLHL
Audit Committee. Draft and final versions of minutes of the Bk REER—BRESZRI4BRLRE
Audit Committee meetings are sent to all members of the REEGLEKE VREKEREER  &#&
Committee for their comments and records respectively, in ERERELE A -
both cases generally within 14 days after the meeting.
During the Year, the Audit Committee had convened four RAFERN  BZEZELTEARINZZE @ 23
meetings and all meetings were chaired by Mr. Chan Wai Dune, HZEeTXFEMRERLETH - FABKZES

the Committee chairperson. The work performed by the Audit
Committee during the Year included:

()  reviewed the Group’s annual and interim reports;
(i) reviewed and advised on the terms of engagement and
other matters relating to the external auditors of the

Company;

(i)  reviewed and advised on the system of internal control
of the Company;
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(iv) reviewed and confirmed that the Company’s connected
transactions are entered in normal commercial terms,
fair and reasonable, and in the interests of the
shareholders of the Company as a whole; and

=

advised on significant events of the Company and
highlight to the management the related risks.

The Audit Committee was provided with sufficient resources
in order to discharge its duties.

The Board agrees with the Audit Committee’s proposal for
the reappointment of PricewaterhouseCoopers as the
Company’s external auditor for 2008. The recommendation
will be put forward for the approval of shareholders of the
Company at the forthcoming annual general meeting.

None of the three Audit Committee members are former
partner of PricewaterhouseCoopers.

During the Year, the remuneration paid to the Company’s
external Hong Kong auditor, PricewaterhouseCoopers, is set
out as follows:
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Fee paid/payable

B ENEHR

HK$’'000

BT T

Audit services ZEUR 7% 1,862
Non-audit services in respect of HEREXHE@ 2

the Proposed Transaction ERZ B RS 6,788

Interim review and review of FhHA R ) K 2R )
continuing connected transactions FEBRBERS 1,405
Total =X 10,055
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Board Committees

The Board has established three Committees with defined
scope of duties in written form. The Committees are the Audit
Committee, Remuneration Committee and Executive
Committee.

The Executive Committee comprised all executive Directors
of the Board. Under its term of reference, the Executive
Committee is responsible for discussing and determination
of the Group’s routine operations and administrative matters.

The scope of duties of the Committees are posted in the
Company’s website http://www.welling.com.cn.

Accountability and Audit

Management provides relevant information and explanation
to the Board so as to enable the Board to make an informed
assessment of the financial and other information put before
the Board for approval.

The Directors acknowledge their responsibility for preparing
financial statements for each financial year which give a true
and fair view of the state of affairs of the Group and in
presenting the interim and annual financial statements, and
announcements to shareholders. The Directors aim to present
a balanced and reasonable assessment of the Group’s position
and prospects.

The Group incurred a loss attributable to the equity holders
of the Company of HK$60,684,000 for the Year. In addition,
the Group had net current liabilities and net liabilities of
HK$916,610,000 and HK$348,227,000, respectively, as at
31 December 2007. Nevertheless, the Directors have adopted
the going concern basis in the preparation of these
consolidated financial statements based on the assumptions
disclosed in note 2.1 to the consolidated financial statements.

In the opinion of the Directors, in light of the measures taken
to date and on the basis of the mentioned major assumptions
disclosed in note 2.1 to the consolidated financial statements,
the Group will have sufficient working capital to finance its
operation to maintain its operating existence 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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CORPORATE GOVERNANCE REPORT

GEEARE

The Board acknowledges its responsibility to present a
balanced, clear and comprehensible assessment in the
Company’s annual and interim reports, other price-sensitive
announcement and other financial disclosures required under
the Listing Rules, and reports to the regulators as well as to
information required to be disclosed pursuant to statutory
requirements.

Internal Controls

The Board is responsible for maintaining a sound and effective
system of internal controls in the Company and for reviewing
its effectiveness through the Audit Committee. The internal
control system is designed to provide reasonable, but not
absolute, assurance against material misstatement, fraud or
loss and to manage, but not to eliminate, risks of failure in
achieving the Company’s objective.

The internal control system, which includes a defined
management structure with specified limits of authority, is
designed to (a) help the achievement of business objectives,
and safeguard the Company’s assets; (b) ensure proper
maintenance of accounting records; and (c) ensure
compliance with relevant legislation and regulations.

The management maintains and monitors the system of
controls, including financial, operation, compliance controls
and risk management functions, on an ongoing basis.

The Company has an Internal Control System manual which
is approved by the Board. This manual contains a
comprehensive overview and description of the objectives,
content, methods and duties of the internal control system,
and facilitates the ongoing examination and evaluation of the
Company’s compliance with existing rules and regulations and
of the effectiveness of internal control. During the Year and as
at the date of this annual report, the Company consistently
applied the full set of manual which covers the control of the
high risk areas of operation, suppliers, sales, finance and
personnel management. The Board has, through the Audit
Committee, carried out ongoing examination and monitoring
of the Group’s internal control system.
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During the Year, based on the evaluations made by the
management, the Audit Committee was satisfied that the
internal controls and accounting systems of the Group have
been in place and function effectively and are designed to
provide reasonable assurance that material assets are
protected, business risks attributable to the Group are
identified and there is an ongoing process in place for
identifying, evaluating and managing the significant risks faced
by the Group.

Communication with Shareholders

For the year 2007, separate resolutions had been proposed
by the chairman of that meeting in respect of each substantially
separate issue at each of the general meetings of the
Company.

Delegation by the Board

The day-to-day management of the Company is delegated
to the management, with each division responsible for different
aspects of the business of the Company.

Major corporate matters that are specifically delegated by the
Board to the management include the preparation of interim
and annual reports and announcements for the Board approval
before publishing, execution of business strategies and
initiatives adopted by the Board, implementation of adequate
systems of internal controls and risk management procedures,
and compliance with relevant statutory requirements and rules
and regulations.
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Executive Directors

Mr. Wu Zhigiang

Aged 47, was appointed as executive Director and chief
executive officer of the Company on 31 March 2008. Mr. Wu
obtained a Master of Business Administration Degree from
Renmin University of China. He has worked for Midea Group
since 1979 and has held various senior management positions
and has considerable experience in the overall management.
He is also a director of several subsidiaries of the Company.

Mr. Qu Fei

Aged 34, was appointed as executive Director and chief
director of operations of the Company on 31 March 2008.
Mr. Qu obtained a Degree in Economics from Zhongnan
University of Finance and Economics. He has worked for the
Midea Group since 1998 and has held various senior
management positions and has considerable experience in
operations and strategic management, information
technology, and purchasing activities. He is also a director of
several subsidiaries of the Company.

Mr. Gao Fazhong

Aged 39, was appointed as executive Director and chief
financial officer of the Company on 31 March 2008. Mr. Gao
obtained a Degree in Economics from the Beijing Technology
and Business University and is an accountant accredited by
the PRC Ministry of Finance. He has worked for the Midea
Group since 1994 and has held various senior management
positions in the Midea Group and has considerable experience
in financial management. He is also a director of several
subsidiaries of the Company.
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Ms. Yuan Liqun

Aged 38, was appointed as non-executive Director of the
Company on 17 November 2004 and redesignated as an
executive Director of the Company on 4 January 2007. Ms.
Yuan has obtained a Master of International Management
Degree from The Australian National University. She has
worked for the Midea Group since 1992 and has held various
senior management positions in the Midea Group and has
considerable experience in financial and overall management.
Ms. Yuan is currently a supervisor of Guangdong Midea
Electric Appliances Co. Ltd. (“GD Midea”), which is a company
controlled by Midea and the shares are listed on the Shenzhen
Stock Exchange. She is also a director and vice-president of
Midea and chief financial officer of the Midea Group. She is
also a director of several subsidiaries of the Company.

Mr. Li Jianwei

Aged 41, was appointed as non-executive Director of the
Company on 17 November 2004 and redesignated as an
executive Director of the Company on 14 June 2005. Mr. Li
has obtained a Master of Business Administration Degree from
Fudan University. He has worked for the Midea Group since
1994 and has held various senior management positions in
the Midea Group and has considerable experience in strategic
development activities. Mr. Li is currently the chief strategy
and investment officer of the Midea Group, a director of GD
Midea and a director and vice president of Midea. He is also
a director of several subsidiaries of the Company.

Mr. Zheng Weikang

Aged 39, was appointed as executive director and chief
director of the international offices of the Company on 31
March 2008. Mr. Zheng obtained a Master of International
Management Degree from The Australian National University.
He has worked for the Midea Group since 1986 and has held
various senior management positions in the Midea Group and
has considerable experience in financial and overall
management. Mr. Zheng is currently a director of Midea
International Corporation Co., Ltd. and other minor non-listed
subsidiaries of the Midea Group. He is also a director of several
subsidiaries of the Company.
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Mr. Fang Hongbo

Aged 40, was appointed as executive director and Chairman
of the Company on 17 November 2004 and 22 December
2004 respectively. He also acts as director of several
subsidiaries within the Group. Mr. Fang obtained a Master
Degree in Business Administration from National University
of Singapore. He has worked for the Midea Group since 1992
and has assumed various senior management positions for
sales and overall management of the refrigeration equipment
division of the Midea Group with considerable experience.
Mr. Fang is currently a director of GD Midea. He is also the
president of the refrigeration equipment division of GD Midea.

Mr. Fang had been in office throughout the Year and he has
resigned as executive Director on 31 March 2008.

Mr. Zhang Quan

Aged 40, was appointed as executive Director and CEO of
the Company on 17 November 2004 and 16 August 2006
respectively. He also acts as director of several subsidiaries
within the Group. Mr. Zhang has obtained a master degree in
Executive Program of Master of Business and Administration
from the Peking University. Mr. Zhang has worked for the
Midea Group since 1990 and has assumed various senior
management positions for financial management for the Midea
Group with considerable experience. Mr. Zhang is currently a
director of GD Midea. He is also a General Manager of the
central air-conditioning division of the Midea Group.

Mr. Zhang had been in office throughout the Year and he has
resigned as executive Director on 31 March 2008.
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Mr. Li Donglai

Aged 33, was appointed as executive Director of the Company
on 16 August 2006 and he also acts as director of several
subsidiaries within the Group. Mr. Li has obtained a Master
Degree in International Management from Australian National
University. Mr. Li has been working for the Midea Group since
1997 and has assumed various senior management positions
for marketing, sales and overall management of the air-
conditioning and refrigeration divisions of the Midea Group
with considerable experience. Mr. Li is currently a General
Manager of the refrigeration division of the Midea Group.

Mr. Li had been in office throughout the Year and he has
resigned as executive Director on 31 March 2008.

Non-Executive Directors

Mr. Cai Qiwu

Aged 44, was appointed as non-executive Director and
chairman of the Company on 31 March 2008. Mr. Cai obtained
a Master in Technology Mechanical Manufacturing Degree
from the Huazhong University of Science and Technology. He
has worked for the Midea Group since 1992 and has held
various senior management positions in the Midea Group,
including general manager and chief engineer of the research
and development department of Midea’s air-conditioning
division, and general manager of a subsidiary of GD Midea’s
air-conditioners business division, and has considerable
experience in strategic management, risk management, and
research and development activities. Mr. Cai is currently a
director of GD Midea and the chief executive officer of Midea
Mechanical and Electronic Device Group, an operational
department within Midea. He is also a director of several
subsidiaries of the Company.

Mr. Zhang Xin Hua

Aged 45, was appointed as non-executive Director of the
Company on 27 June 1997. Mr. Zhang obtained a graduation
certificate from Guangdong Province Middle Level Professional
School. He is the general manager of Guangzhou Baiyun
Agriculture Industry & Commerce Corporation. He has over
20 years of experience in corporate management.
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Independent Non-Executive Directors

Mr. Chan Wai Dune

Aged 55, was appointed as independent non-executive
Director of the Company on 30 December 1998. Mr. Chan
has over 27 years of experience in the finance sector,
particularly in auditing and taxation areas. He is a certified
public accountant and a fellow member of the Hong Kong
Institute of Certified Public Accountants, the Association of
Chartered Certified Accountant and the Taxation Institute of
Hong Kong. Mr. Chan was a member of the Selection
Committee for the establishment of the First Government of
the HKSAR. Mr. Chan is currently a member of Chinese
People’s Political Consultative Conference of 11th Guangzhou
Municipal Committee and a member of the Executive Council
of China Overseas Friendship Association. Mr. Chan is
currently the Managing Director of CCIF CPA Limited.

Mr. Lam Ming Yung

Aged 44, was appointed as independent non-executive
Director of the Company on 1 December 1999. He graduated
from the School of Law of Shanghai Eastern Chinese College
of Politics and Jurisprudence in 1986 with a Bachelor of Law
Degree. Mr. Lam started practicing law in 1987 in the province
of Fujian in the PRC, and moved to Hong Kong in mid-1993.
He was registered as a foreign lawyer with The Law Society
of Hong Kong in July 1995, and is now practicing as a Chief
PRC Consultant, Corporate Finance and Foreign Legal
Consultant (PRC) in the Hong Kong office of Sidley Austin
LLP.
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Ms. Chen Chunhua

Aged 44, was appointed as independent non-executive
Director of the Company on 22 December 2004. Ms. Chen
has obtained a postdoctorate degree in enterprise
management from Nanjing University. She was a professor,
tutor of doctoral candidates and Vice Dean of the Faculty of
Economics and Trade in the School of Economics and
Commerce of South China University of Technology. She was
a visiting professor for the Asia-Pacific EMBA Program of The
National University of Singapore and is a part-time professor
of Nanjing University. Ms. Chen'’s research speciality was
enterprise management, particularly enterprise organization
and operational management. Ms. Chen was a president and
a director of of Shandong Liuhe Company Limited has
considerable experience in enterprise operational
management. Ms. Chen is presently an independent director
of China Merchants Fund Management Co., Ltd..

Company Secretary and Qualified
Accountant

Ms. Tang Wai Ying, Tracy

Aged 42, joined the Midea Group in 1995 and was appointed
as the financial controller and company secretary of the
Company in August 2005. She was designated as a fellow
member of the Association of Chartered Certified Accountants
from January 2000 and an associate member of the Hong
Kong Institute of Certified Public Accountants from July 1995.
Prior to joining the Midea Group, Ms. Tang worked in Ernst &
Young, Hong Kong. She has considerable experience in
financial management and auditing.
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REPORT OF THE DIRECTORS
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The Directors herein present their report and the audited
consolidated financial statements of the Company and the
Group for the Year.

Change of Company Name

Pursuant to a special resolution passed at the EGM of the
Company held on 18 March 2008 and as approved by the
Registrar of Companies in Hong Kong, the English name of
the Company was changed from “Hualing Holdings Limited”
to “Welling Holding Limited” and the Chinese name of the
Company was changed from [Z)Z S B B[R 7] to [EE
2% A R A &l with effect from 15 April 2008.

Principal Activities and Geographical
Analysis of Operations

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

An analysis of the Group’s performance for the Year by

business and geographical segments is set out in Note 5 to
the consolidated financial statements.

Results and Appropriations

The results of the Group for the Year are set out in the
consolidated income statement on pages 65.

The Directors do not recommend the declaration of the
payment of a final dividend for the Year (2006: Nil).

Reserves

Details of movements in reserves of the Company and the
Group during the Year are set out in Note 16 to the
consolidated financial statements.
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Property, Plant and Equipment

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

Principal Properties

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

Share Capital

Details of the movements in share capital of the Company
during the Year are set out in Note 15(a) to the consolidated
financial statements.

Distributable Reserves

The Company had no reserves available for distribution to its
shareholders for the Year (2006: Nil).

Five-year Financial Summary

A summary of the results and of the assets and liabilities of
the Group for the last five financial years, restated and
reclassified as appropriate, is set out on page 164. This
summary does not form part of the audited consolidated
financial statements.

Purchase, Sale or Redemption of Securities

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

The Company adopted a share option scheme on 27 June
20083 (the “2003 Share Option Scheme”) as approved by the
shareholders at the annual general meeting.

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

Directors

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

Executive Directors

Mr. WU Zhigiang (appointed on 31 March 2008)

Mr. QU Fei (appointed on 31 March 2008)

Mr. GAO Fazhong (appointed on 31 March 2008)

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

Mr. LI Jianwei

Mr. ZHENG Weikang (appointed on 31 March 2008)

Mr. FANG Hongbo (resigned on 31 March 2008))
Mr. ZHANG Quan (resigned on 31 March 2008)
Mr. LI Donglai (resigned on 31 March 2008)

Non-executive Directors

Mr. CAl Qiwu (appointed as non-executive director and
Chairman on 31 March 2008)
Mr. ZHANG Xinhua

Mr. CHEN Yuhang (resigned on 30 July 2007)
Independent Non-executive Directors

Mr. CHAN Wai Dune
Mr. LAM Ming Yung
Ms. CHEN Chunhua

At the EGM of the Company held on 18 March 2008, an
ordinary resolution was passed to appoint Mr. Wu Zhigiang,
Mr. Qu Fei, Mr. Gao Fazhong, Mr. Zheng Weikang and Mr. Cai
Qiwu as the Directors of the Company with effect from 31
March 2008 in accordance with article 86 of the Company’s
Articles.
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In accordance with article 91 of the Company’s Articles, Ms.
Yuan Liqun, Mr. Zhang Xinhua, Mr. Chan Wai Dune and Ms.
Chen Chunhua will retire at the forthcoming annual general
meeting and, being eligible, will offer themselves for re-election
at the forthcoming annual general meeting.

Directors’ Service Contracts

On 30 July 2007, the Company entered into letters of
appointment with Mr. Chan Wai Dune, Mr. Lam Ming Yung
and Ms. Chen Chunhua, each an independent non-executive
Directors and Mr. Zhang Xinhua, a non-executive Director, for
a term commencing on 1 September 2007 and ending on
the date of the Company’s next annual general meeting, as
their respective then existing letters of employment were
expired on 31 August 2007. On 22 February 2008, the
Company entered into a letter of appointment with Mr. Cai
Qiwu, a non-executive Director, for a term commencing on
the date of Completion and ending on the date of the
Company’s next annual general meeting. Such letters of
appointment provide that the remuneration of these Directors
shall be determined in accordance with the remuneration
policy determined by the Board from time to time. Such letters
of employment are terminable by either party upon one
month’s written notice to the other party or the payment to
other party of a sum equal to the relevant Director’'s monthly
remuneration. These service contracts are exempt from the
shareholders’ approval requirement under Rule 13.68 of the
Listing Rules.

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

Independence of Independent
Non-Executive Directors

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

REARF 2 ABMERRABNEINGR  RFEK
T RIERLE  REHLEENRELELLTHR
EERFBFAGRIE  TaEBRERERER
BRERBFRGBERET -

ESRBEK

RZZEZ+LF+LA=1+H ARFERERE
& MEHABEERBREEZ LT (BEAYREE
WITES) RIRFELE (BIERTESR)FIVUZE
& THH-ZT+LFNLA—HRABKREARA
TRBRFRBAFASERAER  ARSESEERZ
ZAEBR=_ZEZLtFNA=+—HE®R - K=
SEN\F_A-+-H AREEFRTEEER
HREETVZEE  THR K ASERABREAR
AR TNAREBFRSERER - ZZEZEES
PZEESCHFNBRBEESSTRETENE M
BRET - 25 ZEENHEMN—FRS—H1E
P—EAEmBAXMBE—HEXNEEREEE
EBRAFMSETUKRIE - BIE EWRAE
13.6815 * ZERBE L ER BRI o

BRAREFAWEEIN  FIERREERRBFA
SLEREECEER  HEEXAQRFTEART
PAIR—FARMfHE CXEMERRIN MR LEZ
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Emolument Policy

The emolument policy of the employees of the Group is set
up by the Company’s Human Resources Department based
on the merit, qualifications and competence of employees.

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

The Company has adopted a share option scheme as an
incentive to Directors and eligible employees, details of which
are set out in Note 15(b) to the consolidated financial
statements.

Pension Schemes

Details of the pension schemes operated by the Group are
set out in Note 23(a) to the consolidated financial statements.

Directors’ Interests in Contracts

Ms. Yuan Liqun and Mr. Li Jianwei, having an equity interest
of 1.2% and 1% respectively in the issued share capital of
Midea, was interested in the sale and purchase agreement
dated 23 November 2007 for the acquisition of the entire
issued share capital of Welling from the Vendor and the
disposal of the Company’s entire interest in each of the
Disposed Companies to the Vendor. Further details of the
transactions undertaken in connection therewith are included
in notes 2.1(ii) to the consolidated financial statement.

Save as disclosed above and in Note 32 to the consolidated
financial statements, no contracts of significance in relation
to the Group’s business to which the Company, its fellow
subsidiaries or its holding company was a party and in which
a Director had a material interest, whether directly or indirectly,
subsisted at the end of the Year or at any time during the
Year.
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Biographical Details of Directors and
Senior Management

Brief biographical details of Directors and Senior Management
are set out on pages 38 to 43.

Directors’ and Chief Executive’s Interests in
Equity or Debt Securities

As at 31 December 2007, the interests and short positions of
each Director and chief executive of the Company in office as
at 31 December 2007 in the shares, underlying shares and
debentures of the Company and its associated corporations
(within the meaning of Part XV of the Securities and Futures
Ordinance (“SFQ”), Chapter 571 of the laws of Hong Kong),
as recorded in the register required to be kept under Section

EENERERBAEZEANBEREIHNEISEE43
EO

EERERSTHRAERKRAE
ZREHRF 2B

R-ZBZBLFE+_H=+—8 " EA_EEJC$+
A=t BEEZEERARAKREITRAE
R A] K EL AR A E (E%E%%Eﬂﬁﬂ%Sﬁ £
&5 LG GG (TEFRRBE) EXVER 2
Befp - MR REST - BEREEF AR
{ERBISFEIB2MRAE RN L Rl B Re il 2 # e o
KRR BRBEMARRIAE EHETAESRET

352 of the SFO or which have to be notified to the Company BHERGHEETRIEMEARAR B REBBHER
and The Stock Exchange of Hong Kong Limited pursuant to SBRARZER KRBT :

the Model Code for Securities Transactions by the Directors
of Listed Issuers contained in the Listing Rules, were as
follows:

RAER Az BREEZ (FE)

Interests in share options of the Company (long positions)

Options
Options held Options Options held at
at 1 January granted exercised 31 December  Exercise
2007 during during 2007 price Exercisable  Exercisable
RZB3LE the Year the Year HW-ZStF ke from until
Name -A-H REER REER T=A=t-H HK$  Grant date i i
i FECBRE RUZERE E2ERE KEzBRE it REAH  HBERA  HBRERA
Directors: S
Fang Hongbo TR 25,000,000 - (25,000,000) - 0.1206 23/1/2006 23/1/2006 22/1/2016
Li Jianwei FEE 5,000,000 - (5,000,000) - 0.1206 23/1/2006 23/1/2006 22/1/2016
Yuan Liqun RHE 3,900,000 (3,900,000) - 0.1206 23/1/2006 23/1/2006 22/1/2016
ChanWaiDune R = 2,000,000 - 2,000,000 0.78 30/7/2007 30/7/2007 29/7/2017
LamMing Yung ~ #EE = 2,000,000 - 2,000,000 0.78 30/7/2007 30/7/2007 29/7/2017
Chen Chunhua &7 = 2,000,000 - 2,000,000 0.78 30/7/2007 30/7/2007 29/7/2017
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Share options are granted to Directors under the 2003 Share
Option Scheme. The consideration for each of the grants
above is HK$1. Details of share options schemes are disclosed
in Note 15(b) to the consolidated financial statements.

Other than those interests disclosed above, as at 31
December 2007, no Directors and chief executives of the
Company (including their spouse and children under 18 years
of age) had any interest in, or had been granted, or exercised,
any rights to subscribe for shares of the Company and its
associated corporations (within the meaning of the SFO).

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

Directors’ Interest in Competing
Businesses

Mr. Fang Hongbo, an executive Director who resigned on 31
March 2008, a director of GD Midea and certain subsidiaries
of GD Midea throughout the Year and up to Completion. GD
Midea and its subsidiaries (“Midea Electric Group”) are
principally engaged in the manufacture and sale of electrical
household appliances including refrigerators and air
conditioners, which may compete with the business of the
Group. Midea Group (excluding the Welling Group) is
principally engaged in the manufacture and sale of electrical
household appliances including refrigerators and air
conditioners, which may also compete with the business of
the Group but is not expected to compete with the Welling
Group, that is the manufacture and sale of motors or electronic
and electric products for electrical household appliances.
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Mr. Li Jianwei, an executive Director, is currently a director of
GD Midea. He is also a director and vice president of Midea.
Ms. Yuan Ligun, a non-executive Director (redesignated as
an executive Director on 4 January 2007), is also a director
and vice president of Midea and a supervisor of GD Midea.
Both the Midea Group and GD Midea are principally engaged
in businesses which may have competed with the business
of the Group during the Year and thereafter up to Completion.

Mr. Zhang Quan, an executive Director who resigned on 31
March 2008, a director of GD Midea throughout the Year and
up to Completion. He is also a general manager of the central
air-conditioning division of the GD Midea which may have
competed with the business of the Group during the Year
and thereafter up to Completion.

Mr. Li Donglai, an executive Director who resigned on 31
March 2008, has been a general manager of international
household air conditioning division of GD Midea throughout
the Year and up to Completion which may have competed
with the business of the Group.

As at 31 December 2007, save as disclosed above, none of
the Directors was interested in any business apart from the
business of the Group, which competes or is likely to compete,
either directly or indirectly, with that of the Group and is also
not expected to compete with the Welling Group, either directly
or indirectly.

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

HITESRERTLERNRERENZIEST -
MBRNZEZREBE - SFATEERAEL
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L EBENFF o

HITEFFTRREER _ZTTN\F=_HA=1—H
BE RAFEREERHTREREREZNE
TERRAZERRR 2 RKE  ZERFAIBEEARE
B EHBRHT -
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b B E RN AR E R AN AL 55 R
FEBEEE X E KA ERIBR KA EBAE

Fy M FEST R EES RN E R

BERREEH-RBIUIFATESHEK  LTEH
SRR ESTSEMANEE 2 MHRE LA
EERG - Qi - ARARREZBRFEERRL
B LN T RBILESE -

—ETLEERAEERERLA | 51



REPORT OF THE DIRECTORS
EEEHRE

Substantial Shareholders’ Interests

As at 31 December 2007, the following persons, other than a

TERRES

;rEl(T)%é%%-;&/HﬂE{I%W'J%SSGMZZ GFEZELME
RZBBLEF-—A=+—B - FHAT

Director or chief executive of the Company, had an interest or

short position in the Shares and underlying shares of the
Company as recorded in the register required to be kept under

Section 336 of the SFO:

(ZIS AESAEHITHABRIN RARF RN
KRR P A Z RS IRE

Approximate

Number shareholding
Name of shareholder of shares percentage
BREREE BB BHERGHE HRENBE DL
Midea International Corporation Company Long positions 1,352,700,805 28.62%
Limited (“Midea International”) (Note 1) e
ERBERIER AR A A
([EaEER]) (BFEE1)
Midea (Note 2) Long positions 1,352,700,805 28.62%
E6 (faE2) e
Foshan Shunde Tiantuo Investment Long positions 1,352,700,805 28.62%
Co., Ltd (“Shunde Tiantuo”) (Note 3) [55=)
BILTIERERAKREER AR
([NEfZERHR]) (5T 3)
Mr. He Xiangjian (Note 4) Long positions 1,352,700,805 28.62%
A= 25 4 (Fiata) e
Ms. Liang Fengchai (Note 5) Long positions 1,352,700,805 28.62%

RE ML L (K EE5)

52 | WELLING HOLDING LIMITED ANNUAL REPORT 2007

)



REPORT OF THE DIRECTORS
EEEHRE

Notes:

1. These 1,352,700,805 shares were registered in the name of
and beneficially owned by Midea International.

2. Midea was deemed to be interested in the 1,352,700,805
shares which Midea International was interested in by virtue
of its holding 100% equity interest in Midea International.

& The registered capital of Midea is owned as to 75% by Shunde
Tiantuo. Accordingly, Shunde Tiantuo was deemed to be
interested in the 1,352,700,805 shares which Midea was
deemed to be interested in by virtue of its holding 75% equity
interest in Midea.

4.  The registered capital of Shunde Tiantuo is owned as to 90%
by Mr. He Xiangjian. Accordingly, Mr. He Xiangjian was deemed
to be interested in the 1,352,700,805 shares which Shunde
Tiantuo was deemed to be interested in by virtue of his holding
90% equity interest in Shunde Tiantuo.

5. Ms. Liang Fengchai is the spouse of Mr. He Xiangjian and is
therefore deemed to be interested in the 1,352,700,805 shares
which Mr. He Xiangjian was deemed to be interested in.

Management Contracts

No contracts concerning the management and administration
of the whole or any substantial part of the business of the
Company were entered into or existed during the Year.

GEE

1. 5% %1,352,700,805/% f% 15 LASEHY BB 2 & 5% &
EERHEERHES °

2. EMESAEMNEFE100%MKHE MR AR EN
B B A #E 25 2 1,352,700,805 8% A% 17 FF i #E
ﬁT’io

3. EMZAMEABIEEXEHEETS%EZ °
~m%i%&%ﬁ%mm%h%ﬁmﬁﬁm%
m%ﬁ%EZm%zmQ&m%%ﬁ¢%ﬁ%

4,  JBEXRAEBMAIZRELEHEEIONER o Eitt 7]
= S A FEE A B R R O0% AR AE T 1 4R A 1A IE
B RInEA R 2 1,352,700,8050 % D #E A
HEZS o

5. ZRESZETAMNZEEEZES Al HEA
R Z @A AR L 2 1,352,700,8058% % 19
RER R -

= IE (=] n\/]

REEFEAN AR WERBBER N EREZE
%%Z EE&TTBZIT/E?@‘SFJ&ETﬁEEf—Jm nl]
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Major Customers and Suppliers

Sales to the Group’s five largest customers together

TEEFPREER

REERAAEPZHERRERAEEFNRHEE
8849.1% - AREBEFPHEIIMAT -

accounted for 49.1% of the Group’s total sales during the
Year. The five largest customers are set out below:

35.68% from Guangdong Midea Air Conditioning
Equipment Co., Ltd. (“Midea Air Conditioning”) of which
Mr. Fang Hongbo, Mr. Zhang Quan, Ms. Yuan Liqun and
Mr. Li Jianwei are directors. Midea Air Conditioning and
the Company are under common significant influence.

5.26% from Hefei Midea-Royalstar Electrical Equipment
Marketing Co., Ltd. (“Midea-Royalstar”) of which Ms.
Yuan Liqun and Mr. Li Jianwei are directors and Midea-
Royalstar is controlled by Midea.

The remaining three largest customers accounted for
8.16% of the total sales during the Year and none of the
Directors, their associates or any shareholder (which to
the knowledge of the Directors owns more than 5% of
the Company’s share capital) had an interest in these
three customers.

Purchases from the Group’s five largest suppliers together
represented less than 30% of the Group’s total purchase
during the Year.
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Connected Transactions and Continuing
Connected Transactions

During the Year, the Group had the following connected and
continuing connected transactions:

Connected Transactions

On 23 November 2007, the Company entered into the
Agreement with the Vendor, pursuant to which the Company
agreed to (i) acquire from the Vendor the entire issued share
capital of Welling by the consideration of HK$4,500,000,000;
(i) dispose of the Company’s entire interest in each of the
Disposed Companies to the Vendor for an aggregate
consideration of HK$4; (iii) assign approximately
HK$876,124,000 net debt receivable as at 31 March 2008 to
the Vendor; and (iv) issue approximately 8,753,323,000
consideration shares to the Vendor at an issue price of
HK$0.414 per share. As the Vendor is an indirectly wholly-
owned subsidiary of Midea, a substantial shareholder of the
Company, and is therefore a connected person of the
Company.

The above transactions were approved by the independent
shareholders of the Company at the EGM held on 18 March
2008 and were completed on 31 March 2008.

\

BAEXZRSEBERS

RAFER » NEBEETTATHER S LFHE
HERS :
BERXS

R-ZEELF+—A=1+=H  ARREBEHF
FAEEWHE  BUARRIRBE : ((ARESBK
4,500,000,0007c R E 77 W B E 2 222 317
B (NARREBBEATEEERRRRERE
HERARZEHERTE S (IR N\EF=
A=+ " BEHEZREKEBFBAOEE
876,124,000 TE 7  K(v)AEFRZEITESE
0.41470%17498,753,323,000l A KB H T &
7o BREANENEEZEMBAR - MEL
BAEARRZEERR WEFRBARAFIBEEA
+ o

NERGERZZEZNF=A+N\BRTZRE
KRS L RARBBIBRERIE YR —FF
NEFE=R=+—H7EX °
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Continuing Connected Transactions

(a)

Significant related party transactions entered by any
member of the Group during the Year, which constituted
connected transactions under Chapter 14A of the Listing
Rules, are disclosed in note 32 to the consolidated
financial statements.

No other related party transactions, which also constitute
connected transactions under the Listing Rules, required
to be disclosed in accordance with Chapter 14A of the
Listing Rules, are entered by any member of the Group.

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

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

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

(8) in accordance with the relevant agreements
governing the transactions; and

(4) have not exceeded the relevant maximum amount
capped in accordance with the previous
announcement.
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(d) Based on the work performed, the auditors of the (d) ARBRZZEENMRBAET 2 TIEE®R L
Company have confirmed that the aforesaid continuing MIFEBER S :
connected transactions:

(1) have been approved by the Board; (1) BEZESgHE

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

(3) have been entered into in accordance with the B ERBREZERZHZEMBHEET
relevant agreements governing the transactions; ORI
and

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

() The Company confirms that it has complied with the AAFERER EX @Bl R ZE5F £
disclosure requirements with respect to the transactions MRAEFTHAE ZBBHTE o
referred to in paragraph (a) above in accordance with
Chapter 14A of the Listing Rules.

@

Compliance with the Model Code of the o)
Listing Rules and Code on Corporate ==
Governance Practices

Please refer to the Corporate Governance Report set out on - &3@%5&223&%3752@% BORTRE AT
pages 22 to 37 for a discussion on compliance with the Model BR_EE+FEERESTETBHFRIHRE
Code for Securities Transactions by the Directors and the TRIREFREERTRTAZm - UREZ
Code on Corporate Goverance Practices and work performed ZEER_ZSELFFRBTZI/E-

by the Audit Committee in 2007.
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Sufficiency of Public Float

Based on the information that is publicly available to the
Company and within the knowledge of its Directors, the
Directors confirm that the Company has maintained, during
the Year, sufficient public float as required under the Listing
Rules.

Auditor

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

On behalf of the Board
CAI Qiwu
Chairman

Hong Kong 22 April 2008
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INDEPENDENT AUDITOR’S REPORT
B BIEN RS

PRICEWATERHOUSE(QOPERS

BORUKES T EISHIT

INDEPENDENT AUDITOR’S REPORT

TO THE SHAREHOLDERS OF WELLING HOLDING
LIMITED

(Formerly known as Hualing Holdings Limited)

(Incorporated in Hong Kong with limited liability)

We have audited the consolidated financial statements of
Welling Holding Limited (the “Company”) and its subsidiaries
(together, the “Group”) set out on pages 62 to 163, which
comprise the consolidated and company balance sheets as
at 31 December 2007, and the consolidated income
statement, the consolidated statement of changes in equity
and the consolidated cash flow statement for the year then
ended, and a summary of significant accounting policies and
other explanatory notes.

Directors’ responsibility for the financial
statements

The directors of the Company are responsible for the
preparation and the true and fair presentation of these
consolidated financial statements in accordance with Hong
Kong Financial Reporting Standards issued by the Hong Kong
Institute of Certified Public Accountants, and the Hong Kong
Companies Ordinance. This responsibility includes designing,
implementing and maintaining internal control relevant to the
preparation and the true and fair presentation of financial
statements that are free from material misstatement, whether
due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that
are reasonable in the circumstances.

PricewaterhouseCoopers
22/F, Prince’s Building
Central, Hong Kong
Telephone: (852) 2289 8888
Facsimile: (852) 2810 9888
www.pwchk.com

BT R &
BREERARAFIRE

(FItEE EEE B R A A])
(REBFMK BB R aE])

I EED (A TR T3 4P1)) E BRI EN £ 62E
163EHBEZERARQR (ERF]) REMBA
AATAREIERE]) MR BHRE - RS
ﬁﬁﬁ#&i‘%@%ﬁ’\_77t¢+ A=1+—HBr4R
RAEERBERABEZR LFENGEW
% FEEREPRNGEHEEMER UKk
SIFBRBMERE T EREE -

EERYBRREBEAENER

E’“Ti%? BERBEEEGFAMASEMNE
B ERE LR RFB(RREID RHI R EEM
RPN BEFHRAVBRE - EEEERER

it B MG ERE REEM A YR

HEEENRNEDIZES - AEM BRI EEHR

MR MEHMEAHEREUR - BEMNEM

AENEFTEE  RRIEATELAENSFHE

at e

—gRLEEE ARLRERAT | 59



INDEPENDENT AUDITOR’S REPORT
B BIEN RS

INDEPENDENT AUDITOR’S REPORT
TO THE SHAREHOLDERS OF WELLING HOLDING
LIMITED (Continued)

Auditor’s responsibility

Qur responsibility is to express an opinion on these
consolidated financial statements based on our audit and to
report our opinion solely to you, as a body, in accordance
with section 141 of the Hong Kong Companies Ordinance
and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents
of this report.

We conducted our audit in accordance with Hong Kong
Standards on Auditing issued by the Hong Kong Institute of
Certified Public Accountants. Those standards require that
we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance as to whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud
or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation
and true and fair presentation of the financial statements in
order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity’s internal control.
An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of
accounting estimates made by the directors, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit
opinion.
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INDEPENDENT AUDITOR’S REPORT
B BIEN RS

INDEPENDENT AUDITOR’S REPORT B BATERE
TO THE SHAREHOLDERS OF WELLING HOLDING BEERERERATRE (&)
LIMITED (Continued)

Opinion =R

In our opinion, the consolidated financial statements give a BMRR  ZEREHBREREBEE BN BR
true and fair view of the state of affairs of the Company and of HFRAEEMATFHRE SAFKk ESER
the Group as at 31 December 2007 and of the Group’s loss R FF AT —HANEBRAREER
and cash flows for the year then ended in accordance with ZZALFENBERASRE  WEERES
Hong Kong Financial Reporting Standards and have been CRBHEBID Z R AR EI -

properly prepared in accordance with the Hong Kong

Companies Ordinance.

PricewaterhouseCoopers EERKEETEMERER
Certified Public Accountants HESEAT
Hong Kong, 22 April 2008 5% T )N\FMWA=-+=H
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CONSOLIDATED BALANCE SHEET

“"/"W_J_\/\/K %‘%

As at 31 December 2007
R-ZFEFLFF—H=1+—H

As at 31 December

W+=-—BA=+—8”
2007 2006
—EELHF —EERF
Note HK$’000 HK$’000
B aE BT T BT T
ASSETS BE
Non-current assets IRBEE
Property, plant and equipment WE - BB RERE 6 361,406 345,410
Investment properties B 7 106,800 101,224
Leasehold land and land use rights 8 & £ b K £ (% 5 # 8 100,177 29,470
Other non-current assets HE3E R EE - 505
568,383 476,609
Current assets RBEE
Inventories FE 10 399,704 491,909
Due from related companies JrE Uk B &) 5B 32(d) 183,997 169,084
Trade and other receivables B 5 N E fth e Wk 11 886,965 559,099
Pledged bank deposits EEPIRITHER 13 176,872 95,557
Cash and cash equivalents HehkBEEEYD 14 154,716 151,642
1,802,254 1,467,291
Total assets HmEE 2,370,637 1,943,900
EQUITY R
Capital and reserves AATREFTEA
attributable to the EAERARFE
Company’s equity holders
Share capital [iEN 15 472,599 468,709
Other reserves E b 16 584,615 631,488
Accumulated losses Z2EEE (1,461,371) (1,400,687)
(404,157) (300,490)
Minority interests DR RE R 55,930 50,247
Total equity s (348,227) (250,243)
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CONSOLIDATED BALANCE SHEET

"\1 AN /K
n‘/T\
As at 37 December 2007
R-ZFEFLFF—H=1+—H

As at 31 December

BR+=B=+—H
2007 2006
—EZTLF BT RE
Note HK$’000 HK$’000
B 5 BET T BEETT
LIABILITIES afE
Non-current liabilities ERBEE
Borrowings B3 17 - 39,813
Current liabilities REBAE
Trade and other payables B 5 M E R 18 1,869,106 1,595,692
Due to related companies JE T B N &) 3R 32(d) 359,542 170,771
Current income tax liabilities BERFT S & f& 537 214
Provision for warranty EmREER 20 73,003 36,304
Borrowings R 17 416,676 351,349
2,718,864 2,154,330
Total liabilities weE 2,718,864 2,194,143
Total equity and liabilities EZBEREE 2,370,637 1,943,900
Net current liabilities REBEETE (916,610) (687,039)
Total assets less current HEEBRABEE
liabilities (348,227) (210,430)
The notes on pages 68 to 163 are integral part of these financial statements.
NEE8E163E MM AU M EREMH—31H -
Cai Qiwu Wu Zhigiang
B2#HK RER
Director Director
EF 2
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BALANCE SHEET
BEBER

As at 31 December 2007
R-FFLF+-A=+—A

As at 31 December

R+=ZA=+—H
2007 2006
—EELF ZETRF
Note HK$’000 HK$'000
B3 BT T BETT
ASSETS EE
Non-current assets RBEE
Property, plant and equipment Mm% - BERZE 6 125 166
Investments in subsidiaries B ERE 9 - -
125 166
Current assets REBEE
Trade and other receivables B 5 Kk H b e UK 11 202 202
Cash and cash equivalents ReMEEEEY 14 2,688 12,662
2,890 12,864
Total assets WEE 3,015 13,030
EQUITY R
Capital and reserves attributable 2R TREZFEA
to the Company’s equity holders FE{EIRA K ##E
Share capital Ji% 7 15 472,599 468,709
Other reserves H b 16 595,407 591,160
Accumulated losses 2HEE1E (1,116,676) (1,049,945)
Total equity EREE (48,670) 9,024
LIABILITIES =L |
Current liabilities REBEE
Trade and other payables B 5 M EMERNR 18 51,685 3,106
51,685 3,106
Total equity and liabilities EEHEEREE 3,015 13,030
Net current (liabilities)/assets nE (BB EEEH (48,795) 9,758
Total assets less current liabilities A& ERAEEE (48,670) 9,924
The notes on pages 68 to 163 are integral part of these financial statements.
NEEBE163E MK AL I IERERM—31H -
Cai Qiwu Wu Zhigiang
Director Director
ZF EF
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CONSOLIDATED INCOME STATEMENT
mE SR

For the year ended 31 December 2007
BE-—TT+F+ A=+ —HIFE

Year ended 31 December

BE+_-_A=+—HItEE

2007 2006
—EELHF —EERF
Note HK$’000 HK$’000
=g BT T BT
Turnover EHEE 5 3,589,686 2,286,387
Cost of goods sold HEE MK AR (3,304,475) (2,022,474)
Gross profit EF 285,211 263,913
Other gains/(losses) — net Hiplozs / (B18) —F8E 21 23,737 (21,084)
Selling and marketing costs SHE R iHHEREKA (176,917) (188,998)
Administrative expenses THHAX (144,402) (118,396)
Other operating expenses Higgfx (3,168) (10,952)
Operating loss KEEIE (15,539) (75,517)
Finance income =N 24 10,329 7,856
Finance costs BhE R AR 24 (44,402) (35,727)
Finance costs — net BEKA —F5E 24 (34,073) (27,871)
Loss before income tax MRS AER (49,612) (103,388)
Income tax expense Frig®if 25 (5,389) (2,352)
Loss for the year REEEIE (55,001) (105,740)
Attributable to: LU FEAG -
Equity holders of the Company RAGIRERAA (60,684) (112,647)
Minority interests LERRER 5,683 6,907
(55,001) (105,740)
Loss per share for loss KEERQF
attributable to the equity BRERSEA
holders of the Company EhEEZ
during the year BRER
(expressed in HK cents per share)  (SAFRAL B R)
— basic and diluted — BEARREE 27 (1.28) (2.68)
Dividends BE 28 - -

The notes on pages 68 to 163 are integral part of these financial statements.

RE6BE163 A KM L R UL B MR ) — 2R 1p ©
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

n‘/T\

NEL TR

For the year ended 31 December 2007
RE_FELFEF A=+ HILFE

Attributable to equity holders

of the Company
AATREFFAES
Share Other Accumulated Minority
capital reserves losses interests Total
kx  RithE  EREE CHRFER &%
Note HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
st BETT BETT BETT BETT BETT
Balance at 1 January 2006 R-EF E-A—-H 397,009 629,415 (1,288,040) 43,336 (218,280)
&8
Issuance of placing shares BORERD 15(a) 64,000 19,200 - - 83,200
Share issuance expenses BRNETER 16(a) - (1,185) - - (1,185)
(Loss)/profit for the year EE (B8B) /87 - (112,647) 6,907 (105,740)
Disposal of subsidiaries HEMBLR - (358) - 4 (354)
Employee share option scheme {2 8 B &5t 2
- value of services provided - FIREREEE 15(0) - 4,125 - - 4,125
- proceeds from shares issued ~ — FTE{TIRH ZFIERE  15@) 7,700 1,585 - - 9,285
Translation differences ERER - (21,294) - - (21,294)
Balance at R-BERE
31 December 2006 +TZA=+—-Hz&& 468,709 631,488  (1,400,687) 50,247 (250,243
Balance at 1 January 2007 R-BEtE
—R—-B2 4%k 468,709 631,488  (1,400,687) 50,247 (250,243
(Loss)/profit for the year ’EE (BB /57 - - (60,684) 5,683 (55,001
Employee share option scheme (& 8 B ik =12
- value of services provided - FRRERBEE 15(0) 3,453 - - 3,453
- proceeds from shares issued ~ — FT& TR ZFIERE  15@) 3,390 794 - - 4,684
Translation differences ERER - (51,120) - - (51,120)
Balance at 31 December 2007 R=FFtF
+-A=+-B24&8 472,599 584,615  (1,461,371) 55,930 (348,227)

The notes on pages 68 to 163 are integral part of these financial statements.

REEBE163 A KM L B UL B MR — 2R 1p ©
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CONSOLlDATED CASH FLOW STATEMENT
w/'.l'\ IE@/)IL%%‘%

For the year ended 31 December 2007
BE-—TT+F+ A=+ —HIFE

Year ended 31 December

HE+-_A=+—-BLEE

2007 2006
ZETtHE —EERE
Note HK$°000 HK$'000
P 5 BETT AT
Cash flows from operating activities EZFHZELFE
Cash generated from/(used in) operations &4 &L,/ (B1/A) 28B4 29 190,388 (12,658)
Interest paid ERFE (23,399) (20,455)
Interest received BUF A 10,329 7,856
Income tax paid BRAER (5,066) (4,716)
Bank handling charges paid EMETFESR (4,267) (3,444)
Net cash generated from/(used in) meEsEL,/ (8H)
operating activities Zfﬁi@ & 167,985 (33,417)
Cash flows from investing activities REFHZHLFEE
Purchases of property, plant and BENE  BE
equipment B (62,447) (32,173)
Proceeds from disposal of property, HEDNE  BREIERE
plant and equipment PS5k 3E 29 20,872 5,924
Increase in construction-in-progress ELIE?‘ ill (21,452) (35,747)
Payment for leasehold land and HE T i
land use right ERENIEA (69,460) -
Net cash outflow for disposal HERB AR
of subsidiaries FE S - (494)
Decrease/(increase) in other HiIERBEE
non-current assets wA /(32 0n) 505 (269)
Receipt of government grants WS R IR A 65 B 21 3,431 4,437
Net cash used in investing activities REBRYACH S TR (128,551) (58,322)
Cash flows from financing activites MEETHZHERE
Proceeds from issuance of BITE ARG R
ordinary shares 4,691 92,485
Share issuance expenses BORMER 1] (1,185)
Proceeds from borrowings EEMEHIE 412,809 415,238
Repayment of borrowings HERE (372,538) (475,054)
(Increase)/decrease in pledged AR
bank deposits FREEM B (81,315) 81,827
Net cash (used in)/generated from BEEH (BH) EE
financing activities ZIRe 8 (36,360) 113,311
Net increase in cash and cash HeRBL%E
equivalents W IniEaE 3,074 21,572
Cash and cash equivalents FHzRE
at beginning of the year RReEEY 14 151,642 130,070
Cash and cash equivalents FRZBE
at end of the year RIE&%EY 14 154,716 151,642

The notes on pages 68 to 163 are integral part of these financial statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

n‘/T\

B EERRMIEE

General Information

Welling Holding Limited (formerly known as Hualing
Holdings Limited, the “Company”) and its subsidiaries
(together the “Group”) manufactures, distributes and
sells electrical household 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 at
Suite 3904, 39/F, Tower 6, The Gateway, Harbour 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 financial statements have been approved for issue
by the board of directors on 22 April 2008.

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$60,684,000 for the
year ended 31 December 2007. In addition, the
Group had net current liabilities and net liabilities
of HK$916,610,000 and HK$348,227,000,
respectively, as at 31 December 2007.
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
e MR R AR MR

2 Principal Accounting Policies (continued)

2.1 Going Concern Basis (Continued)

(0

(i

The existence of financial support from Midea
Group Co. Ltd (“Midea”), the Company’s
ultimate holding company, as at 31 December
2007 which is in form of (a) guarantees of
bank loans; (b) injection of money into the
existing businesses throughout the Year; (c)
the written undertaking of continuing financial
support; and (d) undertaking of the Proposed
Transaction (as defined in note (ii) below)
whereby Midea will inject profitable
businesses into as well as acquire the loss-
making existing businesses (the “Disposed
Companies as defined in note (ii) below) from
the Group.

On 23 November 2007, the Company and
Welling Electric Holding (Cayman Islands)
Limited (the “Vendor”), the wholly owned
subsidiary of Midea entered into a sale and
purchase agreement (the “Agreement”),
pursuant to which the Company will
conditionally: (a) acquire from the Vendor the
entire issued share capital of Welling Holding
(BVI) Limited (the “Welling”); (b) dispose of the
Company’s entire interest in each of China
Refrigeration Industry Co. Ltd., Hualing
Technology Limited, Hualing (Far East)
Limited, and Hualing (Guangzhou) Electrical
Appliances Co. Ltd., (collectively the
“Disposed Companies”) to the Vendor; (c)
assign the Company’s right to certain net
receivables due from the Disposed
Companies and their subsidiaries to the
Vendor; and (d) issue the consideration shares
to the Vendor (collectively the “Proposed
Transaction”).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

E B RS R AR Y R

2 Principal Accounting Policies (continued)
2.1 Going Concern Basis (Continued)
(i) (Continued)

The consideration for the acquisition of
Welling is HK$4,500,000,000 and would be
satisfied by:

(@) the transfer for the Company’s entire
interest in the Disposed Companies to
the Vendor for an aggregate
consideration of HK$4;

(b) the outstanding net amount due from
the Disposed Companies and their
subsidiaries to the Company as at the
date of completion of the Proposed
Transaction; and

(c) theissue of consideration shares to the
Vendor.

As at 31 December 2007, completion of the
Proposed Transaction is conditional upon,
among other things, the fulfilment of several
conditions including the approval of the
Proposed Transaction by the independent
shareholders at the Company’s extraordinary
general meeting and the Stock Exchange of
Hong Kong.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR R AR MR

2 Principal Accounting Policies (continued)

2.1 Going Concern Basis (Continued)

(i

(Continued)

On 25 February 2008, the Company
despatched a circular related to the Proposed
Transaction. On 18 March 2008, an
extraordinary general meeting (the “EGM”)
was held and the Proposed Transaction was
approved by the independent shareholders
as an ordinary resolution of the EGM.

Upon completion (the “Completion”) of the
Proposed Transaction on 31 March 2008, the
Company: (i) disposed of the Disposed
Companies and their respective subsidiaries
(together, the “Disposed Group”), which had
net current liabilities and net liabilities of
HK$1,741,971,000 and HK$1,173,946,000,
respectively, as at 31 December 2007 on a
combined basis; (i) acquired Welling and it’s
subsidiaries (together, the “Welling Group”),
which had net current assets and net assets
of RMB116,897,000 and RMB581,737,000,
respectively, as at 31 December 2007, and a
profit of RMB276,147,000 for the year ended
31 December 2007; and (iii) allotted and
issued approximately 8,753,323,000
consideration shares to the Vendor.
Subsequent to Completion, the bank
guarantees provided by Midea to the Welling
Group were released and Midea’s written
undertaking of financial support is no longer
considered necessary.

The consolidated balance sheet and income
statement of the Welling Group and the
combined balance sheet and income
statement of the Disposed Group are
disclosed in note 35.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR R AR MR

2  Principal Accounting Policies (continued) 2 FESFHEE®

2.1 Going Concern Basis (Continued) 21 BERKEZREE (#)
(i) As at 31 March 2008, the Welling Group had (i) R-ZEENF=ZA=+—H &

banking facilities of approximately
RMB601,500,000, out of which the unutilised
banking facilities were approximately
RMB179,960,000, all of which were either
secured by its own assets or guaranteed by
subsidiaries within the Welling Group. The
Directors are of the opinion that the existing
banking facilities of the Welling Group will
enable the Group, after completion of the
Proposed Transaction, to fulfill its future
working capital and financial requirements,
and that the Group will succeed in negotiating
with its bankers to renew its outstanding bank
loans as they fall due.

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
after the Completion. Accordingly, the
directors are of the view that it is appropriate
to prepare the consolidation financial
statements on a going concern basis.

2.2 Basis of preparation

The consolidated financial statements of the Group
have been prepared in accordance with Hong Kong
Financial Reporting Standards (the “HKFRSs”)
under the historical cost convention, as modified
by the revaluation of investment properties.

The preparation of consolidated financial
statements in conformity with HKFRSs requires the
use of certain critical accounting estimates. It also
requires management to exercise its judgement in
the process of applying the Group’s accounting
policies. The areas involving a higher degree of
judgement or complexity, or areas where
assumptions and estimates are significant to the
consolidated financial statements are disclosed in
Note 4.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR R AR MR

2  Principal Accounting Policies (continued) 2 FTESFHBE @
2.2 Basis of preparation (Continued) 2.2 RBEE (#)

(a) Standards, amendment and interpretations (a) R-FELFLENZER - (EET
effective in 2007: Kz

HKFRS 7, ‘Financial instruments:
Disclosures’, and the complementary
amendment to HKAS 1, ‘Presentation
of financial statements - Capital
disclosures’, introduces new
disclosures relating to financial
instruments and does not have any
impact on the classification and
valuation of the Group’s financial
instruments, or the disclosures relating
to taxation and trade and other
payables.

HK(IFRIC) — Int 8, ‘Scope of HKFRS 2’,
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 in order to establish whether or
not they fall within the scope of HKFRS
2. This standard does not have any
impact on the Group’s financial
statements.

HK(IFRIC) — Int 10, ‘Interim financial
reporting and impairment’, prohibits the
impairment losses recognised in an
interim period on goodwill and
investments in equity instruments and
in financial assets carried at cost to be
reversed at a subsequent balance sheet
date. This standard does not have any
impact on the Group’s financial
statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

E B RS R AR Y R

2 Principal Accounting Policies (continued)
2.2 Basis of preparation (Continued)

(b) Standards, amendments and interpretations
effective in 2007 but not relevant

The following standards, amendments and
interpretations to published standards are
mandatory for accounting periods beginning
on or after 1 January 2007 but they are not
relevant to the Group’s operations:

o HK(IFRIC) - Int 7, ‘Applying the
restatement approach under HKAS 29,
Financial reporting in hyper-inflationary
economies’;

o HK(IFRIC) — Int 9, ‘Re-assessment of
embedded derivatives’; and

° HK(FRIC) — Int 11, HKFRS2-Group and
treasury share transactions.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

n‘/T\

2 Principal Accounting Policies (continued)

B EERRMIEE

2.2 Basis of preparation (Continued)

(c) Standards, amendments and interpretations
to existing standards that are not yet effective
and have not been early adopted by the

Group

The following standards, amendments and

interpretations to existing standards have
been published and are mandatory for the
Group’s accounting periods beginning on or
after 1 January 2008 or later periods, but the
Group has not early adopted them:

HKAS 1 (Revised), ‘Presentation of
financial statements’ (effective from 1
January 2009). HKAS 1 (Revised)
requires all owner changes in equity to
be presented in a statement of changes
in equity. All comprehensive income is
presented in one statement of
comprehensive income or in two
statements (a separate income
statement and a statement of
comprehensive income). It requires
presenting a statement of financial
position as at the beginning of the
earliest comparative period in a
complete set of financial statements
when there are retrospective
adjustments or reclassification
adjustments. However, it does not
change the recognition, measurement
or disclosure of specific transactions
and other events required by other
HKFRSs. The Group will apply HKAS 1
(Revised) from 1 January 2009.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR R AR MR

2 FTEESITHER®
2.2 REEE (&)

2 Principal Accounting Policies (continued)

2.2 Basis of preparation (Continued)

(c) (Continued) c (&)
HKAS 23 (Amendment), ‘Borrowing o BB LFERFE23 (K18
costs’ (effective from 1 January 2009). IMEEXRA] (HZEE
The amendment requires an entity to NE—A—BBER) ° %

capitalise borrowing costs directly
attributable to the acquisition,
construction or production of a
qualifying asset (one that takes a
substantial period of time to get ready
for use or sale) as part of the cost of
that asset. The option of immediately
expensing those borrowing costs will be
removed. The Group will apply HKAS
23 (Amended) from 1 January 2009 but
is currently not applicable to the Group
as there are no qualifying assets.

HKAS 27 (Revised) ‘Consolidated and
separate financial statements’ (effective
from annual period beginning on or after
1 July 2009). The amendment requires
non-controlling interests (i.e. minority
interests) to be presented in the
consolidated statement of financial
position within equity, separately from
the equity of the owners of the parent.
Total comprehensive income must be
attributed to the owners of the parent
and to the non-controlling interests even
if this results in the non-controlling
interests having a deficit balance.
Changes in a parent’s ownership
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interest in a subsidiary that do not result R 289N EZAA
in the loss of control are accounted for R BREMBAA 21
within equity. When control of a HIER: - BIMEB AR ZE&

subsidiary is lost, the assets and
liabilities and related equity components
of the former subsidiary are
derecognised. Any gain or loss is
recognised in profit or loss. Any
investment retained in the former
subsidiary is measured at its fair value
at the date when control is lost. The
Group will apply HKAS 27 (Revised)
from 1 January 2010.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

n‘/T\

B EERRMIEE

2 Principal Accounting Policies (continued)

2.2 Basis of preparation (Continued)

(c)

(Continued)

HKFRS 2 Amendment — Share-based
payment vesting conditions and
cancellations (effective from 1 January
2009). The amendment clarifies the
definition of ‘vesting conditions’ and
specifies the accounting treatment of
‘cancellations’ by the counterparty to a
share-based payment arrangement.
Vesting conditions are service
conditions (which require a counterparty
to complete a specified period of
service) and performance conditions
(which require a specified period of
service and specified performance
targets to be met) only. All “non-vesting
conditions” and vesting conditions that
are market conditions shall be taken into
account when estimating the fair value
of the equity instruments granted. All
cancellations are accounted for as an
acceleration of vesting and the amount
that would otherwise have been
recognised over the remainder of the
vesting period is recognised
immediately. The Group will apply
HKFRS 2 Amendment from 1 January
2009, but it is not expected to have any
impact on the Group’s financial
statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR R AR MR

2 FTEESITHER®

2.2 RBIEE (&)

2 Principal Accounting Policies (continued)
2.2 Basis of preparation (Continued)

(c) (Continued) ) (&)

HKFRS 3 (Revised) ‘Business
combination’ (effective for business
combinations with acquisition date on
or after the beginning of the first annual
reporting period beginning on or after 1
July 2009). The amendment may bring
more transactions into acquisition
accounting as combinations by contract
alone and combinations of mutual
entities are brought into the scope of
the standard and the definition of a
business has been amended slightly. It
now states that the elements are
“capable of being conducted” rather
than “are conducted and managed”. It
requires considerations (including
contingent consideration), each
identifiable asset and liability to be
measured at its acquisition-date fair
value, except leases and insurance
contracts, reacquired right,
indemnification assets as well as some
assets and liabilities required to be
measured in accordance with other
HKFRSs. They are income taxes,
employee benefits, share-based
payment and non current assets held
for sale and discontinued operations.
Any non-controlling interest in an
acquiree is measured either at fair value
or at the non-controlling interest’s
proportionate share of the acquiree’s net
identifiable assets. The Group will apply
HKFRS 3 (Revised) from 1 January
2010.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR R AR MR

2  Principal Accounting Policies (continued) 2 FESFTHEE®
2.2 Basis of preparation (Continued) 2.2 RBEE (&)

(c) (Continued) c (&

HKFRS 8, ‘Operating segments’
(effective from 1 January 2009). HKFRS
8 replaces HKAS 14 and aligns segment
reporting with the requirements of the
US standard SFAS 131, ‘Disclosures
about segments of an enterprise and
related information’. The new standard
requires a ‘management approach’,
under which segment information is
presented on the same basis as that
used for internal reporting purposes.
The Group will apply HKFRS 8 from 1
January 2009, but it is not expected to
have any impact on the Group’s financial
statements, as the Group has already
been using principle consistent with
HKFRS 8.

HK(IFRIC) — Int 14, ‘HKAS 19 — The limit
on a defined benefit asset, minimum
funding requirements and their
interaction’ (effective from 1 January
2008). HK(IFRIC) — Int 14 provides
guidance on assessing the limit in HKAS
19 on the amount of the surplus that
can be recognised as an asset. It also
explains how the pension asset or
liability may be affected by a statutory
or contractual minimum funding
requirement. The Group will apply
HK(IFRIC) — Int 14 from 1 January 2008,
but it is not expected to have any impact
on the Group’s financial statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

E B RS R AR Y R

2 Principal Accounting Policies (continued)
2.2 Basis of preparation (Continued)

(d) 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 and are
mandatory for the Group’s accounting periods
beginning on or after 1 January 2008 or later
periods but are not relevant for the Group’s
operations:

e HK(IFRIC) — Int 12, ‘Service concession
arrangements’ (effective from 1 January
2008). HK(IFRIC) — Int 12 applies to
contractual arrangements whereby a
private sector operator participates in
the development, financing, operation
and maintenance of infrastructure for
public sector services. HK(IFRIC) - Int
12 is not relevant to the Group’s
operations because none of the Group’s
companies provide for public sector
services.

o HK(IFRIC) — Int 13, ‘Customer loyalty
programmes’ (effective from 1 July
2008). HK(IRFIC) — Int 13 clarifies that
where goods or services are sold
together with a customer loyalty
incentive (for example, loyalty points or
free products), the arrangement is a
multiple-element arrangement and the
consideration receivable from the
customer is allocated between the
components of the arrangement using
fair values. HK(IFRIC) — Int 13 is not
relevant to the Group’s operations
because none of the Group’s companies
operate any loyalty programmes.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR R AR MR

2 Principal Accounting Policies (continued)

2.3 Consolidation

The financial statements include the financial
statements of the Company and all its subsidiaries
made up to 31 December 2007.

(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.

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. ldentifiable 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.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR R AR MR

2 Principal Accounting Policies (continued)

2.3 Consolidation (Continued)

(a)

(b)

Subsidiaries (Continued)

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 (Note
2.8). The results of subsidiaries are accounted
by the Company on the basis of dividend
received and receivable.

Transactions and minority interests

The Group applies a policy of treating
transactions with minority interests as
transactions with parties external to the
Group. Disposals to minority interests result
in gains and losses for the Group that are
recorded in the consolidated income
statement. Purchases from minority interests
result in goodwill, being the difference
between any consideration paid and the
relevant share acquired of the carrying value
of net assets of the subsidiary.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
S E R M

n‘/T\

2 Principal Accounting Policies (continued)

2.4 Segment reporting

2.5

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)

(®)

Functional and presentation currency

[tems 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”).
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.

The financial

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
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B EERRMIEE

2 Principal Accounting Policies (continued)

2.5 Foreign currency translation (Continued)

®)

(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
presentation currency are translated into the
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;

(i) 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

(i) all resulting exchange differences are
recognised as a separate component of
equity.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

n‘/T\

B EERRMIEE

2 Principal Accounting Policies (continued)

2.5 Foreign currency translation (Continued)

(c) Group companies (Continued)

On consolidation, exchange differences
arising from the translation of the net
investment in foreign operations, and of
borrowings and other currency instruments
designated as hedges of such investments,
are taken to shareholders’ equity. When a
foreign operation is partially disposed of or
sold, exchange differences that were
recorded in equity are recognised in the
income statement as part of the gain or loss
on sale.

2.6 Property, plant and equipment

Property, plant and equipment are stated at
historical cost less depreciation and impairment
losses. Historical cost includes expenditure that is
directly attributable to the acquisition of the items.

Subsequent costs are included in the asset’s
carrying amount or recognised as a separate asset,
as appropriate, 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. The carrying amount of the
replaced part is derecognised. All other repairs and
maintenance are expensed in the income
statement during the financial period in which they
are incurred.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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B EERRMIEE

2 Principal Accounting Policies (continued)

2.6 Property, plant and equipment (Continued)

Depreciation of property, plant and equipment is
calculated using the straight-line method to allocate
cost 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.

Construction-in-progress represents the direct
costs of construction incurred and machinery
pending to installation plus interest capitalised up
to date of completion of the construction of
property, plant and equipment less any impairment
losses. No provision for depreciation is made on
construction in progress until such time and
relevant assets are completed and put into use.
Construction-in-progress is reclassified to the
appropriate category of property, plant and
equipment when completed and ready for use.

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 gains/(losses) —
net, in the income statement.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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2 Principal Accounting Policies (continued)

2.7

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.

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.
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2 Principal Accounting Policies (continued)

2.7

2.8

Investment properties (Continued)

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.

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 investments 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 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 impairment
are reviewed for possible reversal of the impairment
at each reporting date.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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2 Principal Accounting Policies (continued)

2.9

Inventories

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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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.

Borrowing costs incurred for the construction of
any qualifying assets are capitalised during the
period of time that is required to complete and
prepare the asset for its intended use. Other
borrowing costs are expensed.

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 FINANCIAL STATEMENTS
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2 Principal Accounting Policies (continued)

2.15 Current and deferred income tax

The current income tax charge is calculated on the
basis of the tax laws enacted or substantively
enacted at the balance sheet date in the countries
where the Company and its subsidiaries and
associates operate and generate taxable income.
Management periodically evaluates positions taken
in tax returns with respect to situations in which
applicable tax regulation is subject to interpretation
and establishes provisions where appropriate on
the basis of amounts expected to be paid to the
tax authorities.

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 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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2 Principal Accounting Policies (continued)

2.16 Employee benefits

(a)

(®)

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 FINANCIAL STATEMENTS
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2 Principal Accounting Policies (continued)

2.16 Employee benefits (Continued)

(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

Provision for warranty is 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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2 Principal Accounting Policies (continued)

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.

(@) 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) Interest income

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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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

(@)

®)

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.

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.

2.20 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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3 Financial Risk Management
3.1 Financial risk factors

The Group’s activities expose it to a variety of
financial risks: market risk (including foreign
exchange risk, cash flow and fair value interest rate
risk and price risk), credit risk and liquidity 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 (“USD”), HK$ and Euro
(“EUR”), and the Group’s presentation
currency differs from the functional
currency. 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 exposure to foreign exchange
risk is manageable.

At 31 December 2007, if RMB has
weakened/strengthened by 3% against
the USD with all other variables held
constant, post-tax loss for the year
would have been HK$2,708,000 lower/
higher, mainly as a result of foreign
exchange gains/losses on translation of
USD-denominated trade and other
receivables and trade and other
payables and due from/to related
companies.
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3 Financial Risk Management (continued)

3.1 Financial risk factors (Continued)

(a)

Market risk (Continued)

(i)

Foreign exchange risk (Continued)

At 31 December 2007, if RMB has
weakened/strengthened by 3% against
the EUR with all other variables held
constant, post-tax loss for the year
would have been HK$123,000 lower/
higher, mainly as a result of foreign
exchange gains/losses on translation of
Euro-denominated trade and other
receivables and trade and other
payables and due from/to related
companies.

At 31 December 2007, if HK$ has
weakened/strengthened by 3% against
the RMB with all other variables held
constant, equity would have been
HK$20,709,000 lower/higher, arising
mainly from foreign exchange translation
difference arising from translation of the
financial statements of subsidiaries in
PRC.
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3 Financial Risk Management (continued)

3.1 Financial risk factors (Continued)

(a)

Market risk (Continued)

(il

(i)

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.

The Group’s interest rate risk arises
mainly from borrowings bearing floating
interest rates. The directors are of the
opinion this risk is not material as at 31
December 2007.

At 31 December 2007, if interest rates
on RMB-denominated borrowings had
been 50 basis points higher/lower with
all other variables held constant, post-
tax loss for the year would have been
HK$1,618,000 lower/higher, mainly as
a result of higher/lower interest expense
on floating rate borrowings.

Price risk
The Company is not exposed to equity

securities price risk and commodity
price risk.

98 | WELLING HOLDING LIMITED ANNUAL REPORT 2007

3

g EREE @

3.1

IR E & (&)
@ WHER (&)

(i

(i)

BeRhze kA FEEFE
R

HRARELEEANGS
BE BASBZHRAR
KRERGRERNH AT
SRR SR o

REBEZFEREREER
BREIBNXFEZE
Ko EBEFTRR R_ZTZ
+tHF+_A=+—HAXIA
[B B2 NEX o

F:;§t¢+ A=+
B WAARBIER
B2 MK LT T B501E

EEMEMMAAERER
T RNEEZHEER

R D M
1,618,0000T @ FEHNF
BEEZMEF M

B3R
A B) A 4 T Rl P AN R
(B 1% 2 B K & (B 1%

G o
A



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

n‘/T\

B EERRMIEE

3 Financial Risk Management (continued)

3.1 Financial risk factors (Continued)

®)

(c)

Credit risk

The Group has no significant concentrations
of credit risk. Credit risk arises from cash and
cash equivalents, pledged bank deposit, due
from related parties and trade and other
receivables.

For bank deposits, management manages
the credit risk by placing mainly the bank
deposits with state-owned financial
institutions and reputable banks which are all
high-credit-quality financial institutions.

For trade and other receivables and due from
related parties, the credit quality of the
counterparties is assessed by taking into
account their financial position, credit history
and other factors. Individual credit limits are
set based on the assessment of the credit
quality. Given the constant repayment history,
the directors are of the opinion that the risk
of default by these counterparties is low.

Liquidity risk

Ligquidity risk management includes
maintaining sufficient cash balance, the
availability of funding from an adequate
amount of committed credit facilities and the
ability to close out market positions.
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(c)

B EERRMIEE

3 Financial Risk Management (continued) 3 BHEAREREw@
3.1 Financial risk factors (Continued) 31 BKEREZR &)
Liquidity risk (Continued) c) REBEzREE (&)
The table below analyses the Group’s financial TRATSBECHABRFES
liabilities that will be settled on a net basis - WIERNGEEHRSREER
into relevant maturity groupings based on the ALV HRMFIREAR D58 o
remaining period at the balance sheet to the TERERZCERENITRRS
contractual maturity date. The amounts ME -HRPRZIFESTE
disclosed in the table are the contractual A R+ E R AR 2 ek
undiscounted cash flows. Balances due HAREASAER -
within 12 months equal their carrying
balances, as the impact of discounting is not
significant.
Less Between 1 Over
than 1 year and 2 years 2 years
—FTF —EZWME MEULE
HK$'000 HK$’000 HK$’'000
BT T BET T BT IT
At 31 December 2007 R-BZLHF
+=—HA=+—H
Bank borrowings RITEE 432,700 - -
Trade and other payables EBEZRHMESTK 1,869,106 - -
Due to related companies & {15 A R IE 359,542 - -
At 31 December 2006 RZZEERF
+=ZA=+—H
Bank borrowings RITEE 364,243 40,026 -
Trade and other payables B NEMEMAGK 1,595,602 - -
Due to related companies &SI B A~ B IR 170,771 - -
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3 Financial Risk Management (continued) 3 REAREE @
3.1 Financial risk factors (Continued) 3.1 BREAREZE &)

(c) Liquidity risk (Continued)

The Group had net current liabilities of
approximately HK$916,610,000 as at 31
December 2007. Most of the bank financing
of the Group is in the form of short-term bank
loans. 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$408,077,000 at 31 December 2007,
which the Group can utilise it to meet its
short-term cash demands. As a result, the
directors are of the opinion that the Group
maintains an adequate liquidity reserve.

3.2 Capital risk management

The Group’s objectives when managing capital are
to safeguard the Group’s ability to continue as a
going concern in order to provide return for
shareholders and benefits for other stakeholders
and to maintain an optimal capital structure to
reduce the cost of capital.

In order to maintain or adjust the capital structure,
the Group may issue new shares or sell assets to
reduce debt.

Consistence with others in the industry, the Group
monitors capital on the basis of the gearing ratio.
This ratio is calculated as net debt divided by total
capital. Net Debt is calculated as total borrowings
less cash and cash equivalents. Total capital is
calculated as equity, as shown in the consolidated
balance sheet.

(c) ///bﬁ@jﬁfi\” ( )
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916,610,0007T ° A& B K7
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ZRE o o AEER-ZTE
+tFF+Z_A=+—HZKRFAIR
ITIEERE /%8 %408,077,000
T AREREERNEHReHE
Ko il  EERABAEEHSE
RREZNBECRFHE -

32 EXEKER

AEEEREAZ BRAREALE
FERZEZRN  RERWRLE®
REMBRERSE NERMNE - MR
BE ) EARRBAREE AR o

$E@7%ﬁ‘ﬁ~r&uﬂﬁéf$ g HE
SITHA S EEE AR A EIR

BITAREMAR &% AEEREE
ERELRERERN - W RIUER
FRERAREANTE - BRFERA
1ﬁ“/}§kfﬁi&iﬁ/\”15% ° BRI
BoETE WA BEERBERMAE -

—sztEEg RErRER23 | 101



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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3 Financial Risk Management (continued) 3
3.2 Capital risk management (Continued)

During the year ended 31 December 2007, the
Group’s strategy was to improve the gearing ratio
towards a target of below 1. The gearing ratios as
at 31 December 2006 and 2007 were as follows:

g EREE @

3.2

EXEBER @)

RBE-FTLE+-A=+—AL
FE AEEZREBARSEEAR
b LEIEMZBE - RZEE
NERZZETLF+ZA=+—H2
BEABHLERET :

31 December 31 December
2007 2006
—EELHF —ETX
+=A=+—-8B +=-—A=+—8H
HK$’000 HK$’'000
BEFT T BT T
Total borrowings B 416,676 391,162
Less: Cash and cash equivalents & : BR& MRS EED (154,716) (151,642)
Net debt BEIHFE 261,960 239,520
Total equity R (348,227) (250,243)
Gearing ratio (times) BEBBLE () (0.75) (0.96)
3.3 Fair value estimation 3.3 AFEEME

The nominal value less impairment provision of
trade receivables and trade payables are a
reasonable approximation of 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.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR R AR MR

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.

(@)

Provision for warranty

The Group generally offers 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.

Factors that could impact the estimated claim
information include the success of the
Group’s productivity and quality initiatives, as
well as parts and labour costs. The estimates
and judgments 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.

Should the estimated annual warranty
expenses rate differ by 10% from
management’s estimates during the year
ended 31 December 2007, the Group would
have charged additional warranty expenses
amount to approximately HK$5,811,000
(2006: approximately HK$2,734,000).
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4  Critical Accounting Estimates and
Judgments (Continued)

4.1 Critical accounting estimates and assumptions
(Continued)

®)

Impairment of property, plant and equipment

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.

Should the projected growth of the industry
and economic development of the market
differ by 10% from management’s estimates
during the years ended 31 December 2007,
the Group would have charged additional
impairment expenses amount to
approximately HK$124,000 (2006:
approximately HK$205,000).
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4 Critical Accounting Estimates and

Judgments (Continued)

4.1 Critical accounting estimates and assumptions
(Continued)

(c)

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)

(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;

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.

4

BEESEHEFT R AE @

41 EEETHEFREBR @)

(c)

REYRE N FIEE

ATPBEZZERERFALAES
NEAME O EBTISMIEMHZ
RATERE o MERZ LT EER
AEBZRAEAFEERBTEE
BETEMETE - EIELHEE
AEEEELZTEER HHE
ECE

() TRMEE AR (3
XARAEEREME LR
[R) 2 ME SRR T S
b2 EMER (BRERE
EELFE)

(i) AEREREMBIMBHME
HBEE 2 T HRER (B
HEBEBERIXZERMN
RAS AR 3R 2 A {7
EERHRE) + &

(i) REBEBRKIREBREFIEA
SEFTMEANZINERS
mE - WIEEAR A EM
REHREREMENZIF
F R (ETERATEEE R T) S
£ A & (i B R AR AR R
CEUMESRT TSR
B) + WHA R AR E
mESTEBARESRES
BEREEZITERGE -

—sztEsgAarRER28 | 105



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR R AR MR

4  Critical Accounting Estimates and
Judgments (Continued)

4.1 Critical accounting estimates and assumptions
(Continued)

(c)

()

Fair value of investment properties
(Continued)

The fair value of the investment properties of
the Group were estimated as reported by a
firm of independent qualified valuers.

Should the estimated monthly rental income
differ by 10% from management’s estimates
during the year ended 31 December 2007,
the carrying value of the investment properties
will differ by approximately HK$10,680,000
(2006: approximately HK$10,122,000).

Classification of the Disposed Group as held
for sale and discontinued operations

As detailed in note 2.1(ii), the Company
entered into a sale and purchase agreement
with the Vendor for the Proposed Transaction
in November 2007, pursuant to which the
Company will dispose of its entire interest in
the Disposed Companies to the Vendor as
part of the consideration for the acquisition
of Welling.

The Group follows the guidance of HKFRS
5- “Non-current assets held for sale and
discontinued operations” to determine
whether the Disposed Group should be
classified as held for sale and discontinued
operations as at 31 December 2007.
Application of HKFRS 5 requires the disposal
to be highly probable as at 31 December
2007, and determining whether the disposal
is highly probable requires significant
judgement. In making this judgement, the
directors evaluate, among other factors, the
likelihood that the disposal plan will be
withdrawn subsequent to 31 December
2007.
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4  Critical Accounting Estimates and
Judgments (Continued)

4.1 Critical accounting estimates and assumptions
(Continued)

()

Classification of the Disposed Group as held
for sale and discontinued operations
(Continued)

In this respect, the directors have taken into
account one of the conditions precedent
underlying the sale and purchase agreement
which requires, the Company’s independent
shareholders approval for the Proposed
Transaction at an EGM of the shareholders,
and they consider there is possibility this
approval cannot be obtained due to the lack
of discussions with independent shareholders
prior to the EGM, and therefore the Proposed
Transaction may not proceed. Accordingly,
the directors have concluded that the
Company should not account for the assets
and liabilities of the Disposal Group as held
for sale at 31 December 2007, and its results
as discontinued operations for the year then
ended.

Had the respective assets and liabilities of the
Disposal Group been classified as held for
sale, the total and net current assets of the
Group as at 31 December 2007 would have
been increased by HK$568,025,000, and the
non-current assets of the Group as at 31
December 2007 would have been decreased
by HK$568,025,000 as a result of the
reclassification of the non current assets of
the Disposed Group being reclassified to
current assets. In addition, had the respective
operating results of the Disposal Group been
classified as profit from discontinued
operations, the loss for the year from
continuing operations would have been
HK$11,703,000, and the profit from the
discontinued operations would have been
HK$11,703,000, as result of the presentation
of the results of the Disposed Group as a
separate line on the face of the consolidated
income statement.
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5 Segment Information 5 2IER
5.1 Primary reporting format — business segments 51 FEHNTHEXLN XKD
As at 31 December 2007, the Group is organised R-ZEZE+HF+-_HA=+—8 K&
into three main business segments: ELE=—HTEXEBDEL :
Refrigerator - manufacture and IKFE T - BHERIHEE
business distribution of a broad e LB Rl 2 k#E
range of refrigerators
Air-conditioner -  manufacture and R EB — RERDHE
business distribution of a broad Rz =
range of air-
conditioners
Mini-refrigerator -  manufacture and NELKFEET — HERSHEE
business distribution of a broad =Wl et NS
range of mini-refrigerators KA
Other businesses of the Group mainly comprise AEBEMEBEIERISHEREME
holding of investment properties and renting of car MEHEENRYE - MENRES T
parks and properties, neither of which are of a RUAEBL 9IRS -

sufficient size to be reported separately.
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5 Segment Information (continued) 5 oEER @
5.1 Primary reporting format — business segments 51 FEFHBRELX XK
(Continued) (&)
The segment information for the year ended 31 HE_ZTTA+F+_A=+—HILF
December 2007 is as follow: Bz oEERINT
Air- Mini-
Refrigerator conditioner refrigerator Other
business business business businesses Group
INE
KEERE EHEE OKEEE HoEX &8
2007 2007 2007 2007 2007
“ZTtE -ZTTtE -TTtE -ZTtE -TTtE
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
BETT B¥TT BT B¥Trn  B¥Tx
Turnover EEE 509,509 2,132,017 948,160 - 3,589,686
Segment results DEELE (29,895) 38,914 26,198 (3,412) 31,805
Unallocated costs ROBHA (47,344)
Operating loss mEER (15,539)
Finance costs — net rﬂ ERA-FE (11,617) (18,239) (6,840) 2,623 (34,073)
Loss before income tax MG AER (49,612)
Income tax expense FBREY (5,389)
Loss for the year AEEER (55,001)
Segment assets NEEE 411,674 1,227,494 621,210 - 2,260,378
Unallocated assets AOBEE 110,259
Total assets BEE 2,370,637
Segment liabilities NEEE
Unallocated liabilities N =R 570,058 1,606,665 483,542 - 2,660,265
Total liabilities mak 58,599
2,718,864
Capital expenditures BARMERY 20,611 12,111 51,166 1 83,399
Depreciation nE 22,197 23,747 16,945 45 62,934
Other non-cash expenses/  EMIFEEEY/
(income) (A)
~ Provision for inventory -FEHRER
obsolescence xu\ﬁﬁ 5,023 20,677 1,500 - 27,200
— Provision for doubtful trade  — & 5 [ £ fth e U 7%
and other receivables RIREME 4,783 31,518 627 - 36,928
— Impairment charge/ -0¥ - W5
(reversal of impairment B
charge) on property, ZRERS/
plant and equipment (M) 5,242 (4,000) - - 1,242
- Surplus on revaluation of ~ —IXEME
investment properties ERhARK - - - (5,576) (5,576)
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5 Segment Information (continued) 5 oEER @
5.1 Primary reporting format — business segments 51 FEHBEFLRX —EXK D
(Continued) (&)
The segment information for the year ended 31 HE_ZZERF+_A=+—RHLLF
December 2006 is as follow: EzhHEROT :
Air- Mini-
Refrigerator ~ conditioner  refrigerator Other
business business business  businesses Group
INBY
KRR EAER O KEEE O HEoER £E
2006 2006 2006 2006 2006
“EERF ZEERF ZEERF ZEERE —EESF
HK$’000 HK$’'000 HK$'000 HK$’000 HK$’'000
B¥TT AMTr EETr  EETr  A¥Tx
Turnover EEH 333,198 1,231,048 722,141 - 2,286,387
Segment results NEEE (30,339) (53,217) 19,783 (1,215) (64,982)
Unallocated costs RDBEKA (10,535)
Operating loss KeEE (75,517)
Finance costs - net BEKA—FHE (10,785) (17,704) (130) 7 (28,612)
Finance cost unallocated AOEEEKA 741
Loss before income tax MR F SR ATE R (103,388)
Income tax expense FBREY (2,352)
Loss for the year AEEEBE (105,740)
Segment assets DEEE 377,284 1,092,270 395,151 - 1,864,705
Unallocated assets AORBE 79,195
Total assets BEE 1,943,900
Segment liabilities KEERE 434,150 1,422,954 328,567 - 2,185,671
Unallocated liabilities Vol =R 8,472
Total liabilities mef 2,194,143
Capital expenditures BARMERY 10,693 5,217 52,010 - 67,920
Depreciation ik 22,619 27,850 9,387 154 60,010
Other non-cash expenses/ ~ HiIFBREEY/
(income) (A)
- Provision for inventory ~-FERER
obsolescence RRER 34,344 2,389 597 - 37,330
- Provision for/(reversal of) - B REMEKK
doubtful trade and other REEE/
receivables (=) 318 (6,454) 11,197 - 5,061
- (Reversal of//impairment S ER
charge on property, 2 (&) /RE
plant and equipment HX (2,358 4,281 123 - 2,046
- Deficit on revaluation of - RENESHEM
investment properties - - - 2,754 2,754
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5 Segment Information (continued) 5 DEPEFR @
5.2 Secondary reporting format — geographical 52 B HBMEFLX—HWESDH
segments
The Group’s three business segments are operated AEE-HEBOEEUTHEXE
in five main geographical areas: i [ 48
PRC - manufacture and sale of s - HKAERRE
electrical household NIHE
appliances
Other countries - sale of electrical E b BOM — HXAEREE
in Europe household appliances Bl
Asia-Pacific - sale of electrical CEY.N — RAEREE
household appliances
Americas - sale of electrical EM — RHAERHEE
household appliances
Africa - sale of electrical FEM — HKAEREE
household appliances
There are no sales between the geographical WESH2ETEEEED - K@
segments. Analysis of financial information by DEE D 2 BERSTOT
geographical segment is as follows:
(a) Analysis of sales of refrigerators into domestic (a) EH@EDEF PSEIETE
sales in the PRC and export sales outside the HEZKFEHED T T
PRC by region is as follows:
2007 2006
—EELHF —EERF
HK$°000 HK$'000
BT T BT T
Domestic sales B A 35 & 330,439 231,831
Export sales O eE
Europe &M 99,609 18,130
Asia-Pacific CEDN 38,728 69,454
Americas EM 35,466 10,642
Africa FEM 5,267 3,141
Total export sales O HE 4R 179,070 101,367
Total CEn 509,509 333,198
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5 Segment Information (continued) 5 DEER @
5.2 Secondary reporting format — geographical 52 B> HBEFLXN—HED I
segments (Continued) (#&)
(b) Analysis of sales of air-conditioners into (o) IZHbIER B9 7E A BB A K 5 B o

HAZZEFFEEIHAOT

domestic sales in the PRC and export sales
outside the PRC by region is as follows:

2007 2006

—EELE —EBERF

HK$’000 HK$’'000

BT T BT T

Domestic sales N5 & 1,739,998 708,635
Export sales HOHE

Europe BM 138,155 151,744

Asia-Pacific YN 75,451 70,453

Americas ZEM 178,413 300,216

Total export sales T OHEREE 392,019 522,413

Total a&t 2,132,017 1,231,048

(c) Analysis of sales of mini-refrigerators into (c) I&HbIE B9 7E A BB A K 3 B o

domestic sales in the PRC and export sales
outside the PRC by region is as follows:

HAZNBUKREHE ST -

2007 2006

—EELF —EETRF

HK$’000 HK$’'000

BEET T BT T

Domestic sales A E 157,357 148,190
Export sales A SHE

Furope BN 208,824 160,893

Asia-Pacific EEWN 210,250 171,719

Americas EM 267,195 218,354

Africa FEMN 104,534 22,985

Total export sales HOSEELRRE 790,803 573,951

Total a5t 948,160 722,141

EEE/\$E@E PZNTAEZE

B N B ST B 7 A
/Eqﬂl%% WA T2 EE
REREARMESHZ RS D
$ﬁ°

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.
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6 Property, Plant and Equipment 6 ME - BEEZHE
(@) Group (a) &xEH
Furniture,
fixtures and Moulds
Construction- Plantand  electronic Motor  and other
in-progress  Buildings machinery equipment  vehicles equipment Total
HE G- %E R&

EEIR g% R#E RETHRE RE REHRE ai
HKS000  HK$000  HK$'000  HK§'OOD  HKS000  HKS'000  HK§'000
AT ARTn  AETr  ERTn  BETR BETn BETR

At 1 January 2006 WZ25/E-f-H
Cost A 20,156 229,705 631,024 67,458 14,649 256,012 1,219,064
impaiment R W e B9S%)  [08  (190) (8956 [127.068)
Accumulated depreciation 2RNE - (105057 (384,911) (41,611) (10,2800 (197,263) (739,112
Net book amount EEFE 19,745 100,855 186,478 21,766 4179 19,863 352,886
Year ended 31 December 2006 HE-250%
TZAZT-ALER

Opening net book amount ENERERE 19745 10085 186478 21766 4179 19863 352,886
Additions AE 35,747 1,870 10,039 6,231 2,005 12,028 67,920
Transfers &3 (38620 32,198 3,79 1,017 13 1418 -
Disposal of subsidiaries HENBAA - - - (25) (355) - (380)
Other disposals Hihe B0 (108 B9 (120 73 @765 (25601)
Depreciton 5% D428 @831 4T (5% (113 E00i0)
(Provision for) reversal of RERY () /30

impaiment charge - (1,011) 488 396 (123 (1,79) (2,046)
Foreign exchange adjustments EriE 707 3,604 6,663 748 149 710 12,641
Closing net ook amount FREMFE 14554 112210 173212 25328 3,661 16385 345410
At 31 December 2006 25 ETZAZ TR
Cost ﬁm 14554 254022 5171 64486 10049 208398 1,143,680
impaiment R Sl A e 60 (9053 (109554
Accumulted depreciation 2iEfE o9 BRA%T)  (BBSY) 638 [(162%0 (68816
Net book amount SHFE 1455 12210 173212 25,328 3,661 16,385 345,410
Year ended 31 December 2007 Heo%5+¢F

tZR=t+-HLEE

Opening net book amount ENERSE 14,554 112,210 173,212 25,328 3,001 16,385 345,410
Additions hE 21,452 4,062 31,387 5317 1,01 20,550 83,899
Disposéls te 450 B4 (840 B2 (30 m P
Deprecition % o (Be s BT 063 (275 (6end
Reversal off{provision for) RERTRE/ (BE)

impairment charge - 612 2,072 (616) - 834 (1.242)
Foreign exchange adjustments ERdE 1,068 8,243 12713 1847 269 1,206 25,348
Closing net hook amount ERERSE 35,616 104,098 171,802 20,136 3,602 26,152 361,406
At 31 December 2007 RZEEtETZA=T-H
Cost A 35,616 262,774 576,162 50,731 8,605 232,188 1,166,076
Impaiment RE SNy M) (B3 6 pniss (12,700
Accumulated depreciation 2RNE - (13767 (345,119 (27,213) (4,940)  (178871)  (691,970)
Net book amount EEFE 35,616 104,098 171,802 20,136 3,602 26,152 361,406
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n‘/T\

6 Property, Plant and Equipment (continued)

(@)

(b)

B EERRMIEE

6 Y%  BMENRE®

Group (Continued) (a) A58 &)

Depreciation expense of HK$46,321,000 (2006: PR B #46,321,0007T (ZZEEZ R
HK$45,373,000) has been charged in cost of sales, T /%%45 373 OOOTE) Ed‘)\iﬁ%}ﬂ%
HK$5,000 (2006: HK$184,000) in selling and N - BEE5,000T (ZEEREF - B
marketing costs and HK$16,608,000 (2006: 184, ooom .ﬁr)\ﬁﬁ%&mi@—%ﬁﬁﬁﬁz
HK$14,453,000) in administrative expenses. 7K - 7¥516,608,0007T (ZTEREF ¢

At 31 December 2007, property, plant and
equipment with net book value of approximately
HK$114,315,000 (2006: HK$63,847,000) were F:
pledged as security for the Group’s short-term bank

borrowings (Note 17).

In current year, the Group recognised impairment
provision of approximately HK$1,242,000 (2006:
HK$2,046,000) in its financial statements.

Company

7B#14,453,0007T) EFFATTEA Y °

AR (R

R-_ZEZ+F+-_A=+—8 " k@
SREX)7B1114,315,0007T (ZZEE N
7B #563,847,0007T) Z W - BB
EARAEEEHIER

TREZER (HFET) -

WNAREE

(b) X4F

ZIS%IBAHMME%%M&“M
#) 7 H1,242,00070 (ZZEZ N F
#2046, 0007%) 2 A& -

Furniture, fixtures
and electronic

equipment
H - HE
REFRE
HK$'000
BT IT
At 1 January 2006 RZZEERF—H—H
Cost DN 637
Accumulated depreciation 2RTE (208)
Net book amount REFE 429
Year ended 31 December 2006 HE_ZZERE+_A=+—HILFE
Opening net book amount FYIREFE 429
Disposals HE (205)
Depreciation e (58)
Closing net book amount FRREFAE 166
At 31 December 2006 R-_TBERF+ZA=+—H
Cost AR 338
Accumulated depreciation RIEWE (172)
Net book amount BREFE 166
Year ended 31 December 2007 BE_ZT+HF+-_A=1+—HLFE
Opening net book amount FHREFE 166
Additions NE 7
Disposals k=4 6)
Depreciation e (42)
Closing net book amount FAREREFE 125
At 31 December 2007 REZFTELFFTZA=F—H
Cost DN 278
Accumulated depreciation 2RTE (1583)
Net book amount REFE 125
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7 BREWR

7 Investment Properties

Group
rEE
2007 2006
—EELHF —EERF
HK$°000 HK$’000
BT T BB T
Beginning of the year F 1) 101,224 103,978
Fair value gain/(loss) NEEERZE (E8) 5,576 (2,754)
End of the year F U 106,800 101,224

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
2007 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 increase in revaluation in
current year was credited to income statement.

Leasehold Land and Land Use Rights

The Group’s interests in leasehold land and land use
rights represent prepaid operating lease payments and
their net book value are analysed as follows:

SEE

S YE RN PBEEMNHEEAEZ
—fEBE R+ —EEA -

AEREMERN—_TTLF+-_A=+—H
BB ERGERREERSEEAR
NElRHE - REDREBMBME 2 ERTS
RENRERETT - FREMBEED ERE
= IR

HE b £ it A

REBMPEE TR T FERE R RTE
MNEEHER - ERmFAELTOT

Group

rEE
2007 2006
—EELHF —EBERF
HK$°000 HK$’000
BET T BB T IT

Outside Hong Kong, held on HBELAIN - LA10ZE 504

leases of 10 to 50 years ZHEREE 100,177 29,470
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8 Leasehold Land and Land Use Rights 8 MHETHRTHFERAE

(Continued)
Group
rEE
2007 2006
—EELHF —ETREFE
HK$’000 HK$’000
BT BT
Opening 1) 29,470 34,889
Additions NE 69,460 -
Amortisation of prepaid TRt EEER
operating lease payment B (916) (711)
Write off i1 S8 - (5,956)
Exchange difference fER =% 2,163 1,248
100,177 29,470
At 31 December 2007, leasehold land and land use rights TEBEELF+-A=+—H  REFELS
with net book value of approximately HK$28,737,000 28,737,000t (ZEZRNF + B
(2006: HK$17,488,000) have been pledged as security 17,488,0007T) < HE L & L AERD
for the Group’s short-term bank borrowings (Note 17). BRI - (EAASEEBECHIRITERZER
(F5E17) ©
9 Investments in Subsidiaries 9 MEBARKRE
Company
KAF
2007 2006
—EELHF —ETREF
HK$’000 HK$’000
BT BT
Unlisted equity interests, at cost 3E_Ei&#E » LK AE 30,997 30,997
Due from subsidiaries S NGIE Q] 878,648 880,393
909,645 911,390
Less: Provision B (909,645) (911,390)
The amounts due from subsidiaries are interest-free and FEWHIB AR IEY AR B AFRERIE
are repayable on demand. Koo
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BRRF

9 Investments in Subsidiaries (continvea) 9 MEBARIKRE @
The particulars of the subsidiaries at 31 December 2007 WBARRZ_EZE+F+_A=+—HZH
are: BT
Place of incorporation/ Particulars of Effective
establishment and kind Principal activities and issued share capital/ interest
of legal entity place of operation registered capital held
Name MM/ KL TEEH ERTRE/ Fif
AR BERATEY REZHEY EMEFHE Btk
Directly Held:
ERRA:
China Refrigeration Industry PRC, limited liability Manufacture and sale of Registered capital 95%
Co., Ltd. (“China Refrigeration”) company refrigerators in the PRC US$10,000,000
GEEY §¢ mE - EREAAT R B & R E KA #f&710,000,000% 7T
BRRR ([HESE])
Hualing Technology Limited Hong Kong, limited liability Investment holding 10 ordinary shares 100%
EERBARAT company in Hong Kong of HK$1 each
BB FRELRA REBRARR 10RERAEEI T2 SRR
Hualing Investments Limited * Hong Kong, limited liability Dormant 2 ordinary shares 100%
EFRABRAA" company BEER of HK$1 each
BB BRELRA dERBE 1T ERR
Hualing International Limited"* Hong Kong, limited liability Dormant 2 ordinary shares 100%
EFARERAF" company BEER of HK$1 each
BB FRELRA MRERBE 1T ERR
Hualing Refrigerant Engineering Hong Kong, limited liability Dormant 2 ordinary shares 100%
Limited* company BERHK of HK$1 each
ERURIRBRAA BB BRELLA MRERBE 1T ERR
Hualing (Far East) Limited British Virgin Islands, Investment holding in 1 ordinary share 100%
2% (ER)ERAA limited liability company Hong Kong of US$1
RBRAES  EREMRT REBRAER R1ET 2 EBR
Hualing (Guangzhou) Electrical PRC, limited liability Distribution of HUALING Registered capital 100%
Appliances Co., Ltd. company brand products in the PRC HK$10,000,000
2% (BN ES mE - BREART RPEDHERME L Em &A% 10,000,000
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9 WEATRKRE w

9 Investments in Subsidiaries (continued)

Place of incorporation/ Particulars of Effective
establishment and kind Principal activities and issued share capital/ interest
of legal entity place of operation registered capital held
Name ML/ I TERH ERTRE/ Fif
ATEH WERATEY REEHE EMEFFE AkER
Indirectly Held:
BERE
Guangzhou Hualing Air-conditioning ~ PRG, limited liability Manufacture and sale of Registered capital 100%
& Equipment Co., Ltd. company air-conditioners and electronic ~ US$60,000,000
(“Guangzhou Air-conditioning”) HE - BREFAT appliances in the PRC #H1HE 60,000,000% 7T
E%J‘H%‘/??ﬁ?&ﬁ RPARERHETARK
BRARA([EETE])
Guangzhou Hualing Electrical PRC, limited liability Dormant Registered capital 95.5%
Household Appliance company BEER RMB3,000,000
Enterprise Co., Ltd. HE - BREFAR AR AXES3,000,0007
BMEERELE
BRAT
Hefei Hualing Co., Ltd. PRC, limited liability Manufacture and sale of Registered capital 50.05%
BEREZRNHERAA company mini-refrigerators RMB91,200,000
TEBREELA in the PRC AMERARY
R B RE RHE LK 91,200,007
Growth Plus Properties Ltd. British Virgin Islands, Investment holding 1 ordinary share of 100%
limited liability company REZR US$1 each
RERKES 1RIETZz EBR
BREARA
Guangzhou Hualing Refrigeration PRC, limited liability Dormant Registered capital 96.25%
Co., Ltd.* company BEEK 1S$6,600,000
BMEEZSRERAT" mE - BREAAT #H1 & %6,600,000% T
Hualing Technology (Investment) British Virgin Islands, Dormant 1 ordinary share 100%
Limited* limited liability company BEER of US$1
EEMR(RE)BRAR EBRLHS R1ET2 ERBK
BREARA
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9 WEARRKRE w

9 Investments in Subsidiaries (continued)

Place of incorporation/ Particulars of Effective
establishment and kind Principal activities and issued share capital/ interest
of legal entity place of operation registered capital held
Name MM/ KL TEEH ERTRE/ Fif
AR WERATEY REZHEY EMEFHE Btk
Indirectly Held: (Continued)
BEsE: (8)
Guangdong Hualing Commercial PRC, limited liability Dormant Registered capital 100%
Air-conditioning Equipment company BEZHK RMB30,000,000
Co., Ltd. mE - EREAAT HMERARS
BREATRERREAR, 30,000,0007C
Chengdu Hualing Electrical PRC, limited liability Dormant Registered capital 95%
Household Appliance Co., Ltd. * company BEER RMB2,500,000
BHEEREERAA" mE - EREAAT HERARS
2,500,0007T
Foshan City Shunde District PRC, limited liability Distribution of HUALING Registered capital 99.5%
Hualing Electrical Appliance company brand products RMB5,000,000
Sales Co., Ltd. * B EREARR in the PRC HMEAARE
BLmIREEEE RPEREEEREL Em 5,000,007
ERHERRRA
* As at 31 December 2007, these subsidiaries were * RZBZLF+-A=+—0  tEHME
winding up. NEIBLKIEFH °
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10 Inventories 10 78§

Group

AEE
2007 2006
—EELF —EBERF
HK$’000 HK$’000
BET T BT T
Raw materials R K 100,988 76,598
Work-in-progress &M 11,709 18,824
Finished goods BUAK f 287,007 396,487
399,704 491,909

The cost of inventories recognised as expense and
included in cost of goods sold amounted to
HK$3,104,010,000 (2006: HK$1,873,598,000).

The Group charged HK$27,200,000 of inventory
provision in 2007 (2006: HK$37,330,000). The amount
charged has been included in cost of goods sold in the
income statement.

11 Trade and Other Receivables

Ew%iﬁmﬂ\%ﬁ EmEAZTFERA
7B #£3,104,010,0007T (ZZZNF @ Bk
1,873,598,00075) °

REBR —ZZF L 581 27,200,0007T

(ZZEZT N F - BIE37,330,000T) FEE
B TS BOHABIRZHEERAK -

11 E5 K EMEBUK

Group Company
A%H N
2007 2006 2007 2006

ZEZLE —EERE ZEZtF “EERF
HK$’000 HK$’'000 HK$’000 HK$’000
BETT BETT BETT BETT

Trade receivables (Note (a)) B SRR (5 (a) 300,989 220,691 - -
Less: provision for impairment of & : B S EKZURE
trade receivables (Note (b, c)) %45 (b, o) (59,957) (44,424) - -
Trade receivables - net ZH RN —FE 241,032 176,267 - =
Notes receivable (Note (a,d)) EWEE (F3E(a,d) 554,931 262,563 - -
Prepayments and other T BR XA At R UK
receivables 81,555 100,571 202 202
Prepaid value-added tax A ER (FE12)
(Note 12) 9,447 19,698 - —
886,965 559,099 202 202
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11 Trade and Other Receivables (continued)

As at 31 December 2006 and 2007, the fair value of
trade and other receivables of the Group and the
Company approximated their carrying amounts.

As at 31 December 2006 and 2007, trade and other
receivables of the Company are denominated in Hong
Kong dollars. Trade and other receivables of the Group
as at 31 December 2006 and 2007 are denominated in
the following currencies:

1M1 EFNREMERT @

RIBEERFR_ZEELF+_A=+—
B AEEEAR Tf’f%&ﬁmfuﬁl AN
TEEHEAREERS

F:ifﬂiﬁ—?7t¢+ A=+—

C RNRAIZ B S RHEAEWRFIAE TS
TE REER_ZEZRFRZZALF+Z
A=+—RZE85 KEMBUYTATIIER
FIME -

Group

RE
2007 2006
—EELF —EERF
HK$’000 HK$'000
BET T BT
RMB /\E?"ﬁ 723,646 362,083
HK$ ke 728 202
usD %E 162,093 196,334
EUR B¢ 498 480
886,965 559,099
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11 Trade and Other Receivables (continued) 11

(@)  The majority of the Group’s export sales is 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 terms of 30 days to 270 days. As at 31
December 2007, the ageing analysis of the gross
trade receivables and notes receivables are as

=R AN ETE )

AEBZHOEEKRBD BEHES
NRRE  FHEFZERAERAES
RITHERR - -HHpEEHA0AE
270H - RZZEZ+F+=-A=+—

H-  BH5RKZREKZEEREE R
““ﬁmT

follows:
Group
rEE
2007 2006
—EELHF —EBERF
HK$’000 HK$’'000
BT BT T
Within one year —F AR 800,743 440,244
In the second year E-FNRN 25,062 20,237
Over two years ESY 30,115 22,773
855,920 483,254
(b) As at 31 December 2006 and 2007, no trade b) RZEERNER-_ZTZE+F+_A=
receivables were past due but not impaired. +—H #BECABERREZES
FEWURR ©
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11 Trade and Other Receivables (continued) 11 EZNEMEWR @

(c) As at 31 December 2006 and 2007, trade © RIEERNER-_ZEZE+F+_-_AZ=
receivables of approximately HK$50,250,000 and +—H - B SEWRAE 50,250,000
HK$121,781,000 were impaired. The provision in T R A#121,781,0007T 2 RE - B
relation thereof was HK$44,424,000 and K fE D B BB 44,424,0007T K 7S #E
HK$59,957,000, respectively. The individual 59,957,000t ° {ERIERE 2 R EE
impaired receivables mainly relate to wholesalers, BB ARE BRSO EDAE
which are in unexpected difficult economic B o 1T 1R - TREIEN D E SR AT IR
situations. It was assessed that a portion of the Bl o ZERUWKZ RO -
receivables is expected to be recovered. The
ageing of these receivables is as follows:

Group

rEH
2007 2006
—EELF —ETREF
HK$’000 HK$’000
BT T BT T
Within one year —F R 66,604 7,240
In the second year E-FERN 25,062 20,237
Over two years ESY 30,115 22,773
121,781 50,250
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11 Trade and Other Receivables (continued) 1M1 EZNEMERE @

(c) (Continued) (c) (&)

Movements on the provision for impairment of trade BESRBAZ REEHEZEESNAT :
receivables are as follows:

31 December 31 December
2007 2006
—E2tHF ZETERF
+=-—A=+—-H +=ZRAR=+—H
HK$’000 HK$’000
BT T BB
Beginning of the year F9 44,424 70,720
Provision for receivable JE W SRR B 2
impairment 37,335 18,555
Receivables written off FAME 2
during the year FE WK (18,300) (30,805)
Unused amounts reversed B EIREARIE (3,502) (14,046)
End of the year F4R 59,957 44,424
The creation and release of provision for impaired it LR R ER R BB E Rt ARG T
receivables have been included in administrative ZITBEAR (MiF22) o MIEHT U@
expenses in the income statement (Note 22). BINRE  STAEBREZ RIS -
Amounts charged to the allowance account are
generally written off when there is no expectation
of recovering additional cash.
The unused amounts reversed represented the BE 2 RBASEAREBIE . BT EER
subsequent collection of previously provided Ba% -
impaired amounts.
The other classes within trade and other Z 5 R EA LG 2 BRI N REERE

receivables do not contain impaired assets. BE o
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11

12

13

B EERRMIEE

Trade and Other Receivables (continued)

(d) The balance represents bank acceptance notes
with maturity periods within six months.

The maximum exposure to credit risk at the
reporting date is the fair value of each class of
receivables mentioned above. The Group does not
hold any collateral as security.

Prepaid Value-Added Tax — Net

The Group has paid input value-added taxes (“VAT”) to
the State Tax Bureau for the finished goods purchased
from its suppliers. 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
2007 represented net input VAT after offsetting the output
VAT payable by the Group for the domestic sales made
in current year.

Pledged Bank Deposits

These represented bank balances pledged against bank
acceptance notes issued by the Group (Note 18(b)), to
be released upon the maturity of the bank acceptance
notes issued, bearing interest of bank saving rate of
0.72%.

11

12 7

13

=R AN ETE

(d) #EHRNEARBEZRITANE

o

pl

RBERRZEANEERR A LR %
BRYRZ AFE - $§%l1?§¥i&ﬂ
HEIRERELR -

B 8 B

AEERBEEHER ZEXmABERTER
SATETEIRERN (FSER]) - BBEPEBK
ERR 2 EIRER A AR BRI S Em
ZSETEIG(ERN - BAIRE - RZETRF
R_ETF+ A=+ —HBZHRETER
BREFRNBRAEEREARFBIRANEEE
7 SHTAIRE TR 2 HEE o

2R HIRITFRK

ZBERERAEEMH 2 RITELESR
(MHEE18(0) 2 SRITE AR - MIRTTAILIE
RE B - RIRITERFEO.72%5

o

O )
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14 Cash and Cash Equivalents

14 RERBEEEFEY

Group Company
rEH b /N
2007 2006 2007 2006
“EELE —TTF ZBELE —_TIERF
HK$°000 HK$'000 HK$’000 HK$’000
BT T BT T BT T BETT
Cash at bank and on hand BITEREFEES 331,588 247,199 2,688 12,662
Less: Pledged bank deposits B BEARITER
(Note 13) (P7E13) (176,872) (95,557) - -
154,716 151,642 2,688 12,662
At 31 December 2007, cash at bank and in hand of the RZZBZT+LF+A=1+—H  ~EBFK

Group (including pledged deposits) amounted to
approximately HK$328,331,000 (2006: HK$234,515,000),
were kept in bank accounts opened with banks in the PRC
of which the remittance of funds were subject to foreign
exchange control.

The effective interest rate on bank deposits was 0.72%
(2006: 0.72%).
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15 R
(a) B=

15 Share Capital

(a) Share capital

Issued and fully paid
ordinary shares of HK$0.1 each
ERITRHBEZRA
EERSREESBY0IT

Number of shares

('000) HK$’000
B in 8B BT T
(FA%)
At 1 January 2006 R-ZEERF—H—H 3,970,091 397,009
Issue of ordinary shares BT LR 640,000 64,000
Employee share option e BB IRAERT 2
scheme
- proceeds from shares — BITRMHFTSRIE
issued 77,000 7,700
At 31 December 2006 RZEERF+ZHA=1T—H
and 1 January 2007 r—ZEEE+F—H—H 4,687,091 468,709
Employee share option e BB ARAERT 2
scheme
— proceeds from shares — TR TS ERIA()
issued () 38,900 3,890
At 31 December 2007 R_ZEZE+F+_A=+—H 4,725,991 472,599

R 2 A FE #280510,000,000,000
fx (ZZEZ X4 : 10,000,000,000
E{Eﬁlﬁy\ﬁéﬁo 17[/(— = 7 /\

The total authorised number of ordinary shares is
10,000,000,000 shares (2006: 10,000,000,000
shares) with a par value of HK$0.1 per share (2006: i) -

HK$0.1 per share). All issued shares are fully paid. F o BRB®0ATT) - BB BT
MEHTE -
() The share options exercised by the directors () AEEEZFREENRFAZITIE

Z AR (N izE15(b) B3
38,900,000% %17 1%/ #0.1206
TLEAT - IR SR 2 FT15
FRIEH) B 7 ¥ 4,684,000 °

and employees of the Group during the year
(Note 15(b) below), resulted in 38,900,000
shares being issued at HK$0.1206, yielding
proceeds after transaction costs of
approximately HK$4,684,000.
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15 Share Capital (continved)

(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.

128 | WELLING HOLDING LIMITED ANNUAL REPORT 2007

15 IR7X @)

(b)

BB

BRESRBEAAFN _ZTT=FN
AZTERRAZHE (T —TT=F
BROEAE))  MARREZERAE
BETREERASEEHRSGMET
B -

—EE-_FREREFEZAN  ZE
ARFRE  BRELRZEBESH 22
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15 Share Capital (continved)

(b)

Share options (Continued)

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.

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.

15 X7 @)

(b)

BkeE @

RIE-—FZ=FBEREE LA RT]
BRAN 2 AT B A R AR ST &I T =)
RITEZ B BRAEEITEE - AT
BIZEREBRNBE NMEEETED
BTN Z230% © RIF_ZFZT =5
P it &) N AR A AHE AT EL A B AU R 5
RNz A BRI TER - AT
BOIZBNBRBAE XTI TEBR_FT
=FERNAZTEBRARREHITRG
Z10% » HEARR R AR R K EEOK
BRI EEH T =FRERETE
NZ10%REE ©

REBZEHRE B8 EEE+ @A H
ﬁ REBE-_ZFT=FBRETE LA

REMEATE AR A ST &I h 2 BB X
RETER  ERTAREETTES
SEEZRNDBBTFEBRE A Y
BBITRGN 1% o E—FREBH I
PRFE < BRI R N AR RIR R
Rk -
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15 Share Capital (continved)

(b)

Share options (Continued)

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.

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.
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15 Share Capital (continved)

(b)

Share options (Continued)

On 30 July 2007, 9,500,000 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 immediately on its grant
day, and will be lapsed on 29 July 2017, at an
exercise price of HK$0.78 per share.

The fair value of options granted on 30 July 2007
was determined using the Binomial Model. The key
assumptions used in the valuation include: (i) an
expected dividend yield of 0% per annum, (ii)
volatility of share price of 65.38% per annum
(expressed as weighted average volatility used in
the modelling of Binomial 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 of 4.13% per annum, and (iv) the expected
time to exercise is 5.23 years. Based on the
valuation, the fair value of the 9,500,000 share
options granted in year 2007 was approximately
HK$3,453,000, which was recognised as
employee benefit expense (Note 23) and a
corresponding increase in share option reserve
(Note 16).

15 X7 @)

(b)

BkeE @

R-ZTLFLHA=1TH ARAE
ERAGEETREREREAAKELRE
AR 7% M 4% 9,500,00017 BEAXHE © 7%
FSHAER R ARG A RARZER
BHO.T8TLZTEEITE - YR =F
—+tFLAZt+NABXRK-

RZEZLFLAZ+HABRNZE
RiEATFEEDNRA-ZBEET -
HEMRAZEEZRERE  ()EH
BB RGFEO% @ (I)REKIEFF
65.38% (—IE R =\ £R AR N4 - 19 0 1R
PR BEREANR —BRBEARKRGZ
REEELBIWME 2 FRREE) - (i)
BRE ERRFMNERE413% &
(iv)TEHATT(E 8f B5.23%F - IRIEHE -
RZZTELFEHH 29,500,00017
i N FEEELHAEES,453,000
T BB ERRAAEERAMX
(Bt 7%23) o pA e i e ok 1 R 4B FE 3 0
(MizE16) o
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15 Share Capital (continved)

(b) Share options (Continued)

Movements of the share options granted under the
2003 Share Option Scheme during the year are as

15 IR @)

(b)

BRE @

AEEA - RE-FT=FEBRET
SRz BREZESHMT

follows:
Options Options Options
Options held granted exercised heldat  Exercise
at 1 January during the during the 31 December price Exercisable  Exercisable
2007 period (i) period (ii) 2007 HKS$ Grant date from until
it 34:3 R-BBLF
-B-8 BaRdz Bhg +t=A=t-8 kg
Name £ EREHR BRE() <BREH  BRERE  A¥n RAAH fifese fik8z
Directors: g3
Mr. Fang Hongbo TR %A 25,000,000 - (25,000,000 - 0.1206 23/1/2006 23/1/2006 22/1/2016
Mr. Li Jianwei FEERE 5,000,000 - (5,000,000 - 0.1206 23/1/2006 23/1/2006 22112016
Ms. Yuanlign — EFIBELL 3,900,000 - 8,900,000) - 0.1206 23/1/2006 23/1/2006 22/1/2016
Mr. Chan Wai Dune  B#55 7% 4 - 2,000,000 - 2,000,000 0.78 30/7/2007 30/7/2007 29712017
Mr. Lam Ming Yung  #RERE S 4 - 2,000,000 - 2,000,000 0.78 30/7/2007 30/7/2007 20112017
Ms. Chen Chunhua [RE7ER T - 2,000,000 - 2,000,000 0.78 30/7/2007 30/7/2007 29712017
Employees 8 5,000,000 (5,000,000) 0.1206 23/1/2006 23/1/2006 22/1/2016
Employees 8 - 3,500,000 - 3,500,000 0.78 30/7/2007 30/7/2007 20112017
38,900,000 9,500,000 (38,900,000) 9,500,000
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15 Share Capital (continved)

(b)

Share options (Continued)

Note:

(i

(i)

The closing price of the shares of the Company
immediately before the date of grant (as of 27 July
2007) was HK$0.77.

Total consideration received during the year from
the grantees for taking up the share options
granted amounted to HK$5 (2006: HK$15).

The closing price of the shares of the Company
immediately before the date on which the share
options were exercised (as of 8 January 2007) was
HK$0.315.

Options exercised in the year resulted in
38,900,000 shares being issued at HK$0.1206
each. The related weighted average share price
at the time of exercise was HK$0.345 per share
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. The related transaction
costs amounting to HK$7,000 have been netted
off with the proceeds received.

15 X7 @)
(b) HEMRE (&)

GEE

)

)

AR ERFE L BN (=F
ZHELA-+ER) 2K EAES
0. 77T ©

KEFR - WEUER AZEHFE D
BREZERERBEST(ZEE
JNAFE B EEA5TT) o

AATIRD R BB R EETER
,Hﬂw_??tﬁ ANB) z¥m
BAB¥0.3157 °

FRETECEREEEKRSRE
#0.12067C%7738,900,000% I%
e TERZHEMELIRESR
G AE®0.8345 T - BEEIINETT
38,900,000 L @R - Mk X
AIIR & B R ELHE4,691,0007T °
FERARZ 5 Ak AN #7,0007T B AU ER
Z AT FIBAHR ©
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16 Other Reserves

HAtbf#

General Enterprise Share
Share  reserve expansion Exchange option
premium fund fund  reserve  reserve Total
—-REEE CERE R
R E Ef B¢ ENRE A aE
HK$'000 HK$000 HK$'000 HK$000 HK$000  HK$'000
BETT BETT BETT AT AT A%t
(@) Group (a) *5%E
Balances as at RZZERE
1 January 2006 —A—B&%% 567,435 31,537 16,958 13,485 - 629,415
Disposal of subsidiaries HERBAR - (358) - - (358)
Translation differences EHEER - - - (21,294) - (21,294)
Issue of ordinary shares BILREKR
(Note 15(a)) (BiEE15(a) 19,200 - - - - 19,200
Share issuance expenses RDETER
(Note 15(a)) (B zE15(a) (1,185) - - - - (1,185)
Employee share option EEBRETE
scheme
- value of services provided -ERENRBEE
(Note 15(b)) (BEE15(0) - - - - 4125 4125
- proceeds from shares - BIROMEFE
issued (Note 15(a)) (B EE15(a) 1,585 - - - - 1,585
Balances as at RZEERFE+ZA
31 December 2006 —t+—H&%E 587,035 31,179 16,958 (7,809 4125 631,488
Balances as at RZZELF
1 January 2007 —A—B%E 587,035 31,179 16,958 (7,809) 4125 631,488
Translation differences ERESR - - - (51,120) - (51,120)
Employee share option EEBRETE
scheme
- value of services provided -ERENRBER - - - - 3,453 3,453
(Note 15(b)) (BEE15(b)
- proceeds from shares - BIROMEFE 794 - - - - 794
issued (Note 15()) (P 5E15(2))
Balances as at i
31 December 2007 +-A-+-EHE 587829 31,179 16958 (58929 7578 584615

134 | WELLING HOLDING LIMITED ANNUAL REPORT 2007



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

n‘/T\

16 Other Reserves (continued)

B EERRMIEE

16 HtfkE @

Share option

Share reserve
premium R Total
% 17 R B #E wmEE
HK$’000 HK$’000 HK$'000
BT T BT T BT T
(b) Company (b) &2
Balances as at RZZTEERF
1 January 2006 —A—B&%% 567,435 - 567,435
Issue of ordinary shares BITERRGD
(Note 15(a)) (B 7E15(a)) 19,200 - 19,200
Share issuance expenses RnETER
(Note 15(a)) (Mf5E15(a)) (1,185) - (1,185)
Employee share option 1 B AR R &
scheme
— value of services provided — BERERENEER
(Note 15(b)) (Bt zE15(0)) - 4,125 4,125
— proceeds from shares — BITRMH TS RIA
issued (Note 15(a)) (M 5E15(a)) 1,585 - 1,585
Balance as at RZZTERF+A
31 December 2006 =t+—HB&HE 587,035 4,125 591,160
Balance as at 1 January RZEELF
2007 —A—B&%% 587,035 4,125 591,160
Employee share option 1 B BT E
scheme
— value of services provided —BERENRBEEE
(Note 15(b)) (M5E15(b)) - 3,453 3,453
- proceeds from shares BEITRMD TS IR
issued (Note 15(a)) (FF3E15(a)) 794 - 794
Balances as at RZEELF
31 December 2007 +-_A=+—H#% 587,829 7,578 595,407
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16 Other Reserves (continued)

(©)

The Company’s PRC subsidiaries are required to
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.

17 Borrowings

16 EMf#ME @

() ARAEFEZMBARAETHE
ERVER R REN AR EIZAA
ZEMBARARKE TEEES -
DHR—REBESREEERE
T HEBRRRERARED IR 4L
FIFR RN o ZALFRBIZ P BE A D
KBz 2 ER AR EER T
REBREERBTE - WEPE
Z KA RIZARKE AR & 10% 0 B
EREED  EEUWRBESERE
EHFAMBERZ50% AL o tFRHK
HEERBEETE - —REBEZER
BRE Rt AR AT BIEERERFE
BRIEMNER o

17 EX

Group
rEE
2007 2006
—EELHE —EERF
HK$'000 HK$'000
BT BT T
Non-current JEENHA
Bank borrowings, secured RITE - BT 32,052 94,556
Less: current portion B BIERER (32,052) (54,743)
- 39,813
Current BPHA
Short term bank borrowings, RHRITER - BEH
secured 384,624 221,956
Short term bank borrowings, RHRITER - EEA
unsecured - 74,650
Current portion of long term REIER 2 BVEA &L 19
borrowings, secured 2 3 32,052 54,743
416,676 351,349
416,676 391,162
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17

B EERRMIEE

Borrowings (continued)

At 31 December 2007, the Group’s bank borrowings
were repayable as follows:

17

S
ﬁiﬁ"\ (&)

RIZZ+F+_A=+—H  AEERT
BEZERBERDOT

Group
AEE
2007 2006
—EELF —EERF
HK$’000 HK$’'000
BHEET T BT T
Within one year —FE PR 416,676 351,349
In the second year FE-ERN - 39,813
416,676 391,162

The exposure of the Group’s borrowings to interest rate
changes and the contractual repricing dates are as
follows:

AEBEEMAEZNEEGH RENENTE
BHLWT

Group
rEH
2007 2006
—EEtEF —EERF
HK$’000 HK$’000
BT T BT T
6 months or less NEA ST 416,676 391,162
The effective interest rates of the above floating rate REBEBLMZEEERCEBRNEREF
borrowings at the balance sheet date were 6.36% per 6.36% (ZZFTRF : §F7.47%) °
annum (2006: 7.47% per annum).
As at 31 December 2007, approximately HK$4 16,676,000 RZZEZEELF+_A= + B QBK
(2006: HK$316,512,000) of the loans were guaranteed by 416,676,000 (ZZTZEXF : B

Midea or a subsidiary of Midea.

Property, plant and equipment, leasehold land and land
use right with net book value of approximately
HK$143,052,000 (2006: HK$81,335,000) have been
pledged as security for the Group’s short-term bank
borrowings (Note 6 and 8).

316,512,00070) 2 &% m%awz%mz—
EH B AREHIER -

BRTEF(EH)7B 1 143,052,0007T (ZZEE R
4 @ #¥81,335,0007T) 2 ¥ - BB K&
HEAREE K+ H(FE AR R EAK
SERHRITERZER (HE6KS) -
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17 Borrowings (continued) 17 EX @
The carrying amounts of short-term borrowings REEE RABEEEAFEBERER
approximate their fair value. The fair values are based BEREBEAERFNEG.87%(ZEZ /\¢
on cash flows discounted using a rate based on the 5.36%) TR 2R REETE - ER KA
borrowings rate of 6.87% (2006: 5.36%). The carrying BUAAR®ETIE -
amounts of the borrowings are denominated in the
Renminbi.
= +
18 Trade and Other Payables 18 EZ N HMENRK
Group Company
rEE b NN
2007 2006 2007 2006
“EELE —TTRF ZEZtHE —ZTERF
HK$°000 HK$'000 HK$’000 HK$’000
BETT BETT BET T BETT
Trade payables (Note (a)) B 5 R (s (a) 947,607 929,729 - -
Provision for staff welfare B TiaM kicsr
and bonus R 3,511 3,240 370 78
Accruals BIREH 134,405 87,451 50,876 -
Advances from customers BWEFERR 194,752 118,037 = -
Notes payable (Note (a), (b)) e E & (T3 (a),(b) 521,544 401,185 - -
Others HA, 67,287 56,050 439 3,028
1,869,106 1,595,692 51,685 3,106
(@) At 31 December 2007, the ageing analysis of the @ RZZEFELF+_A=+—8 FK&
trade payables and note payables of the Group BErESRNARRENER KRR
was as follows: N
Group
rEE
2007 2006
—EZTLHF —EERF
HK$°000 HK$’000
BT BB
Within one year —FR 1,446,107 1,304,704
In the second year E_FR 6,368 11,518
Over two years B 16,676 14,692
1,469,151 1,330,914
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18

19

Trade and Other Payables (continued) 18

(b)  The balance represents non-interest bearing bank
acceptance notes issued by the Group with
maturity periods of less than six months. At 31
December 2007, the notes payable were pledged
by bank deposits of approximately
HK$176,872,000 (2006: HK$95,557,000).

Deferred Income Tax 19

Deferred income tax is calculated in full on temporary
differences under the liability method using taxation rates
applicable to the companies comprising the Group.

At the balance sheet date, deferred income tax assets
arising from the 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. There was no material unprovided
deferred tax liabilities.

B REMENK @

(b) “BEAAEERL R ERITER
B HYEANEARNEHE - R=ZZF
+FE+-_A=+—H " BEMZEEE
IR 2 $R1717 45 ¥176,872,0007T
(ZZEZRNF : B¥095,557,0007T) °

IR IE TS

ELEFEREBRMBEEINEREZERA
SEETRARIER ZRMEFE -

REE R - WARFER K B Ry =8 2 BT
BREE - RERAKEHET I HE AR =
B ARKERT @A o WEB A RBEFHIET
HIEAE -

Temporary differences are mainly arising from: TRERTERA
Group
rEH
2007 2006
—ZELHF ZETRF
HK$’000 HK$'000
BT T BT T
Accumulated losses of certain aTHEBRAR
subsidiaries carried forward 2 EiEEEEE 1,132,182 1,118,666
Provision for inventory obsolescence 175 BB K5 R 36,688 58,438
Provision for doubtful trade and B 5 REAME
other receivables WA RER A 72,140 53,511
Provision of impairment charge M - BEREZEZ
of property, plant and equipment BB ZERE 116,416 109,554
Provision for warranty EmREERE 73,003 36,304
1,430,429 1,376,473
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19 Deferred Income Tax (continued) 19 EEFFEH @
The potential deferred income tax assets not provided REMBHRETRBE OB RIEFRSHERE
for in the financial statements amounted to: SR ¢
Group
rEH
2007 2006
—EZTLF —EERF
HK$’000 HK$'000
BT BT
Accumulated losses of certain ATHEARR
subsidiaries carried forward Z%?%)Eﬁ% 216,404 289,962
Provisions for inventory TEKERERERE
obsolescence 8,784 15,422
Provision for doubtful trade 25 REME
and other receivables W R IR 17,080 14,406
Provision of impairment charge W - BERERHEZ
of property, plant and equipment BB 29,075 28,985
Provision for warranty EmREER 18,251 11,980
289,594 360,755
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19

20

B EERRMIEE

Deferred Income Tax (continued)

The expiry date of deferred tax assets not provided as
at 31 December 2007 is as follows:

EEMEHR @

THF+-A=+—H  RKEHEE
EHBEEENNHBWMOT -

\—7

Group

rEE
2007 2006
—EELHF —ETREF
HK$’000 HK$’000
BT BT T
Expire within 1 year —F A5 23,119 30,682
Expire in 1 — 2 years — = F R H 61,265 30,517
Expire in 2 — 3 years NE = FEIH 73,734 80,870
Expire in 3 — 4 years = EHF 5 H 52,124 90,217
Expire in 4 — 5 years /9= fF B HR 6,159 57,676
No expiry date mEE R 73,193 70,793
289,594 360,755

According to relevant regulations on PRC Enterprise RIEP BB EPE TR D] - NEEFE

Income Tax, tax losses of the PRC subsidiaries of the
Group can be carried forward to offset future assessable
profit for a period of 5 years.

Provision for Warranty

The movement of warranty provision was analysed as
follows:

ME AR 2 IARIER] T458 - RS ARK
HFZERTAE -

20 EmRBER

EmREERBZEHOMWT

Group

rEH
2007 2006
—EELHF —EERF
HK$’000 HK$’000
BT T BB
Beginning of the year F9 36,304 30,352
Charge for the year (Note 22) AEEE (FFsE22) 58,113 27,339
Less: Amounts utilised B EBARIE (21,414) (21,387)
End of the year FR 73,003 36,304
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20 Provision for Warranty (continued) 20 EmREEE
The Group provides free repair and replacement services. AEEREREBEH#ERTHEBLRRE - A&
The cost of the warranty obligation under which the B A 2= S R 1B R4t Z@%EEW$ AR
Group agrees to remedy defects in its products is BHERRFIE - RZ2EZtF+ A=
accrued at the time the related sales are recognised. As +—H  AEEHEHECKAERTIRRE
at 31 December 2007, the Group had provided for HRELEE  RERLABNERFIREER
expected warranty claims on electrical household BRI XA o

appliance items sold, which are payable upon valid
requests raised by customers on defects in the products.

21 Other Gains/(Losses) — Net 21 Htblhz  (B518) — 48
2007 2006
—EELE —EERF
HK$’000 HK$’000
BT T BT T
Rental income WA 4,106 5,523
Less: expenses in respect B AR LA WA
of the above rental income Z X (483) (2,386)
3,623 8,187
Fair value gain/(loss) on investment &% 2 A FEE
properties Wi, (E518) 5,576 (2,754)
Government grants (a) BT %8 B (a) 3,431 4,437
Gain/(loss) on sales of
scrap materials RERIE & W, (B518) 7,851 (5,429)
Loss on disposal of leasehold land & E £+ [z + b
and land use right EAEZ BB - (5,956)
Loss on disposal of subsidiaries HEN B R R EE - (520)
Loss on disposal of property, HEME - BE K
plant and equipment RiEEE (8,201) (19,677)
Write-off of long outstanding Hiss R EA M R (E R
payables (b) & 3 (b) - 5,929
Waiver of bank loan and interest M EFIRITER
payable (c) EFE (o) 14,757 —
Others Hh (3,300) (251)
23,737 (21,084)

142 | WELLING HOLDING LIMITED ANNUAL REPORT 2007



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
e MR R AR MR

21 Other Gains/(Losses) — Net (continued) 21 Eias (B8) — F5 @
(@) Amount represents the subsidy granted by and (@ EHBAWEIFEEMENKE SR
received from local government authorities in the AR fhakL o

PRC for encouragement of export.

(b) The amount represented certain write-off of long b) BHRLBEMHEEZE-_ZEF+=
outstanding payables during the year ended 31 A=+—BIFEsATREXREER
December 2006. FERTSR o

(c) The balance represented a waiver of bank loan and ) BRHESKEFTE —HemEERE—
interest payable to a financial institution of PRC in HEFEREGHM—HHE AR FE
favour of China Refrigeration, a subsidiary, %?TET’EHj RIIRTTE SR R E B 2 #h
according to a loan restructuring contract. % o

22 Expenses by Nature 22 B EHX

Expenses included in cost of goods sold, selling and BREEHEEMAA - 58 RT5HEREK

marketing costs, administrative expenses and other K THAXREMSERT N AT

operating expenses are analysed as follows: (N

2007 2006
—EEtEF —EERF
HK$’000 HK$'000
BET T BT T

Cost of inventories recognised BRAERIZFE
as expense X A 3,104,010 1,873,598

Employee benefit expenses RERARAX

(Note 23) (P EF23) 131,635 94,160

Depreciation (Note 6) & (MisEe) 62,934 60,010

Provision for warranty (Note 20) E iR EEME (K15E20) 58,113 27,339

Professional fee and printing cost & X 5 2 HE RS

related to the Proposed - 3= 5210l

Transaction (Note 35) (M$5E35) 53,983 -
Provision for impairment of trade 2 5 I H A FE YUK

and other receivables ZIRIE S 36,928 5,061
Provision for inventory obsolescence 17 & k{8 M B X % 27,200 37,330
Operating leases rental for land T RBFZEE

and buildings HERS 12,038 14,643
Auditors’ remuneration ZE AN EN & 3,798 3,995
Provision for impairment charge S E Y

of property, plant and equipment < REZERE

(Note 6) (MS5E6) 1,242 2,046
Research and development costs  fff %5 & 5 3¢ & 1,018 1,803
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23 Employee Benefit Expenses

23 EEEFFHX

Group

E
2007 2006
—EELHF —ETREF
HK$’000 HK$’'000
BT T BT T
Wages and salaries TERF® 116,520 81,814

Share options granted to directors R TFEEZEKRIEES

and employees (Note 15(b)) 2 AR (MY 5E15(0)) 3,453 4,125
Pension costs (Note a) RIRE A (B Ea) 11,662 8,221
131,635 94,160

(@) The Group has arranged for its Hong Kong
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 2007, no
contribution was forfeited (2006: Nil).

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
2007 amounted to approximately HK$11,662,000
(2006: HK$8,221,000).
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wm

B EERRMIEE

23 Employee Benefit Expenses (continued)

(b)

Directors’ and senior managements’ emoluments

The remuneration of the directors for the year
ended 31 December 2007 is set out below:

Discretionary
Fees Salary honuses

Name of Director ESH? ne ¢ BERL
HK$'000 HK$'000 HK$'000
BT EETr BETrx

23 EEBANHEXZ @

(b) EERSREEAENS

Inducement
fees

NEHE
HK$'000
BETT

BUEERHEZE_TTLF+_A=
T—HLEFEZMESHINMT

Employer's Compensation

contribution  for loss of

Other  to pension office as
benefits (i) scheme director Total

Erheitlle ESEEZ
RN BIER ik &t
HK$'000 HK$'000 HK$'000 HK$'000
ABTr  A%Trn  BETn BETx

Executive Directors YrEs

Mr. Fang Hongbo TREEE - - -
Mr. Zhang Quan RERLY - - -
Ms. Yuan Ligun (v RABETL () - - -
Mr. Li Jianwei REREE - - -
M. Li Donglai i FRREH i - - -

Non-executive Directors ~ £H17E5
Mr. Zhang Xinhua FHELE - - -
Mr. Chen Yuhang (i) BRFmEEWN - - -

Independent Bl
non-executive Directors  FH{TEE
Mr. Chan Wai Dune Bl TE 180 - - - 707 . - 907
Mr. Lam Ming Yung MRELE 180 - - - 701 - - 907
Ms. Chen Chunhua RELLL 180 - - - 727 - - 907
540 - - - 2,181 - - 2,12
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23 Employee Benefit Expenses (continued) 23 EERAMEXZ @

(b) Directors’ and senior managements’ emoluments (b)) EERESREBEAEME &)
(Continued)
Except for Ms. Yuan Liqun, Mr. Li Jianwei and Mr. BRRABZLLT  FRELERKRNE
Zhang Xinhua, all of the other executive directors FEHN - LT ENITES RIEMIT
and non-executive directors mentioned above BEFERZETENF=A=1+—H#
resigned on 31 March 2008. The following directors e TINEEER_ZEEN\F=ZA=
were appointed on 31 March 2008: +—BHEZF:
Executive directors: WMITESE -
- Mr. Wu Zhigiang — REREE
- Mr. Qu Fei — BERESE
— Mr. Gao Fazhong — AL LE
— Mr. Zheng Weikang — BERLE
Non-executive director: FHITES -
— Mr. Cai Qiwu — BEREE
The executive directors and non-executive director RZZEZNF=A=1T—HEZEZ
appointed on 31 March 2008 did not get any MITEFIGEFRITES T EREEC
emoluments from the Group for the year ended 31 TELF+TA=T—HIEFEER
December 2007. REEBERPE -
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B EERRMIEE

23 Employee Benefit Expenses (continued)

(b)

Directors’ and senior managements’ emoluments
(Continued)

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

23 EEBANHEXZ @

(b) ESREREEAEME (@)

EERHE_ZEERF+_A=1T—
BIEFEzMes# 0T -

Employer’s Compensation

contribution  for loss of

Discretionary  Inducement Other  to pension office as
Fees Salary honuses fees  benefits (i) scheme director Total
BfféitEe  ESER2

Name of Director EEfg ok ¢ HERL mEWE  EEFN() Bz HE ait

HKS'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

BETT BETT AETT AETT BETT BETT BETT BETT
Executive Directors YrES
Mr. Fang Hongbo FRRE - - - - 932 - - 932
Mr. Zhang Quan FELE - - - - 932 - - 932
M. Wang Wei (i) TREE (i) - 55 - - 932 - - 987
M. Li Jianwei RRELE - - - - 202 - - 202
M. Li Donglai (i) ZRR i) - - - - 18 - - 18
Non-executive Directors ~ %#178%
Ms. Yuan Liqun (1) RHFLL () - - - - 161 - - 161
M. Zhang Xinhua RHELE - - - - 128 - - 128
M. Chen Yuhang REHEE - - - - 128 - - 128
Independent BUHTES

non-executive Directors
Mr. Chan Wai Dune RigmLs 180 - - - 18 - - 198
Mr. Lam Ming Yung MRELE 180 - - - 18 - - 198
Ms. Chen Chunhua RERRT 180 - - - 18 - - 198
540 55 - - 3,487 - - 4,082

Notes: MosE -

(i) Other benefits include leave pay, share based
payments and insurance premium.

(i) Appointed on 17 January 2006 and resigned on
16 August 2006.

(i) Appointed on 16 August 2006 and resigned on
31 March 2008.

(iv)  Resigned on 30 July 2007.

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

iy EMEFBREED
RERE -

SR ER - AR I

iy MNZZEZEXF—A+LHEZE:
RZZEERNFENATNBHEET-
(iii) K:E;ﬁEAﬂ+ﬁH%§E&

S
S

|
1 44
.
>
_m
:::
_|_
m
Eﬁ
g:

:gf‘ti‘tﬂ -I— S| ﬁﬂEE

v FRTEERFNBELLIER_ZT
tF-AOARAEIANTES -
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23 EEBANHEXZ @

23 Employee Benefit Expenses (continued)

(c) Five highest paid individuals (c) ENESHMAL
The five individuals whose emoluments were the ANFEEEEANAMNGZDTMALEIE
highest in the Group for the year include three ZU(ZEERF ZA)ES  HM
(2006: three) directors whose emoluments are REHR XD - RFEH MU
reflected in the analysis presented above. The (ZZEZRF WA ZEFHFIALZ
emoluments payable to the remaining two (2006: e THT -
two) individuals during the year are as follows:
2007 2006
—EELHF —EETREF
HK$’000 HK$’000
BET T BT
Basic salaries, housing EXFe « BEER -
allowances, other allowances — E {285 & ¥ Flz
and benefits in kind 2,551 927
Contribution to pension RIKSFTEIHR
schemes 55 47
2,606 974
The emoluments fell within the following bands: BaiMALTHMESEARINT

Emolument bands

Number of individuals

< 48 Bl AE
2007 2006
—EELHF —EETRF
Nil - HK$1,000,000 = — A %1,000,0007T - 2
HK$1,000,000 — 75 #1,000,0007T —
HK$1,500,000 78 %1 500,0007T 2 -
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24

25

B EERRMIEE

Finance Costs — Net

24 BB A — FHR

2007 2006
—EZTLHF —EERF
HK$°000 HK$’000
BT T ok v
Interest expense and bank FERZ RRTT
handling charges FES 27,666 23,899
Exchange loss (N =| 16,736 11,828
Finance cost RPN 44,402 35,727
Finance income — interest income & Ut A — 58 BRSR 1717 3K
on short-term bank deposit F B A (10,329) (7,856)
Net finance cost BE A F 34,073 27,871
Income Tax Expense 25 FTEHIB XX

(@ 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.

(a)

P 2 S 40 5 P T 2R
BRI - B R RUEA BB
B - b EDEAEH I REAST
B2 ERB R S AR E 2
RATHEE -

2007 2006

—EELEF —EBERF

HK$’000 HK$’'000

BET T BT T

Enterprise income tax TEMEH 5,389 2,352
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/ N
25 Income Tax Expense (continued) 25 FiERi Xz @)
(@) (Continued) (a) (&)
The tax on the Group’s profit before tax differs from 7N B2 [ B BR A A& F 2 FE AR A TH B ER
the theoretical amount that would arise using the RERRER NEFIREFTE 2
weighted average tax rate applicable to profits of BmBREENT ¢

the entities as follows:

2007 2006
—EELHF —EBERF
HK$’000 HK$’000
BT T BB
Loss before taxation MR IE A BB (49,612) (103,388)
Calculated at the PRC statutory 3% 7 Bl A TE i R33%:1 &
tax rate of 33% (2006: 33%)  (—ZTT N4 : 33%) (16,372) (34,118)
Effect of different tax rates () X ZEFZ ) 11,382 3,457
Expenses not deductible for  A~a] A {EF0 IR B 1B
taxation purposes 2B 10,051 2,723
Unrecognised deferred
tax assets AERRLEHIAEEE 328 30,290
Taxation charge RIES N 5,389 2,352
()  According to the relevant income tax laws of () WBEHEBEHRRMAEEE  AEEZH
the PRC, the subsidiaries of the Group are BB BE15% « 27%833% 1 &K &
subject to income tax rates of 15%, 27% or RATER - ETEZRMRFEMA - KL
33%, mainly due to different places of R E GHIEFELHM D) -
incorporation/establishment (See note (b) for
further details).
The unprovided deferred taxation as at 31 RZZEZTLF+ A=+ —HZREBEEL
December 2007 was detailed in Note 19. MIAFE RMIEE19 -
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25

26

27

B EERRMIEE

Income Tax Expense (continued)
(b) Changes in Enterprise Income Tax Law in the PRC

Pursuant to the PRC Enterprise Income Tax Law
passed by the Tenth National People’s Congress
on 16 March 2007, the new enterprise income tax
for domestic and foreign enterprises is unified at
25%, effective 1 January 2008. In addition, The
PRC Enterprise Income Tax Law also provides a
five-year transitional period starting from its
effective date for those enterprises which were
established before the promulgation date of the
new tax law and which were entitled to a
preferential lower income tax rates under the then
effective tax laws or regulations.

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$66,731,000 (2006: HK$84,563,000).

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$60,684,000 (2006:
HK$112,647,000) and the weighted average number of
4,725,032,230 shares (2006: 4,196,798,257 shares)
ordinary shares in issue during the year.

Diluted

For the year ended 31 December 2007 and 2006,
potential dilutive ordinary shares are not included in the
calculation of diluted loss per share because they are
anti-dilutive.

25 FTEFHEX @

b) FEECEMETEZEH

REETEZEARRKKRARGER -F
TLFE=ZA+ R NABBNTEEER
BBE - A RINEBEOF B R
BHRER—FTER5% R_FTTN

F—A—BEAER - US - FEILE
PSR T AR E BB M B H 2 Al
RV EF R A BORE M B Mg
hEH@EN  EARZERERNHR
i‘“ié‘k/ﬂﬁ?ifﬁﬁ’ﬂgﬁﬁﬁ S

26 2~ E IREIFE ABILRE
|
AR A TR 2 AR FRER A AR

R4 AEE66,731,0000T (ZEE N
F ¢ #B84,563,0007T) ©

27 BIREE
BN
BB RIAA TR AR

A& EE B 475 860,684, 00075 (ZZEERX
F : B¥112,647,0007T) sHE ML FARAE
BT E MR 2 T 5 804,725,032, 2301&
(ZZTZTNEF : 4,196,798,2570%) 51 &

BE
BE_TTAER_TERFT_HA=1—
Eﬂzif BT EDE S B A B EE R

EAZE B oS R R I S
ETEER -
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28 Dividends 28 X =2
The directors do not recommend the payment of a dividend BETEZER ?’*Eﬂzi:f?ti‘i’ —“A=+
for the year ended 31 December 2007 (2006: Nil). —HIEFEZBRE (ZZTZTRF  8) -
29 Cash Generated From/(Used In) 29 KEEE (EJJ A 2R&E
Operations
Reconciliation of operating loss to net cash inflow/ EEEEKETH2RHERAN
(outflow) from operating activities: (5 H) R RRK
2007 2006
—EELHF —ETREF
HK$°000 HK$’000
BETT BT T
Loss before income tax MR FTIS TR E 18 (49,612) (103,388)
Adjustments for: P
— Depreciation -E 62,934 60,010
- Amortisation of leasehold -HEL R
land and land use right {55 FA #E 3 916 711
— Impairment of property, -WE - BE &K
plant and equipment BE 1,242 2,046
— (Surplus)/deficit revaluation - EWMEEL
of investment properties (B&) /B4 (5,576) 2,754
— Loss on disposals of
property, plant and -HEME - BEK
equipment R EE 8,201 19,677
— Loss on write off leasehold - M4 F0 & £ 3tb &z + 3,
land and land use rights EREZEE - 5,956
— Loss on disposal
of subsidiaries -HEWB AR ZEE - 520
— Share-based payment
expenses - AR A X 3,453 4,125
— Waiver of bank loan -MBRITER (14,757) -
— Government grants - AT RA (3,431) (4,437)
— Interest income - KB R A (10,329) (7,856)
— Interest expense - MBI 23,399 20,455
- Bank handling charges -IRITFEE 4,267 3,444
— Effect of foreign exchange - JMNESBE 5 57 25
translation (78,629) (35,183)
Changes in working capital: LEESEE
- Inventories -FE 92,205 (127,090)
— Due from related companies J"EJ%Z Ezli/NCIE sl (14,913) (163,658)
- Trade and other receivables - & 5 &ﬁﬁﬁﬂ’%ﬂﬁl%ﬁ (338,117) 113,617
— Prepaid value-added tax - TR (ER 10,251 35,991
— Provision for warranty - eguﬂ%%;&{% 36,699 5,952
— Due to related companies - FES REEE A R FE 188,771 27,426
— Trade and other payables -85 &Ei\ﬁﬂ%fﬁ £ 273,414 126,270
Cash generated from/(used in) &&EL,/ (BH) 28R &
operations 190,388 (12,658)
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29 Cash Generated From/(Used In) 9 KEEE @FH) 2RE @

Operations (Continued)

(@) Reconciliation of operating loss to net cash (a) REFEREKCETHZRSRA
inflow/(outflow) from operating activities: S (R d) BEEHERR - (@)
(Continued)

In the cash flow statement, proceeds from sale of E/\fﬁ/fﬁii%q:‘ HEME - BER
property, plant and equipment comprise: REBFIBFIERLE
2007 2006
—EZTLHF —EERF
HK$’000 HK$'000
BT T BT T
Net book value disposed & 2 BREFE (F15E6)
(Note 6) 29,073 25,601
Loss on sale of property, HEWE  BEK
plant and equipment Bl 3]
(Note 21) (Mf5E21) (8,201) (19,677)
Proceeds from sale of property, HEWE - BEX
plant and equipment REE IR 20,872 5,924
- . mgugm E
30 Contingent Liabilities 30 IARERE

An action was brought by a subsidiary of the Group, KEB—FKHBRAREZTAELIEERE

Guangzhou Air-conditioning against a customer for an REZEE —BERER —BRPAREERIGK

outstanding accounts receivable amounting to #92,141,000BK TT1EH ESF 2B P ¥ E %

approximately Euro 2,141,000, in the Multi Member fﬂuﬂﬁftljin)% EHEHEED BB REE

Court of First Instance of Thessalonica, Greece. The said SHEMEKEEE - 48%584913,681,00080

customer brought an action against Guangzhou Air- JT °©

conditioning for an alleged breach of contract in respect
of compensation for loss and damage of reputation,
totalling approximately Euro 13,681,000.

As at the date of this report, the trial has not yet RARER - BAHARRE - MEHEFE
commenced and the parties are negotiating to settle the 9l\$ﬂﬁﬁiﬁﬁ§?ﬁ SEERNGEEEEER
above case out of the court. Having sought independent % DEELNRPAREHBFHFHKE2 T
legal advice, the Directors consider that the possibility Ko Bt - BRE I ERL il BB RIZ B (]
of the success of claim by the said customer is remote. o FilBRPREBRIGKE 2EER
Accordingly, no provision has been made in the accounts o

in respect of the above claim. The aforesaid outstanding
receivables from this customer have been fully provided
for.
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31 Commitments 31 FIE

(@ Capital commitments for purchases of property, @ BEWE BELREIEREAE:
plant and equipment:

Group
rE
2007 2006
—EELHF —EERF
HK$’000 HK$’000
BET T BET T
Contracted but not provided for B 2 )18 K B & 58,376 54,381
(o) Commitments under operating leases — Group as (o) KEHERE-AEBIEREMEA
the lessee
The future aggregate minimum lease payments BB P RE 2 &L HE MR AR IR IE
under non-cancellable operating leases are as Nz &xEHEENREEDAT :
follows:
Group
rEE
2007 2006
—ZEELHF ZEERF
HK$’000 HK$’000
BT BT
Not later than one year EF—FNRN 6,439 717
Later than one year and not F—FRrE
later than five years ERFNA - 572
6,439 1,289
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32 Related Party Transactions 32 AL RS
Save as disclosed in other notes to the financial BRIEZARBF 5 ¥Rk R M MR FT IR ER AN - X
statements, the material related party transactions are B AR SEFBWT
as follows:
(@) Name and relationship with related parties (a) BEEES 2 BRREE
Name Relationship 4 BE
Foshan Midea Household Controlled by the ultimate holding BUTENZRAER RARRZ REBRAR
Appliance Co., Ltd. company of the Company ERAA(ZHFE]) 24
("Midea Household
Appliance’)
Hefel Midea-Royalstar Controlled by the ultimate holding ARAEEXNER RERAFRERAT
Electrical Equipment company of the Company EHERAR 24
Marketing Co., Ltd. ([ENxzE])
(‘Midea-Royalstar’)
Guangdong Welling Motor Controlled by the ultimate holding EXAEERYE REDAZFRERAT
Manufacturing Company company of the Company ERAA(HEER]) 4
Limited (“Welling Motor”)
Midea Group Wuhan Controlled by the uttimate holding ZNEERERLR REARE z REERAT
Refrigeration Equipment company of the Company ERAA(EHHE]) 4
Co., Ltd. ("Midea Wuhan”)
Guangdong Midea Wuhu Controlled by the uttimate holding EREMERLLRE REDALFEERAT
Air-conditioning Equipment company of the Company ERAF 4
Co., Ltd. (*Midea Wuhu') (TEHEH)
Guangdong Midea Commercial ~ Under common significant influence ERENERTARE RAREATE
Air Conditioner & Equipment ERAF
Co., Ltd. ("Midea Commercial ELEEEEN)
Air Conditioner”)
Guangdong Midea Air Under common significant influence BRENEREE XAREARE
Conditioning Equipment ERAH
Co., Ltd. (‘Midea Air (FEHRR])
Conditioning”)
Guangdong Meizhi Compressor  Under common significant influence BREZHRH REREATE
Limited (“Meizhi Compressor’) ERAF
(E+23:)
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32 Related Party Transactions (continued)

(b)  The following transactions were carried out with
related parties in accordance with the terms
mutually agreed by the respective parties:

32 FEEE

(b)

X5 )

AR 77 KB % 07 KR W RE 2 1R BE
17

ZRSWT ¢

2007 2006
—EEtHE —EERF
HK$’000 HK$’000
BT T BT T
Sales of finished goods: SHE R m -
— Midea Commercial
Air Conditioner —%E']Fﬁﬁﬁ = 1,104 -
— Midea-Royalstar -ERE 188,990 35,358
— Midea Wuhu - EH ﬁ;ﬁﬂ 759 -
~ Midea Wuhan - EMEUE 749 -
— Midea Air Conditioning -EMERR 1,280,802 152,298
1,472,404 187,656
Purchases of household BEXRAES  FRAM
appliances, semi-finished %ﬂ&gﬁ :
goods and materials and
spare parts:
— Midea Household Appliance -x:HRE 51,970 9,310
— Welling Motor B 101,477 58,996
— Midea Wuhu - % B 5 267 -
— Midea Wuhan - EEE 9,234 -
— Midea Commercial Air
Conditioner -ENHAEH - 450
— Midea Air Conditioning -EMERR 203,411 153,743
- Meizhi Compressor -EZHS 286,738 69,772
653,097 292,271
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32 Related Party Transactions (continued)

(c)

(d)

32 EANE

X5 )

Key management compensation c) FEEBEAEME
2007 2006
—EZTLHF —EERF
HK$’000 HK$’000
BT T BT
Salaries and other employee ¥ & K E At
benefits EEwEF 2,081 1,370
Share-based payments PARZAD 2 2 i 3,453 3,763
5,534 5,188
Balances with related companies: (d) EEREBEATZE8R%E -
2007 2006
—EZLHF —EERF
HK$’000 HK$’000
BT T BT
Due from related companies:  FEU BaHE A &)
- Midea Wuhan - EHEE 1,054 -
— Midea Wuhu - R EH 601 -
— Midea-Royalstar -ERHEE; 8,447 27,258
— Midea Commercial
Air Conditioner -ENEAEH 1,341 -
— Midea Air Conditioning -EMERR 172,554 141,826
183,997 169,084
Due to related companies JE < B A A
— Midea Household Appliance -X(HXKE 43,577 3,216
- Welling Motor - B E B 43,869 21,241
— Midea Air Conditioning -EMER 70,011 114,422
— Meizhi Compressor -xra /\ 202,085 23,065
— Midea Commercial
Air Conditioner -ENEAER - 8,827
359,542 170,771

The balances due from/to related companies are
interest free and are repayable on demand. No
balance due from related companies are impaired
or past due.

JEU, FE S BB X R BAEE T S B R IR

AR o
BxEH -
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n‘/T\

33 Ultimate Holding Company

34

35

The directors regard Midea, a company incorporated in
the PRC, as being the ultimate holding company.

Comparative Figures

Loss on disposal of property, plant and equipment are
included in other gains/(losses) — net (Note 21) whereas
in 2006 this amount had been classified in cost of goods
sold. Accordingly, comparative figures have been
reclassified so as to confirm with the current year’s
presentation.

Subsequent Events

On 23 November 2007, the Company and the Vendor
entered into the Agreement. On 31 March 2008, the
Proposed Transaction was completed. Details are
disclosed in Note 2.1ii).

On 15 April 2008, the Company changed its name from
Hualing Holdings Limited to Welling Holding Limited.

Given that the Company and the Vendor are both indirect
subsidiaries of Midea and under common control of
Midea before and after the Proposed Transaction, the
Company will apply the principles of merger accounting,
as prescribed in Hong Kong Accounting Guideline 5
“Merger Accounting for Common Control Combinations”
issued by the Hong Kong Institute of Certified Public
Accountants in preparing the financial statement of the
Group after the transactions as mention above.

(a) Financial information of the Welling Group

The following are the consolidated balance sheet
and consolidated income statement of the Welling
Group as at 31 December 2006 and 2007 and for
each of the years then ended.
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RAERAE

EERARREER AR RESRBEMKILZ
eI

FEE
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35 Subsequent Events (continued)

(@ Financial information of the Welling Group (Continued) (@)

Consolidated balance sheets of the Welling Group

As at 31 December

R+=-—A=+-—H
2007 2006
—EELHF TEERF
RMB’000 RMB’000
AR¥F T AREET T
ASSETS BE
Non-current assets kRBEE
Land use rights T HbfE A A 86,896 104,768
Property, plant and equipment 1% - BB &R #H 358,213 451,695
Intangible assets mEE 19,731 19,840
Available-for-sale financial assets AJftHE & BEE - 3,030
464,840 579,333
Current assets RBEE
Inventories FE 442,962 421,186
Due from related companies JfE Uk RE Bt N B FR0E 874,041 1,357,898
Trade and other receivables B 5 M A& LISZ X 1,053,286 1,274,201
Pledged bank deposits BIERIRITER 92,805 286,198
Cash and cash equivalents ReRhBEEEY 320,420 167,413
2,783,514 3,506,896
Total assets wEE 3,248,354 4,086,229
EQUITY =
Capital and reserves EATBREFEA
attributable to the EABRAR#E
Company’s equity holders
Share capital fi& 7 83 83
Other reserves H b & 87,162 77,989
Retained earnings IREE&F 494,492 229,906
581,737 307,978
Minority interests LPERRER - 13,590
Total equity HRER 581,737 321,568
LIABILITIES =K
Current liabilities REBaE
Trade and other payables 25 &Hﬁﬁfﬂﬁ%\ 1,349,142 1,782,517
Due to related companies JE 1 BB B 2 R 5RIR 953,214 737,745
Current income tax liabilities BNERFT1S TRE\TT 4,372 1,769
Borrowings B 359,889 1,242,630
2,666,617 3,764,661
Total liabilities weF 2,666,617 3,764,661
Total equity and liabilities HEZNREE 3,248,354 4,086,229
Net current assets/(liabilities) FREEE, (A FHE 116,897 (257,765)
Total assets less current
liabilities REERABEE 581,737 321,568
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35 Subsequent Events (continued) FEHREE®
(@ Financial information of the Welling Group (Continued) (a BEKEEZHBEER &)

REEBzFEWRER

Consolidated income statement of the Welling
Group

Year ended 31 December

BE+=-A=+—HLFE

2007 2006
—EELHF —ETRE
RMB’000 RMB’000
AR TR ARBTT
Continuing operations: FEREER .
Turnover EER 4,510,287 3,264,569
Cost of sales $H & KA (4,038,787) (2,950,841)
Gross profit EF 471,500 313,728
Other income, net B A - FEE 6,105 2,478
Selling and marketing costs HE RIS HEREK A (83,446) (61,023)
Administrative expenses TEAX (107,821) (77,626)
Operating profit KEFE 286,338 177,557
Finance income/(costs) — net B &EU A (BAR) — 3% 4,368 (163)
Profit before income tax HIBR BT 18 8L A1 R B 290,706 177,394
Income tax expense FrigEif X (24,121) (2,568)
Profit for the year from REFELSEEKN
continuing operations A FEF 266,585 174,826
Discontinued operations: R IEREEK -
Profit/(loss) for the year from RE C & IL & & EHEH
discontinued operations TEERE, (BE) 9,562 (7,566)
Profit for the year AEERE 276,147 167,260
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35 Subsequent Events (continued)

(b)

Financial information of the Disposed Group

The following are the combined balance sheet and
combined income statement of the Disposed
Group as at 31 December 2006 and 2007 and for

n\l:l

(b)

5 Z£E HESEE »

CHERE ZMBER

EHEEER - ZEENFR_ZTT+
F+-A=t+—BREEZBAHIS
FEvEHEERRARRAG KGR

each of the years then ended: m
Combined balance sheet of the Disposed Group EHEEEzEHEEARBRK
As at 31 December
R+=—BA=+—H
2007 2006
—EELHF —EERF
HK$’000 HK$’000
BT T ST T
ASSETS BE
Non-current assets kRBEE
Property, plant and equipment %1% - HE k& & 361,048 345,011
Investment properties B 106,800 101,224
Leasehold land and land HE L N T
use rights =R ) 100,177 29,470
Other non-current assets HiERBEE - 505
568,025 476,210
Current assets REBEE
Inventories FE 399,704 491,909
Due from related companies [ Y& BB A &) F0I8 183,997 169,084
Trade and other receivables =7 &ﬁﬁﬂﬁﬂ& 4 886,123 558,257
Pledged bank deposits SRR ITER 176,872 95,557
Cash and cash equivalents HekBEEFEY 152,007 138,960
1,798,703 1,453,767
Total assets HWEE 2,366,728 1,929,977
OWNERS' EQUITY BEARER
Capital and reserves ERRREFEA
attributable to EERARFE
the Company's
equity holders
Share capital fi& 7R 88,000 88,000
Other reserves E G (67,796) (16,675)
Accumulated losses RiEEE (1,250,080) (1,256,100)
(1,229,876) (1,184,775)
Minority interests DR RE R 55,930 50,247
Total equity HER (1,173,946) (1,134,528)
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35 Subsequent Events (continued)

(b)

Financial information of the Disposed Group

35 HEHREIE»

CHESEZHMBEY (&)

(b)

(Continued)
Combined balance sheet of the Disposed Group EHEEEZEHEEERER
(Continued) (&)
As at 31 December
R+=—B=+—~H
2007 2006
—EE2LF —FER
HK$’000 HK$’000
BT T BT
LIABILITIES 8&
Non-current liabilities ERBAE
Borrowings B - 39,813
Current liabilities REEE
Trade and other payables B 5 & E e 5k 1,814,792 1,588,185
Due to the Company B AR RN TE 876,124 877,869
Due to related companies JE 1< B Bt A B 3B 359,542 170,771
Current income tax liabilities BPERFT SR & & 537 214
Provision for warranty EmREERE 73,003 36,304
Borrowings BX 416,676 351,349
3,540,674 3,024,692
Total liabilities EEHEEE 3,540,674 3,064,505
Total equity and liabilities EENEEEEE 2,366,728 1,929,977
Net current liabilities RBEEFE (1,741,971) (1,570,925)
Total assets less
current liabilities HEERRBESE (1,173,946) (1,094,715)

162 | WELLING HOLDING LIMITED ANNUAL REPORT 2007




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

n‘/T\

(b)

B EERRMIEE

35 Subsequent Events (continued) FERHREE®
Financial information of the Disposed Group b) BEHEEBZHKEER &)
(Continued)
Combined income statement of the Disposed EHEEE G KRER
Group
Year ended 31 December
BE+-—A=+—HLEE
2007 2006
—EELHE —EERF
HK$’000 HK$’000
B¥T T BT T
Turnover EER 3,589,686 2,286,387
Cost of goods sold SHE B MK AR (3,304,475) (2,022,474)
Gross profit EF 285,211 263,913
Other gains/(losses) — net H iz, (B518) — F 5 23,737 (21,084)
Selling and marketing costs SHE R IHEREKAR (176,917) (188,998)
Administrative expenses TEAX (77,330) (102,856)
Other operating expenses Hie &> (3,168) (10,952)
Operating profit/(loss) BERF (B5E) 51,533 (59,977)
Finance income & WA 9,961 7,115
Finance costs A& B A (44,402) (35,727)
Finance costs — net BEK A —FEE (34,441) (28,612)
Profit/(loss) before income tax 1Bk TS F AT E |, (E518) 17,092 (88,589)
Income tax expenses Frigfims (5,389) (2,352)
Profit/(loss) for the year KEERRM, (BE) 11,703 (90,941)
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FIVE-YEAR FINANCIAL SUMMARY

AFPBRE

Year ended 31 December

BE+t-A=1+-HLFE

2007 2006 2005 2004 2003
—EEEF ZTERF CZTTERF —TEMFE —TE=F
HK$’000 HK$’000 HK$’000 HK$'000 HK$'000
BETT BET T BT BT BB T
(Restated) (Restated)
(&%) (Z%))
Results ¥
Turnover L] 3,589,686 2,286,387 1,959,921 1,891,483 1,573,322
Loss attributable to R A M&AE
equity holders of B ANEN
the Company 518 (60,684) (112,647) (283,540) (628,755) (76,976)
Assets and liabilities EER & &
Total assets BEE 2,370,637 1,943,900 1,878,395 1,508,763 2,013,426
Total liabilities BEE (2,718,864)  (2,194,143)  (2,096,675)  (1,657,614)  (1,608,536)
Total (deficit)/equity 48 (E54t) /#ExS (348,227) (250,243) (218,280) (148,851) 404,890
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