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SECURITIES & EXCHANGE COMMISSION.”
Office of International Corporate Finance,
Division of Corporation Finance,

450 Fifth Street, N.W.,

Washington, D. C., 20549 R

USA. Sri ] 0 L
N/

Dear Sir,

Re: Hualing Holdings Limited — File No. 82-4195 (the “Company”)

Enclosed please find the English and Chinese versions of the following document for

. your record:

Name of Notice Report Circulation Date Information provided to
Announcement 8 July 2004 Stock Exchange/shareholders
Announcement 30 July 2004 Stock Exchange/shareholders
Notice of EGM 13 August 2004 = Stock Exchange/shareholders
Announcement 3 September 2004  Stock Exchange/shareholders
Announcement 21 September 2004 Stock Exchange/shareholders
Circular 13 August 2004 Shareholders

Interim Report 2004 28 September 2004  Shareholders

Thank you for your attention.

Yours faithfully, ROCESSED

For and on behalf of OCT 19 2008
Hualing Holdings Limited

.. JB A THOMSON M |
pp. G

Wong Hon Sum
Company Secretary

HW/ip

Rooms 2802-4, 28/F., Harbour Centre, 25 Harbour Road, Wanchai, Hong Kong.
Tel:(852) 2802 2155 Fax:(852) 2598 8935

http://www.hualing.com
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The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this announcement, makes no
representation as to its accuracy or completeness and expressly disclaims any liability whaisoever for any loss howsoever
arising from or in reliance upon the whote or any part of this contents of this announcement.

Hualing Holdings Limited
EEEBEFRQT

_(Incorporated in Hong Kong with limited liability)
(Stock code: 382)

DELAY IN DISPATCH OF CIRCULAR AND
FURTHER ANNOUNCEMENT IN RELATION TO
THE ANNOUNCEMENT DATED 8TH JULY 2004

" As additional time is required to finalise the contents of the Circular in relation to the
discloseable and connected transactions of the Company, the dispatch of the Circular will
be postponed to a date not later than 13th August 2004.

The Company.also wishes to provide the public with further information about the
discloseable and connected transactions.

Reference is made to the announcement of the Company dated 8th July 2004 (“Announcement”)
in relation to the discloseable and connected transactions of the Company. Unless the context
otherwise requires, terms used herein shall have the same meanings as defined in the
Announcement. :

Pursuant to Rule 14.38 of the Listing Rules, the Company is required to dispatch a circular
(“Circular”) in relation to the discloseable and connected transactions to the shareholders
within 21 days after publication of the Announcement, which is on or before 30th July 2004,
As additional time is required to finalise the contents of the Circular, the Company has applied
to the Stock Exchange for a waiver from the strict compliance of the requirements of Rule
14.38 of the Listing Rules and an extension of time for dispatch of the Circular to a date not *
later than 13th August 2004. .

The Company wishes to further inform the investing public that the No.8 Land and the No.10
Land in the discloseable and connected transactions are allocative in nature. Although the land
use rights of the No. 8 Land and the No. 10 Land are in vest in Baiyun Mechanical, Baiyun
Mechanical can only transfer these land use rights upon payment of compensation as
assignment and fully settling the land grant fee to The State Administration for Land and
Buildings of Guangzhou City. Thereafter, Baiyun Mechanical can transfer the land use rights
to China Refrigeration.

By order of the Board
Hualing Holdings Limited
LiYu Jun
Chairman

Hong Kong, 30th July 2004

As at the date of this announcement, the executive Directors of the Company are Mr. Li Yu
Jun, Mr. Chen Xiao Shi, Mr. Liang Wei Wen and Mr. Huang Wei Hua; the non-executive
Directors are Mr. Zhang Xin Hua and Mr. Chen Yu Hang; and the independent non-executive
directors are Mr. Lo Wing Sang, Vincent, Mr. Chan Wai Dune and Mr. Lam Ming Yung,
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H@ALENG HOLDINGS LIMITED
HEZEEFREARQ T

(Incorporated in Hong Kong with limited liabiling)
(Stock Code: 382)

NOTICE OF EXTRAORDINARY GENERAL MEETING

NOTICE IS HEREBY GIVEN that an extraordinary general meeting of Hualing Holdings Limired (““the Company™) will be held at Board

. Room 3&d, M/F, Renaissarce Harbour View Hotel, | Harbour Road, Wanchai, Hong Kong on Friday, 3 September 2004 a1t 2:30 p.m. for the

purpose of considering and. if thought Fit, passing the following resolutions which will be proposed as ordinary resolutions:

ORDINARY RESOLUTIONS

THAT:

(ha mnditinn U fand use right transfer agreement dated 6 July 2004 (*No. § Land Use Right Transfor Agreement™) and made between ' [ %
WEED §2 77 B2 7] (China Refvigeration Industry Co., Ltd.) (*China Refrigevation™), a Chinese-foreign equity joint venture in which the
Company has a 93 per cent. interest and BH{ 7 2 1 (Guangzhou Baiyun Mechanical Industrial Corporation) (“"Baiyun
Mechanical™), 2 wholly-owned subsidiary of B 4 LRG3 2 B (Guangzhou Baiyun Agriculture Industry & Commerce
Corporationt (a copy of which marked “A™ is produced to the meceting and signed by the chairman of the Company for the purpose of
identification) in relation 1 the acquisition by Ching Refrigeration of Baiyun Mcchanical's entire interest, right and title lo a picee of land
with an agpiegate arca of approximately 36,370 sqm. situate at No. 8, Tongbuo Read, Baiyin District, Guangzhou, PRC (5T ] 717 71 2 [

fis
il B9 4% 855 ) (*No. 8 Land™), as more particularly described in the No, § Land Use Right Transfer Agreement, for a consideration of
RMB25.704,133.80 (equivalent 1o approXimately HK$24.249,182.83) to be satisficd by the Group’s internal resources and be payable by
cash to Baiyun Mechanical in the following manner:

() RMBI0.281,653.52 shall be paid within 3 working days after the No. 8 Land Use Right Transfer Agreement has become effective:

(i) RMI37.711,240.04 shall be paid within 3 working days alter Baiyun Mechanical has (i) issued a power of attorney authorizing an officer
of Baiyun Mechanical to undergo the procedures For transfer and (if) provided a copy of the power of attorney to China Refrigeration;
(i) RMI36,426,032.45 shall be paid within 3 working days after the relevant real property department has accepted the application for
wansfer in the Jand nse right of the No. 8 Land; and
(iv) RMB1.285.206.69 shall be paid within 3 working days after the procedures for the transfer have been completed and the relevant state
land use right certificate or real estate ownership certificate ih the name of China Refrigeration has been obtained by China Refrigeration.
a conditional fand use right transfer agreement dated 6 July 2004 (“No. 10 Land Use Right Transfer Agreement™) and made between China
Refrigeration, a Chinese- {mugn LL[UIIV ;umt ventare in which the Company has a 95 per cent. interest and Baiyun Mechanicat, a wholly-
owned subsidiary of WO 2L T I S 2T (Guangzhou Baiyun Agriculture Industry & Commerce Corporation) {a copy of
which marked “B™ is produced to the meeting and signed by the chairman of the Company for the purpose of identification) in relation to |
the acquisition by China Refrigeration of Baiyun Mechanical's entire interest, right and title to a piece of land with an aggregate arca of
approximately 39.048 s¢.m. situate at No. 10, Tonghe North Road, Baiyun District, Guangzhou, PRC (5 M 71T 19 45 (8 ) Fr 4L i 15 &
W) *No. 10 Land™) and 24 boildings with mlu] gross floor arca of 24,590.15 sq.m. (“Buildings™) situate on the No. 10 Land, as more
particularly deseribed in the No. 10 Land Use Right Transfer Agreement. for an aggrepate consideration of RM1328.596,783.50 (equivalent
to approximately HIK$26,978,007.64) to be satistied by the Group’s internal resources and be payahle by cash to Baiyun Mechanical within
30 days after (i) the real estate ownership certificate(s) of the buildings situate on the No. 8 Land in the name of China Refrigeration have
been delivered to China Relvigeration, (it) the transfer of the land use right in the No. 10 Land and the Buildings has been registered and
(iii) the real estate ownership certificate of the Buildings in the name of China Refrigeration has been delivered to China Refrigeration.

2

(together the “Agreements™) and the transactions contemplated therein be and are hereby approved and the directors of the Company (or
any one of them) be and are hereby authorised on behall of the Company to sign seal exceute perfect and deliver all such documents and to
implement and take all steps and do all acts and things as may be necessary or desirable or expedient for the purpose of, or in connection
with, the implementation of the Agreements, including without limitation, the exercise or enforcement of, directly or indirectly, any of the
Group’s rights under the Agreements and to make and agree such variutions in the terms of the Agreements us they may in théir discretion
consider to be desirable and in the interests ol'the Company.”
By Order of the Board
Mr. Li Yu Jun
Chairman

Hong Kong, 13 August, 2004

Nutes:

1. Every sharcholder of the Company entitfed to atiend and vole at the meeting is entitled to appoint onc or mare proxies to attend and, on a poll, to vote instead of
him. A proxy need not be o sharcholder of the Company.

2, Where there are joint holders of any share, any one of such joint holders may vote at the meeting, cither in person or by proxy, in respect of such share as it he
were solely cntitled therero; butif more than one of such joint holders be present at the meeting, the vole of the senjor who tenders a vote, whether in person or
by proxy, shull be aeeepted 1o the exclusion of the votes of the other juint holders, and for this purpose seniority shall be determined by the order in which the
names stand in the register of members of the Company in respect of the joint halding,

3. Inorder to be valid, the form of proxy together with any power of altorney or other authority (il any) under which it is signed or a notariully certified copy of that

power or authority, must be deposited at the registered office of the Company at Rooms 2802-04, 28th Floor, Harbour Centie, 25 Harbowr Road. Wanchai, Hong
Kang not less than 48 lours belore the time appoiinted [ur the holding of the extraordinary general mecting or any adjourned meeting (as the case may be).

As ar the date hereof. the boasd of dircctors of the Company is comprised of nine directors, of whom four are Execntive Directors, namely, Mr.

LY Jun: M CHEN Niao Shi, Mz LIING Wei Wen and Mz HUANG Wei Hua, two are Non-execntive Directors, namely M ZHANG Xin Hua -
and Mr: CHEN Y Hung: and three are Independent Now-executive Directors, namely Mr Lo Wing Sang Vincent, Mr. CHAN Wai Dune and My,
LAM Ming Yung.
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The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this announcement, makes no
represeniation as io iis accuracy or completeness and expressly disclaims any liability whatsoever for uny loss howsoever arising
/mm or in relinnce upon the whole or any puri of the contents of this amouncement,

HUALING HOLDINGS LIMITED
| ZZ2EEER QA

fincorporated in Hong Kong with limited liability)
(Stock Code: 382)

POLL RESULTS OF THE EXTRAORDINARY GENERAL MEETING
HELD ON 3 SEPTEMBER, 2004

The Board is pleased to announce that the resolutions proposed at the EGM held on 3 September 2004
seeking Independent Shareholders™ approval of the discloseable and connected transactions were duly passed.

Reference is made to the (i) announcement of the Company dated 8th July 2004 (“*Announcement”), (ii) delay in
dispatch of circular and further announcement in relation to-the Announcement of the Company dated 30 July
2004 and (iii) circular of the Company dated 13 August 2004 (“Circular”) in relation to the acquisition by China
Refrigeration, a Chinese-foreign equity joint venture in which the Company has a 95 per cent. interest, of Baiyun
Mechanical’s entire interest, right and title to the No. 8 Land, the No. 10 Land and the Buildings. Unless the
context requires otherwise, terms used herein shall have the same meanings as defined in the Circular,

The Board is pleased to announce the poll results of the EGM as follows:

Ordinary Resolutions _For Against
1. To approve the No. 8 Land Use Right Transfer Agreement 24,058,000 shares 0 share
and the transactions contemplated therein, and to authorize 100% 0%

the directors of the Company to sign seal execute perfect and
deliver all such documents and to implement and take all
steps and do all acts and things as may be necessary or
desirable or expedient for the purpose of, or in connection

- with, the implementation of the No. 8 Land Use nght
Transfer Agreement

2. To approve the No. 10 Land Use Right Transfer Agreement 24,058,000 shares 0 share
and the transactions contemplated therein, and to authorize 100% 0%
the directors of the Company to sign seal execute perfect and
deliver all such documents and to implement and take all
steps and do all acts and things as may be necessary or
desirable or expedient for the purpose of, or in connection
with, the implementation of the No. 10 Land Use Right
Transfer Agreement

As more than 50% of the votes were cast in favour of the resolutions, the resolutions were duly passed.

The total number of shares in the Company entitling the holders to attend and vote for or against the resolutions
proposed at the EGM was 748,999,600 shares. There was no share in the Company entitling the holder to attend
and vote only against the resolutions at the EGM.

The total number of shares held by Able Profit Investment Limited and Guangzhou Baiyun Corporation and their
respective Associates, being shareholders who were required to abstain from voting at the EGM was 670,076,808
and 162,960,000 respectively.

_ Computershare Hong Kong Investor Services Limited, the Company’s share registrar was appointed as scrutineer
for the vote-taking at the EGM.
By order of the Board
Hualing Holdings Limited
LiYu Jun
Chairman

Hong Kong, 3 September 2004,

As at the date of this announcement, the executive Directors of the Company are Mr. Li Yu Jun, Mr. Chen Xiao
Shi, Mr. Liang Wei Wen and Mr. Huang Wei Hua; the non-executive Directors are Mr: Zhang Xin Hua and Mr.
Chen Yu Hang; and the independent non-executive directors are Mr. Lo Wing Sang, Vincent, Mr. Chan Wai Dune
and Mr. Lam Ming Yung.
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THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this circular, you should consult a stockbroker or
other registered dealer in securities, bank manager, solicitor, professional accountant or other
professional adviser.

If you have sold or transferred all your shares in Hualing Holdings Limited, you should at
once hand this circular and the enclosed form of proxy to the purchaser or transferee or to the
bank, stockbroker or other agent through whom the sale or transfer was effected for
transmission to the purchaser or transferee.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this
circular, makes no representation as to its accuracy or completeness and expressly disclaims
any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or
any part of the contents of this circular.

HUALING HOLDINGS LIMITED.

~

ERXEERAR o -

(Incorporated in Hong Kong with limited liability) - . 3

(Stock Code: 382) ER A B

D D

DISCLOSEABLE AND CONNECTED TRANSACTIONS ;-: e

e i1

Independent Financial Adviser to the Independent Board Committe¢! .7 .J
and the Independent Shareholders SR

Dao Heng Securities Limited

ESEHFARAE
DaoHengSecurities Ltd.

A letter from the Board is set out on pages 4 to 13 of this circular. A letter from the
Independent Board Committee containing its recommendations in respect of the connected
transactions is set out on page 14 of this circular. A letter from Dao Heng Securities Limited,
the independent financial adviser, containing its advice to the Independent Board Committee
and the Independent Shareholders is set out on page 16 of this circular. A valuation report
prepared by Vigers Appraisal & Consulting Limited, the independent valuer, is set out on page
22 of this circular.

A notice convening an extraordinary general meeting of the Company to be held at Board
Room 3-4, M/F, Renaissance Harbour View Hotel, 1 Harbour Road, Wanchai, Hong Kong at
2:30 p.m. on 3 September 2004 is set out on page 35 of this circular. A form of proxy for use at
the extraordinary general meeting is also enclosed. Whether or not you are able to attend and
vote at the extraordinary general meeting, you are requested to complete and return the
accompanying form of proxy in accordance with the instructions printed thereon to the
registered office of the Company at Rooms 2802-04, 28th Floor, Harbour Centre, 25 Harbour
Road, Wanchai, Hong Kong as soon as possible and in any event not less than 48 hours before
the time appointed for the holding of the extraordinary general meeting or any adjourned
meeting (as the case may be). Completion and return of the accompanying proxy form will not
preclude you from subsequently attending and voting at the extraordinary general meeting or
any adjourned meetings should you so wish.

13 August, 2004
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DEFINITIONS

In this circular, except where the context otherwise requires, the following terms shall

have the following meanings:

“Agreements”

“Associate”

“Baiyun Mechanical”

“Board”

“Buildings”

>

“China Refrigeration’

“Company”

“Directors”

“EGM”

“Groupn

“Guangzhou Baiyun
Corporation”

“HK$19

“Hong Kong”

collectively No. 8 Land Use Right Transfer Agreement
and No. 10 Land Use Right Transfer Agreement

has the meaning ascribed to it in the Listing Rules

B A E®E L A (Guangzhou Baiyun
Mechanical Industrial Corporation), a wholly- owned
subsidiary of Guangzhou Baiyun Corporation

the board of Directors

24 buildings with total gross floor area of 24,596.15
sq. m. situate on the No. 10 Land owned by Baiyun
Mechanical as more particularly described in the No.
10 Land Use Right Transfer Agreement

5 B & 8 E 22 A BR 2 7 (China Refrigeration Industry
Co., Ltd.), a Chinese-foreign equity joint venture in
which the Company has a 95 per cent. interest

Hualing Holdings Limited, a company incorporated in
Hong Kong with limited liability

the directors of the Company (excluding the
independent non-executive directors)

the extraordinary general meeting of the Company for
the approval of, among other things, the Agreements

the Company and its subsidiaries

&N B S 3 E B T # 4 2 7 (Guangzhou Baiyun
Agriculture Industry & Commerce Corporation), a
wholly-state owned company which holds and owns
10.30% of the total issued share capital of the
Company and is currently the second largest
shareholder of the Company

Hong Kong dollars, the lawful currency of Hong
Kong

Hong Kong Special Administrative Region of the
PRC




DEFINITIONS

“Independent Board
Committee”

“Independent Shareholders”

“Latest Practicable Darte”

“Listing Rules”

“No. 8 Land”

“No. 8 Land Use Right
Transfer Agreement”

“No. 10 Land”

“No. 10 Land Use Right
Transfer Agreement”

“PRC” or “China”

“RMB” or “Renminbi”

13 SFO”

“Share(s)”

an independent committee of the Board comprising
the independent non-executive directors namely Mr.
Lo Wing Sang, Vincent, Mr. Chan Wai Dune and Mr.
Lam Ming Yung

Shareholders other than Able Profit Investment Limited
and Guangzhou Baiyun Corporation

10 August 2004, being the latest practicable date prior
to the printing of this circular for ascertaining certain
information contained in this circular

the Rules Governing the Listing of Securities on the
Stock Exchange

a piece of land with an aggregate area of approximately
36,370 sq.m. situate at No. 8, Tongbao Road, Baiyun
District, Guangzhou, PRC (B JH 7 5 & [& [7] & B 8
%), as more particularly described in the No. 8 Land
Use Right Transfer Agreement and the land use right
of which is owned by Baiyun Mechanical

an agreement dated 6 July 2004 entered into between
China Refrigeration and Baiyun Mechanical in relation
to acquisition of the land use right in the No. 8 Land

a piece of land with an aggregate area of approximately
39,048 sq.m. situate at No. 10, Tonghe North Road,
Baiyun District, Guangzhou, PRC (B M T A E &
[\ # b B% & 4R 105% ), as more particularly described
in the No. 10 Land Use Right Transfer Agreement and
the land use right of which is owned by Baiyun
Mechanical

an agreement dated 6 July 2004 entered into between
China Refrigeration and Baiyun Mechanical in relation
to acquisition of the land use right in the No. 10 Land
and the Buildings

the People’s Republic of China

Renminbi, the lawful currency of the PRC for the
time being

the Securities and Futures Ordinance (Chapter 571 of
the Law of Hong Kong)

share(s) of HK$0.10 each of and in the share capital
of the Company



DEFINITIONS

“Shareholders” holders of the Shares
“Stock Exchange” The Stock Exchange of Hong Kong Limited
“sq.m.” square metre

Unless otherwise specified, amounts denominated in RMB have been translated for the
purpose of illustration only into Hong Kong dollars in this circular at the following rate:

HK31.00 : RMB 1.06

No representation is made that any amounts in RMB or HK§ can be or could have been at
the relevant dates be converted at the above rates or any other rates at all.




LETTER FROM THE BOARD

- HUALING HOLDINGS LIMITED
ZREEERD T

(Incorporated in Hong Kong with limited liability)
(Stock Code: 382)

Executive Directors: Registered Office:
LIYu Jun (Chairman) Rooms 2802-04,
CHEN Xiao Shi 28th Floor,
LIANG Wei Wen Harbour Centre,
HUANG Wei Hua 25 Harbour Road,

Wanchai,
Non-Executive Directors: Hong Kong
ZHANG Xin Hua

CHEN Yu Hang

Independent Non-Executive Directors:
LO Wing Sang, Vincent

CHAN Wai Dune

LAM Ming Yung

13 August, 2004
To the Shareholders
Dear Sir or Madam,
DISCLOSEABLE AND CONNECTED TRANSACTIONS
1. INTRODUCTION

On 8 July 2004, the Board announced that on 6 July 2004, China Refrigeration, a Chinese-
foreign equity joint venture in which the Company has a 95 per cent. interest, had entered into
(1) the No. 8 Land Use Right Transfer Agreement with Baiyun Mechanical in relation to the
acquisition by China Refrigeration of Baiyun Mechanical’s entire interest, right and title to the
No. 8 Land for a consideration of RMB25,704,133.80 (equivalent to approximately
HK$24,249,182.83); and (ii) the No. 10 Land Use Right Transfer Agreement with Baiyun
Mechanical in relation to the acquisition by China Refrigeration of Baiyun Mechanical’s entire
interest, right and title to the No. 10 Land and the Buildings situate on the same for an
aggregate consideration of RMB28,596,783.50 (equivalent to approximately HK$26,978,097.64).

Baiyun Mechanical is a wholly-owned subsidiary of Guangzhou Baiyun Corporation
which in turn held and owned 10.30% of the total issued share capital of the Company as at the
Latest Practicable Date and is currently the second largest shareholder of the Company. Baiyun
Mechanical is hence an Associate of Guangzhou Baiyun Corporation and a connected person of
the Company for the purposes of the Listing Rules. Therefore, any transactions between China
Refrigeration and Baiyun Mechanical constitute connected transactions under Chapter 14A of
the Listing Rules. The transactions contemplated under the No. 8 Land Use Right Transfer



LETTER FROM THE BOARD

Agreement and the No. 10 Land Use Right Transfer Agreement constitute connected
transactions under Chapter 14A and discloseable transactions under Chapter 14 of the Listing
Rules. Such discloseable and connected transactions are subject to Independent Shareholders’
approval at EGM.

The purpose of this circular is (i) to give you further information relating to the

transactions contemplated under the No. 8 Land Use Right Transfer Agreement and the No. 10
Land Use Right Transfer Agreement; (ii) to set out the recommendation of the Independent
Board Committee in this respect; (iii) to set out the letter of advice from Dao Heng Securities
Limited; (iv) to set out the valuation report prepared by Vigers Appraisal & Consulting
Limited; and (v) to seek your approval at the EGM of the ordinary resolution referred to herein.

2.

NO. 8 LAND USE RIGHT TRANSFER AGREEMENT
Date of agreement
6 July 2004

Parties to agreement

Vendor : Baiyun Mechanical
Purchaser China Refrigeration

Asset to be acquired

The asset is the land use right in the No. 8 Land.

According to the PRC legal adviser, Baiyun Mechanical was permitted by
Guangzhou Real Estate Administration Bureau to use a land with a total site area of
approximately 143,660 sq.m. amid Shahe Tong, Xianggang Shan, Yantang Gang and
Dongyuan Chun (the “Permitted Land”) pursuant to {[F] B f L Hi 3B 5 &) . The
No.8 Land, which has a site area of approximately 36,370 sq.m., is located in the
Permitted Land. The Permitted Land is of allocative in nature for factory, technical
institute and staff quarter uses. The maximum term of the land use rights for industrial
land is 50 years.

It is advised by the PRC legal adviser that the land use right of the No.8 Land is
vested in Baiyun Mechanical. However, as Baiyun Mechanical has not completed the
procedure of compensation as assignment, the No.8 Land at present is allocative in nature.

The PRC legal adviser also advises that as the land use right of the No.8 Land is
vested in Baiyun Mechanical, Baiyun Mechanical has the right to transfer such land use
right to China Refrigeration. However, given the allocative nature of the No. 8 Land,
pursuant to the PRC laws and regulations, Baiyun Mechanical can only transfer this land
use right to China Refrigeration upon payment of compensation as assignment and fully
settling the land grant fee to The State Administration for Land and Buildings of
Guangzhou City.
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As advised by Vigers Appraisal & Consulting Limited, the estimated land grant fee
of the No.8 Land is approximately at RMB2,000,000, which is based on the Direct
Comparison Approach which makes reference to the standard land price published by the
Government of Guangzhou City and those sales evidence as available in the locality.

The land grant fee, which has not been settled as at'the Latest Practicable Date, shall
be settled by Baiyun Mechanical within 15 days upon receipt of the first instalment of
RMB10,281,653.52 from China Refrigeration. In the event the actual land grant fee of the
No.8 Land exceeds RMB2,000,000, such additional sum shall be borne by Baiyun
Mechanical, while the consideration and payment terms of the No.8 Land Use Right
Transfer Agreement shall remain unchanged. Thereafter, the real estate ownership
certificate in relation to the No.8 Land will be issued to China Refrigeration.

It is further advised by the PRC legal adviser that as the land use right of No. 8 Land
is vested in Baiyun Mechanical, China Refrigeration can only acquire it from Baiyun
Mechanical, but not from the PRC government or any other third parties pursuant to the
PRC laws and regulations.

The acquisition of the No. 8 Land is carried out prior to the application for and
receipt of the relevant real estate ownership certificate by Baiyun Mechanical. This is
because according to the PRC legal adviser, the real estate ownership certificate in
relation to the No. 8 Land will not be issued unless the land use right and the building
ownership are vested in the same person.

Vigers Appraisal & Consulting Limited has assigned no commercial value to No.8
Land in its valuation report due to the absence of a real estate ownership certificate in
grant nature. On the basis of certain assumptions as set out in the valuation report
prepared by Vigers Appraisal & Consulting Limited, the open market value of the asset for
indicative purpose was RMB26,000,000.00 (equivalent to approximately HK$24,528,301.88)
as at 31 May, 2004. The directors of Baiyun Mechanical confirmed to the Company that
the No.8 Land was first acquired in around 1960 and the costs and other expenditures
incurred in acquisition of the land use right in the No. 8 Land were approximately
RMB11,440,000.00 (equivalent to approximately HK$10,792,452.83).

Consideration

The consideration for the land use right acquisition of the No. 8 Land of
RMB25,704,133.80 (equivalent to approximately HK$24,249,182.83) was arrived at after
arm’s length negotiations between the parties thereto and on normal commercial terms.
The consideration was agreed by reference to the above valuation (i.e. RMB26,000,000.00
(equivalent to approximately HK$24,528,301.88) by Vigers Appraisal & Consulting
Limited on the basis of certain assumptions as set out in its valuation report. As such, the
Directors consider that such consideration to be fair and reasonable and the acquisition is
in the best interests of the Company and the Shareholders as a whole.
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Payment terms

The consideration of RMB25,704,133.80 (equivalent to approximately
HK$24,249,182.83) shall be satisfied by the Group’s internal resources and be payable by
cash to Baiyun Mechanical in the following manner:

1.

RMB10,281,653.52 (of which approximately RMB4,148,000.00 would be used
to settle the land grant fees of the No. 8 Land and No. 10 Land) shall be paid
within 3 working days after the No. 8 Land Use Right Transfer Agreement has
become effective;

RMB7,711,240.14 shall be paid within 3 working days after Baiyun Mechanical
has (i) issued a power of attorney authorizing an officer of Baiyun Mechanical
to undergo the procedures for transfer and (ii) provided a copy of the power of
attorney to China Refrigeration;

RMB6,426,033.45 shall be paid within 3 working days after the relevant real
property department has accepted the application for transfer in the land use
right of the No. 8 Land; and

RMB1,285,206.69 shall be paid within 3 working days after the procedures for
the transfer have been completed and the relevant state land use right certificate
or real estate ownership certificate in the name of China Refrigeration has been
obtained by China Refrigeration.

The payment terms are commercial decisions arrived at by China Refrigeration and
Baiyun Mechanical through mutual negotiations.

The Directors consider that the Group has sufficient internal resources to satisfy the
above consideration.

Conditions

The No. 8 Land Use Right Transfer Agreement shall become effective upon the
passing of a resolution at the EGM approving the No. 8 Land Use Right Transfer
Agreement by the Independent Shareholders.

Other essential terms

Several clauses have been provided in the No.8 Land Use Right Agreement to protect
the interests of China Refrigeration, which include, inter alia:-

(1)

the warranties by Baiyun Mechanical to carry out all necessary procedures,
including the payment of any compensation as assignment, in order that there
will be no legal obstacle in the transfer of the land use rights of the No.8 Land
from Baiyun Mechanical to China Refrigeration; and
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(ii) the refund of any consideration paid and the payment of penalty at 30% of the
total consideration by Baiyun Mechanical in the event that Baiyun Mechanical
does not transfer the whole of the land use rights of the No.8 Land to China
Refrigeration within one year from the effective date of the No.8 Land Use
Right Transfer Agreement.

NO. 10 LAND USE RIGHT TRANSFER AGREEMENT
Date of agreement

6 July 2004

Parties to agreement

Vendor : Baiyun Mechanical
Purchaser China Refrigeration

Assets to be acquired
The assets comprise the land use right in the No. 10 Land and the Buildings.

According to the PRC legal adviser, Baiyun Mechanical was permitted by
Guangzhou Real Estate Administration Bureau to use a land with a total site area of
approximately 143,660 sq.m. amid Shahe Tong, Xianggang Shan, Yantang Gang and
Dongyuan Chun (the “Permitted Land”) pursuant to {[A] & (£ f] £ #1358 H &F) . The
No.10 Land and the Buildings, which has a site area of approximately 39,048.18 sq.m., is
located in the Permitted Land. The Permitted Land is of allocative in nature for factory,
technical institute and staff quarter uses. The maximum term of the land use rights for
industrial land is 50 years.

According to a Real Estate Ownership Certificate (Document No.: Hui Fang Di
Zheng Zi No.0566404), the land use right of the No.10 Land is vested in Baiyun
Mechanical. However, as Baiyun Mechanical has not completed the procedure of
compensation as assignment, the No.10 Land at present is allocative in nature.

It is advised by the PRC legal adviser that since the land use right of the No.10 Land
is vested in Baiyun Mechanical, Baiyun Mechanical has the right to transfer such land use
right to China Refrigeration. However, given the allocative nature of the No.10 Land,
pursuant to the PRC laws and regulations, Baiyun Mechanical can only transfer this land
use.right to China Refrigeration upon payment of compensation as assignment and fully
settling the land grant fee to The State Administration for Land and Buildings of
Guangzhou City.

As advised by Vigers Appraisal & Consulting Limited, the estimated land grant fee
of the No.10 Land is approximately at RMB2,148,000, which is based on the Direct
Comparison Approach which makes reference to the standard land price published by the
Government of Guangzhou City and those sales evidence as available in the locality.
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The land grant fee, which has not been settled as at the Latest Practicable Date, shall
be settled by Baiyun Mechanical within 15 days upon receipt of the first instalment of
RMB10,281,653.52 from China Refrigeration. In the event the actual land grant fee
exceeds RMB2,148,000, such additional sum shall be borne by Baiyun Mechanical, while
the consideration of the No.10 Land Use Right Agreement shall remain unchanged.

It is further advised by the PRC legal adviser that as the land use right of the No.10
Land is vested in Baiyun Mechanical, China Refrigeration can only acquire it from
Baiyun Mechanical, but not from the PRC government or any other third parties pursuant
to the PRC laws and regulations.

Vigers Appraisal & Consulting Limited has assigned no commercial value to No.10
Land and the Buildings in the valuation report due to the absence of a real estate
ownership certificate in grant nature. On the basis of certain assumptions as set out in the
valuation report prepared by Vigers Appraisal & Consulting Limited, the open market
value of the land use right in the No.10 Land and the Buildings for indicative purpose was
RMB28,000,000.00 (equivalent to approximately HK$26,415,094.33) and RMB9,000,000.00
(equivalent to approximately HK$8,490,566.04) respectively as at 31 May, 2004. The
directors of Baiyun Mechanical confirmed to the Company (i) that the No.10 Land was
first acquired in around 1960 and the costs and other expenditures incurred in acquisition
of the land use right in the No. 10 Land were approximately RMB6,796,000.00
(equivalent to approximately HK$6,411,320.75) and (ii) that the Buildings was constructed
during the period between 1974 and 1996 and the costs and other expenditures incurred in
construction of the Buildings were approximately RMB16,278,000.00 (equivalent to
approximately HK$15,356,603.77).

Consideration

The consideration for the land use right acquisition of the No. 10 Land of
RMB27,596,783.50 (equivalent to approximately HK$26,034,701.41) and the consideration
for the acquisition of the Buildings of RMB1,000,000.00 (equivalent to approximately
HK$943,396.23) was arrived at after arm’s length negotiations between the parties thereto
and on normal commercial terms. The consideration of the No. 10 Land was agreed by
reference to the above valuation (i.e. RMB28,000,000.00 (equivalent to approximately
HKS$26,415,094.33) for the No.10 Land and RMB9,000,000.00 (equivalent to approximately
HK$8,490,566.04) for the Buildings) by Vigers Appraisal & Consulting Limited on the
basis of certain assumptions as set out in its valuation report. As such, the Directors
consider that such consideration to be fair and reasonable and the acquisition is in the best
interests of the Company and the Shareholders as a whole. The Directors consider that the
Group has sufficient internal resources to satisfy the above consideration.

Payment terms

The consideration of RMB28,596,783.50 (equivalent to approximately
HK$26,978,097.64) shall be satisfied by the Group’s internal resources and be payable by
cash to Baiyun Mechanical within 30 days after (i) the real estate ownership certificate(s)
of the buildings situate on the No. 8 Land in the name of China Refrigeration have been
delivered to China Refrigeration, (i1) the transfer of the land use right in the No. 10 Land
and the Buildings has been registered and (iii) the real estate ownership certificate of the
Buildings in the name of China Refrigeration has been delivered to China Refrigeration.

9
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Whilst the cash balance of the Group will be decreased as a result of settlement of
the consideration, the land use rights of the No.8 Land and the No.10 Land and the
Buildings will be recorded as the Group’s fixed assets after acquisition. Therefore, the
acquisition will have the effects of increasing the Group’s long term assets and decreasing
its current assets. Apart from the above, there will be no material changes to the Group’s
balance sheet and net asset value as a result of the acquisition. Thus, the Directors
consider that the acquisitions of the No. § Land and the No. 10 Land and the Buildings
will not have material effect on the assets and liabilities of the Group.

The Directors further consider that the acquisitions of the No. 8 Land and the No. 10
Land and the Buildings will not have material effect on the earnings of the Group. This is
because China Refrigeration is currently renting the No. 8 Land, part of the No. 10 Land
and part of the Buildings from Baiyun Mechanical. The current annual rental for the No. §
Land is approximately RMB2,009,000 while that of the portion of the No. 10 Land and
the Buildings rented by China Refrigeration is approximately RMB774,800. Upon
completion of the No.8 Land Use Agreement and the No.10 Land Use Agreement, China
Refrigeration will not be required to incur such rental expenses, resulting in an annual
saving of approximately RMB2,783,800. On the other hand, depreciation will be provided
on the land use rights and the Buildings after the acquisition. Assuming that land use
rights of 50 years will be granted for both the No. 8 Land and the No. 10 Land and the
Buildings are to be depreciated over a period of thirty years according to the Group’s
depreciation policy, the annual depreciation associated with the acquisition will be
approximately RMBI1.1 million, which is the sum of 2% on RMB25,704,133.80 and
RMB27,596,783.50 and 3.33% on RMB1,000,000. However, it should be noted that this
amount of depreciation is calculated here for illustrative purpose only and the actual
amount of depreciation to be charged to the Group’s profit and loss account in the future
can only be determined after a statutory audit is carried out by the Company’s auditors.

Conditions

The No. 10 Land Use Right Transfer Agreement shall become effective upon the
passing of a resolution at the EGM approving the No. 10 Land Use Right Transfer
Agreement by the Independent Shareholders.

Other essential terms

Several clauses have been provided in the No.10 Land Use Right Agreement to
protect the interests of China Refrigeration, which include, inter alia:—

(i) the warranties by Baiyun Mechanical to carry out all necessary procedures,
including the payment of any compensation as assignment, in order that there
will be no legal obstacle in the transfer of the land use rights of the No.10 Land
and the Buildings from Baiyun Mechanical to China Refrigeration; and

(i1) the refund of any consideration paid and the payment of penalty at 30% of the
total consideration by Baiyun Mechanical in the event that Baiyun Mechanical
does not transfer the whole of the land use rights of the No.10 Land and the
Buildings to China Refrigeration within one year from the effective date of the
No. 10 Land Use Right Transfer Agreement.

~ 10—
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4. COMPLETION

Completion of the transactions contemplated under the No. 8 Land Use Right Transfer
Agreement and the No. 10 Land Use Right Transfer Agreement is expected to take place within
one year after the effective dates of the respective Agreements.

5. REASONS FOR AND BENEFITS OF THE ACQUISITIONS
5.1 Land use right in the No. 8 Land

China Refrigeration has since 1985 rented the No. 8 Land from Baiyun Mechanical as a
production base with no right to renew the tenancy. The tenancy will expire on 25 March 2005.
The current annual rental is approximately RMB2,009,000. The Group has constructed a
production base including the factories, warehouses and office buildings on the No. 8 Land. In
order to guarantee the continuous use of the No. 8 Land and its continuous operation, and
therefore, to secure the stable revenue income, the Directors consider that it is in the interests
of the Company and the Shareholders as a whole to purchase the land use right in the No. 8
Land.

5.2 Landwuse right in the No. 10 Land and the Buildings

China Refrigeration has since August 1996 rented part of the No. 10 Land of
approximately 128 sq.m. and part of the Buildings of approximately 4,571.40 sq.m. from
Baiyun Mechanical as offices and warehouses with no right to renew the tenancy. The expiry
dates of the relevant tenancies are 25 March 2005 and 31 July 2006 respectively. The current
annual aggregate rental is approximately RMB774,800. In order to guarantee the continuous
use of the No. 10 Land and the Buildings and feasibility of future expansion of production base
in the No. 10 Land (being adjacent to the No. 8 Land), and therefore, further increase in
revenue and assets, the Directors consider that it is in the interests of the Company and the
Shareholders as a whole to purchase the land use right in the No. 10 Land and the Buildings.

6. CONNECTION BETWEEN THE PARTIES IN THE TRANSACTIONS

China Refrigeration is a Chinese-foreign equity joint venture in which the Company has a
95 per cent. interest.

Baiyun Mechanical is a wholly-owned subsidiary of Guangzhou Baiyun Corporation
which in turn held and owned 10.30% of the total issued share capital of the Company as at the
date of the Latest Practicable Date and is currently the second largest shareholder of the
Company. Baiyun Mechanical is hence an Associate of Guangzhou Baiyun Corporation and a
connected person of the Company for the purposes of the Listing Rules.

Therefore, any transactions between China Refrigeration and Baiyun Mechanical constitute
connected transactions under Chapter 14A of the Listing Rules. The transactions contemplated
under the No. 8 Land Use Right Transfer Agreement and the No. 10 Land Use Right Transfer
Agreement constitute connected transactions under Chapter 14A and discloseable transactions
under Chapter 14 of the Listing Rules. Such discloseable and connected transactions are
subject to Independent Shareholders’ approval at EGM.

11 -



LETTER FROM THE BOARD

7. INFORMATION ABOUT THE COMPANY

The Company is an investment holding company, the shares of which are listed on the
Main Board of the Stock Exchange. The Company and its subsidiaries are principally engaged
in the manufacture and sale of electrical appliances, which include refrigerators, air-
conditioners and mini-refrigerators, etc., which are sold under the HUALING brand name in
the PRC.

8. INFORMATION ABOUT BAIYUN MECHANICAL

Baiyun Mechanical is a wholly-owned subsidiary of Guangzhou Baiyun Corporation
which in turn holds and owns 10.30% of the total issued share capital of the Company as at the
Latest Practicable Date and is currently the second largest shareholder of the Company. The
scope of business of Baiyun Mechanical includes the manufacture, installation and maintenance
of conveyers, stainless steel products, electrotherapy instruments, interior decoration and
installation of air-conditioners.

9. EXTRAORDINARY GENERAL MEETING

The Directors have resolved to convene the EGM to consider and, if thought fit by the
Independent Shareholders, to approve the transactions contemplated under the No.8 Land Use
Right Transfer Agreement and the No.10 Land Use Right Transfer Agreement. Notice of the
EGM is set out on page 35 of this circular. Whether or not you are able to attend and vote at the
EGM, you are requested to complete and return the accompanying form of proxy in accordance
with the instructions printed thereon to the registered office of the Company at Rooms 2802-
04, 28th Floor, Harbour Centre, 25 Harbour Road, Wanchai, Hong Kong as soon as possible
and in any event not less than 48 hours before the time appointed for the holding of the EGM
or any adjourned meeting (as the case may be). Completion and return of the accompanying
proxy form will not preclude you from subsequently attending and voting at the EGM or any
adjourned meetings should you so wish.

10. RECOMMENDATION

An Independent Board Committee comprising independent non-executive directors of the
Company has been appointed to advise the Independent Shareholders in respect of the
transactions contemplated under the No. 8 Land Use Right Transfer Agreement and the No. 10
Land Use Right Transfer Agreement. Dao Heng Securities Limited has been appointed as
independent financial adviser to advise the Independent Board Committee and the Independent
Shareholders in respect of the same. In addition, Z & T Law Firm has been appointed as PRC
legal adviser to advise the Company in respect of the legal issues relating to PRC Jaws and
regulations. Finally, Vigers Appraisal & Consulting Limited has also been appointed to prepare
a valuation report (i) on the value of the land use right of the No. 8 Land; and (ii) on the value
of the land use right of the No. 10 Land and the Buildings for the Independent Board
Committee’s consideration.

After taking into account the reasons for and benefits of the acquisitions, the relevant
terms of the Agreements, the opinion of Dao Heng Securities Limited and the valuation report
prepared by Vigers Appraisal & Consulting Limited, the Independent Board Committee
considers that the transactions contemplated under the No. 8 Land Use Right Transfer

-12 -




LETTER FROM THE BOARD

Agreement and the No. 10 Land Use Right Transfer Agreement are fair and reasonable as far as
the Independent Shareholders are concerned. Accordingly, the Independent Board Committee
recommends the Independent Shareholders to vote in favour of the resolution to be proposed at
the EGM to approve the transactions contemplated under the No. 8 Land Use Right Transfer
Agreement and the No. 10 Land Use Right Transfer Agreement.

All connected persons or shareholders with a material interest in the transaction and its
Associates shall abstain from voting in approving the transactions contemplated under the No.§
Land Use Right Transfer Agreement and the No.10 Land Use Right Transfer Agreement.

As at the Latest Practicable Date, Able Profit Investment Limited and Guangzhou
Baiyun Corporation respectively holding 42.36% and 10.30% of the total issued share
capital and their respective Associates will abstain from voting at the EGM to approve the
transactions contemplated under the No. 8 Land Use Right Transfer Agreement and the
No. 10 Land Use Right Transfer Agreement.

The resolution to be proposed at the EGM will be decided by way of a poll.

The Company will publish an announcement on the results of the EGM on the business
day following the EGM with respect to whether or not the resolution set out in this circular has
been passed by the Independent Shareholders.

11. ADDITIONAL INFORMATION

Your attention is drawn to the letter from the Independent Board Committee, the letter of
advice from Dao Heng Securities Limited and the valuation report prepared by Vigers
Appraisal & Consulting Limited, and information set out in the appendix to this circular.

Yours faithfully,

By Order of the Board
Hualing Holdings Limited
Li Yu Jun
Chairman
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HUALING HOLDINGS LIMITED
ZEZEEFRD A

(Incorporated in Hong Kong with limited liability)
(Stock Code: 382)

Independent Board Committee: Registered Office:
Mr. Lo Wing Sang, Vincent Rooms 2802-04,
Mr. Chan Wai Dune 28th Floor,
Mr. Lam Ming Yung Harbour Centre,
25 Harbour Road,
Wanchai,
Hong Kong

13 August 2004
To the Independent Shareholders
Dear Sir or Madam,
DISCLOSEABLE AND CONNECTED TRANSACTIONS

We refer to this circular dated 13 August 2004 issued by the Company to its Shareholders,
of which this letter forms part. Unless the context otherwise requires, terms defined in this
circular shall have the same meanings when used in this letter.

As the Independent Board Committee, we have been appointed to advise the Independent
Shareholders as to whether, in our opinion, the entering into of the transactions contemplated
under the No. 8 Land Use Right Transfer Agreement and the No. 10 Land Use Right Transfer
Agreement is in the interests of the Company and the Shareholders as a whole and the terms of
which are fair and reasonable so far as the Independent Sharecholders are concerned. In
addition, Dao Heng Securities Limited and Z & T Law Firm have been respectively appointed
as independent financial adviser and PRC legal adviser to advise us in relation to the same.
Vigers Appraisal & Consulting Limited has also been appointed as independent valuer to
prepare a valuation report (i) on the value of the land use right of the No. 8 Land; and (ii) on
the value of the land use right of the No. 10 Land and the Buildings.

We wish to draw your attention to (i) the letters of advice from Dao Heng Securities
Limited as set out on page 16 of this circular; (ii) the valuation report prepared by Vigers
Appraisal & Consulting Limited as set out on page 22 of this circular; and (iii) the letter from
the Board on page 4 of this circular, which set out information relating to, and the reasons for
and benefits of the relevant acquisitions.

As the Company’s independent directors, we have discussed with the management of the
Company the reasons for and benefits of the relevant acquisitions and the basis upon which
their terms have been determined. We have considered the valuation report prepared by Vigers
Appraisal & Consulting Limited as set out on page 22 of this circular. We have also considered
the factors and reasons considered by, and the opinions and recommendations of, Dao Heng
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Securities Limited as set out on page 16 of this circular. We concur with the view of Dao Heng
Securities Limited that the entering into of the transactions contemplated under the Agreements
is in the interests of the Company and the Shareholders as a whole and the terms of which are
fair and reasonable as far as the Independent Shareholders are concerned. Accordingly, we
recommend the Independent Shareholders to vote in favour of the ordinary resolutions
approving the transactions contemplated under the No. 8 Land Use Right Transfer Agreement
and the No. 10 Land Use Right Transfer Agreement to be proposed at the EGM.

Yours faithfully,
The Independent Board Committee of Hualing Holdings Limited
Mr. Lo Wing Sang, Vincent
Mr. Chan Wai Dune
Mr. Lam Ming Yung
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Set out below is the text of the letter of advice from Dao Heng Securities Limited to the
Independent Board Commitiee and the Independent Shareholders in connection with the
Agreements prepared for inclusion in this circular.

ESRSHRAT
DaoHengSecurities Ltd.

The Independent Board Committee and 13 August, 2004
the Independent Shareholders

Hualing Holdings Limited

Rooms 2802-04, 28th Floor

Harbour Centre

25 Harbour Road

Wanchai

Hong Kong

Dear Sirs,

DISCLOSEABLE AND CONNECTED TRANSACTIONS
ACQUISITION OF LAND USE RIGHTS AND BUILDINGS
FROM BAIYUN MECHANICAL

We refer to our engagement to advise the Independent Board Committee and the
Independent Shareholders in relation to the transactions contemplated under the Agreements,
details of which are set out in the letter from the Board in a circular dated 13 August 2004 to
the Shareholders (the “Circular”), of which this letter forms a part. Terms used in this letter
shall have the same meanings as those defined in the Circular unless the context otherwise
requires.

The transactions contemplated under the Agreements constitute discloseable transactions
of the Company under the Listing Rules. Moreover, Baiyun Mechanical, the vendor under the
Agreements, is a wholly-owned subsidiary of Guangzhou Baiyun Corporation, which in turn
held and owned 10.30% of the issued share capital of the Company at the time the transactions
took place. Accordingly, Baiyun Mechanical is an Associate of Guangzhou Baiyun Corporation
and a connected person of the Company and the transactions contemplated under the
Agreements also constitute connected transactions for the Company under Chapter 14A of the
Listing Rules. Therefore, the Agreements are subject to the approval of the Independent
Shareholders at the EGM.

Our role as the independent financial adviser to the Independent Board Committee and the
Independent Sharehclders is to give our opinion as to whether the Agreements and the
transactions contemplated under them are in the interests of the Company and the Shareholders
as a whole and the terms of which are fair and reasonable so far as the Company and the
Independent Shareholders are concerned.
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In formulating our recommendations, we have relied on the accuracy of the information
and representations contained in the Circular and as provided to us by the Directors. We have
assumed that all information and representations made or referred to in the Circular and all
information and representations which have been provided by the Directors, are true and
accurate in all material respects and that all expectations and intentions of the Company or the
Directors will be met or carried out as the case may be. We have no reason to doubt the truth,
accuracy and completeness of the information and representations provided to us by the
Directors and referred to in the Circular, and we have been advised by the Directors that no
material facts have been omitted from the information provided to us and referred to in the
Circular. We consider that we have reviewed sufficient information to reach an informed view.
We have not, however, conducted any form of independent investigation into the businesses and
affairs or the financial position or the future prospects of the Group.

PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our opinion on the Agreements, we have considered the following principal
factors and reasons:

Reasons for the acquisition

As stated in the “Letter from the Board”, China Refrigeration’s production base, which
includes various factories, warehouses and office buildings, is situated on the No. 8 Land, the
land use right of which has been rented from Baiyun Mechanical since 1985. China
Refrigeration is a sino-foreign joint venture established in the PRC on 25 March 1985. The
term of the joint venture is 20 years, which started on 25 March 1985 and will be ending on 25
March 2005. The Company and Guangzhou Baiyun Corporation, the holding company of
Baiyun Mechanical, had contributed 95% and 2% respectively of the registered capital of
China Refrigeration. Pursuant to the joint venture agreement dated 12 February 1985 and a
supplemental agreement dated 9 October 1991, it was agreed that part of Guangzhou Baiyun
Corporation’s capital contribution would be satisfied by the first five years of land use right of
No. 8 Land. After these first five years, the rental for the No. 8 Land would be agreed between
Guangzhou Baiyun Corporation and China Refrigeration with rental increment within a range
of 25% allowed every five years. The term of the joint venture will end on 25 March 2005 and
in order to guarantee the continuous use of the No. 8 Land and the continuous operation of the
production base, the Directors consider that it is in the interests of the Company and the
Shareholders as a whole to purchase the land use right in the No. 8 Land.

Apart from the No. 8 Land, China Refrigeration has rented part of the No. 10 Land of
approximately 128 sq.m. and part of the Buildings of approximately 4,571.40 sq.m. from
Baiyun Mechanical as offices and warehouses. The No. 10 Land is adjacent to the No. 8§ Land.
The tenancies of these land and buildings will expire on 25 March 2005 and 31 July 2006. In
order to guarantee the continuous use of these parts of the No. 10 Land and the Buildings and
the feasibility of future expansion of production base in the No. 10 Land, the Directors
consider that it is in the interests of the Company and the Shareholders as a whole to purchase
the land use right in the No. 10 Land and the Buildings.
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The principal activities of the Group are the manufacture and sale of refrigerators and air-
conditioners under the HUALING brand name. The business activities of China Refrigeration
stated in its business licence are the manufacture, processing, resembling and sale of
refrigerators and related parts. For each of two years ended 31 December 2003, the Group’s
audited turnover derived from the refrigerator business was approximately HK$515.9 million
and HK$567.7 million respectively, representing approximately 40.9% and 36.1% respectively
of the corresponding year’s total turnover. Based on the accounts of China Refrigeration
audited by PRC certified public accountants, its turnover was approximately RMB365.7
million (equivalent to HK$345.0 million) and RMB403.1 million (equivalent to HK$380.3
million) respectively for each of the two years ended 31 December 2003. Therefore, the
operation of China Refrigeration represents a significant part of the Group’s businesses and the
continuous operation of its production base, and thus the continuous use of the No. 8 Land, part
of the No. 10 Land and part of the Buildings, is important to the Group. Alternative such as
relocation of the production base may not be advantageous to the Group since such action will
hinder the operation of the Group for a period of time and will generate considerable amount of
relocation expenses. The proximity of the No. 10 Land to the No. 8 Land will also allow further
expansion of the production base of China Refrigeration if needed. Accordingly, subject to the
fairness of the terms of the acquisition, which we shall consider below, we concur with the
Directors’ view that it is in the interests of the Company and the Shareholders as a whole to
purchase the land use right in the No. 8 Land, the land use right in the No. 10 Land and the
Buildings.

Consideration

Below 1s a summary of the consideration for the land use right of No. 8 Land, the land use
right of the No. 10 Land and the Buildings and the open market value of these properties, on
the basis of certain assumptions, as at 31 May 2004 assessed by Vigers Appraisal & Consulting
Limited (“Vigers”), the valuation report of which is contained in the Circular.

Consideration Open market value

under the assessed by

Agreements Vigers

RMB RMB

The No. 8 Land 25,704,133.80 26,000,000
The No. 10 Land 27,596,783.50 28,000,000
The Buildings 1,000,000.00 9,000,000

The Directors confirmed that all the consideration for the land use right of the No. 8
Land, the land use right of the No. 10 Land and the Buildings was arrived at after arm’s length
negotiations between Baiyun Mechanical and China Refrigeration and was on normal
commercial terms. In addition, the consideration for the land use rights of both the No. 8 Land
and the No. 10 Land was agreed by reference to the valuation assessed by Vigers.
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We have reviewed the property valuation report prepared by Vigers. We understand that
Vigers has carried out site inspection of the properties and has obtained PRC legal opinion on
the titles of the properties. In its valuation of the land portion of the properties, reference has
been made ito the standard land price in Guangzhou City and the sales evidence available to it
in the locality. In respect of the building portion of the properties where no known market is
available for comparison, they have been valued on the basis of their depreciated replacement
costs. Furthermore, Mr. Raymond Ho Kai Kwong is a Registered Professional Surveyor who
has over ten years of experience in the valuation of properties in the PRC. Based on the above,
we have no reason to doubt the fairness and appropriateness of the valuation of the land use
right of the No. 8 Land, the land use right of the No. 10 Land and the Buildings prepared by
Vigers.

We understand from the property valuation report prepared by Vigers that it has assigned
no commercial value to the land use right of the No. 8 Land, the land use right of the No. 10
Land and the Buildings on the ground that the land is allocative in nature and there is absence
of a real estate ownership certificate in grant nature. According to the PRC legal adviser, the
land use rights of both the No. 8 Land and the No. 10 Land are vested in Baiyun Mechanical
and China Refrigeration should only acquire the land use rights from Baiyun Mechanical but
not any other parties including the PRC Government. Moreover, the acquisition of the No. 8
Land will be carried out prior to the application and receipt of the relevant real estate
ownership certificate by Baiyun Mechanical because Baiyun Mechanical only owns the land
use right but not the buildings situated on it, which are the properties of the Group. In the
circumstance, a real estate ownership certificate in relation to the No. 8 Land will not be issued
to Baiyun Mechanical according to the PRC legal adviser. Furthermore, given the allocative
nature of these two pieces of land, Baiyun Mechanical can only transfer the land use rights
upon payment of compensation as assignment and fully settling the land grant fee to & Ji 71 Ed
BLHEREKEZEEMA (The State Administration for Land and Buildings of Guangzhou
City). Afterwards, Baiyun Mechanical can transfer the land use rights to other parties. The
Directors understand from the PRC legal adviser that the processing time varies from case to
case. Assuming, amongst others, the granting of a real estate ownership certificate in grant
nature, Vigers assessed the market value of the No. 8 Land, the No. 10 Land and the Buildings
as stated in the summary above.

As stated in the letter from the Board, the consideration for the land use right acquisition
of the No. 8 Land of RMB25,704,133.80 (equivalent to approximately HK$24.2 million) will
be payable to Baiyun Mechanical in four instalments, of which the first three instalments of an
aggregate RMB24,418,927.11 will be payable at various stages during the process of transfer
of the land use right of the No. 8 Land while the last instalment of RMB1,285,206.69 will be
payable after completion of the transfer. On the other hand, the whole consideration for the
land use right of the No. 10 Land and the Buildings of RMB28,596,783.50 will be payable
after, amongst others, the transfer of the land use right in the No. 10 Land and the Buildings
has been registered. While it is always the most advantageous to a buyer in any transaction if
the whole consideration is to be paid at completion, it 1S not uncommon that in many cases,
consideration is paid in stages with initial instalment(s) being regarded as deposit(s). We
understand from the Directors that these payment terms are the results of commercial
negotiation between the Company and Baiyun Mechanical. Baiyun Mechanical will use part of
the initial proceeds received from the No. 8 Land Use Right Transfer Agreement for the
settlement of the land grant fees of approximately RMB4,148,000 for the No. 8 Land and the
No. 10 Land. In order to give assurance to China Refrigeration on the performance by Baiyun
Mechanical under the Agreements and in respect of the above-mentioned “temporary” defects
in the titles of the No. 8 Land, the No. 10 Land and the Buildings, relevant clauses have been
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provided in the Agreements to protect the interests of China Refrigeration, which include,
amongst others:

(i) the warranties by Baiyun Mechanical to carry out all necessary procedures, including
the payment of any compensation as assignment, in order that there will be no legal
obstacle in the transfer of the land use rights of both the No. 8 Land and the No. 10
Land and the Buildings from Baiyun Mechanical to China Refrigeration; and

(ii) the refund of any consideration paid and the payment of penalty at 30% of the total
consideration by Baiyun Mechanical in the event that Baiyun Mechanical does not
transfer the whole of the land use rights of the No. 8 Land and the No. 10 Land and
the Buildings to China Refrigeration.

Based on the above analysis, we are of the opinion that the consideration for the land use
rights of the No. 8 Land and the No. 10 Land and the Buildings is fair and reasonable.

Financial effects of the acquisition
Effect on financial positions of the Group

The total consideration of RMB54,300,917.30 (equivalent to approximately HK$51.2
million) will be satisfied by the Group’s internal resources and be payable in cash. Based on
the latest audited accounts of the Group, the Group had bank balances and cash of
approximately HK$132.7 million as at 31 December 2003. In addition, the Company raised net
proceeds of approximately HK$77 million in February 2004 through a placing of existing
Shares and a subscription of new Shares of 200 million Shares by its controlling sharcholders
at HK$0.40 per Share. Details of this are contained in the Company’s announcement dated 30
January 2004. As stated in the announcement, the proceeds of HK$77 million would be used to
increase production capacity of the Group and as general working capital of the Group.

Based on the amount of cash balances of the Group, we are of the opinion that the Group
has sufficient internal resources to settle the consideration for the acquisition contemplated
under the Agreements.

After acquisition, the land use rights of the No. 8 Land and the No. 10 Land and the
Buildings will be recorded as the Group’s fixed assets. On the other hand, the cash balance will
be decreased as a result of settlement of the consideration. Therefore the acquisition will have
the effects of increasing the Group’s long term assets and decreasing its current assets. Apart
from the above, there will be no material changes to the Group’s balance sheet and net asset
value as a result of the acquisition.

Effects on earnings

China Refrigeration is currently renting the No. 8 Land, part of the No. 10 Land and part
of the Buildings frora Baiyun Mechanical. The current annual rental for the No. 8 Land is
approximately RMB2,009,000 while that of the portion of the No. 10 Land and the Buildings
rented by China Refrigeration is approximately RMB774,800. Upon completion of the
Agreements, China Refrigeration will not be required to incur such rental expenses, resulting
in an annual saving of approximately RMB2,783,800.
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On the other hand, depreciation will be provided on the land use rights and the Buildings
after the acquisition. Assuming that land use rights of 50 years will be granted for both the No.
8 Land and the No. 10 Land and the Buildings are to be depreciated over a period of thirty
years according to the Group’s depreciation policy, the annual depreciation associated with the
acquisition will be approximately RMBI1.1 million, which is the sum of 2% on
RMB25,704,133.80 and RMB27,596,783.50 and 3.33% on RMB1,000,000. However, it should
be noted that this amount of depreciation is calculated here for illustrative purpose only and the
actual amount of depreciation to be charged to the Group’s profit and loss account in the future
can only be determined after a statutory audit is carried out by the Company’s auditors.

Based on the above analysis, the acquisition of the land use rights of the No. 8 Land and
the No. 10 Land and the Buildings will not bring along materially adverse impact on the
Group’s balance sheet and profit and loss account.

RECOMMENDATION

Having considered the above principal factors and reasons, we are of the view that the
Agreements are in the interests of the Company and the Shareholders as a whole and the terms
of which are fair and reasonable so far as the Company and the Independent Shareholders are
concerned. Accordingly, we recommend the Independent Board Committee to advise the
Independent Shareholders to vote in favour of the ordinary resolutions to be proposed at the
EGM approving the No. 8 Land Use Right Transfer Agreement and the No. 10 and Use Right
Transfer Agreement.

Yours faithfully,
For and on behalf of
Dao Heng Securities Limited
Venus Choi Frankie Yan
Executive Director Director
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The following is the text of a letter, summary of valuation and valuation certificates,
prepared for the purpose of incorporation in this circular issued by the Company, received
from Vigers Appraisal & Consulting Limited, an independent property valuer, in connection
with its valuation as at 31 May 2004.

Vigers Appraisal & Consulting Limited
International Asset Consultants Vl E [ R S
10th Floor, The Grande Building

398 Kwun Tong Road TN
Kwun Tong ﬁ*%g}f
Kowloon
Hong Kong

13 August, 2004

The Directors

Hualing Holdings Limited
Rooms 2802-4 on 28th Floor
Harbour Centre

25 Harbour Road

Wanchai

Hong Kong

Dear Sirs,

In accordance with your instructions for us to value the above property interests of
Hualing Holdings Limited (referred hereinafter as “Company”) and its subsidiaries (together
referred to as the “Group™) in the People’s Republic of China (the “PRC”), we confirm that we
have carried out an inspection, made relevant enquiries and obtained such further information
as we consider necessary for the purpose of providing you with our opinion of the open market
value of such properties as at 31 May 2004.

Our valuation is our opinion of the open market value which we would define as intended
to mean — “the best price at which the sale of an interest in the property would have been
completed unconditionally for cash consideration on the date of valuation assuming:—

(a) a willing seller;

(b) that, prior to the date of valuation, there had been a reasonable period (having regard

to the nature of the-property and the state of the market) for the proper marketing of

the interest, for the agreement of price and terms and for the completion of the sale;

(c) that the state of the market, level of values and other circumstances were, on any
earlier assumed date of exchange of contracts, the same as on the date of valuation;

(d) that no account is taken of any additional bid by a prospective purchaser with a
special interest; and

(e) that both parties to the transaction had acted knowledgeably, prudently and without
compulsion.”
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In valuing the property interests which are held by the Group in the PRC, we have adopted
a combination of the market and depreciated replacement cost approach in assessing the land
portion of the property and the buildings and structures standing on the land respectively.
Hence, the sum of the two results represents the market value of the properties as a whole. In
the valuation of the land portion, reference has been made to the standard land price in
Guangzhou City and the sales evidence as available to us in the locality. As the nature of the
buildings and structures cannot be valued on the basis of open market value, they have
therefore been valued on the basis of their depreciated replacement costs. The depreciated
replacement cost approach considers the cost to reproduce or replace in new condition the
properties appraised in accordance with current construction costs for similar properties in the
locality, with allowance for accrued depreciation as evidenced by observed condition or
obsolescence present, whether arising from physical, functional or economic causes. The
depreciated replacement cost approach generally furnishes the most reliable indication of value
for properties in the absence of a known market based on comparable sales.

Our valuation has been made on the assumption that the owners sell the property interests
on the open market in existing states without the benefit of a deferred terms contract,
leaseback, joint venture, management agreement or any similar arrangement which would serve
to increase the value of the property interests.

We have been provided with copies of title documents relating to such property interests.
We have not, however, searched the original documents to verify ownership or existence of any
amendment which does not appear on the copies handed to us. All documents and leases have
been used for reference only. All dimensions, measurements and areas are approximations.

We have inspected the exterior of the properties and, where possible, the interior of the
premises. However, we have not carried out a structural survey nor have we inspected
woodwork or other parts of the structures, which are covered, unexposed or inaccessible and we
are therefore unable to report that any such parts of the properties are free from defect.

We have relied to a considerable extent on information provided by the Group and have
accepted advice given to us by the Group on such matters as planning approvals, statutory
notices, easements, tenure, occupation, lettings, site and floor areas and in the identification of
the property interests in which the Group has a valid interest.

In undertaking our valuation for property interests, we have relied on the legal opinion
provided by the Group’s PRC legal adviser (“the PRC Legal Opinion™).

No allowance has been made in our valuation for any charges, mortgages or amounts
owing on the properties nor for any expenses or taxation which may be incurred in effecting a
sale. Unless otherwise stated, it is assumed that the property interests are free from
encumbrances, restrictions and outgoings of an onerous nature which could affect their values.

Unless otherwise stated, all money amounts stated are in Renminbi. The exchange rate
used in valuing the property interests in the PRC on 31st May 2004 was HKS$1 = RMB 1.06.
There has been no significant fluctuation in exchange rates between the above currencies
between that date and the date of this letter.
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We enclose herewith a summary of valuation and valuation certificates.

Yours faithfully,
For and on behalf of
Vigers Appraisal & Consulting Limited
Raymond Ho Kai Kwong,
Registered Professional Surveyor
MRICS, MHKIS, MSc (e-com)
Executive Director

Note: Raymond K. K. Ho, Chartered Surveyor, MRICS, MHKIS, MSc (e-com) has over seventeen years’
experience in undertaking valuation of properties in Hong Kong and has over ten years’ experience in
the valuation of properties in PRC.
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SUMMARY OF VALUATION

Property

l.

A parcel of industrial land and
buildings erected thereon located at
Shahe District amid Guangzhou,
Guangdong Province,

The PRC

(Also known as No. 10 Land in the
circular)

A parcel of land neighboring with
Property No. 1 located at,

Shahe District amid Guangzhou,
Guangdong Province,

The PRC.

(Also known as No. 8 Land in the
circular)

Open market value

Open market value on the basis of certain

in existing state as at

31 May 2004

No commercial value

No commercial value

assumptions stated
as at 31 May 2004

RMB37,000,000

RMB26,060,000

Grand Total:

Nil

RMB63,000,000
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Property

1. A parcel of
industrial land and
buildings erected
thereon located at
Shahe District
amid Guangzhou,
Guangdong
Province, the PRC
(Also known as
No. 10 Land in the
circular)

Notes:

VALUATION CERTIFICATE

Description and Tenure

The property comprises a
parcel of land with a site area
of approximately 39,048.18
sq.m. and there are 24
buildings with a total gross
floor area of approximately
24,596.15 sq.m. erected
thereon. Detail information of
the buildings are listed in
Note 3.

The land use rights of the
property is allocative in
nature and the tenure of the
land is unspecified as factory,
office and dormitory uses.

Particulars of
Occupancy

Portion of the
property is at
present vacant and
portion is leased
and occupied by
tenants for
production uses.

Open market value
in existing state as
at 31 May 2004

No commercial value

Open market value
on the basis of
certain
assumptions

stated in

Note §

as at 31 May 2004

RMB37,000,000

1. Pursuant to a Real Estate Ownership Certificate (Document No.: Hui Fang Di Zheng Zi No.0566404), the
property with a site area of approximately 39,048.18 sq.m. and total gross floor area of approximately
24,651.17 is held by Guangzhou Baiyun Mechanical Industrial Corporation (referred hereinafter as
“Baiyun”) as factory, office and dormitory uses. However, the land is allocative in nature, the land tenure is

unspecified.

2. According to a Notice of Resumption (Document No. <90>Fang Zheng Zi No. 94) issued by Guangzhou
Real Estate Administration Bureau dated 21 December 1990, a parcel of land with a total site area of
approximately 143,660 sq.m. was requisitioned by the PRC government as State-owned Land for factory,
technical institute and dormitory uses whilst the property was inciuded.
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3.

According to the information provided and inspection, there are 24 buildings erected, detail information of
the buildings are listed below:

Gross Year of No. of

Property No. Name of Building Floor Area Completion Storey
(sq.m.)
1 Security Department 47.02 1975 2
2 Office Building 1,589.31 1979 5
3 Production Workshop 1,415.44 1988 2
4 Pipe Workshop 556.63 1974 1
5 Hydraulic Pressure Workshop 556.63 1974 1
6 Workshop No. 7 878.64 1974 1
7 Copper Case Workshop 982.91 1974 1
8 Power Room 1 228.52 1990 1
9 Power Room 2 168.90 1975 1
10 Platform Scale 101.18 1987 1
11 Escalator and Workshop 2,501.94 1994 2
12 Engine Building 4,008.30 1989 S
13 Cylinder Workshop 214.53 1990 2
14 Momentum-Compressing Workshop ~ 608.66 1974 1
15 Steel Godown 2,171.40 1974 1
16 Wind Generator Workshop 537.86 1974 1
17 Momentum-Compressing Workshop ~ 729.82 1974 1
18 Heating Treatment Workshop 505.49 1974 1
19 Product Godown 359.15 1974 1
20 Acid Cleaning Workshop 158.78 1974 1
21 Sedan Workshop 4,551.41 1996 1
22 Tongshen Office 1 1,251.11 1996 2
23 Tongshen Office 2 458.67 1996 3
24 Security Guard Room 13.85 N/A 1
Total 24,596.15

We have been provided with a legal opinion on the property title prepared by the Group’s PRC legal advisers,
which contains, inter alia, the following information:

(i) Pursuant to {[7] B {# A L b B H &) (referred hereinafter as the “Notice™), Guangzhou Real Estate
Administration Bureau permitted Baiyun to use a land with a total site area of approximately 143,660
sq.m. amid Shahe Tong, Xianggang Shan, Yantang Gang and Dongyuan Chun (referred hereinafter as the
“Permitted Land”). The Permitted Land is of allocative in nature for factory, technical institute and staff
quarter uses. Property No.1 and Property No. 2 in this report are located in the Permitted Land.

(ii) According to a Real Estate Ownership Certificate (Document No.: Hui Fang Di Zheng Zi No.0566404),
the property with a site area of approximately 39,048.18 sq.m. is vested in Baiyun. However, Baiyun has
not applied for the land use rights by means of compensation as assignment. Thus, the land of the
property at present is allocative in nature.

(ii1) The land use rights and the building ownership of the property is in vest in Baiyun.
(iv) Baiyun shall, keeping with the standards and measures prescribed by the State Council, transfer the land
use rights to the other parties upon payment of compensation as assignment and fully settling all the land

grant fee.

(v) According to the Regulation of the PRC, the maximum term of the land use rights for industrial land is
50 years.
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S.

Based on the above PRC legal opinion, we have assigned no commercial value to Property No. 1 due to
absence of a Real Estate Ownership Certificate in grant nature, hence the property cannot be freely
transferred, mortgaged or leased in the market until all the assumptions below have been achieved:—

(1) A Real Estate Ownership Certificate in grant nature was granted by Guangzhou Government to the
Group for a term of 50 years commencing from the date of issuance of the said certificate for industrial
use;

(ii) The final site area and gross floor area of the property stated in the certificate mentioned in note (i)
above should be 39,048.18 sq.m. and 24,596.15 sq.m. respectively;

(iii) All land premia, land requisition costs and other costs of ancillary utility services had been settled in
full;

(1v) The design and construction of the buildings were in compliance with the planning regulations and have
been approved by the relevant authorities; and

(v) The property is entitled to be transferred with the residue terms of its land use rights at no extra land
premium or other onerous payment payable to any governmental authorities.

However, for indicative purpose, the open market value of the property as at the date of valuation on the
basis of the above assumptions was approximately RMB37,000,000. The value apportioned to the land and
building portion of the property was approximately RMB28,000,000 and approximately RMB9,000,000
respectively. The estimated land grant fee for the property is approximately RMB2,148,000. Furthermore, we
must stress that if the final information stated in the Real Estate Ownership Certificate including, inter alia,
the land use, tenure and site area, was changed, we reserve our right to amend our valuation.
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VALUATION CERTIFICATE

Open market value
Particulars of in existing state as
Property Description and Tenure Occupancy at 31 May 2004
2. A parcel of land The property comprises a As instructed, we No commercial value

neighboring with parcel of land with a site area  have valued the
Property No. 1, of approximately 36,370 property as a vacant Open market value
Shahe District, sq.m. land. on the basis of
amid Guangzhou, certain
Guangdong There are currently buildings assumptions
Province, erected on the site. These stated in
the PRC (Also buildings are owned and Note 3
known as No. 8 occupied by China as at 31 May 2004

Land in the Refrigeration Industry Co.,

circular) Ltd. for production uses. RMB26,000,000

The land use rights of the
property is allocative in
nature and the tenure of the
land is unspecified as factory,
office and dormitory uses.

Notes:

1.

According to a Notice of Resumption (Document No. <90> Fang Zheng Zi No.94) issued by Guangzhou
Real Estate Management Bureau dated 21 December 1990, a parcel of land with a total site area of
approximately 143,660 sq.m. was requisitioned by the PRC government as State-owned Land for factory,
technical institute and dormitory uses whilst the property was included.

We have been provided with a legal opinion on the property prepared by the Group’s PRC legal advisers,
which contains, inter alia, the following information:

(i) Pursuant to {[F] & A L # %1 &) (referred hereinafter as the “Notice”), Guangzhou Real Estate
Administration Bureau permitted Baiyun to use a land with a total site area of approximately 143,660
sq.m. amid Shahe Tong, Xianggang Shan, Yantang Gang and Dongyuan Chun (referred hereinafter as the
“Permitted Land”). The Permitted Land is of allocative in nature for factory, technical institute and staff
quarter uses. Property No. 2 and Property No. 1 in this report are located in the Permitted Land.

(ii) According to the information given, the property, which has a site area of approximately 36,370 sq.m., is
vested in Baiyun. However, Baiyun has not applied for the land use rights by means of compensation as
assignment. Thus, the land of the property at present is allocative in nature.

(iii) The land use rights of the property is in vest in Baiyun.

(iv) Baiyun shall, keeping with the standards and measures prescribed by the State Council, transfer the land
use rights to the other parties upon payment of compensation as assignment and fully settling all the land
grant fee; and

(v) According to the Regulation of the PRC, the maximum term of the land use rights for industrial land is
50 years.
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3. Based on the above PRC legal opinion, we have assigned no commercial value to Property No.2 due to
absence of a Real Estate Ownership Certificate in grant nature, hence the property cannot be freely
transferred, mortgaged or leased in the market until all the assumptions below have been achieved:—

(i) A Real Estate Ownership Certificate in grant nature was granted by Guangzhou Government to the
Group for a term of 50 years commencing from the date of issuance of the said certificate for industrial
use;

(i1) The final site area of the property stated in the certificate mentioned in note (i) above should be 36,370
sq.m.;

(iit) All land premia, land requisition costs and other costs of ancillary utility services had been settled in
full; and

(iv) The property is entitled to be transferred with the residue terms of its land use rights at no extra land
premium or other onerous payment payable to any governmental authorities.

However, for indicative purpose, the open market value of the property as at the date of valuation on the
basis of the above assumptions was approximately RMB26,000,000. The estimated land grant fee for the
property is approximately RMB2,000,000. Furthermore, we must stress that if the final information stated in
the Real Estate Ownership Certificate including, inter alia, the land use, tenure and site area, was changed,
we reserve our rights to amend our valuation.
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APPENDIX GENERAL INFORMATION

1. RESPONSIBILITY STATEMENT

This circular includes particulars given in compliance with the Listing Rules for the
purpose of giving information with regard to the Company. The Directors collectively and
individually accept full responsibility for the accuracy of the information contained in this
circular and confirm, having made all reasonable enquiries, that to the best of their knowledge
and belief there are no other facts the omission of which would make any statement herein
misleading.

2. DISCLOSURE OF INTEREST

As at the Latest Practicable Date:

(a)

(b)

(c)

none of the Directors and chief executive of the Company was interested in the
equity or debt securities of the Company or any associated corporations (within the
meaning of the SFO) which (i) were required to be notified to the Company and the
Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including
interests and short positions which they are taken or deemed to have under such
provisions of the SFO), (ii) were required, pursuant to section 352 of the SFO, to be
entered in the register referred to therein or (iii) were required, pursuant to the Model
Code for Securities Transactions by Directors of Listed Companies, to be notified to
the Company and the Stock Exchange;

none of the Directors was materially interested in any contract or arrangement
entered into by any member of the Group since 31 December 2003, being the date to
which the latest published audited financial statements of the Company were made
up, and which was significant in relation to the business of the Group; and

none of the Directors or experts had any direct or indirect interest in any assets
which had since 31 December 2003, being the date to which the latest published
audited financial statements of the Company were made up, been acquired or
disposed of by or leased to any member of the Group, or are proposed to be acquired
or disposed of by or leased to any member of the Group.
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3. SUBSTANTIAL SHAREHOLDERS

As at the Latest Practicable Date, so far as was known to the Directors and chief executive
of the Company, the persons, other than a Director or chief executive of the Company, who had
an interest or a short position in the Shares and underlying Shares which would fall to be
disclosed to the Company under the provisions of Divisions 2 and 3 of Part XV of the SFO
were as follows:

Name of Substantial Number of Percentage of
Shareholder of the Company shares shareholding
Guangzhou International Group 670,076,808%* 42.36%

Co., Limited (“GIG™)*
BN B PR B H BR A F
(TEMBE ] * '

Able Profit Investment Limited (“AP”)* 670,076,808** 42.36%

Guangzhou Baiyun Agriculture Industry & 162,960,000 10.30%

Commerce Corporation
BMBEEAERIEE S L F

* As part of reorganisation of Guangzhou Municipal Government (“GMG™), the aggregate shares of the
Company held by Guangzhou International Trust & Investment Corporation (“GZITIC”) were
transferred to AP. After the transfer, AP’s immediate holdings company, GIG, became the largest
shareholder of the Company. The Company was informed by GZITIC and GIG on 29th May 2003 that
the transfer had been completed by 29th May 2003.

** 670,076,808 shares were pledged as share mortgage in exchange for a loan facility of US$20,000,000 to
GIG and were registered under the name of Bright Asia Assets Ltd., a nominee shareholder of the
lender.

Save as disclosed above, the Directors and chief executive of the Company are not aware
that there is any party who, as at the Latest practicable Date, had an interest or a short position
in the Shares and underlying Shares which would fall to be disclosed to the Company under the
provisions of Divisions 2 and 3 of Part XV of the SFO, or who is, directly or indirectly,
interested in 10% or more of the nominal value of any class of share capital carrying rights to
vote in all circumstances at general meetings of any other member of the Group.

4. MATERIAL ADVERSE CHANGE

Save as disclosed in this circular and the annual report of the Company dated 22 April
2004, as at the Latest Practicable Date, the Directors are not aware of any material adverse
change in the financial or trading position of the Group since 31 December 2003, the date to
which the latest audited financial statements of the Group were made up.

5.  LITIGATION

No member of the Group is engaged in any litigation or arbitration or claim of material
importance and there is no litigation or arbitration or claim of material importance known to
the Directors to be pending or threatened by or against any member of the Group.
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6. CONSENTS OF EXPERTS

The following experts have given and have not withdrawn their written consents to the
issue of this circular with the inclusion of their letters and references to their names in the form
and context in which they respectively appear:

Names Qualifications

Dao Heng Securities Limited Independent financial adviser and a
licensed corporation to carry out types
1, 4, 6, 7 and 9 regulated activities
under the SFO

Vigers Appraisal & Consulting Limited Professional property valuers and
surveyors
Z & T Law Firm Qualified PRC lawyer

The above experts are not beneficially interested in the share capital of any member of the
Group nor do they have any right, whether legally enforceable or not, to subscribe for or to
nominate persons to subscribe for securities in any member of the Group.

7. SERVICE CONTRACTS

As at the Latest Practicable Date, none of the Directors had entered into, or proposed to
enter into, a service contract with the Company or any member of the Group which does not
expire or is not terminable by such member of the Group within one year without payment of
compensation, other than statutory compensation.

8. PROCEDURES FOR DEMANDING A POLL BY SHAREHOLDERS

Pursuant to article 68 of the articles of association of the Company, at any general
meeting a resolution put to the vote of the meeting shall be decided on a show of hands unless
a poll is taken as may from time to time be required under the Listing Rules or any other
applicable laws, rules or regulations or unless (before or on the declaration of the result of the
show of hands or on the withdrawal of any other demand for a poll) a poll is duly demanded.
Subject to the Companies Ordinance (Chapter 32 of the Laws of Hong Kong), a poll may be
demanded by:—

(a) the chairman of the meeting; or

(b) at least three members present in person or by proxy and entitled to vote at the
meeting; or

(¢) any member or members present in person or by proxy and representing in the

aggregate not less than one-tenth of the total voting rights of all members having the
right to attend and vote at the meeting; or
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(d)

any member or members present in person or by proxy and holding shares conferring
a right to attend and vote at the meeting on which there have been paid up sums in
the aggregate equal to not less than one-tenth of the total sum paid up on all shares
conferring that right.

9. MISCELLANEOUS

(a)
(b)
(c)

(d)

The qualified accountant of the Company is Ms. Po Yuen Ling, FCCA AHKSA.

The secretary of the Company is Mr. Wong Hon Sum, FCca FHKSA.

The share registrar of the Company in Hong Kong is Computershare Hong Kong
Investor Services Limited, 17th Floor, Hopewell Centre, 183 Queen’s Road East,

Hong Kong.

In the case of any discrepancy, the English text of this circular and form of proxy
shall prevail over the Chinese text.

10. DOCUMENTS FOR INSPECTION

Copies of the following documents will be available for inspection at the office of Livasiri
& Co, at Suite 1913, 19/F.,, Two International Finance Centre, 8 Finance Street, Central, Hong
Kong during normal business hours on any weekday (except public holidays) from the date of
this circular up to and including 3 September 2004 and at the EGM:

(a)
(b)
(c)

(d)
(e)
¢

the No. 8 Land Use Right Transfer Agreement;
the No. 10 Land Use Right Transfer Agreement;

the letter of recommendation from the Independent Board Committee of the
Company to the Independent Shareholders as set out in this circular;

the letter of advice from Dao Heng Securities Limited as set out in this circular;
valuation report prepared by Vigers Appraisal & Consulting Limited; and

the written consents from Dao Heng Securities Limited, Vigers Appraisal &
Consulting Limited and Z & T Law Firm referred to in paragraph 6 of this appendix.
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HUALING HOLDINGS LIMITED
ERXEERRLDF

(Incorporated in Hong Kong with limited liability)
(Stock Code: 382)

NOTICE IS HEREBY GIVEN that an extraordinary general meeting of Hualing
Holdings Limited (“the Company”) will be held at Board Room 3-4, M/F, Renaissance Harbour
View Hotel, 1 Harbour Road, Wanchai, Hong Kong on 3 September 2004 at 2:30 p.m. for the
purpose of considering and, if thought fit, passing the following resolutions which will be
proposed as ordinary resolutions:

ORDINARY RESOLUTIONS
“THAT:

(1) a conditional land use right transfer agreement dated 6 July 2004 (“No. 8 Land Use
Right Transfer Agreement”) and made between™+ B EE B £ F R 24 & (China
Refrigeration Industry Co., Ltd. (“China Refrigeration”), a Chinese-foreign equity
joint venture in which the Company has a 95 per cent. interest and& /| [ EH# E T
% /v 7 (Guangzhou Baiyun Mechanical Industrial Corporation) (“Baiyun
Mechanical”), a wholly-owned subsidiary of B M B & A E R T/ ¥ & 4 &
(Guangzhou Baiyun Agriculture Industry & Commerce Corporation) (a copy of
which marked “A” is produced to the meeting and signed by the chairman of the
Company for the purpose of identification) in relation to the acquisition by China
Refrigeration of Baiyun Mechanical’s entire interest, right and title to a piece of land
with an aggregate area of approximately 36,370 sq.m. situate at No. 8, Tongbao
Road, Baiyun District, Guangzhou, PRC (B M 7 A E & [F & ¥ 8%%) (“No. 8
Land”), as more particularly described in the No. 8 Land Use Right Transfer
Agreement, for a consideration of RMB25,704,133.80 (equivalent to approximately
HK$24,249,182.83) to be satisfied by the Group’s internal resources and be payable
by cash to Baiyun Mechanical in the foliowing manner:

(i) RMB10,281,653.52 shall be paid within 3 working days after the No. 8 Land
Use Right Transfer Agreement has become effective;

(il) RMB7,711,240.14 shall be paid within 3 working days after Baiyun Mechanical
has (i) issued a power of attorney authorizing an officer of Baiyun Mechanical
to undergo the procedures for transfer and (ii) provided a copy of the power of
attorney to China Refrigeration;

(iii) RMB6,426,033.45 shall be paid within 3 working days after the relevant real
property department has accepted the application for transfer in the land use
right of the No. 8 Land; and

(iv) RMB1,285,206.69 shall be paid within 3 working days after the procedures for
the transfer have been completed and the relevant state land use right certificate
or real estate ownership certificate in the name of China Refrigeration has been
obtained by China Refrigeration.
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(2) a conditional land use right transfer agreement dated 6 July 2004 (*No. 10 Land Use

Right Transfer Agreement”) and made between China Refrigeration, a Chinese-
foreign equity joint venture in which the Company has a 95 per cent. interest and
Baiyun Mechanical, a wholly- owned subsidiary of M B E B ER TR B & 2
H) (Guangzhou Baiyun Agriculture Industry & Commerce Corporation) (a copy of
which marked “B” is produced to the meeting and signed by the chairman of the
Company for the purpose of identification) in relation to the acquisition by China
Refrigeration of Baiyun Mechanical’s entire interest, right and title to a piece of land
with an aggregate area of approximately 39,048 sq.m. situate at No. 10, Tonghe
North Road, Baiyun District, Guangzhou, PRC (J& /I i &3 £ [& [F] A 4t 38 & 47 10
%) (“No. 10 Land™) and 24 buildings with total gross floor area of 24,596.15 sq.m.
(“Buildings™) situate on the No. 10 Land, as more particularly described in the No.
10 Land Use Right Transfer Agreement, for an aggregate consideration of
RMB28,596,783.50 (equivalent to approximately HK$26,978,097.64) to be satisfied
by the Group’s internal resources and be payable by cash to Baiyun Mechanical
within 30 days after (i) the real estate ownership certificate(s) of the buildings situate
on the No. 8 Land in the name of China Refrigeration have been delivered to China
Refrigeration, (ii) the transfer of the land use right in the No. 10 Land and the
Buildings has been registered and (iii) the real estate ownership certificate of the
Buildings in the name of China Refrigeration has been delivered to China
Refrigeration.

(together the “Agreements”) and the transactions contemplated therein be and are
hereby approved and the directors of the Company (or any one of them) be and are
hereby authorised on behalf of the Company to sign seal execute perfect and deliver
all such documents and to implement and take all steps and do all acts and things as
may be necessary or desirable or expedient for the purpose of, or in connection with,
the implementation of the Agreements, including without limitation, the exercise or
enforcement of, directly or indirectly, any of the Group’s rights under the Agreements
and to make and agree such variations in the terms of the Agreements as they may in
their discretion consider to be desirable and in the interests of the Company.”

By Order of the Board
Mr. Li Yu Jun
Chairman

Hong Kong, 13 August, 2004
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Notes:

1. Every shareholder of the Company entitled to attend and vote at the meeting is entitled to
appoint one or more proxies to attend and, on a poll, to vote instead of him. A proxy need
not be a shareholder of the Company.

2. Where there are joint holders of any share, any one of such joint holders may vote at the
meeting, either in person or by proxy, in respect of such share as if he were solely entitled
thereto; but if more than one of such joint holders be present at the meeting, the vote of
the senior who tenders a vote, whether in person or by proxy, shall be accepted to the
exclusion of the votes of the other joint holders, and for this purpose seniority shall be
determined by the order in which the names stand in the register of members of the
Company in respect of the joint holding.

3. In order to be valid, the form of proxy together with any power of attorney or other
authority (if any) under which it is signed or a notarially certified copy of that power or
authority, must be deposited at the registered office of the Company at Rooms 2802-04,
28th Floor, Harbour Centre, 25 Harbour Road, Wanchai, Hong Kong not less than 48
hours before the time appointed for the holding of the extraordinary general meeting or
any adjourned meeting (as the case may be).
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2004 INTERIM REPORT

Results

The Board of Directors (the “Board”) of Hualing Holdings Limited {the “Company”)
announces the unaudited consolidated results of the Company and its subsidiaries
(the “Group”) for the six months ended 30 June 2004 (the “Period”) as foliows:

Condensed Consolidated Profit and Loss Account

Six months ended 30 June

2004 2003
{Unaudited) (Unaudited)
Note HK$'000 HK$'000
Turnover 2 1,199,522 909,857
Cost of sales (1,070,437) (798,299)
Gross profit 129,085 111,558
Other revenues 3 14,888 21,718
Distribution costs (101,005) {81,778)
| Administrative expenses (58,115) (63,385)
: Other operating expenses (5,019) (732)
Operating loss 4 (20,156) (12,619)
Finance costs (14,180) (12,920)
{‘ Share of losses of associates (1,684) (301)
} Loss before taxation (36,020) (25,840)
| Taxation 5 2.117) (1,307)
Loss after taxation (38,137) (27.147)
Minority interests (6,488) (452)
Loss attributable to shareholders (44,625) (27,599)
f
' Losses per share
[ - basic 7 (2.8) cents (2.0) cents
i (
— diluted 7 (2.8) cents N/A

e ——————
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Condensed Consolidated Balance Sheet

NMon-current assets
Property, plant and equipment
Other assets

Current assets
Inventories
Trade and other receivables
Prepaid value-added tax
Pledged bank deposit
Bank and cash balance

Current Liabilities
Trade and other payables
Tax payable
Short-term bank borrowings

Net current liabilities

Total assets less current liabilities

Financed by:
Share capital
Reserve

Minority interests

Non-current liabilities
Long-term bank borrowings

Note

10

11

30 June 31 December
2004 2003
(Unaudited) {Audited)
HK$'000 HK$'000
693,373 729,182
56,067 41,110
749,440 770,292
516,670 549,900
584,690 370,620
33,127 61,839
198,067 128,059
194,756 132,716
1,527,310 1,243,134
1,222,203 1,068,000
1,308 1,748
581,044 510,637
1,804,555 1,580,385
(277,245) (337,251)
472,195 433,041
158,204 138,204
228,000 215,334
386,204 353,538
57,840 51,352
28,151 28,151
472,195 433,041
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Condensed Consolidated Cash Flow Statement

Six months ended 30 June

2004 2003
{Unaudited) (Unaudited)
HK$'000 HK$'000
Net cash inflow/(outflow) from
operating activities 28,210 (6,119)
Net cash outflow from returns on
investments and servicing of finance (14,274) (14,893)
Taxation paid (9,465) (58,205)
Net cash outflow from investing activities {20,100) (11,773)
Net cash outflow before financing (15,629) {90,990)
Net cash inflow from financing 77,669 80,870
Increase/(Decrease) in bank balance and cash 62,040 (10,120)
Bank balance and cash as at 1 January 132,716 174,262
Bank balance and cash as at 30 June 194,756 164,142
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Consolidated Statement of Change in Equity

General  Enterprise

Share Share reserve  expansion  Exchange Accumulated
Capital  Premium fund fund reserves losses Total
(unaudited)  (unaudited)  {unaudited) (unaudited) {unaudited) (unaudited) (unaudited)
HK$000  HK3'000 HK§'000 HK$'000 HK$000 HK$000 HK$000
Balance as of
1 January 2003 138,188 509,383 37,361 16,958 28339 (298769) 431,460
Share of post-acquisition
reserves 5 5
Currency transfation
difference 7 7
Net gain not recognised
in the profit and loss
account 138,188 509,383 37,366 16,958 28348 (208769 431472
Net lass for the period (27,598) {27.599)
Profit appropriation 6,947 (6.947) -
Issue of share capital 16 18 34
Share issue expenses {3) {3
Balance as of
30 June 2003 138,204 509,398 44313 16,958 28346 (333315) 403,904
Balance as of
1 January 2004 138,204 509,398 37,361 16,958 27362 (375745) 353538
Share of post-acquisition
feserves _
Currency transiation
difference 21 2
Net gain not recognised
in the profit and loss
account 138,204 509,398 37,361 16,958 21,383 (375,745) 353,559
Net loss for the period (44,625) (44 525)
Profit apprapriation 610 {610) -
Issue of share capital 20,000 60,000 80,000
share issue expenses (2,730) {2.730)
Balance as of
30 June 2004 158,204 566,668 KT 16,958 21383 (420,980)  (386,204)
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Notes to Unaudited Condensed Financial Statements

Principat Accounting Policies and Basis of Preparation

These condensed consolidated interim financial statements (“interim financiai statements”)
are prepared in accordance with Statement of Standard Accounting Practice (“SSAP")
No. 25 “Interim Financial Reporting” issued by the Hong Kong Society of Accountants
and with the applicable disclosure requirement of Appendix 16 to the Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong Limited.

These interim financial statements have not been audited by the Company's auditors but
have been reviewed by the Company’s Audit Committee.

The accounting policies and methods of computation used in the preparation of these
condensed interim accounts are consistent with those used in the 2003 annual accounts.

Turnover and Segment information

Substantially all turnover of the Group is attributable to the sales of household electrical
appliances.

An analysis of the Group's turnover and contribution to operating loss by products are
summarized as follows:

Contribution to
Turnover operating profit/{ioss)
Six months ended Six months ended
30 June 2004 30 June 2003 30 June 2004 30 June 2003
(Unaudited)  (Unaudited) (Unaudited)  (Unaudited)

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

Sales of refrigerators (Note 1) 164,477 186,439 (22,296} (22,183}
Sales of air-conditioners (Note 2) 834,055 564,587 (4,575) 12,506
Sales of mini-refrigerators (Note 3) 200,890 158,831 14,738 2,253
Others - - {8,023) (5,195)
1,199,522 909,857 (20,156) (12,619)
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Note 1. Analysis of sales of refrigerators into domestic sales in the PRC and export sales

Note 2:

cutside the PRC is as follows:

Six months ended

30 June 2004 30 June 2003

(Unaudited) (Unaudited)

HK$'000 HK$'000

Domestic safes in the PRC 128,273 163,178
Export sales outside the PRC

Eurcpe 24,857 11,001

America 119 259

Asia-Pacific 10,824 11,905

Africa 304 96

Total export sales 36,204 23,261

186,439

Total 164,477

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

sales outside the PRC is as follows:

Six months ended

30 June 2004 30 June 2003

(Unaudited) (Unaudited)

HK$'000 HK$ 000

Domestic sales in the PRC 427,737 233,361
Export sales outside the PRC

Eurape 212,013 167,107

America 74,987 116,877

Asia-Pacific 56,536 46,563

Mid-east 61,024 -

Africa 1,758 679

Total export sales 406,318 331,226

Total 834,055 564,587
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Note 3: Analysis of sales of mini-refrigerators into domestic sales in the PRC and export
sales outside the PRC is as follows:

Six months ended
30 June 2004 30 June 2003

(Unaudited) (Unaudited)

HK$'000 HK$'000

Domestic sales in the PRC 42512 54,201
Export sales outside the PRC

Europe 53,883 6,961

America 60,221 44 184

Asia-Pacific 42,789 51,123

Africa 1,585 2,362

Total export sales 158,478 104,630

Total 200,990 158,831

Other Revenues

Six months ended
30 June 2004 30 June 2003

(Unaudited) (Unaudited)

HK$'000 HK$'000

Rental income 2,002 4,016
Write-back of provision for obsolete stock 2,508 -
Write-back of provision for doubtful debts ~ 8,900
Government subsidies 1,154 2,215
Sales of scrap material 6,872 5,362
Others 2,362 1,225
14,898 21,718
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Operating Loss

Six months ended
30 June 2004 30 June 2003

(Unaudited) (Unaudited)
HK$'000 HK$'000

Operating loss is stated after charging the following:
Depreciation on fixed assets 34,762 36,452
Amortisation of goodwill 340 340
Interest on borrowings 15,859 17,465

Taxation

No Hong Kong profits tax has been provided as the Group did not have any assessable
income under Hong Kong Profit Tax. Overseas taxation has been calculated on the
estimated assessable profit for the Period as the rate prevailing in the respective
jurisdictions.

For the Six months ended
30 June 2004 30 June 2003

{Unaudited) {Unaudited)
HK$'000 HK$'000

PRC enterprise income tax 2,117 1,307

interim Dividend

The directors do not recommend any payment of interim dividends for the Period (2003:
nil).

Losses Per Share

The calculation of basic losses per share is based on the unaudited losses for the Period
of HK$44,625,000 (2003: HK$27,589,000) and on the weighted average number of
1,568,849,595 shares (2003: 1,382,025,800 shares) in issue during the Period.

Diluted losses per share for the period is computed by number of 1,569,371,336 shares
(2003: No diluted effect).
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Investments in subsidiaries

2004 INTERIM REPORT

Pursuant to a document (& = #£[2004]191% Shang Zi Er Pi [2004] No. 191) issued
by 2 A R £ F B 7 5% & Ministry of Commerce of the PRC, A IREZE B HR D7
Hefei Hualing Electrics Co., Ltd, an equity joint venture in which the Group has a 50.05%
interest, has been converted into a joint stock limited company with effect from 28

February 2004.

Trade and Other Receivables

No specific credit term policy was adopted by the Group as the credit terms granted by
the Group's varies towards different customers. The ageing analysis of trade receivables

is as follows:
30 June 2004 31 Dec 2003
(Unaudited) (Audited)
HK$’000 HK$ 000
within one year 400,090 226,552
aver 1 year but within 2 years 7,130 14,750
over 2 years 5,647 5,647
412,867 246,949
Trade and Other Payables
The ageing analysis of trade payables is as follows:
30 June 2004 31 Dec 2003
(Unaudited) {Audited)
HK$'000 HK$'000
within one year 634,524 543,774
over 1 year but within 2 years 24,391 18,628
over 2 years 5,741 2,254
664,656 564,656
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11.

Share Capital

30 June 2004 31 Dec 2003
(Unaudited) (Audited)
HK$' 000 HK$'000
Autharised:
3,000,000,000 Ordinary shares
{as at 31 December 2003; 1,600,000,000
Ordinary shares) of HK$0.1 each 300,000 160,000
Issued and fully paid:
1,582,036,408
{31 December 2003 1,382,036,408)
Ordinary shares of HK$0.1 each 158,204 138,204

On 30 January 2004, Able Profit Investment Limited ("AP”), Profit Upsurge Limited
(“PU”"), a wholly owned subsidiary of AP, and the Company entered into a placing
agreement with the iplacing agents, pursuant to which AP and PU have agreed to place
or procure the piacing through the placing agents of 80,000,000 placing shares and
120,000,000 placing shares respectively, to not less than six third-party investors, at a
placing price of HK$0.40 per placing share. At the same time, AP, PU and the Company
entered into a subscription agreement, pursuant to which AP and PU have conditionally
agreed to subscribe, of procure whom they may direct, to subscribe for 80,000,000 and
120,000,000 subscription shares respectively at a price of HK$0.40 per subscription
share.

The placing shares and the subscription shares represent approximately 14.47% of the
share capital of the Company immediately before the subscription or approximately
12.64% of the issued share capital of the Company as enfarged by the subscription. The
placing and the subscription were completed on 13 February 2004. The net proceeds
from the subscription of approximately HK$77,000,000 have been received by the
Company.

The authorized share capital of the Company increases from HK$160,000,000 to
HK$300,000,000 by the creation of an additional 1,400,000,000 new shares of HK$0.10
each by passing of an ordinary resolution proposed at an Extraordinary General Meeting
held on 28 June 2004.
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Share Options

The share option scheme adopted by the Company on 26 November 1993 (*1993 Share
Option Scheme”) expired on 25 November 2003. A new share option scheme (2003
Share Option Scheme") was approved by the shareholders at the Extraordinary General
Meeting on 27 June 2003 and was adopted thereafter. 1993 Share Option Scheme was
terminated immediately upon the adoption of 2003 Share Option Scheme. The options
granted under 1993 Share Option Scheme wiil remain in force and effect.

There is no change in any terms of the 2003 Share Option Scheme during the six
months ended 30 June 2004. The details terms of the scheme were disclosed in the
2003 annual accounts.

No option has been granted under the 2003 Share Option Scheme. No share option
were exercised, cancelled or lapsed under the 1993 Share Option Scheme of the
Company during the Period.

Movements of number of share options granted under the 1993 Share Option Scheme
during the Period are as follows:

Options
Lapsed/
held grant  exercised  cancelied
asat during during during heldat  Exercise  Exercisable  Exercisabie
014an 2004  the Peried  the Pericd  the Period 30 Jun 2004 Price from untit
Direclors:
Zhang Xin Hua 800.000 - - - 800,000 0.930  30Sep 1997 30 Sep 2007
Lo Wing Sang, Vincent 2,000,000 - - ~ 2,000,000 0244 17Feb2000 17 Feb 2010
1,000,000 - - - 1,000,000 0211 05Jul2000 04 Jul 2010
Chan Wai Dune 2,000,000 - - ~ 2,000,000 0244  17Feb2000 17 Feb 2010
1,000,000 ~ - - 1,000,000 0211 05Jul2000 04 Jul 2010
Employees 160,000 - - - 160,000 0211 05442000 04Jul 2010
6,950,000 - - - 6,960,000

The share options are exercisable over a period of ten years from the date of granting
the options.

1
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13.

14.

15.

16.

Related Parties Transactions

Companies are considered to be related if one company has the ability, directly or
indirectly, to control the other company or exercise significant influence over the other
company in making financial and operating decisions. Companies are also considered to
be related if they are subject to common control or common significant influence.

The Group had the following material transactions with related parties during the Period,
which the directors considered were in the normal course of business and under normal
commercial terms:

Six months ended
30 June 2004 30 June 2003

(Unaudited) (Unaudited)
HK$'000 HK$'000
Purchase from Guangzhou Hualing Polyfoam Co., Ltd 3,241 2,269
Purchase from and processing charges paid to
Yunggang Plastic Co., Ltd - 2,783
Rental paid to Guangzhou Baiyun
Mechanical Industrial Corporation 1,234 1,189

4,475 6,241

Banking Facilities and Pledge of Assets

As at 30 June 2004, the Group had banking facilities of approximately HK$921,460,000
(as at 31 December 2003: approximately HK$843,210,000) for overdrafts, bank
borrowings and trade financing. As at that date, approximately HK$797,390,000 (as at
31 December 2003: approximately HK$690,958,000) was utilized. Property, plant and
equipment with net book value of approximately HK$390,033,000 as at 31 December
2003: HK$245,975,000) were pledged as security for the Group’s short-term bank loans.

Capital Commitment

As at 30 June 2004, the Group had authaorized and contracted capital commitments in
relation to purchase of fixed assets of approximately HK$17,196,000 (as at 31
December 2003: approximately HK$4,140,000).

Contingent Liabilities

As at 30 June 2004, the balance of discounted letters of credit with recourse of the
Group was amounted to approximately HK$39,458,000 (as at 31 December 2003:
approximately HK$26,260,000), and there was no bill of exchange discounted/endorsed
with recourse (as at 31 December 2003: approximately HK$1,385,000).
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FINANCIAL PERFORMANCE

The Group's sales volume for the period ended 30 June 2004 was approximately
35% increase from the same period last year. Turnover reached approximately
HK$1,199,522,000, representing an approximately 32% increase over the same
period last year (2003; HK$909,857,000). The Group recorded an operating loss of
approximately HK$20,156,000 (2003: HK$12,619,000). Loss attributable to
shareholders was approximately HK$44,625,000 (2003: HK$27,599,000). As at 30
June 2004, cash on hand was approximately HK$194,756,000. The bank borrowings
of the Group amounted to approximately HK$609,195,000, including short-term bank
loans of approximately HK$581,044,000. As at the period end, the debt to equity
ratio, calculation based on total of short-term and long-term loans against
consolidated shareholders’ equity was about 1.6 (as at 31 December 2003: 1.5).

INTERIM DIVIDEND

The Board has resolved not to pay any interim dividend for the period ended 30
June 2004 (2003: nil).

INDUSTRY OVERVIEW

Like all kinds of industries, household appliance enterprises also opt for the strategy
of globalization development. PRC is currently one of the most important production
bases and exporting countries for household appliances in the world with an export
value up to US$12.58 billion, among which the total export of air-conditioners
amounted to 16,438,800 units, representing one fold increase from last year. The
export amount of the refrigerators was 8,807,300 units, jumping 44.3%. Approaching
the gradual liberation of World Trade, the PRC, as a world factory is further
consolidated. It is anticipated that the export market of household appliances in the
PRC has a huge potential for development. Simultaneously, with a growing living
standard of Chinese people, the household appliances such as air-conditioners have
become necessities from (uxuries. All these favorable factors created a promising
operational environment for household appliance enterprises in the PRC.

Reviewing the first half of this year, the Central Government introduced a series of
macroeconomics adjustment and control measures in order to suppress the surging

price of raw materials. But the surging prices of major raw materials like steel,
copper and plastic during the first half of this year, and adjustment of export tax
rebate led to the rise in production cost and the subsequent severe impact on the

profit margin of household appliance products. The elimination of market competitors 12
over the past few years signified a better competition environment for the air- N
conditioner industry.

R |
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BUSINESS REVIEW

Faced with the complicated economic environment such as surging price of raw
materials in the PRC, continuously decreasing market prices of products and change
of export tax rebate policy, the Group adopted prudent operational strategies and
aggressive development measures. The Group achieved remarkable results in areas
like business management, sales and marketing, product development, quality
control, brand building and information management, maintaining a stable and
healthy business performance with a promising growth in both domestic and export
markets.

Under the review period, the total sales volume of the Group’s products reached
1,202,200 units, representing a 35% increase over the same period last year. Among
the total sales volume, 503,000 units and 699,200 units were sold for PRC
consumption and export sales, a 35% and 37% increase respectively from the same
period last year.

To further generate revenue and minimize expenditure, the Group introduced the
cost control in product development, procurement of raw materials and manufacturing
process, particularly the cost control over the procurement of raw materials and the
introduction of a bidding system and made allies with strategic partners. All
measures of cost control achieved an effective result. ,

Both air-conditioners and refrigerators recorded a significant growth of overall sales
volume over the same period last year, among which the total sales volume of air-
conditioners amounted to 663,500 units while that of refrigerators amounted to
538,700 units, a 49% and 21% increase respectively over the same period last year.
in particular, for the air-conditioners, there were around 20 major brands distributed
throughout ali major channels in the PRC market in which about one-half was
domestic brands. With such an extremely fierce competition in the industry, the
warfare for market share among different brands was keen, the sales volume of the
Group's air-conditioners in the PRC market still recorded a 87% growth over the
same period last year.
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Air-conditioner Business Analysis

During the period under review, the total sales volume of air-conditioners amounted
to approximately 663,500 units, a 49% growth from the same period last year.
Turnover of air-conditioners amounted to approximately HK$834,055,000 during the
period under review, a 48% period-on-period growth.

Regarding the sales distribution of air-conditioning products, sales of window-type
air-conditioners accounted for approximately 22% of the total sales volume, a
decrease of approximately 19% compared to 41% of last year. Corresponding
figures for cabinet-type and split-type air-conditioners were 6% and 72%. Cabinet-
type air-conditioners maintained the same level compared with the same period last
year whereas split-type air-conditioners represented an increase of approximately
18%.

Overseas Export Market

The Group’s air-conditioner export business continued to maintain a rapid growth.
The export volume was approximately 359,200 units during the period under review,
increased by approximately 27%. Turnover of export sales reached approximately
US$52.09 million, which accounted for approximately 49% of the total sales of air-
conditioners. The Group's export volume of air-conditioners to North America and
Europe remained stable. Export volume to Europe increased by about 27% over the
corresponding period last year. The Group also actively explored the emerging
markets such as the Middle East and the export sales to the Middle East amounted
to US$7.82 million.

The Directors believe, with its established international brand name and strength,
the development of overseas export business will be promising.

The PRC Market

Though with the effect of a drop in sales price resulted from market competition, the
withdrawal of some competitors created a better operational environment and an
upsurge of the cost of raw materials, leading to an upturn in sales price during the
middle of the year. The sales volume amounted to approximately 304,300 units,
increased by 87% when compared to the same period of last year. The turnover
increased by approximately 83% and amounted to approximately HK$427,737,000.
Split-type air-conditioners accounted for approximately 85% of the total sales volume
in the PRC market and shared the largest portion among other segments.
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The Directors believe, under the new mode of sales and marketing management
and olive-scale marketing management structure, the market reflection rate of the
overall sales and marketing system can be greatly enhanced with an operation of
following closer to market, contributing a more satisfactory performance in the PRC
market exploration.

Refrigerator Business Analysis

During the period under review, the Group’s refrigerator sales volume increased by
approximately 21% compared to the corresponding period last year, amounted to
approximately 538,700 units. Turnover amounted to approximately HK$365,467,000,
representing an increase of approximately 6% over the same period last year.
Among them, refrigerator and mini-refrigerator business amounted to 170,900 units
and 367,800 units, accounted for 32% and 68% of the total sales volume,
representing a 5% drop and 38% growth over the same period last year,
respectively.

During the period under review, Hefei Hualing Electrics Co Ltd, the Group’s
subsidiary which is the major production base of mini-refrigerators, has been
converted from an equity joint venture into a joint stock limited company.

The Directors believe, the refrigerator business in the PRC will be upgraded from
low-end frozen refrigerators to high-end frozen-free refrigerators. The Group has
speed up the consolidation of foundation of frozen-free production. In September
2004, China Refrigeration Industry Co., Ltd (“China Refrigeration”) in which the
Group has 95% interest, acquired the land use right of two pieces of land among
which the land use right of No.8, Tongbao Road in Baiyun District, Guangzhou which
is the existing production base, offices and inventories of China Refrigeration as weli
as land use right of the land and buildings situated at No.10 Tonghe North Road at a
consideration of RMB54.3 million. The Group believes that this acquisition ensures
the continuity and possibility of future expansion for China Refrigeration and thus is
the best interests of the Company and shareholders as a whole.

Qverseas Export Market

During the period under review, the export sales volume of the Group's refrigerators
was satisfactory, with export volume surged 50% to approximately 340,000 units.
Among which, refrigerators and mini-refrigerators amounted to 38,000 units and
302,000 units respectively. Total turnover increased approximately 52% to
approximately HK$194,682,000.
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The PRC Market

During the period under review, the sales volume of refrigerators in the PRC
dropped 10% compared to the corresponding period last year, reached approximately
198,700 units. Turnover decreased by approximately 21% and amounted to
approximately HK$170,785,000.

The Directors consider that the drop in the sales volume of refrigerators is mainly
due to the 20% substantial price reduction of similiar models of other producers,
affecting the sales volume.

OVERALL BUSINESS ANALYSIS OF THE GROUP
Business Management

The Group reformed the internal management system and the implementation of
operation accountable system in the refrigerator company and achieved a
satisfactory result. After the introduction of the innovative management system, the
Group’s management and all staff achieved higher operation efficiency, leading to
better cost control of different departments and further enhancing productivity. The
Group also dedicated to improving the management quality of Hualing air-
conditioning business. The “production, logistics and procurement management and
regulation plan” was devised and implemented during the period under review. The
Group strictly followed the management objectives of “tapping new sources of
revenue and cutting down expenditures, attaining clear and definite responsibility,
implementing resolute practice and executing reward and punishment”.

Sales and Marketing

During the review period, while consolidating relationship with existing customers,
the Group also actively explored new markets. By using marketing strategies,
integrated marketing communications, market segmentation and highly selected
media etc, the Group kicked off promotion campaigns for different products in the
major cities in the PRC like Chongging, Sichuan, Zhejiang and Hunan.

To ensure the momentum of sales growth, the Group will actively form a strategic
alliance with distributors in the PRC so as to increase the operational efficiency of
marketing network. After providing Suning electrical appliance chain stores with
150,000 units of air-conditioners, the Group entered into a pact with the largest retail
chain enterprise in the PRC, GOME, underwrote 100,000 units of air conditioners
with an aggregate value of RMB220 million.

17
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Product Research and Development ("“R&D")

To satisfy different market needs, 2 different ranked air-conditioners with more than
50 products were launched in the PRC, among which the V series split-type and P
series cabinet-type air-conditioners with characteristics of small scale and low cost,
have become the new focus in the household electrical appliance market. Y series
split-type and H series cabinet-type air-conditioners, with their highly effective, multi-
functional, healthy, gorgeous and refined appearance, manifest the high quality
image of Hualing. They not only built the brand image, but also are major models
that generate profits. Development of the new models for exports was responded to
the important customers from the regions in Europe and North America. With the
quality assurance, the Group also implemented a strategy of product differentiation
and fully utilized the technologicai edge.

The new product of refrigerator business is designed on the theme of “Healthy,
Energy saving”. On the basis of Mitsubishi Vitamin Fresh-Retaining Technology ([ =
%A (RSB IT]) . a new image of a professional and healthy product was
established.

In addition, the Group is undergoing technological cooperation with a major U.S.
company in the refrigerant industry, which jointly developed the most globally
advanced CRYV digital central air-conditioners. It helped enhance the R&D ability and
product quality of the Group.

Quality Control

During the period under review, the quality of the Group’s products maintained a
stable level of high standard and has been waiting for the proclamation of
assessment results after completing the application for accreditation of three
national brand names. Among them are “China Famous Brands”, currently the most
authoritative and the greatest honor for product brand in the PRC, in September has
already been awarded to the Group’s air-conditioners and refrigeratars, “China
Famous Goods for Export”, the only national honor for export product brand, and
“Product Exemption from Quatity Surveillance Inspection”, the authoritative certification
for quality of product brand by the highest state authority for inspection of product
quality. All of these honors significantly increase the reputation of the Group’s
products.

Besides, the Group was awarded “Quality and Efficient Advanced Enterprise in
Guangdong Province” and the “Three Satisfaction” title for users of the provinces.
(Satisfactory products for provincial users, Satisfactory enterprise for provincial
users and Satisfactory service for provincial users).
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Information System Management

The Group, during the period, continued to promote the information establishment
and strengthened the existing information system to enhance the operating
efficiency. During the period under review, SAP system recorded an output of
638,000 units, a 22.5% increase from the same period last year. Among them, a
historic record high of monthly output reached 150,000 units in the months of May
and June, making a record of average daily output of 5,000 units.

The reform of production management mode not only laid a solid foundation for the
completion of the production task this year, but also satisfied the needs of sales
growth, reinforcing the Group’s confidence in completing the higher production goal
in 2005.

Prospects

Due to the fierce competition from other large scale household appliance enterprises
in the PRC, and the remaining higher cost of raw materials, the Group continues to
increase the sales volume and to maintain a stringent cost control. Under such
operaling environment, leveraging on the existing dominancy and various patent
technologies, the Group, being market-oriented and profit-concerned, will adopt the
innovative management concepts for business expansion.

Residential construction industry remained a steady growth over last three years.
The market volume of mini-central air-conditioners recorded one-fold increase every
year on average. According to statistics, the market volume of mini-central air-
conditioners reached RMB5.5 billion in 2003 and is expected to rise to RMB10 bilfion
in 2006. In 2010, the growth may reach a range from RMB15 billion to RMB20
billion. The Group expects the prospect for the mini-central air-conditioner is bright.

Maintaining its product design, the Group will strengthen the “generalization” and
“standardization” of the products. With two production lines in the PRC and overseas
as a research and development platform, profit analysis and investment forecast on
both export and domestic models will be conducted via cost of raw materials, market
price, sales volume and moulding cost in order to achieve the goals of production
efficiency enhancement and of manufacturing cost reduction.
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EMPLOYMENT, TRAINING, DEVELOPMENT AND REMUNERATION POLICY

As at 30 June 2004, the Group employed approximately 3,900 staff, of which 11 are
stationed in Hong Kong. The Group remunerates its employees based on their
performance, experience and prevailing industry practice. The Group has set up a
share option scheme and provides retirement benefits, in the form of Mandatory
Provident Fund etc. and other benefits, which are similar to the employees in the
PRC. The Group will also grant bonus and other kinds of remuneration according to
individual performance and the performance of the Group’s overall profit.

LIQUIDITY AND CAPITAL RESOURCES

The Group generally financed its operations with cash flow generated internally and
facilities provided by banks in the PRC.

DIRECTORS' AND CHIEF EXECUTIVE INTERESTS IN EQUITY AND
DEBT SECURITIES

As at 30 June 2004, none of the director or chief executive of the Company was
interested in the equity and debt securities of the Company or any associated
corporation (within the meaning of the Securities and Futures Ordinance (*"SFO”)).
The interests of each director and chief executive in the options of the Company and
its associated corporations (within the meaning of the SFO), as recorded in the
register maintained by the Company under Section 352 of the SFO Ordinance or as
notified to the Company were as follows:

Options
As at 1 January As at 30 June
2004 Exercise 2004
ZHANG Xin Hua Long positions 800,000 - 800,000
LO Wing Sang Vincent Long positions 3,000,000 - 3,000,000
CHAN Wai Dune Long positions 3,000,000 - 3,000,000

Share options are granted to directors under the 1993 Share Option Scheme.
Summary of the scheme and movement of share options held by the Company’s
directors during the Period are set out in Note 12 to the Unaudited Condensed
Financial Statements.
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Other than those interests disclosed above, at no time during the Period, the
directors and chief executives (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).

Other than those interests disclosed above, at no time during the Period was the
Company, its subsidiaries, its associated companies, its fellow subsidiaries or its
holding company, a party to any arrangements to enable the directors and chief
executives of the Company to hoid any interests or short positions in the shares in,
or debentures of, the Company or its associated corporations.

SUBSTANTIAL SHAREHOLDERS' INTERESTS

The register of substantial shareholders maintained under Section 336 of the SFO
shows that as at 30 June 2004, the Company had been notified of the following
substantial shareholders’ interests, being 5% or more of the Company’s issued
share capital. These interests are in addition to those disclosed above in respect of
the directors.

Number of Percentage of

Name of Shareholder shares held shareholding
Guangzhou International Group Co., Limited (‘GIG")* Long positions 670,076,808 ** 42.4%
Able Profit iInvestment Limited* Long positions 670,076,808 ** 42.4%
Guangzhou Baiyun Agriculture

Industry & Commerce Corporation Long positions 162,960,000 10.3%

As part of the reorganization of Guangzhou Municipal Government (*“GMG"), the
aggregate shares of the Company held by Guangzhou International Trust & Investment
Corporation (“GZITIC") were transferred to Able Profit investment Co., Limited ("AP”)
(“the Transfer"). After the Transfer, AP’s immediate holdings company, GIG, will be the
largest shareholder of the Company. The Company was informed by GZITIC and GIG on
29 May 2003 that the Transfer had been completed by 29 May 2003.

-~ 670,076,808 shares were pledged as share mortgage in exchange of a loan facility of
US$%20,000,000 to GIG and were registered under the name of Bright Asia Assets Ltd.,
as nominee shareholder of the lender.

21
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PURCHASE, SALES AND REDEMPTION OF SECURITIES

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

AUDIT COMMITTEE

The Audit Committee has reviewed with management the accounting principles and
practices adopted by the Group and discussed internal controls and financial
reporting matters including a review of the unaudited condensed accounts for the six
months ended 30 June 2004 with the directors.

COMPLIANCE WITH THE CODE OF BEST PRACTICE OF THE LISTING
RULES

Throughout the Periad, the Company was in compliance with the Code of Best
Practice as set out in the Listing Rules except that no independent non-executive
directors are appointed for a specific term as they are subject to retirement by
rotation and re-election at the Annual General Meeting of the Company in
accordance with the provisions of the Company’s Articles of Association.

By Order of the Board
LI YU JUN
Chairman

Hong Kong, 21 September, 2004
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