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EOYEE" & Cralft +TYC»alft +1 _¥xCE U3 14£0

HUANGSHI DONGBEI ELECTRICAL APPLIANCE COMPANY LIMITED

(Incorporated in the People®s Republic of China)

FINANCIAL STATEMENTS
FOR THE PERIOD FROM 10TH MARCH, 1999
(DATE OF INCORPORATION) TO 31ST DECEMBER, 1999

TOGETHER WITH AUDITORS® REPORT

The reader is advised that this report has been prepared originally in Chinese. In the event of a conflict be
tween this report and the original Chinese version or difference in interpretation between the versions of the
report, the Chinese language report shall prevail.

AUDITORS®™ REPORT

To the Shareholders of Huangshi Dongbei Electrical Appliance Company Limited:

We have audited the accompanying balance sheet of Huangshi Dongbei Electrical Appliance Company Limited (the "
Company') as of 31st December, 1999, and the related statements of income, changes in shareholders® equity and

cash flows for the period from 10th March, 1999 (date of incorporation) to 31st December, 1999. These financi
al statements are the responsibility of the Company®s management. Our responsibility is to express an opinion
on these financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing issued by the International Fede
ration of Accountants. Those Standards require that we plan and perform the audit to obtain reasonable assura
nce about whether the financial statements are free of material misstatement. An audit includes examining, on

a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also inclu
des assessing the accounting principles used and significant estimates made by management, as well as evaluati
ng the overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the financial statements present fairly, in all material respects, the financial position of t
he Company as of 31st December, 1999, and the result of its operations and its cash flows for the period from
10th March, 1999 (date of incorporation) to 31st December, 1999 in accordance with International Accounting St
andards issued by the International Accounting Standards Committee.

Hong Kong, People®s Republic of China

15th March, 2000
(except with respect to the matters discussed
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in Note 13 and 14, as to which the date

is 10th April, 2000)

HUANGSHI DONGBEI ELECTRICAL APPLIANCE COMPANY LIMITED

INCOME STATEMENT

FOR THE PERIOD FROM 10TH MARCH, 1999 (DATE OF INCORPORATION) TO 31ST DECEMBER, 1999

(Expressed in thousands of Renminbi Yuan, except for earnings per share)

From 10th March, 1999 to 31st December,

Note

Sales, net 17(b)

Cost of sales

Gross profit

Other operating income

Distribution costs

Administrative expenses

Other operating expenses

Profit from operations

Finance cost 3

Subsidy income

Others, net

Profit before taxation 4

Taxation 5(c)

1999

159,960

(109, 362£0

50,598

6,649

(4,290)

(12,239)

(5,815)

34,903

(4,677)

5,083

62

35,371

(5,083)

(30]

Pro forma (Note 1)

1999

185,874

(130,322)

55,552

7,963

(6,463)

(14,543)

(6,715)

35,794

(6,061)

5,307

78

35,118

(5,307)

1998

317,732

(218,016)

99,716

9,568

(8,501)

(15,615)

(9,220)

75,948

(9,330)

25,961

(128)

92,451

(24,263)
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Profit after taxation 19

Earnings per share 6

HUANGSHI DONGBEI

30,288 29,811 68,188
RMB 0.165 RMB 0.174 RMB 0.568
The accompanying notes are an integral part of this financial statement.
ELECTRICAL APPLIANCE COMPANY LIMITED
BALANCE SHEET
AS OF 31ST DECEMBER, 1999
(Expressed in thousands of Renminbi Yuan)
Note 31st December, 1999

ASSETS

Non-current assets
Fixed assets, net
Deferred tax assets

Total non-current assets

Current assets

Inventories

Notes and accounts receivable, net
Due from related parties
Prepayments and other receivables
Cash and bank balances

Total current assets

TOTAL ASSETS

HUANGSHI DONGBEI

7 89,621
7,309

96,930

8 40,122

9 170,940
16(c) 71,873
17,002

10 188,369

488,306

585,236

ELECTRICAL APPLIANCE COMPANY LIMITED
BALANCE SHEET (CONTINUED)
AS OF 31ST DECEMBER, 1999

(Expressed in thousands of Renminbi Yuan)
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Note 31st December, 1999
SHAREHOLDERS®™ EQUITY AND LIABILITIES
Shareholders® equity
Share capital 11 235,000
Reserves 12 116,481
Total shareholders®™ equity 18 351,481
Non-current liabilities
Long-term bank loans 14(b) 821
Current liabilities
Short-term bank loans 14(a) 123,070
Notes and accounts payable 49,151
Due to related parties 16(c) 32,793
Taxes payable 13,218
Other current liabilities 14,702
Total current liabilities 232,934
Total liabilities 233,755
TOTAL LIABILITIES AND SHAREHOLDERS® EQUITY 585,236

The accompanying notes are an integral part of this financial statement.
HUANGSHI DONGBEI ELECTRICAL APPLIANCE COMPANY LIMITED
STATEMENT OF CHANGES IN SHAREHOLDERS® EQUITY
FOR THE PERIOD FROM 10TH MARCH, 1999
(DATE OF INCORPORATION) TO 31ST DECEMBER, 1999

(Expressed in thousands of Renminbi Yuan)

(32]
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Reserves
Note Share Capital Statutory  Statutory
capital reserve surplus public
reserve welfare
Balance at 120,000 35,973 -
10th March,
1999
Issuance of 115,000 - - -
share issuance - 63,378 - -
Expense of share - (13,172) - -
Donation received- 14 - -
Profit after taxation - - -
Appropriations 13 3,029 3,029
Balance at 31st
December, 1999 235,000 86,193 3,029 3,029

Discretionary Retained Total Total
surplus earnings reserves shareholders®
reserve equity

35,973 155,973
- 115,000
- 63,378 63,378
- £°13,172) (13,172)
- 14 14
- 30,288 30,288 30,288
- (6,058) - -
- 24,230 116,481 351,481

The accompanying notes are an integral part of this financial statement.

HUANGSHI DONGBEI ELECTRICAL APPLIAN
CASH FLOW STATEMENT

CE COMPANY LIMITED

FOR THE PERIOD FROM 10TH MARCH, 1999 (DATE OF INCORPORATION) TO 31ST DECEMBER, 1999

(Expressed in thousands of Ren

Note

CASH GENERATED FROM OPERATIONS 16

Interest paid

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Acquisition of fixed assets

Interest received

(33]

minbi Yuan)

From 10th March, 1999 to 31st December, 1999

3,084

(7,079)

(3,995)

(2,788)
140
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Net cash used in investing activities (2,648)

CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from short-term borrowings 13,180
Proceeds from long-term borrowings 31
Net proceeds from issuance of shares 165,206
Net cash from financing activities 178,417
Net increase in cash and bank balances 171,774
Cash and bank balances at beginning of period 16,595
Cash and bank balances at end of period 188,369

The accompanying notes are an integral part of this financial statement.

HUANGSHI DONGBEI ELECTRICAL APPLIANCE COMPANY LIMITED
NOTES TO THE FINANCIAL STATEMENTS
31ST DECEMBER, 1999

(Amounts expressed in thousands of Renminbi Yuan (“RMB™)
unless otherwise stated)

1. ORGANIZATION AND OPERATIONS

Huangshi Dongbei Electrical Appliance Company Limited (the "Company') was established on 10th March, 1999 as a
joint stock limited company in the People®s Republic of China (the "PRC™). The Company is principally engage
d in the manufacture and sale of refrigeration compressors.

Huangshi Dongbei Refrigeration Group Company (“Dongbei Group™) acted as the major promoter, together with five
other promoters - Changzhou Luoke Refrigerating Equipment Company Limited (“'Changzhou Refrigerating'™), Changs
hu Bixi Wireless Equipment Factory (“'Changshu Wireless™), Zhuji Electric Motors Factory (“Zhuji Electric™), Sh
aoxing Casting Materials General Factory (“'Shaoxing Casting') and Wuhan Xinghua Metal Factory (“Wuhan Metal')
incorporated the Company by way of promotion. Certain assets, liabilities and business of a subsidiary of Don
gbei Group and cash contributions by five other promotors were assumed by the Company.

The net assets amounting to RMB 119,782,783 injected into the Company by Dongbei Group, as reported in the sta
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tutory accounts as of 31st October, 1998, were revalued by a local valuer. The revalued net assets amounting
to RMB 147,296,834 were approved by the Ministry of Finance on 13th February, 1999 in exchange for 117,600,000
state-owned shares of the Company with a par value of RMB 1 each. The surplus was recorded as capital surplus
of the Company. The other five promoters of the Company contributed cash totalling RMB 3,000,000 in exchange
for 2,400,000 legal person shares of the Company, and the surplus was recorded in capital surplus of the Comp
any.

On 28th May, 1999, the Company obtained approval from the China Securities Regulatory Committee ('CSRC'™) for t
he issuance of 100,000,000 domestically-listed foreign investment shares ("B shares™) to foreign investors. T
he B shares were traded on the Shanghai Securities Exchange ("'SSE'™) beginning 15th July, 1999. The over-allot
ment option of 15,000,000 shares was fully exercised before 13th August, 1999.

Following the issuance of the B shares, the total registered capital of the Company is RMB 235,000,000 divided

into 235,000,000 shares with a par value of RMB 1 each, with 117,600,000 State-owned shares held by Dongbei G
roup on behalf of Huangshi Municipal State-owned Assets Administration Bureau, 2,400,000 legal person shares h
eld by other promoters and 115,000,000 B shares offered to foreign investors.

The Company was granted approval certificate No. [1999]0098 on 21st October, 1999 and business license No.0026
78 on 2nd November, 1999 as a foreign-invested joint stock limited company.

The accompanying income statement included the net profit for the period from 10th March, 1999 (date of incorp
oration) to 31st December, 1999. The net profit before the incorporation of the Company was not included in t
he income statement.

For comparative purpose, the directors of the Company is of the opinion that pro forma income statements for t
he years ended 31st December, 1999 and 1998 should be prepared. The pro forma consolidated income statements

for the years ended 31st December, 1999 and 1998 were prepared as if the Company structure had been in existen
ce throughout the years.

2. PRINCIPAL ACCOUNTING POLICIES

The principal accounting policies adopted in preparing the financial statements of the Company to conform to 1|
nternational Accounting Standards ("'1AS") are as follows:

€)) Basis of presentation

The accompanying financial statements are prepared in accordance with IAS issued by the International Accounti
ng Standards Committee (“"1ASC™).
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This basis of accounting differs in certain respects from that used in the accounts of the Company prepared in
accordance with PRC Accounting Standards for Enterprises and the Accounting Regulations of the PRC for Joint
Stock Limited Companies (“'statutory accounts™). The principal adjustments made to conform the statutory accoun

ts of the Company to IAS are showed in Note 19.

() Revenue recognition

(i) Sales of goods

Sales represent the net invoiced value of goods (excluding value-added tax) net of sales discount, and are rec
ognized upon transfer of significant risks and rewards of ownership of goods to customers.

(i) Interest income

Interest income is recognized on a time proportion basis on the principal outstanding and at the rate applicab
le.

(©) Fixed assets and depreciation

Fixed assets are stated at cost less accumulated depreciation. The cost of an asset comprises its purchase pr
ice and any directly attributable costs of bringing the asset to its working condition and location for its in
tended use.

Expenditure incurred after the fixed assets have been put into operation, is recognized as an expense in the p
eriod in which it is incurred. In situations where it is probable that the expenditure has resulted in an inc
rease in the future economic benefits expected to be obtained from the use of the asset, the expenditure is ca
pitalized as an additional cost of the fixed asset.

Depreciation is calculated using the straight-line method to write off the cost, after taking into account the
estimated residual value of 10% of cost, of each asset over its expected useful life. The expected useful li
ves are as follows:

Buildings 30 years

Machinery and equipment 9-13 years

Office equipment 5 years

(d) Construction-in-progress

Construction-in-progress represents buildings and machinery and equipment under construction or installation a
nd is stated at cost. This includes cost of acquisition, installation, construction and other direct costs.
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No provision for depreciation is made on construction-in-progress until such time as the relevant assets are c
ompleted and put into operational use.

(e Inventories

Inventories are stated at the lower of cost, calculated on the weighted average basis, and net realizable valu
e. Cost comprises direct materials, direct labour and an appropriate proportion of all production overhead ex
penditure. Net realizable value is determined on the basis of estimated selling prices less the estimated cos
ts of completion and related selling and distribution expenses.

) Taxation

The Company provides for enterprise income tax on the basis of its statutory profit for financial reporting pu
rposes, adjusted for income and expense items, which are not assessable or deductible for income tax purposes
and after considering all available tax benefits.

Other taxes are provided in accordance with the prevailing PRC tax regulations.

Deferred taxation is provided under the balance sheet liability method in respect of significant temporary dif
ferences arising from differences between the carrying amount of assets and liabilities for financial reportin
g purposes and the amount used for income tax purposes. Deferred tax assets are recognized to the extent that

it is probable that sufficient taxable profit will be available against which the deductible temporary differ
ences can be utilized.

() Foreign currency translation

The Company maintains its books and records in RMB, which is not a freely convertible currency. Foreign curre
ncy transactions are translated into RMB at the exchange rates prevailing at the dates of the transactions. Mo
netary assets and liabilities denominated in foreign currencies at the balance sheet date are re-translated at
the applicable exchange rates prevailing at that date. Non-monetary assets and liabilities in other currenci
es are translated at historical rates. Exchange differences arising from changes in exchange rates subsequent
to the dates of transactions for monetary assets and liabilities denominated in foreign currencies are includ
ed in income statement.

h) Related parties
Parties are considered to be related if one party has the ability, directly or indirectly, to control the othe

r party, or exercise significant influence over the other party in making financial and operating decisions.
Parties are also considered to be related if they are subject to common control or common significant influenc
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O) Retirement scheme

The Company®s contributions to statutory contribution plans are charged to income in the period to which they

relate.
3. FINANCE COST
From 10th March, 1999 to 31st December, Pro forma (Note 1)

1999 1999 1998
Interest income on bank deposits 3,951 3,987 301
Interest expense on bank loans (8,579) (9,995) (9,581)
Others (49) (53) (50)

(4,677) (6,061) (9,330)
4. PROFIT BEFORE TAXATION

From 10th March, 1999 to 31st December, Pro forma (Note 1)
1999 1999 1998

Profit before taxation was determined
after charging the following items:
Depreciation of fixed assets 10,484 13,441 17,583
Contribution to pension fund (i) 1,659 2,002 1,177
Provision for staff welfare (ii) 652 861 717
Provision for doubtful debts 1,496 1,496 5,184
Management fee to Dongbei Group 1,358 1,358 -
O) The Company participates in a government agency managed pension scheme under the prevailing PRC legisl

ation. The Company contributes to the scheme based on 23% of the total salaries of its employees. The fund i
s responsible for the entire pension obligations payable to retired employees, and the Company has no further
obligation beyond the amount of its contributions.

(i) Provision for staff welfare has been provided at 14 per cent of employees® salaries.
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5. TAXATION

O) Value-Added Tax (“VAT™)

The Company is subject to VAT, which is a tax charged on top of the selling price at a general rate of 17 per
cent. Input VAT paid on purchases of raw materials, semi-finished products, etc. can be used to offset the VA
T payable on sales to determine the net VAT payable.

(i) Surtaxes

The Company is subject to the following surtaxes:

jo City construction tax, a tax levied at 7 per cent of net VAT payable

jo Education supplementary tax, a tax levied at 3 per cent of net VAT payable

(iii) Enterprise Income Tax (“EIT")

Pursuant to approval document [1995]19 issued by the Huangshi Municipal Government and approval from the tax b
ureau, for the period from 1st January, 1995 to 30th June, 1999, the Company was subject to EIT at a rate of 3
3 per cent of its taxable income, and then was entitled to a full refund by the Huangshi municipal Finance Bur
eau. The refund was recorded as subsidy income in the income statement.

For the period from 1st January, 1999 to 30th June, 1999, there was neither payment of EIT nor application for
refund of the Company. The practice was concurred by the tax bureau. And the tax bureau also confirmed that
there was no EIT in arrears for the period ended 31st December, 1999.

Pursuant to approval from the tax bureau, as the Company obtained the approval certificate No. [1999]0098 and

related tax registration as foreign-investment enterprise, from 1st July, 1999, in determining its taxable inc
ome, the Company is entitled to full exemption from EIT for the first two years and a 50% reduction in EIT for
the next 3 years, commencing from the first profitable year after offsetting all tax losses carried forward f
rom the previous years (a maximum of five years). The fiscal year ended 31st December, 1999 was the first pr
ofitable year, so the Company was exempted from EIT for the period from 1st July, 1999 to 31st December, 1999.

Details of taxation charged are as follows:

From 10th March, 1999 to 31st December, Pro forma (Note 1)
1999 1999 1998
RMB*000 RMB*000 RMB*000
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Current income tax 5,083 5,307 25,961
Deferred tax expense - - (1,698)
5,083 5,307 24,263

The reconciliation of the effective tax rate to the statutory tax rate is as follows:

From 10th March, 1999 to 31st December, Pro forma (Note 1)
1999 1999 1998
Profit before taxation 35,371 35,118 92,451

Tax at the applicable rate

(from 1st January, 1999 to 30th June,
1999: 33%; from 1st July, 1999

to 31st December, 1999: Nil) 6,563 6,480 30,509
Tax effect of income and expenses
that are not assessable or

deductible in determining taxable profit (1,480) (1,173) (4,548)
Current tax expense 5,083 5,307 25,961
6. EARNINGS PER SHARE

The calculation of earnings per share was based on the profit after taxation of approximately RMB 30,288,000 d
ivided by the weighed average number of 183,659,794 shares in issue during the period from 10th March, 1999 to
31st December, 1999.

For comparative purposes, pro forma earnings per share for the full years of 1999 and 1998 were calculated bas
ed on the pro forma full year profit after taxation of approximately RMB 29,811,000 and RMB 68,188,000, and on

the weighted average number of 171,458,333 and 120,000,000 shares as if the relevant shares had been in issue
throughout the years of 1999 and 1998.

7. FIXED ASSETS
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Movement in fixed assets was as follows:

From 10th March, 1999 to 31st December, 1999

Machinery and

Buildings
Cost
Beginning of period 13,163
Purchases -
Acquisition

from Dongbei

Group 297
Transfers from
construction-in

-progress -
Disposals -

End of period 13,460

Accumulated depreciation

Beginning of period 3,386
Charges 324
Acquisition from Dongbei Group 73
Disposals -
End of period 3,783

Net book value

End of period 9,677
Beginning of period 9,777
8. DEFERRED TAX ASSETS

Office

equipment

143,962
2,630

6,352

3,831
(55)

156,720

71,285
10,129
3,747

(32)

85,129

71,591

72,677

Construction-

equipment

354

354

31

31

323

in-progress

9,402
2,459

(3,831)

8,030

8,030

9,402

Total

166,527
5,443

6,649

(55)

178,564

74,671
10,484
3,820

(32)

88,943

89,621

91,856

From 10th March, 1999 to 31st December, 1999
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Balance, beginning of period
Impact on current period income

Balance, end of period

9. INVENTORIES

Raw materials
Work-in-process
Finished goods

10. NOTES AND ACCOUNTS RECEIVABLE

Notes receivable
Accounts receivable
Less: Provision for doubtful debts

Net

11. CASH AND BANK BALANCES

Cash on hand
Saving deposits
Fixed deposits

12. SHARE CAPITAL

7,309

7,309

31st December, 1999
16,586
4,253

19,283

40,122

31st December, 1999
7,811
188,029

(24,900)

170,940

31st December, 1999
1
97,296

91,072

188,369
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As of 31st December, 1999, the details of share capital (par value of RMB 1 each) were as follows:

Share percentage Number of shares "000 Amount

State-owned shares 50% 117,600 117,600
Legal person shares 1% 2,400 2,400
B shares 49% 115,000 115,000
100% 235,000 235,000

Movements in share capital during the period from 10th March, 1999 to 31st December, 1999 were as follows:

From 10th March, 1999
to 31st December, 1999

Shares"000 Amount
Balance, beginning of period 120,000 120,000
Share capital issued during the period 115,000 115,000
Balance, end of period 235,000 235,000

State-owned shares and legal person shares can only be held by domestic investors, while B shares can only be
held and traded by foreign investors.

13. RESERVES

€)) Capital Reserve

Capital reserve includes share premium and donation received.

Share premium represents net assets acquired from promoters in excess of par value of the state-owned shares a
nd legal person shares issued, and proceeds from the issuance of B shares in excess of their par value, net of
underwriting commissions, professional fees and promotional expenses.

(b) Statutory Surplus Reserve

In accordance with the PRC Company Law and the Company®s articles of association, the Company shall ap
propriate 10% of its annual statutory net profit (after offsetting any prior years® losses) to the statutory s
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urplus reserve ("'SSR™) account until the balance of SSR reaches 50% of the Company"s share capital and thereaf
ter any further appropriation is optional. SSR can be utilised to offset prior years® losses or for issuance

of bonus shares. However, such statutory surplus reserve must be maintained at a minimum of 25% of share capi
tal after such issuance.

(©) Statutory Public Welfare Fund

According to the relevant financial regulations of the PRC and the Company®s articles of association,
the Company is required to allocate 10% of their annual statutory net profit to a statutory public welfare fun
d to be used for the collective welfare of its employees.

(d) Discretionary Surplus Reserve

The appropriation of profit to discretionary surplus reserve is made in accordance with the Company®s
articles of association and recommendation of the Board of Directors and is subject to approval by shareholder
s at general meetings.

On 10th April, 2000, the directors recommended that 10% and 10% of statutory profit after taxation of the peri
od be appropriated to statutory surplus reserve and statutory public welfare fund respectively for the period
from 10th March, 1999 to 31st December, 1999. The appropriations are subject to approval by shareholders at g
eneral meeting.

14. DIVIDENDS

In accordance with the articles of association, provisions of statutory surplus reserve fund and statutory pub
lic welfare fund should be based on profit after taxation determined in accordance with PRC accounting standar
ds and regulations. The amount of profit available for distribution to the shareholders is determined based o
n the lower of the retained earnings determined under the accounting principles and financial regulations appl
icable in the PRC and that determined under IAS.

On 10th April, 2000, the board of directors of the Company recommended that no dividend distribution for the p
eriod from 10th March, 1999 to 31st December, 1999. The proposal is subject to approval by the shareholders a
t general meeting.

15. LOANS

€)) Short-term bank loans
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31st December, 1999

Short-term bank loans

- guaranteed by Huangshi Refrigeration Equipment Plant 180
- unsecured 122,890
123,070

Short-term bank loans bear interest at rates ranging from 4.32% to 8.71% per annum.

(b Long-term bank loans

The long-term bank loans are all unsecured, bear interest at six-months® floating rates for a period of five y

ears.

16. CASH GENERATED FROM OPERATIONS

From 10th March, 1999 to 31st December, 1999

CASH FLOWS FROM OPERATING ACTIVITIES:

Profit before taxation 35,371
Adjustments for:

Provision for doubtful debts 1,496
Depreciation 10,484
Interest expense (3,951)
Interest income 8,579
Cash generated from operating activities before working capital changes 51,979
Increase in inventories (1,282)
Decrease in notes and accounts receivable 5,975
Increase in due from related parties (34,992)
Increase in prepayments and other receivables (1,190)
Decrease in notes and accounts payable (35,431)
Increase in due to related parties 20,992
Decrease in taxes payable (2,918)
Decrease in other current liabilities (49)
Cash generated from operations 3,084
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17. RELATED PARTY TRANSACTIONS
€)) Name and nature of related parties:
Name Relationship with the Company
Dongbei Group Major promotor of the Company
Changzhou Refrigerating Promotor of the Company
Changshu Wireless Promotor of the Company
Zhuji Electric Promotor of the Company
Shaoxing Casting Promotor of the Company
Wuhan Metal Promotor of the Company
Huangshi Refrigeration Equipment Plant
("Equipment Plant™) Subsidiary of Dongbei Group
Huangshi Molding Plant

("Molding Plant™) Subsidiary of Dongbei Group
Huangshi Dongcheng Generator Plant
(""Generator Plant™) Subsidiary of Dongbei Group
Dongbei Group Molding Mechanical Plant
(""Mechanical Plant™) Subsidiary of Dongbei Group
Dongbei Group Technical Co-operation Station
("Technical Station™) Subsidiary of Dongbei Group
() Significant related party transactions:

From 10th March, 1999 to 31st December, Pro forma (Note 1)
1999 1999 1998

Sales of finished goods to

- Changshu Wireless 6,043 7,301 -
- Equipment Plant 1,890 1,957 402
- Mechanical Plant 667 667 -
- Technical Station 145 778 -
8,745 10,703 402
From 10th March, 1999 to 31st December, Pro forma (Note 1)
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1999 1999 1998

Purchase of raw materials from
- Changzhou Refrigerating 17,249 24,742 23,463
- Zhuji Electric 8,550 10,842 16,731
- Molding Plant 6,769 8,728 10,431
- Wuhan Metal 5,109 5,887 6,564
- Generator Plant 3,525 4,078 2,938
- Changshu Wireless 3,203 3,788 5,560
- Shaoxing Casting 2,692 3,242 3,954
- Mechanical Plant 1,011 1,011 -

48,108 62,318 69,641
Purchase of equipment from
- Dongbei Group 2,829 2,829 -
Management fee to
- Dongbei Group 1,358 1,358 -

Management of the Company are of the opinion that the above transactions were conducted in the ordinary course
of business and on normal commercial terms.

(©) Significant related party balances:

31st December, 1999

Due from related parties

- Dongbei Group 65,432
- Equipment Plant 3,940
- Changzhou Refrigerating 975
- Changshu Wireless 673
- Technical Station 640
- Zhuji Electric 213

71,873

31st December, 1999

Due to related parties
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- Molding Plant 16,655
- Generator Plant 5,871
- Wuhan Metal 4,808
- Shaoxing Casting 4,726
- Mechanical Plant 733

32,793

Amounts due from and due to related parties arose from the above transactions, and are unsecured, non-interest
bearing and have no fixed repayment terms.

18. SIGNIFICANT OPERATION / MANAGEMENT AGREEMENTS

As part of the corporate reorganization, the Company has entered into the following significant management agr
eements with Dongbei Group. The directors of the Company have represented that these agreements are reached i
n the ordinary course of business and on normal commercial terms.

(a) Comprehensive service agreement

Pursuant to this agreement, Dongbei Group shall provide the Company with comprehensive services including main
tenance of staff quarters and related complementary facilities, medical and heath care service, shuttle bus se
rvice and kindergarden service for the children of the Company"s staff, etc. In consideration of the above se
rvices, the Company is to pay Dongbei Group management fees of RMB 1.5 million per annum. The agreement is eff
ective from 10th March, 1999 for a period of ten years.

(b) Lease of land use rights

Under this agreement, the Company has leased from Dongbei Group the land use rights of the land where the Comp

any"s production facilities are located, at an annual rental of RMB 30,000 in the first three years. The rent
is subject to adjustment every three years after the initial period. The agreement is effective from 10th Mar

ch, 1999 to 21st December, 2048.

(c) Lease of buildings

The Company has entered into a lease agreement for certain office building and warehouse facilities, at an ann

ual rental of RMB 100,000 in the first three years. The rent is subject to adjustment every three years. The

agreement is effective from 10th March, 1999 for a period of ten years.

(d) Supply agreement for casting materials
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Pursuant to this agreement, the Company may purchase casting parts used for production of compressors from Mol
ding Plant, a subsidiary of Dongbei Group, at market price. The agreement is effective from 10th March, 1999

for a period of three years, and may be renewed automatically at the expiry date until termination by both par
ties.

(e) Sales of compressors
Pursuant to this agreement, the Company may sell compressors to Equipment Plant, a subsidiary of Dongbei Group

, at market price. The agreement is effective from 10th March, 1999 for a period of three years, and may be r
enewed automatically at the expiry date until termination by both parties.

19. IMPACT OF IAS ADJUSTMENTS ON PROFIT AFTER TAXATION AND SHAREHOLDERS® EQUITY
Profit after taxation Shareholders®™ equity
From 10th March, 1999 to 31st December, Pro forma (Note 1) As at 31st December,
1999 1999 1998 1999
As reported in the statutory accounts 30,288 30,966 73,422 346,483

Impact of adjustments

- Depreciation of fixed assets - (1,155) (6,932) (2,311)
- Deferred tax assets - - 1,698 7,309
As restated to conform to IAS 30,288 29,811 68,188 351,481
20. CONTINGENT LIABILITIES

As of 31st December, 1999, the Company had discounted and endorsed bank acceptance notes amounting to RMB 19,7
64,800 and RMB 11,304,000 respectively.

21. COMMITMENTS

As of 31st December, 1999, the Company had the following significant commitments with respect to acquisition o
f fixed assets as follows:

31st December, 1999
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Contracted for 118
Authorized but not contracted for 492,354
492,472
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