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PROPOSED CHANGE IN AUDITORS
AND
SUPPLEMENTAL NOTICE OF 2010 ANNUAL GENERAL MEETING
The board of directors (the “Board”) of Shenji Group Kunming Machine Tool Company Limited (the “Company”) and all members of the Board warrant that there are no false representations, misleading statements and material omissions in this announcement, and are severally and jointly responsible for the authenticity, accuracy and completeness of the content herein.

Reference is made to the notice (“Notice of AGM”) dated 22 March 2011 of the 2010 annual general meeting (the “AGM”) of the Company which set out the venue of the AGM and the resolutions proposed to be put forward to the Shareholders for consideration and approval at the AGM. The Notice of AGM was also published on China Securities Daily, Shanghai Securities News and Securities Times and the following websites: http://www.sse.com.cn, http://www.hkex.com.hk, and http://www.kmtcl.com.cn.

In accordance with the relevant laws, regulations and the articles of association of the Company, any Shareholder holding individually or jointly more than 3% of the total issued Shares with voting right of the Company has the right to propose an interim proposal no later than 10 days before a Shareholders’ meting and to send such proposal to the Board in writng. The Compan’s largest substantial shareholder - Shenyang Machine Tool (Group) Company Limited (holding approximately 25.08% of the Company’s total issued shares) submitted an interim proposal to the Board which proposed to appoint KPMG (China) as the Company’s auditor and internal control auditor for the year 2011 and requested for such proposal to be submitted to the forthcoming AGM for consideration and approval by the Shareholders. 
SUPPLEMENTAL NOTICE IS HEREBY GIVEN that the AGM will be held, as originally scheduled at 9:30 a.m. on Tuesday, 10 May 2011 at Conference Room, 2nd Floor, Office Building, 23 Ciba Road, Kunming City, Yunnan Province, the People’s Republic of China (“PRC”) for considering and, if thought fit approving the following resolution which was submitted to the Company in compliance with the laws and regulations and the articles of association of the Company, in addition to the resolutions set out in the Notice of AGM:

ORDINARY RESOLUTION:
10. To consider and approve ceasing of re-appointment of Zonzun Accounting Office Limited and KPMG (Hong Kong) as the Company’s auditors for the year 2011; to consider and approve the appointment of KPMG (China) as the Company’s auditor and internal control auditor for the year 2011 and to authorize the directors of the Company to fix the remuneration thereof.

The resolution of ceasing re-appointment of Zonzun Accounting Office Limited and KPMG (Hong Kong) as the Company’s auditors for the year 2011, and proposed appointing KPMG (China) as the Company’s auditor and internal control auditor for the year 2011 and authorizing the Board to fix the remuneration thereof has been passed at the 27th meeting of the Sixth Board of the Company in form of communication.  Independent non-executive directors of the Company provided independent opinions in regard of this matter. According to the articles of association of the Company, the resolution subjected to consideration and approval by the shareholders’ meeting of the Company.

Pursuant to the “Consultation Conclusions on Acceptance of Mainland Accounting and Auditing Standards and Mainland Audit Firms for Mainland Incorporated Companies Listed in Hong Kong” issued by the Stock Exchange of Hong Kong Limited (the “Stock Exchange”) in December 2010 and the related amendments to the Listing Rules, and the Pilot Project Proposal on Accounting Firms Engage in H Shares Companies Auditing issued by China Ministry of Finance (“MOF”) and the China Securities Regulatory Commission (“CSRC”), from 15 December 2010, mainland incorporated issuers listed in Hong Kong are allowed to prepare their financial statements using Mainland accounting standards, and mainland accounting firms approved by MOF and CSRC can provide certain services to these companies using Mainland accounting standards. 
KPMG (China) is a firm of practicing accountants which has been approved by MOF and CSRC in mainland China and is eligible to act as auditor for Mainland incorporated companies listed in Hong Kong. Therefore, the board of directors of the Company considered to appoint KMPG (China) as the Company’s auditor and internal control auditor for the year 2011 and to submit this resolution to the 2010 annual general meeting of the Company for consideration and approval.
Each of Zonzun Accounting Office Limited and KPMG (Hong Kong) confirmed that there are no circumstances in connection with ceasing of re-appointment which should be brought to the attention of the Shareholders. The Board also confirms that there are no circumstances in respect of the proposed change in auditors that need to be brought to the attention of the Shareholders.
          Board of Directors

                            Shenji Group Kunming Machine Tool Company Limited

Kunming, PRC, 20 April 2011

Note:
1. The Company has on the date of this notice issued to the Shareholders a supplemental circular on the above resolution. A supplemental proxy form in respect of the above ordinary resolution no. 10 is enclosed with this circular. If you intend to appoint a proxy, you should complete and return the enclosed supplemental proxy form in accordance with the instructions printed thereon and return it to the branch share registrar of the Company in Hong Kong, Hong Kong Registrars Limited at Shops 1712-1716, 17/F, Hopewell Centre, 183 Queen’s Road East, Wan Chai, Hong Kong (in case of holders of H shares) or the registered office of the Company at 23 Ciba Road, Kunming City, Yunnan Province, the People’s Republic of China (in case of holders of A shares), no later than 24 hours before the time of the AGM or any adjournment thereof. If you have already validly appointed a proxy to attend and act for you at the AGM but do not complete and return the supplemental proxy form, your proxy will have the right to vote at his/her discretion on the above ordinary resolution no. 10 set out in this notice. Completion and return of the supplemental proxy form will not preclude you from attending, and voting at, the AGM.

2. Please refer to the Notice of AGM for details in respect of the other resolutions to be put forward at the AGM, eligibility of attendance, registration procedures, proxy and other relevant matters. The Notice of AGM may also be viewed at the website of Hong Kong Exchanges and Clearing Limited (www.hkex.com.hk) and at the website of the Company (www.kmtcl.com.cn)
As at the date of this announcement, the Company’s executive directors are Mr. Gao Minghui, Mr. Zhang Xiaoyi, Mr. Pi Jianguo, Mr. Ye Nong; non-executive directors are Mr. Li Zhenxiong, Mr. Guan Xin, Mr. Wang Xing, Mr. Zhang Tao; and the independent non-executive directors are Mr. Wayne Yu, Mr. Liu Minghui, Mr. Chen Ying and Ms Li Dongru.
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