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Management Discussion & Analysis

OVERALL PERFORMANCE

Despite the slowdown in the growth of sedan sales volume in China
since the second quarter of 2004, the group’s two associates —
Zhejiang Geely and Shanghai Maple — continued to generate healthy
returns and accounted for the bulk of the company’s earnings in
2004, more than offsetting the small operating loss recorded by the
company’s auto parts business under its 51%-owned Zhejiang Fulin.
The withdrawal from information technology businesses in March
2004 also helped to reduce expenses. This, coupled with the full
year contribution from the two associates and contribution from new
acquisitions, had enabled the group to record a substantial 47%
growth in net profit in 2004 to HK$84m. The groups’ turnover was
up slightly by 3% to HK$41m as the absence of turnover from IT
businesses in the last 9 months of 2004 was more than offset by the
inclusion of the full year turnover of Zhejiang Fulin, which was

acquired by the group at the end of 2003.

VEHICLE MANUFACTURING - ZHEJIANG GEELY AND
SHANGHAI MAPLE

Zhejiang Geely and Shanghai Maple, both are 46.81%-owned by
the group, recorded total net profit of HK$201m in 2004, up 38%
over 2003, 139% increase in sales volume to 66,057 units and a
124% increase in total revenues to HK$2.3 billion. Revenue per car
declined 6% to HK$35,000 as increased sales of higher-priced Ulion,
Mybo and Maple models only partly offset the inclusion of low price

Haoging models since the second half of 2004.
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Net profit per car, however, declined 42% to HK$3,046, mainly due
to the acquisition of 90% stakes in Linhai plant and Lugiao plants
by Zhejiang Geely in mid-2004. Linhai plant was mainly engaged in
the production and sales of Haoging series of economy sedans which
used to command lower margins than the group’s other sedan
models. The construction of Lugiao plant was only completed at the
end of 2004 and therefore it had yet to contribute any profit in 2004.
The temporary closure of Ningbo plant since October 2004 for the
upgrading of its production facilities and the subsequent relocation
of the production of Merrie and Ulion models from Ningbo plant to
Linhai plant had also affected the production and sales volume of
Merrie and Ulion in the second half of 2004. This, together with the
additional expenses incurred by the relocation, had also affected
the net profit margin of the Ningbo plant.

Despite the increased sales of higher-priced models like Mybo and
Maple sedans in 2004, the sales volume of both models have yet to
reach the minimum economy scales and therefore their positive
impact on the profitability of the two associates have yet to become
significant in 2004. During 2004, the two associates managed to
reduce the cost of outsourced automobile parts by around 15%,
largely offsetting the average 10% reduction in the prices of some of
our models and the approximately 30% increase in steel prices during

the year.
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REORGANISATION

During the year, the group continued its on-going restructuring to
transform itself into a company focusing on manufacturing and sales
of automobile and automobile parts. Key events related to
reorganization of the group in 2004 included:

January 2004: Mr. Li Shufu, the founder and Chairman of Geely
Holding became one of the largest shareholders of the group after

indirect acquisition of an effective 19.4% stake in the group;

March 2004: The group’s name was changed from “Guorun Holdings
Limited” to “Geely Automobile Holdings Limited” to reflect the core
business of the group in the manufacturing and sales of Geely and
Maple sedans;

July 2004: The group’s two associates acquired most of the remaining
auto-related assets from Geely Holding, including 90% stakes in Linhai
plant, Lugiao plant, Geely Holding’s Research and Development
(“R&D") operations and the development cost of CK-1 model for a
total consideration of RMB723m. After the acquisitions, all the auto-
related assets of Geely Holding with the exception of the export agency
business had already been included in the two associates set up jointly
by the group and Geely Holding. The group also considers to raised
its shareholdings in the two associates to over 50% subject to

government approval and compliance with relevant regulations.

To facilitate better communications with the investor public and to
ensure an efficient and fair way to distribute information to the
investment community, the group launched a corporate web site:
www.geelyauto.com.hk in July 2004, for distribution of corporate

news and announcements.

Geely Automobile Holdings Limited « 17 O
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Ao R B
ORGANISATION CHART
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Holdings Inc. Public

60.7% 39.3%

HERNAREEZRER DA (BBBHIMROGRE: 175)
Geely Automobile Holdings Limited(HK Stock Code: 175)

[100% | 100% | 100%

JN\F]
e%?tﬁiﬁ?d_ Value Century Group Ltd Centurion Industries Ltd

W BUERHERE W BERHEES WhEs - BUERHERERY
Research, manufacturing Research, manufacturing Research, manufacturing and
and sale of sedans and sale of sedans sale of automobile components

46.81% 46.81% 51%
J:: [ o Ny
-1t T AR EARA () EHEETE R
Shanghai Maple Guorun Zhejiang Geely Automobile : ) ﬂE’L} Gl
Automobile Co. Ltd Co. Ltd. (Note) ZIAweJtlang bF'LIJ“T’ G;[JOI;JI’W
F3 - . utomobile Parts
S TERSEHEE sh ( fﬁit) (28K & Ningbo Plant) Components Co. Ltd.
BRAF
Zhejiang Geely Automobile
Research Institute Ltd.
WO =
Research & EAH \71_? HE
development 90% ERAA

Zhejiang Mybo Automobile
EREFBBRARH Sales Co. Ltd.
BRAF
Ningbo Geely Engine
Research Institute Ltd.

Sales & marketing

ISR EHE
BER AT
Zhejiang Geely Automobile

90% Sales Co. Ltd.

EEEEREHERRAR R e
Shanghai Maple Automobile Sales & marketing
Sales Co. Ltd 90%

HIREREHERRAR

90% Zhejiang Haoqing Automobile
Manufacturing Co. Ltd.
(BERERESKE
Lugiao & Linhai Plant)
AEMERNSEHE
2R HE ER2H
Sales & marketing Taizhou Geely Automobile
Wist : BRI % IR A RAR - Sales Co.Hid

Note: Formerly known as Zhejiang Geely Guorun Automobile Company Limited.
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Management Discussion & Analysis

MANAGEMENT TEAM

To cope with an increasingly complicated and competitive sedan
market in China and to prepare for the group’s gradual expansion
outside China, the group has embarked on an aggressive drive to
recruit talented professionals to join the management team. During

2004, the group completed three important appointments including:

Mr. Song Lin was appointed an independent non-executive director
and a member of the Audit Committee of the group in September
2004. Mr. Song is currently the president and executive director of
both China Resources (Holdings) Limited and China Resources
National Corporation, chairman and managing director of China
Resources Enterprise Limited (HK Stock Code 291), chairman of
both China Resources Power Holdings Company Limited (HK Stock
Code 836) and China Resources Logic Limited (HK Stock Code
1193).

Mr. Shim Bong Sup was appointed vice president and technical
consultant of Geely Holding in April 2004, helping the group to
revamp its R&D functions. Mr. Shim was once the vice president of
Daewoo Motor and the chairman of Korean Automobile Engineering
Association. He has extensive experience in Korean automotive
industry for more than 36 years, especially in new car development,

automotive technology and quality assurance.
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Mr. Lawrence Ang was appointed an executive director of the group
in February 2004, responsible for the international business
development, capital market and investors’ relationship of the Group.
Prior to joining the Group, Mr. Ang worked in a number of major
international investment banks for seventeen years with extensive
experience in equity research, investment banking and financial
analysis, focusing on China automobile industry and investment

banking business

AUTOMOBILE PARTS MANUFACTURING - ZHEJIANG
FULIN GUORUN AUTOMOBILE

51%-owned Zhejiang Fulin is principally engaged in the
manufacturing and sales of brake slices and electric power steering
for sedans. Although sales to other group companies like Zhejiang
Geely and Shanghai Maple still accounted for the bulk of the revenues
of Zhejiang Fulin, the management of Zhejiang Fulin has started to
explore new customers in China and overseas markets to reduce its

reliance on companies within the group.

The company suffered a small loss in 2004 due to continuous
pressure on product prices as a result of the deterioration of market
condition in China’s sedan market since the second quarter 2004.

To improve its profitability, the company ventured into high value
added automobile component market in 2004, through the
successful development and launch of a new Electric Power Steering
(“EPS”) system in October 2004. The EPS is a purely electronic
control system, replacing the mechanical connection used in the

convention hydraulic power steering with a number of electronic
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Management Discussion & Analysis

sensors, which generate output signals about the speed of the vehicle
and torque pressure of the steering column to control a motorized
steering system. When compared with conventional hydraulic power
steering, the EPS system has the advantages of easier control, simple
structure, light weight, compact size, lower power and fuel wastage,
high flexibility for installation and easy maintenance. The company’s
EPS system had already been installed in the group’s newest models
like the advanced version of Haoging HQ203A and the soon to be
launched “Free Cruiser” family sedans. As Zhejiang Fulin is currently
the only local producer capable of producing EPS system in China
and given the increasing popularity of EPS system amongst new
models launched by other major international car makers, the board
believes the new EPS system should help to enhance the company’s
profitability in the future.

BN ERBEB) S E 2 Electric Power Steering made by Fulin
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PRODUCTION PLANTS
After the completion of the last acquisition in July 2004, the group’s

two associate companies own four production facilities in Shanghai,
Ningbo, Linhai and Lugiao with total land area of 1,876,681 square
metres and total floor area of 582,681 square metres, comprising
four stamping, welding, painting and assembly production lines, an
independent assembly line for Mybo sport sedans, and the supporting
production lines for engines and gearboxes. The group’s plan is to
expand the combined annual production capacity of the four plants
to at least 300,000 units by the end of 2005 and further to 600,000
units by the end of 2007, mainly through continuous technological
upgrading and expansion at the four existing plants. Details about

the group’s four production plants are summarized below:

HRREEZERER AR — £ERE

Geely Automobile Holdings — Production Plants

BEkE 42.1%
(ﬁ«( ‘ﬁﬁ;}u% $)

Lihhai Plant
(economy cars)

BEME (BRI 42.1%

Lugiao Plant (specialised models)

ERBE 46.8%
(EENRESS)

Ningho Plant
(economy family cars)

LEELER 46.8%
(higkE)

Shanghai Maple plant
(mid-end cars)

B W @ N

= o
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80,000 X1& Haoging (1.0-1.3L)
REE « 7K Delivery van, pickups (1.0L)
- RERBAHEE
— contract manufacturing for Ningbo Plant:
%0 /7 Merrie/Ulion (1.3L-1.5L)
EAHMybo (1.3L-1.50)

29,999 — 39,999
28,800 — 40,800

39,999 — 54,999
79,800 — 138,888

MR203 (1.3L-1.50) (#13%) (new) N@fna
MR303 (1.3L-1.5L) (3 %’x) (new) @R na
%}\?/]Mybom( 3L-1.8L) (30 (new) NER na
60,000 Z1& Haoging SRV303S (¥7%) (new) AiE M na

50,000 E M Free Cruiser (1.3L-1.6L)(3170) (new) 60,000 — 80,000

MR479Q 1.3L &) engines TNEf na
MR479QA 1.5L %&)# engines T na
JL16 1.6L ~ JL18 1.8L 343h# engines (¥) (new) &M na
40,000 /&5 Marindo 303 (1.5L) 65,333
M203 (1.5L) 59,999
LR Maple GaIeW|nd(1.3L) 52,588 — 52,999
M205 (#17) (new) MR na
M305 (1.6L-1.8L) ($73%) (new) N@fna
M506 (Cl-1,2.0L) (¥3%) (new) TEH na
MR479Q 1.3L * MR479QA 1.5L # &)t engines A na

JL16 1.6L + JL18 1.8L % E M engines (¥770) (new) @M na
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Total capital expenditures by the group’s two associates amounted
to approximately RMB600 million in 2004, mainly for the funding of
expansion and upgrading of existing plants, construction of new plant
in Lugiao and the development of new products. Major investment
projects completed in 2004 included:

1. Upgrading of Ningbo plant by adding a new 2,000-tonne
stamping production line, technological upgrading of painting,
welding and assembly lines, engine and gearbox production
lines and the expansion of body and gearbox production lines.
To facilitate the upgrading, production of Merrie and Ulion
models at Ningbo plant was relocated to Linhai plant under a
contract manufacturing arrangement in October 2004.
Ningbo plant has resumed the production of new model —
“Free Cruiser” in April 2005.

2. Expansion of Shanghai Maple plant by adding new pressing,
welding, painting and assembly equipment to the production
lines, expansion of existing factory buildings. The Shanghai
Maple plant had successfully started the mass production of
a new mid-end car “Marindo 303" in October 2004 and plans
to further expand capacity to support the scheduled launches

of other new models in 2005.

3. The construction of Lugiao plant was officially completed at
the end of 2004. The group’s newest production plant is
located in Lugiao of Taizhou, Zhejiang province, comprising
land area of 484,533 square metres, a plant of 46,996 square
meters and a second plant of 68,314 square metres, housing
the production lines for stamping, welding, painting and final
assembly with a designed annual production capacity of
60,000 units. The plant will start official production in 2005,
initially focusing on specialized models of the group such as

Haoging’s new sport recreation vehicle (“SRV”) models.
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A new expansion programme at Linhai plant was started in
mid-2004 and completed at the beginning of 2005 to facilitate
the relocation of the production of Merrie and Ulion models
from Ningbo plant to Linhai plant in 2005, thus allowing the
group to concentrate the production of all its sedan models
under the Haoqing platform in a single plant. Through the
subsequent implementation of platform strategy and parts
standardization, the move should help to reduce the plant’s
production cost further. An independent production line for
the “Mybo” sport cars was completed in 2004.

Construction of a new engine plant in Shanghai under
Shanghai Maple was completed at the end of 2004. The
phase | facilities have an annual production capacity of
50,000 units of petroleum engines and are capable to
produce four different types of engines developed by the
group with engine sizes of 1.3L, 1.5L, 1.6L and 1.8L.

gy
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NEW PRODUCTS

In view of the slow down in car sales volume in China since the

second quarter of 2004, the group had decided to postpone some

new product launches originally scheduled in 2004 to ensure better

utilization of resources. Major new product launches in 2004 are

summarized below:

1.

Maple M203 1.5L hatchback sedan in January 2004;
Haoging HQ203A 1.0L hatchback sedan in April 2004;
Maple Galewind (2nd Generation) 1.3L hatchback sedan in
Geely JL series 1.0L delivery van and pickups in July 2004,
Geely Mybo (black and powerful version) 1.5L sport car in
October 2004;

Haoging HQ203A (advanced version) equipped with new 5-
speed manual gearbox and EPS in October 2004;

Zhejiang Fulin Electric Power Steering (EPS) in October 2004;

Maple Marindo 303 1.5L mid-end sedan in October 2004.

Most of the new products launched in 2004 have been well received

by the market and helped to sustain the group’s market share growth
in 2004 despite a relatively difficult sedan market in China in 2004.

In 2005, the group’s two associates plan to launch at least seven

new models, mainly to support and fully utilize the planned launch

of the group’s new power-train system, comprising a brand new
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automatic transmission gearbox and a new series of 1.6L and 1.8L
engines. Details of the planned new product launched in 2005 are

as follow:

1 “Free Cruiser” (or CK-1) 1.5L sedans;

2 Merrie 203 hatchback sedans;

3. Merrie 303 family sedans;

4. Haoging HQ303S Sport Recreation Vehicles;

5 Mybo 2 1.8L sport cars;

6 Maple M205 sport version of M203 1.5L
hatchback sedans;

7. Maple M305 1.6L-1.8L mid-end sedans;

8. JL16, JL18 (1.6L, 1.8L) petroleum engines;

A new series of automatic gearboxes for 1.3-1.8L engines.

©

The group also plans to start to offer right-hand drive version for
some of its existing models in a bid to facilitate the sales of these

vehicles to more overseas markets.

......
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EXPORTS

In 2004, the company’s two associates exported around 5,000 units
of Geely and Maple sedans, or close to 5% of the associates’ total
sales volume during the period, to 29 overseas countries and regions,
most of which are located in Middle East, Africa and Southern
America. The models exported covered all the key models of the
group from the newly developed pickup to Mybo sport cars. Based
on the initial indicated orders from the overseas dealers at the
beginning of 2005, the group expects total export sales volume to
amount to 8,000 to 10,000 units in 2005.

The group considers exports a very important part of our businesses
and is allocating substantial resources to explore the export markets.
The group also plans to set up specialized trading companies in
Hong Kong to strengthen and coordinate the group’s export

businesses.
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MG REE MARKETING AND PROMOTION

RSN R EL] o RIgEmis % To promote the “Geely” and “Maple” brands and enhance market
F7HE R e MR AT M BER TR RR - & recognition of the group’s automobile, engine design and
EMEEE NG _STMESMN - BhHE manufacturing technologies, the group’s two associates participated
& EE S - and sponsored a number of promotional events during 2004,

including:

EERMmEANSESE
Geely car going on ship for exports

“EENFRENRABENNE  RZTE 2004 National Rally Race: Geely and Maple teams won Number 1,

WE= ANEBAKAEN NE LBuH Number 2, Number 4 and 5 slots in the S2 section of the Shanghai
EHARELRMmMSS2HERNNE—F - F= race of the National Rally in March 2004.
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Management Discussion & Analysis

RBEE = HRITHELME S TNFHR The 54th Miss World 2004 campaign in Sanya of Hainan Island: 30
NEEREREE) - 30803 A SR R E Ath Mybo sport cars, together with other luxury cars from major
BRIERAEL N -_TTPNE+ - AR =g 8 international brands participated in Miss World 2004 parade in Sanya
TR T FE it 7 MAKEEE - in December 2004.

ELRER2 N _TTOFLEAKAE
NAHE - WEISHFKE

Maple racing team in 2004

National Rally Race

e SRt RN EREANBE
Miss World in Hainan with Mybo cars

FER-_ZENF+_AE_TTHF_A A promotional campaign called “Maple Marindo Free Drive” was
HEBT—ER2R 8 EHTINERS held in December 2004 and ended in February 2005. The Maple
) ELESH - BIELTELENETEHNR racing team, comprising of Shanghai Maple’s key models like
WEIHM303 + M203 R E TR R — X« B Marindo M303, M203 and Maple Galewind 2, travelled over 20,000
#3820,0002 2 738 1 B < M 3 E b & 1930 km to over 30 cities in China’s six major regions. The racing team
BT o BEKITS N A G5 A 8 participated in the local sales promotion events organized by
EERNEHIHEHERSE Shanghai Maple’s local dealers.

BE—SHNEATFMELEEERIEHRN To further improve the services to the buyers of Geely and Maple
BR7%  LARRIEE RIS ER B A REEK sedans and to reduce the maintenance costs of Geely sedans, the
A EER-TTNE A= ARE208EE A prices of 208 types of popular parts and components for Geely sedans
BEFTATRENESE - FHRERER were reduced by an average of 20% in December 2004. This was
20% - E—ZEZTHF =R  EEEMHE—F followed by the announcement by Shanghai Maple in March 2005

FE300TEE L BT HHOER - FMEE  that the prices of over 300 parts and components for Maple sedans ;ET'J
B A37% o were reduced by an average of 37%. N
£
g
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&
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SALES AND DISTRIBUTION

By the end of 2004, the group’s two associates had established a
comprehensive distribution and service networks in China as well as
in close to 30 foreign countries, comprising 250 class one dealers
for Geely sedans in China, 103 class one dealers for Maple sedans
in China and over 50 dealers in overseas countries. In addition, there
are close to 500 service and maintenance spots in China for Geely

sedans and another 179 service spots for Maple sedans in China.

The group’s sales and distribution focus in 2005 is to further enhance
and restructure existing dealership to improve their efficiency and
service quality, and to improve sales coverage of Geely and Maple
sedans in second and third tier cities and in the rural market in
China.

RESEARCH AND DEVELOPMENT

Although the group’s two associates had postponed some capital
expenditure projects in 2004, the group’s investment in Research
and Development is still given top priority. A new R&D centers will
be completed in 2005. In addition to four major laboratories (Basic,
Electronic, Street-Test and Multi-function), the new R&D centre will
also include a high speed body design and formation workshop,
which could significantly shorten the time required for new model
development, thus allowing the group to release new models much

faster and in a more cost effective manner.

To reduce the technology gaps between the group’s R&D capabilities
and those of the other international automobile companies, the
group’s two associates invited Mr. Shim Bong Sup, formerly vice
president of Daewoo Motor and the chairman of Korean Automobile
Engineering Association, to join the group’s R&D Institute as vice
president and technical consultant to the group in April 2004.
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Management Discussion & Analysis

OUTLOOK

We believe China’s economy will continue to register healthy growth
in the near future. This should bode well for the continuous
improvement in household incomes and thus the demand for motor
vehicles in China. In particular, demand for fuel-efficient and easy-
to-maintain affordable economy sedans should be amongst the
fastest growing categories in China’s sedan market due to the
increasing popularity of car ownership amongst general households
in China. With less than 1% of the population owning a car at present,

there should be substantial growth potential for car demand in China.

The group and the group’s two associates will continue to focus in
the operation and expansion of its automobile business, to actively
seek for ways and opportunities to expand the group’s revenues and
to further reduce costs, thereby to enhance the returns to the group’s

shareholders.

After two consecutive years of extraordinary growth in 2002 and
2003, when sales volume of sedans grew 56% and 75% respectively
over previous year, we expect the growth of China’s sedan sales
volume to slow further to 10% in 2005 from 16% in 2004. We forecast
total sedan sales volume to reach 2.5 million in 2005. However,
sales of lower end sedans should continue to grow faster than other
types of sedans during the year due to the continued migration of

demand from corporates to individuals.

With the strong foundations established in the past few years and
the timely implementation of new business strategies to control costs
and improve efficiency in 2004, the group is well positioned to gain
more market share in China’s sedan market in 2005. We targeted to
raise our market share from 4.2% to 5% in China in 2005, planning
to produce and sell a total of 120,000 units of vehicles in 2005, up
over 80% from 2004.
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In 2005, we would shift our focus to improve the utilization and the
production efficiency of our existing plants, and to speed up new
product launches. The Group’s two associates plan to launch at
least seven new car models and a brand new power-train system,
comprising new 1.6L and 1.8L engines and a new series of automatic
gearboxes in 2005. The Group’s two associates have budget total
capital expenditure at around RMB700m in 2005, mainly for the
funding of development of new products and technological upgrading

of existing plants.

We expect pressure on further increase in raw material prices, in
particular steel prices, to continue in 2005. Major efforts and
management resources will be allocated to control the production
costs of the two associates and our parts subsidiary Zhejiang Fulin,

aiming at maintain the group’s profitability at last year’s levels.

FINANCIAL RESOURCES

Capital structure and treasury policies

The business activities of the Group are mainly financed by the share
capital and cash generated from the operating activities. As at 31
December 2004, the Group’s shareholders’ fund amounted to
HK$653 million (2003: HK$569 million). No additional share was

issued during the year.

Exposure to foreign exchange risk

The Group considers that fluctuations in exchange rate do not impose
a significant risk to the Group since the Group’s operations are
principally in the Mainland China and Hong Kong and all assets and

liabilities are denominated either in Renminbi or Hong Kong dollars.
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Liquidity and financial resources

As at 31 December 2004, the Group’s current ratio (current assets/
current liabilities) was 1.17 (2003: 1.70) and the gearing ratio of the
Group was 1.6% (2003: 3.7%) which was calculated based on the
Group's total borrowings to total shareholders’ equity. Total borrowings
as at 31 December 2004 amounted to HK$10 million (2003: HK$21
million) were mainly advances due to ultimate holding company and
minority shareholders and they were unsecured, interest-free and
repayable on demand. Should other opportunities arise requiring
additional funding, the Directors believe that the Group is in a good

position to obtain such financing.

Material acquisition and disposal of subsidiaries and associated
companies

On 30 March 2004, the entire 51% interest in Deep Treasure
Investments Limited and its subsidiaries were disposed with a gain
of HK$3.2 million. The Group’s operating division of information
technology was discontinued following the disposal.

Employees’ remuneration policy

As at 31st December 2004, the total number of employees of the
Group, including the associated companies was 6,941 (2003: 2,864).
The significant increase of number of employees was mainly due to
the acquisition of Zhejiang Haoging Automobile Manufacturing
Company Limited during the year by one of the associated companies,
Zhejiang Geely Automobile Company Limited.

Employees’ remuneration packages are reviewed annually by
management by taking into account the experience, overall

performance of the staff as well as the prevailing market conditions.
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