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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

1. GENERAL

The Company was registered in 1 Xiexing Cun, Zhong Liang Shan,
Jiu Long Po District, Chongging, the People’'s Republic of China
(the "PRC") and engaged in the production and sale of Isuzu light-
duty trucks, multi-purposes vehicles, pick-up trucks, heavy-duty
trucks, other vehicles and automobile parts and accessories. The
principal activities of its subsidiaries are set out in note 3.

The Company was reorganised into a Sino-foreign joint venture
joint stock limited company on 18th May, 1994 as part of a
reorganisation of a state-owned enterprise E %55 (&) AR A
A) ("Qingling Group”), and B /TEAF R A A (“Qingling”), a Sino-
foreign equity joint venture company. Prior to the reorganisation,
Qingling Group and Qingling separately owned the operations and
the relevant assets and liabilities relating to various automobile
manufacturing processes. Pursuant to the reorganisation, certain of
the operations and the relevant assets and liabilities of Qingling
Group and other assets of the remaining shareholders of Qingling
were reorganised and injected into Qingling which was reorganised
and converted into a Sino-foreign joint venture joint stock limited
company (the “Reorganisation”). Qingling Group becomes the
ultimate holding company of the Company subsequent to the
Reorganisation.

The financial statements are presented in Renminbi (“RMB")
which is also the functional currency of the Company.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

2. ADOPTION OF NEW AND REVISED HONG KONG
FINANCIAL REPORTING STANDARDS

In the current year, the Group has applied a number of new and
revised Hong Kong Financial Reporting Standards (HKFRSs), Hong
Kong Accounting Standards (HKASs) and Interpretations
(hereinafter collectively referred to as “new HKFRSs") issued by
the Hong Kong Institute of Certified Public Accountants
(“HKICPA") that are effective for accounting periods beginning on
or after 1st January, 2005. The application of the new HKFRSs has
resulted in a change in the presentation of the consolidated income
statement, consolidated balance sheet and the consolidated
statement of changes in equity. In particular, the presentation of
minority interests has been changed. This change in presentation
has been applied retrospectively.

In the current year, the Group has applied HKAS 32 “Financial
Instruments: Disclosure and Presentation” and HKAS 39 “Financial
Instruments: Recognition and Measurement”. HKAS 32 requires
retrospective application. HKAS 39, which is effective for annual
periods beginning on or after 1st January, 2005, generally does not
permit the recognition, derecognition or measurement of financial
assets and liabilities on a retrospective basis. The application of
HKAS 32 and HKAS 39 has had no material impact on how financial
instruments of the Group are presented for current and prior
accounting periods.

In previous years, the Group’s owner-occupied leasehold land and
buildings in the PRC were included in property, plant and
equipment and measured using the cost model. In the current
year, the Group has applied HKAS 17 “Leases”. Under HKAS 17, to
the extent that the allocation of the lease payments between the
land and buildings elements can be made reliably, the leasehold
interests in land are reclassified to prepaid lease payments under
operating leases, which are carried at cost and amortised over the
lease term on a straight-line basis. This change in accounting policy
has been applied retrospectively (see below summary for its
financial impact).



%R R

H 2005 F 128318 IF & E

2. RMFAIREEBIEERY
R EER (8

MBAEMBEREENNEBHAE
BER_ZTThFE-A—HANEEN
MBEENT

ERR P E
SR ik

— RGN
Sk itk

— REHN

S
i
Ny
[S5)
o

IH

[N
FifE
LB RS

i
£

s

I 7

E Fok

RS
i

>t
W

DERRER

46

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

2. ADOPTION OF NEW AND REVISED HONG KONG
FINANCIAL REPORTING STANDARDS (Cont’d)

The financial effects of the application of the new HKFRSs to the

Group's equity at 1st January, 2005 are summarised below:

Property, plant and equipment
Prepaid lease payments

— non-current portion
Prepaid lease payments

— current portion

Total effects on asset

Share capital
Reserves
Minority interests

Total effects on equity

Minority interests

R-Z2ENF

t=A=1-H

R-225fF

—R—H

R-ZENE As at 31st
+-H=+-H December,
As at 2004 and

31st December, FE  1st January,
2004 Adjustments 2005
AREFT AREFT AREFIT
RMB'000 RMB’'000 RMB'000
(RHEZ5]) (£3))
(originally stated) (restated)
3,739,120 (46,774) 3,692,346

— 45,585 45,585

— 1,189 1,189

3,739,120 — 3,739,120
2,482,268 — 2,482,268
4,292,503 — 4,292,503

— 178,204 178,204

6,774,771 178,204 6,952,975
178,204 (178,204) =
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

2. ADOPTION OF NEW AND REVISED HONG KONG
FINANCIAL REPORTING STANDARDS (Cont’d)

At the date of authorisation of these consolidated financial

statements, the following new Standards and Interpretations were

in issue but not yet effective:

HKAS 1 (Amendment)

HKAS 19 (Amendment)

HKAS 21 (Amendment)

HKAS 39 (Amendment)

HKAS 39 (Amendment)

HKAS 39 and HKAS 4

(Amendment)

HKFRS 6

HKFRS 7

HK(IFRIC)-Int 4

HK(IFRIC)-Int 5

HK(IFRIC)-Int 6

HK(IFRIC)-Int 7

Capital Disclosures'

Actuarial Gains and Losses, Group Plans and

Disclosures®

Net Investment in a Foreign Operation®

Cash Flow Hedge Accounting of Forecast Intragroup
Transactions®

The Fair Value Option?

Financial Guarantee Contracts®

Exploration for and Evaluation of Mineral Resources®

Financial Instruments: Disclosures'

Determining Whether an Arrangement contains a
Lease®

Rights to Interests arising from Decommissing,
Restoration and Environmental Rehabilitation
Funds®

Liabilities arising from Participating in a Specific
Market-Waste Electrical and Electronic Equipment*

Applying the Restatement Approach under HKAS 29 of
Financial Reporting in Hyperinflationary Economies?
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

2. ADOPTION OF NEW AND REVISED HONG KONG
FINANCIAL REPORTING STANDARDS (Cont’d)

1 Effective for annual periods beginning on or after 1st January, 2007

2 Effective for annual periods beginning on or after 1st March, 2006

3 Effective for annual periods beginning on or after 1st January, 2006

4 Effective for annual periods beginning on or after 1st December, 2005

The directors anticipate the adoption of these Standards and
Interpretations in future periods will have no material impact on the
consolidated financial statements of the Group.

3. SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared on the
historical cost basis and in accordance with Hong Kong Financial
Reporting Standards issued by the HKICPA. In addition, the
consolidated financial statements include applicable disclosures
required by the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited (the “Listing Rules”) and by
the Hong Kong Companies Ordinance.

Basis of consolidation
The consolidated financial statements incorporate the financial
statements of the Company and its subsidiaries made up to 31st

December each year.

All significant intercompany transactions and balances within the
Group have been eliminated on consolidation.
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hE —HSNRELE
PRC — Sino foreign

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

3. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
Basis of consolidation (Cont’d)

Minority interests in the net assets of consolidated subsidiaries are
presented separately from the Group’s equity therein. Minority
interests in the net assets consist of the amount of those interests
at the date of the original business combination and the minority’s
share of changes in equity since the date of the combination.
Losses applicable to the minority in excess of the minority's
interest in the subsidiary’s equity are allocated against the
interests of the Group except to the extent that the minority has a
binding obligation and is able to make an additional investment to
cover the losses.

Particulars of the Company's subsidiaries at 31st December, 2005
are as follows:

KAREE
W i
EXEERAL
E S Percentage of
EREN nominal value of
Form of HMER registered capital
business Registered directly held TEER
structure capital by the Company Principal activities
a2 38,166,600% 7T  50.56% RERELERE
Incorporated  US$38, 166,600 TRHERMER
Production of moulds
for the manufacture of
automobile parts
Bl av 29,980,000(7T 51% RAEE
Incorporated  US$29,980,000 Not yet commenced

business

The subsidiaries had no debt securities outstanding at the end of
the year.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Basis of consolidation (Cont’d)

Note: The Company and the minority shareholder of Qingling Moulds have each
agreed to further inject approximately US$8.3 million (equivalent to
approximately RMB66.98 million) in Qingling Moulds and the resulting
percentage of the registered capital of Qingling Moulds directly held by the
Company would be 50.56%. Up to 31st December, 2005, the portion of the
capital contribution attributable to the Company has been fully paid by the
Company while the capital contribution attributable to the minority shareholder
of Qingling Moulds has not yet been paid up by the minority shareholder.

Revenue recognition

Revenue is measured at the fair value of the consideration
received or receivable and represents amounts receivable for
goods provided in the normal course of business, net of discounts
and consumption tax.

Sales of goods are recognised when goods are delivered and title
has passed.

Interest income from a financial asset is accrued on a time basis,
by reference to the principal outstanding and at the effective
interest rate applicable, which is the rate that exactly discounts
estimated future cash receipts through the expected life of the
financial asset to that asset’s net carrying amount.

Borrowing costs

All borrowing costs are expensed when they are incurred.

All borrowing costs are recognised as and included in finance costs
in the income statement in the period in which they are incurred.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

3. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
Property, plant and equipment

Property, plant and equipment other than construction in progress
are stated at cost less accumulated depreciation and any identified
impairment losses.

Depreciation is provided to write off the costs of property, plant
and equipment other than construction in progress, over their
estimated useful lives after taking into account their estimated
residual values, using the straight-line method.

Specialised production facilities and moulds which can be identified
in relation to specific production processes are depreciated by
reference to the expected production volume of these facilities and
moulds.

The gain or loss arising from disposal or retirement of an item of
property, plant and equipment is determined as the difference
between the sale proceeds and the carrying amount of the asset
and is recognised in the income statement.

Construction in progress is stated at cost which includes all
development expenditure and other direct costs, including interest
expenses and foreign exchange differences which are regarded as
adjustments to interest cost, attributable to such projects. Costs
on completed construction works are transferred to the appropriate
categories of property, plant and equipment.

No depreciation is provided in respect of construction in progress.
Land use rights

The prepayments made on acquiring land use rights represent
prepaid lease payments and it is accounted for as an operating
lease. The prepaid lease payment is amortised on a straight-line
basis over the lease term, or when there is impairment, the
impairment is expensed in the income statement.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Intangible assets

Payments of technology transfer fees and lump sum royalties
under technology transfer agreements with Isuzu Motors Limited
("Isuzu”) are capitalised as intangible assets and are amortised
over their economic useful lives ranging from ten years to thirteen
years, commencing from the use of the technologies in production.

Impairment of tangible and intangible assets excluding
goodwill

At each balance sheet date, the Group reviews the carrying
amounts of its tangible and intangible assets to determine whether
there is any indication that those assets have suffered an
impairment loss. If any such indication exists, the recoverable
amount of the asset is estimated in order to determine the extent
of the impairment loss (if any). Where it is not possible to estimate
the recoverable amount of an individual asset, the Group estimates
the recoverable amount of the cash-generating unit to which the
asset belongs.

Recoverable amount is the greater of net selling price and value in
use. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money
and the risks specific to the asset.

If the recoverable amount of an asset (or cash-generating unit) is
estimated to be less than its carrying amount, the carrying amount
of the asset (cash-generating unit) is reduced to its recoverable
amount. An impairment loss is recognised as an expense
immediately.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Impairment of tangible and intangible assets excluding
goodwill (Cont’d)

Where an impairment loss subsequently reverses, the carrying
amount of the asset (cash-generating unit) is increased to the
revised estimate of its recoverable amount, but so that the
increased carrying amount does not exceed the carrying amount
that would have been determined had no impairment loss been
recognised for the asset (cash-generating unit) in prior years. A
reversal of an impairment loss is recognised as income
immediately.

Inventories

Inventories are stated at the lower of cost and net realisable value.
Cost, which comprises all costs of purchase and, where applicable,
costs of conversion and other costs that have been incurred in
bringing the inventories to their present location and condition, is
calculated using the standard cost method which approximates
actual cost calculated on a weighted average basis. Net realisable
value represents the estimated selling price in the ordinary course
of business less the estimated costs of completion and the
estimated costs necessary to make the sale.

Financial instruments

Financial assets and financial liabilities are recognised on the
balance sheet when a group entity becomes a party to the
contractual provisions of the instrument. Financial assets and
financial liabilities are initially measured at fair value.

Financial assets
All regular way purchases or sales of financial assets are

recognised and derecognised on a trade date basis. The accounting
policies adopted in respect of financial assets are set out below.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

3. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
Loans and receivables

Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market.
At each balance sheet date subsequent to initial recognition, loans
and receivables (including trade receivables, other receivables and
bank balances) are carried at amortised cost using the effective
interest method, less any identified impairment losses. An
impairment loss is recognised in profit or loss when there is
objective evidence that the asset is impaired, and is measured as
the difference between the asset's carrying amount and the
present value of the estimated future cash flows discounted at the
original effective interest rate. Impairment losses are reversed in
subsequent periods when an increase in the asset’'s recoverable
amount can be related objectively to an event occurring after the
impairment was recognised, subject to a restriction that the
carrying amount of the asset at the date the impairment is
reversed does not exceed what the amortised cost would have
been had the impairment not been recognised.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and demand
deposits, and other short-term highly liquid investments that are
readily convertible to a known amount of cash and are subject to
an insignificant risk of changes in value.

Financial liabilities and equity

Financial liabilities and equity instruments issued by the Group
are classified according to the substance of the contractual
arrangements entered into and the definitions of a financial
liability and an equity instrument.

An equity instrument is any contract that evidences a residual
interest in the assets of the group after deducting all of its
liabilities. The accounting policies adopted for specific financial
liabilities and equity instruments are set out below.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

3. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
Other financial liabilities

Other financial liabilities including trade payables and other
payables and bank loans are subsequently measured at amortised
cost, using the effective interest rate method.

Equity instruments

Equity instruments issued by the Company are recorded at the
proceeds received, net of direct issue costs.

Research and development costs

Expenditure on research activities is recognised as an expense in
the period in which it is incurred.

An internally-generated intangible asset arising from development
expenditure is recognised only if it is anticipated that the
development costs incurred on a clearly-defined project will be
recovered through future commercial activity. The resultant asset
is amortised on a straight-line basis over its useful life, and carried
at cost less subsequent accumulated amortisation and any
accumulated impairment losses.

Where no internally-generated intangible asset can be recognised,
development expenditure is charged to profit or loss in the period
in which it is incurred.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Taxation

Income tax expense represents the sum of the tax currently
payable and deferred tax.

The tax currently payable is based on taxable profit for the year.
Taxable profit differs from profit as reported in the income
statement because it excludes items of income or expense that
are taxable or deductible in other years, and it further excludes
income statement items that are never taxable and deductible. The
Group's liability for current tax is calculated using tax rates that
have been enacted or substantively enacted by the balance sheet
date.

Deferred tax is recognised on differences between the carrying
amounts of assets and liabilities in the financial statements and the
corresponding tax bases used in the computation of taxable profit,
and are accounted for using the balance sheet liability method.
Deferred tax liabilities are generally recognised for all taxable
temporary differences and deferred tax assets are recognised to
the extent that it is probable that taxable profits will be available
against which deductible temporary differences can be utilised.
Such assets and liabilities are not recognised if the temporary
difference arises from goodwill or from the initial recognition (other
than in a business combination) of other assets and liabilities in a
transaction that affects neither the taxable profit nor the
accounting profit.

The carrying amount of deferred tax assets is reviewed at each
balance sheet date and reduced to the extent that it is no longer
probable that sufficient taxable profits will be available to allow all
or part of the asset to be recovered.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Taxation (Cont’d)

Deferred tax is calculated at the tax rates that are expected to
apply in the period when the liability is settled or the asset is
realised, based on tax rates that have been enacted or
substantively enacted by the balance sheet date. Deferred tax is
charged or credited in the income statement, except when it
relates to items charged or credited directly to equity, in which
case the deferred tax is also dealt with in equity.

Operating leases

All leases are classified as finance lease whenever the terms of
lease transfer substantially all the risks and rewards of ownership
of the assets concerned to the leasee. All leases other than finance
leases are classified as operating lease.

The Group as lessor

Rental income from operating leases is recognised in the income
statement on a straight-line basis over the term of the relevant
lease.

The Group as lessee

Rentals payable under operating leases are charged to the income
statement on a straight-line basis over the relevant lease term.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

3. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
Foreign currency translations

In preparing the financial statements of the individual entities,
transactions in currencies other than the entity’'s functional
currency (foreign currencies) are recorded at the rates of exchange
prevailing on the dates of the transactions. At each balance sheet
date, monetary items denominated in foreign currencies are
retranslated at the rates prevailing on the balance sheet date. Non-
monetary items carried at fair value that are denominated in foreign
currencies are retranslated at the rates prevailing on the date when
the fair value was determined. Non-monetary items that are
measured in terms of historical cost in a foreign currency are not
retranslated.

Exchange differences arising on the settlement of monetary items,
and on the retranslation of monetary items, are recognised in profit
or loss for the period in which they arise. Exchange differences
arising on the retranslation of non-monetary items carried at fair
value are included in profit or loss for the period except for
differences arising on the retranslation of non-monetary items in
respect of which gains and losses are recognised directly in equity
in which cases, the exchange differences are also recognised
directly in equity.

Retirement benefit costs

Payments to defined contribution retirement benefit plans are
charged as an expense as they fall due.

Payments made to state-managed retirement benefit schemes are
dealt with as payments to defined contribution plans where the
Group's obligations under the plans are equivalent to those arising
in a defined contribution retirement benefit plan.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

4. KEY SOURCES OF ESTIMATION UNCERTAINTY

The management had made the following estimates and
assumptions in the process of applying the Group’s accounting
policies, which are described in note 3, that have a significant risk
of causing a material adjustment to the carrying amounts of the
assets as discussed below.

Depreciation of property, plant and equipment

Property, plant and equipment are depreciated on a straight-line
basis over their estimated useful lives, after taking into account of
their residual value. Specialised production facilities and moulds
which can be identified in relation to specific production processes
are depreciated by reference to the expected production volume of
these facilities and moulds. Other moulds, plant and machinery
which are for general production purposes are depreciated on a
straight-line basis over 10 years.

The determination of the useful lives of property, plant and
equipment and the expected production volume of those specified
production facilities and moulds involve managements estimation
regarding change in technology and expected production volume
plan. The Group assesses annually the residual value and the
useful lives of the property, plant and equipment and the expected
production volume of the specified production facilities and moulds
and if the expectation differs from the original estimate, such a
difference may impact the depreciation in the year the estimate is
changed and the future period.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

4. KEY SOURCES OF ESTIMATION UNCERTAINTY
(Cont’d)

Allowances for bad and doubtful debts

The Group makes allowances for bad and doubtful debts based on
an assessment of the recoverability of trade and other receivables.
Allowances are applied to trade and other receivables where
events or changes in circumstances indicate that the balances may
not be collectible. The identification of bad and doubtful debts
requires the use of judgment and estimates. Where the
expectation is different from the original estimate, such difference
will impact carrying value of trade and other receivables and bad
and doubtful debt expenses in the period in which such estimate is
changed.

5. FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES

The Group’s major financial instruments include borrowings, trade
receivables and trade payables. Details of these financial
instruments are disclosed in the respective notes. The risks
associated with these financial instruments and the policies applied
by the Group to mitigate these risks are set out below.
Management monitors these exposures to ensure appropriate
measures are implemented in a timely and effective manner.

Currency risk

Certain bank loans of the Group are denominated in foreign
currencies (see note 26). The Group currently does not have a
policy to manage foreign currency in respect of foreign currency
debt. However, management monitors the related foreign currency
exposure closely and will consider hedging significant foreign
currency exposure should the need arise.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

5. FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES (Cont’d)

Credit risk

The Group’'s maximum exposure to credit risk in the event that
counterparties fail to perform their obligations at 31st December,
2005 in relation to each class of recognised financial assets is the
carrying amounts of those assets as stated in the consolidated
balance sheet. The Group's credit risk is primarily attributable to its
trade receivables. In order to minimise credit risk, management
has delegated a team to be responsible for the determination of
credit limits, credit approvals and other monitoring procedures. In
addition, management reviews the recoverable amount of each
individual trade debt regularly to ensure that adequate impairment
losses are recognised for irrecoverable debts. In this regard,
management considers that the Group’s credit risk is significantly
reduced.

The credit risk on bill receivables is limited because the majority of
counterparties are banks with high credit-rating in the PRC.

The credit risk on liquid funds is limited because the counterparties
are banks with high credit-ratings assigned by international credit-
rating agencies.

The Group has no significant concentration of credit risk with
exposure spread over a number of counterparties and customers.

Interest rate risk

The Group's interest rate risk relates primarily to fixed-rate bank
borrowings. The Group intends to maintain the bank borrowings in
short-term to mitigate the interest rate risk. The Group does not
use any derivative contract to manage its exposure to interest rate
risk.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

6. TURNOVER

Turnover represents the amounts received and receivable for
goods sold by the Group to outside customers and is stated net of
returns and consumption tax.

2005 2004
AREFT ARBFT
RMB'000 RMB'000

Analysis of the turnover is as follows:
Sales of trucks and vehicles 3,083,071 2,860,315
Sales of automobile parts and accessories 135,299 91,543
Less: Consumption tax (5,644) (5,254)
3,212,726 2,946,604

7. BUSINESS AND GEOGRAPHICAL SEGMENTS

(a) Business segments

For management purposes, the Group is currently engaged in the
manufacture and sales of six series of products — light-duty

trucks, multi-purposes vehicles, pick-up trucks, heavy-duty trucks,
other vehicles and automobile parts and accessories.

Principal business segments are as follows:

Light-duty trucks — manufacture and sales of light-duty trucks

Multi-purposes — manufacture and sales of multi-purposes
vehicles vehicles

Pick-up trucks — manufacture and sales of pick-up trucks

Heavy-duty trucks — manufacture and sales of heavy-duty trucks

Other vehicles — manufacture and sales of vehicles other

than those identified as above
Automobile parts — manufacture and sales of automobile parts

and accessories and accessories
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

7. BUSINESS AND GEOGRAPHICAL SEGMENTS (Cont’d)

Business segments (Cont’d)

(i)  Segment information about these businesses for the year

ended 31st December, 2005 is presented below:

RE
SHEAE £ BHRBH
BREAE Multi- BfE Heavy- Hfh5E  Automobile
Light-duty purposes Pick-up duty Other parts and &a
trucks vehicles trucks trucks vehicles accessories  Consolidated
ARBTT ARBTT AREFT AR%FI AR%FI ARBTFT ARBTT
RMB'000 RMB'000 RMB'000 RMB'000 RMB’000 RMB’000 RMB'000
INCOME STATEMENT
Turnover 1,831,246 74,638 940,829 230,611 103 135,299 3,212,726
Result
Segment result 66,591 (13,116) 20,208 (5,405) (385) 33,988 101,881
Unallocated corporate expenses (38,131)
Finance costs, net of
interest income (17,376)
Profit before taxation 46,374
Taxation (6,765)
Profit for the year 39,609
BALANCE SHEET
Assets
Segment assets 1,898,459 80,5622 826,568 1,362,810 918 59,768 4,229,045
Interchangably used assets
between segments
— property, plant and
equipment 1,765,891
— prepaid lease payments 45,585
— inventories 110,538
Unallocated corporate assets 2,061,257
Consolidated total assets 8,212,316
Liabilities
Segment liabilities 82,325 3,457 43,988 8,143 2 4,460 142,375
Unallocated trade, bills
and other payables 602,762
Unallocated corporate liabilities 598,705
Consolidated total liabilities 1,343,842
RE
SHEAE 3% SHEBH
BUFRE Multi- BFE Heavy- Hf5E  Automobile
Light-duty  purposes Pick-up duty Other  parts and AR Ei
trucks vehicles trucks trucks vehicles accessories Unallocated Consolidated
ARETT ARETZ ARBTT ARMTI AR¥Trn ARETT ARETT ARETZ
RMB'000  RMB000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
OTHER INFORMATION
Allowance for bad and doubtful debts 867 89 10 4 = 52 = 1,022
Write back for bad and doubtful
debts (upon collection) (1,636) (400) (22) (59) - - = 2,117)
Allowance for obsolete inventories = 9,380 = = 320 = = 9,700
Write back for obsolete
inventories (upon sale) = = (3,278) = = = = (3,278)
Additions of property, plant
and equipment 1,236 - 5 758 - - 21,064 23,063
Amortisation of intangible assets 3,138 3,444 4,404 6,500 - - - 17,486
Depreciation of property, plant
and equipment 92,638 3,376 70,012 19,427 = = 25,194 210,647
Amortisation of prepaid
lease payments — — — — — — 1,189 1,189
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

7. BUSINESS AND GEOGRAPHICAL SEGMENTS (Cont’d)

(a) Business segments (Cont’d)

(i)  Segment information about these businesses for the year

ended 31st December, 2004 is presented below:

RE
SHEAE £ BHRBH
BREAE Multi- BfE Heavy- Hfh5E  Automobile
Light-duty purposes Pick-up duty Other parts and &a
trucks vehicles trucks trucks vehicles accessories  Consolidated
ARBTT ARBTT AREFT AR%FI ARBTFT ARBTT
RMB'000 RMB'000 RMB'000 RMB'000 RMB’000 RMB'000
INCOME STATEMENT
Turnover 1,635,846 106,243 840,787 270,011 2,174 91,543 2,946,604
Result
Segment result 94,556 (7,458) 52,119 8,893 (851) 20,366 167,625
Unallocated corporate expenses (34,431)
Finance costs, net of
interest income (4,813)
Profit before taxation 128,381
Taxation (15,904)
Profit for the year 112,477
BALANCE SHEET
Assets
Segment assets 1,730,422 433,398 835,315 1,406,372 1,935 26,531 4,433,973
Interchangably used assets
between segments
— property, plant and
equipment 1,857,455
— prepaid lease payments 46,774
— inventories 171,138
Unallocated corporate assets 2,054,988
Consolidated total assets 8,564,328
Liabilities
Segment liabilities 90,928 3,553 52,719 12,297 55 10,408 169,960
Unallocated trade, bills and
other payables 483,446
Unallocated corporate liabilities 957,947
Consolidated total liabilities 1,611,363
RE
SHEAE 3% SHEBH
BUFRE Multi- BFE Heavy- Hf5E  Automobile
Light-duty  purposes Pick-up duty Other  parts and AR Ei
trucks vehicles trucks trucks vehicles accessories Unallocated Consolidated
ARETT ARETZ ARBTT ARMTI AR¥Trn ARETT ARETT ARETZ
RMB'000  RMB000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
OTHER INFORMATION
Allowance for bad and doubtful debts 745 = 89 70 3,580 - - 4,484
Write back for bad and doubtful
debts (upon collection) (471) - = = = = (471)
Allowance for obsolete inventories 8,783 1,840 = = = = 10,623
Write back for obsolete
inventories (upon sale) (2,624) (2,163) - (1,983) - = (6,770)
Additions of property, plant and
equipment 1,096 - - 4,661 - - 13,223 18,980
Amortisation of intangible assets 3,727 3,773 5,356 11,057 - - - 23913
Depreciation of property, plant
and equipment 107,787 3,141 54,310 13,358 = = 24,279 202,875
Amortisation of prepaid
lease payments — — — — — 1,189 1,189
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

7. BUSINESS AND GEOGRAPHICAL SEGMENTS (Cont’'d)
(b) Geographical segments

(i) All of the production facilities of the Group are located in the
PRC and substantially all of the sales of the Group are also
made in the PRC. The Group has made limited export sales to
Japan which accounted for approximately 2.53% (2004:
1.07%) of the Group's turnover.

(i) All of the carrying amount of segment assets and liabilities
and additions to property, plant and equipment and intangible
assets are located in the PRC for both years presented.

8. FINANCE COSTS

2005 2004
ARBTL  ARETTE
RMB'000 RMB'000

Interest expense on bank borrowings
wholly repayable within five years 48,390 34,104
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2005

9. PROFIT BEFORE TAXATION

Profit before taxation has been arrived at after charging:

Salaries and other payments and benefits
Retirement benefits scheme contributions

Total staff costs (including directors and
supervisors' remuneration (see note 10))

Allowance for obsolete inventories
Write back allowance for obsolete
inventories (upon sale)
Allowance for bad and doubtful debts
Write back for bad and doubtful debts
(upon collection)
Amortisation of intangible assets
(included in cost of sales)
Auditors" remuneration
Depreciation of property, plant and equipment
Amortisation of prepaid lease payments
(included in cost of sales)
Loss on disposal of property, plant and equipment
Minimum lease payments under operating
leases in respect of rented premises
Research and development costs
Shipping cost for goods delivery

and after crediting:

Interest income from bank deposits and balances
Net exchange gain
Income from renting of building,

moulds and tooling equipment

2005 2004
AREFT ARETTL
RMB’000 RMB’000
64,988 62,376
8,196 5,326
73,184 67,702
9,700 10,623
(3,278) (6,770)
1,022 4,484
(2,117) (471)
17,486 23,913
2,978 2,825
210,647 202,875
1,189 1,189
38 89
5,306 3,885
5,009 7,115
63,961 62,631
31,014 28,281
3,585 21,167
5,104 4,936
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

10. DIRECTORS’ AND SUPERVISORS" REMUNERATION

[
Fee
ARBFT

AMB'000

Executive directors
Wu Yun —
Gao Jianmin —
Liu Guangming —
Pan Yong -
Yue Huagiang —
Hosoi Susumu -
Miyatake Yoshiyuki -
Yoshito Mochizuki -
Song Zhenyuan —

Independent non- executive
directors
Long Tao -
Song Xiaojiang -
Xu Bingjin -

Supervisors” remuneration
Liu Qi —
Zhou Hong -
Feng Jialing —

#ER
AR
Salaries

and other
benefits
ARETR

RMB‘000

195

pEEE
EEL
Performance
related
incentive
payments
ARBFR

RMB'000

BIER
SHER
Retirement
benefit
scheme
contributions
ARKTT

AMB'000

Z8%5F
@it

2005

Total
ARETR

RMB‘000

199

BIER

SEER
Retirement —2F0F
benefit a3t
scheme 2004
contributions Total

ARRTT  ARBTR

All the five highest paid individuals of the

were directors.

niE%E

#ER R

£{bEF Performance

Salaries related

#£  andother incentive
Fee benefits  payments
ARETT ARBTT ARETZ
RMB000 RMB000 RMB'000
- 169 =
= 146 =
= 146 =
= 146 =
= 146 =
= 146 =
= 146 =
- 1,045 =
— 13 3
= 13 pal
= 13 2%
— 39 68
= 1,084 68
Group for

RMB000 RMB'000
3 172

2 148

3 149

3 149

3 149

2 148

2 148

18 1,063

3 3

3 3

2 2

8 8

3 39

2 36

3 40

8 115

34 1,186

both years
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

11. TAXATION

The Company and its subsidiaries are subject to the PRC
Enterprise Income Tax. All PRC domestic enterprises are subject to
a unified income tax rate of 33% on their taxable profits. The
Company is a foreign investment enterprise of a production nature
established in a Coastal Economic Open Zone. The Company, as
confirmed by the Chongging Tax Bureau, was subject to PRC
Enterprise Income Tax at the rate of 24% under the Income Tax
Law of the PRC for Enterprises with Foreign Investment and
Foreign Enterprises in the previous years. Pursuant to the “Notice
of certain measures for implementation of exploration and
development of western zone” issued by the State Council of the
PRC, domestic investment enterprises and foreign investment
enterprises located in the western zone of the PRC of a production
nature and are engaged in the business encouraged by the State
Government are entitled to PRC Enterprise Income Tax at the rate
of 15% effective from 1st January, 2001. Accordingly, the
Company, as confirmed by the Chongging Branch Office of the
State Tax Bureau, is subject to PRC Enterprise Income Tax at the
rate of 156% effective from 1st January, 2001.

The Company's subsidiaries are sino-foreign joint venture limited
liability companies established in the PRC. As these subsidiaries
are engaged or to be engaged in the production of advanced
technology products and are located in New and High Technology
Development Zone of Chongging, these subsidiaries, as confirmed
by the Chongging Tax Bureau, are subject to PRC Enterprise
Income Tax at the rate of 15% and are exempted from income tax
for the first two profitable years of operations and, thereafter, are
entitled to 50% relief from income tax for the next three years
under the Income Tax Law of the PRC for Enterprises with Foreign
Investment and Foreign Enterprises. During the year, one of these
subsidiaries has finished its enjoyment of this income tax relief.
According to the Income Tax Law of the PRC for Enterprises with
Foreign Investment and Foreign Enterprises which was issued by
PRC Tax Bureau, this subsidiary can use the income tax rate of
10% for the next three years from year 2005. Another subsidiary of
the Company has not yet commenced business and therefore no
income tax has been provided.
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2005

11. TAXATION (Cont’d)

The charge for the year can be reconciled to the profit per

consolidated income statement as follows:

2005 2004
ARETT  ARETT
RMB’000 RMB’000
Profit before taxation 46,374 128,381
Tax at the applicable tax rate of 15% 6,956 19,257
Tax effect of expenses that are not deductible
in determining taxable profit — 14
Tax effect of income that are not taxable
in determining taxable profit (189) (1,570)
Effect of 10% (2004: 7.5%) income tax rate
granted to a subsidiary (2) (173)
Tax reduction granted by the Chongging
Tax Bureau = (1,624)
Taxation for the year 6,765 15,904
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

12. PROFIT FOR THE YEAR

According to the Company’'s Articles of Association, for the
purpose of determining the amount of profit available for
distribution, the amount shall be deemed to be the lesser of the
amount of profit determined in accordance with PRC accounting
standards and regulations and the amount of profit determined in
accordance with accounting principles generally accepted in Hong
Kong. The Company’s profit available for distribution as at 31st
December, 2005 was the accumulated profit determined in
accordance with PRC accounting standards and regulations of
approximately RMB1,097,112,000 (2004: RMB1,116,103,000).

The profit of the Company for a financial year shall be applied in
accordance with the following order:

(i) making up losses;
(i) allocation to statutory surplus reserve fund;
(iii) allocation to statutory public welfare fund;

(iv) if there are preference shares, payment of dividends in
respect of preference shares;

(v)  allocation to discretionary surplus reserve fund; and
(vi) payment of dividends in respect of ordinary shares.

The detailed proportion of distribution in respect of items (ii) to (vi)
above for any financial year shall be formulated by the Board of
Directors in accordance with the operational conditions of the
Company and its development requirements and shall be
submitted to shareholders’ general meeting for approval.



%R R

H 2005 F 128318 IF & E

13. BAXEABREREER
®mE

EEAEEIRBEFEGEL R
HOIRARRABERTE AR
al &k — MM E A R F Rk &R
FIRE0%ZEHE - WEAEAES
R B EFI AR R & AR50% B
B ERIR - BIEBEAAAAGE
B AT AESTHARNBHBASF
EEE -~ A E L& S IR
AN o RRBBA AL A R EE
NESEAERN  BHREZETE
AHES TR ERAR MR A
25% c DIRECEFEE2HBRRASE

==

E °

EERmE IBBARAAEER
ZERRIBEFBRRDE - R
BRMPRN S - BEERK
RNA A B RS B g 2R KRR
EEE—_TERFT_A=1—
HIEFE 2R &R A REN0%
(ZZEZTME : 10%) @ BIHARE
3,832,000t (ZZZEWEF : AR
10,291,0007) ERBEE R & °
EERAme ] AIERE TEEBET
BEEATE - ETEEARE LR
FEA ZSETEMNAIEERR
BATE c AELAm® ' BREBEB
SON - WABE DB T ARR o AN
EARARNRBERILEE AT
& NESERERBREATE

=

iE °

\

ISR

EERNEEIEERGE S TIBRE
32— 8D °

71

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

13. TRANSFER TO STATUTORY SURPLUS RESERVE
FUND AND STATUTORY PUBLIC WELFARE FUND

The statutory surplus reserve fund represents the appropriation of
10% of profit after taxation for the year of the Company and one of
its subsidiaries calculated in accordance with PRC accounting
standards and regulations and the Company’'s Articles of
Association. The appropriation may cease to apply if the balance of
the statutory surplus reserve fund has reached 50% of the
Company's registered share capital. According to the Company’s
Articles of Association, statutory surplus reserve fund can be used
to make up prior year losses, to expand production operations or to
increase share capital. The Company may capitalise the statutory
surplus reserve fund by way of bonus issues provided that the
remaining amount of statutory surplus reserve fund after such
distribution shall not be less than 25% of the registered share
capital of the Company. The amount shall be submitted to
shareholders’ general meeting for approval.

Statutory public welfare fund represents the appropriation of profit
after taxation according to the requirements of the Company's
Articles of Association and the Companies Law in the PRC.
According to the requirements, the Company transfers 10% (2004
10%) of profit after taxation calculated in accordance with PRC
accounting standards and regulations which amounts to
approximately RMB3,832,000 for the year ended 31st December,
2005 (2004: RMB10,291,000) to the statutory public welfare fund.
The fund can only be utilised for capital expenditure on employee’s
collective welfare facilities and cannot be used in staff welfare
expenses. Such employee welfare facilities are owned by the
Company. The statutory public welfare fund is not distributable to
shareholders other than in liquidation. There has been no utilisation
of the statutory public welfare fund during the year. The amount
shall be submitted to shareholders’ general meeting for approval.

The statutory surplus reserve fund and statutory public welfare
fund are part of shareholders’ equity.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

14. TRANSFER TO DISCRETIONARY SURPLUS
RESERVE FUND

The amount transferred to discretionary surplus reserve fund is
based on 30% (2004: 30%) of the profit after taxation for the year
of a subsidiary of the Company prepared in accordance with PRC
accounting standards and regulations. The amount shall be
submitted to board of directors for approval.

15. DIVIDEND

2005 2004
AREFT  ARETT
RMB 000 RMB’000

Final dividend proposed after the balance sheet
date of RMB0.02 (2004: RMBO0.05) per share 49,645 124,113

The final dividend proposed after the balance sheet date of
RMB49,645,365 (2004: RMB124,113,413) is calculated based on
2,482,268,268 (2004: 2,482,268,268) shares in issue on 20th April,
2006.
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#H ZE 2005 F12A31H It FE FOR THE YEAR ENDED 31ST DECEMBER, 2005

16. ERER 16. EARNINGS PER SHARE
BE_ZTTRFTHA=T—8H1L The calculation of the basic earnings per share attributable to the
FEARA LB RELERE ordinary equity holders of the Company for the year ended 31st
REFBIE TN ER G E December, 2005 is based on the following data:

27 Earnings

2005 2004
AREFT  ARETT
RMB 000 RMB’000

BT ESRERRFISZH Earnings for the purpose of basic earnings
(RREEREFTZHREH) per share (profit for the year attributable
to equity holders of the Company) 39,330 109,930
Iz % & H Number of shares
2005 2004
Fi# Fi
‘000 ‘000
BRI EERELBHM Weighted average number of shares for
MEFHRHEHE the purpose of basic earnings per share 2,482,268 2,482,268
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2005

17. PROPERTY,

COST

At 1st January, 2004

Additions

Transfer of construction
in progress

Disposals

At 31st December, 2004

Additions

Transfer of construction
in progress

Reclassification

Disposals

At 31st December, 2005

DEPRECIATION

At 1st January, 2004
Provided for the year
Eliminated on disposals

At 31st December, 2004
Provided for the year
Reclassification
Eliminated on disposals

At 31st December, 2005

NET BOOK VALUES
At 31st December, 2005

At 31st December, 2004

PLANT AND EQUIPMENT

B £E
BE - BE k&%
RH#%E  Furniture,
Moulds, fixtures AE HRIE
#% plantand and Motor Construction @t
Buildi hinery Juif hicll in progress Total
ARETT ARETT ARETT ARETT ARETT ARETIT
RMB’000 RMB’000 RMB'000 RMB'000 RMB’000 RMB’000
645,843 4,033,942 59,632 19,810 171,428 4,930,655
— — — — 18,980 18,980
4,661 54,612 2,670 4,254 (66,197) —
(569 ) (147) (529) e (1,245)
650,504 4,087,985 62,155 23,5635 124,211 4,948,390
— — — 23,063 23,063
684 10,670 952 2,423 (14,729) e
= 149 (149) — = —
(6,354) (474) (814) = (7,642)
651,188 4,092,450 62,484 25,144 132,645 4,963,811
181,819 826,118 29,471 16,459 — 1,053,867
30,529 166,197 5,228 921 — 202,875
(216) (6) (476) — (698)
212,348 992,099 34,693 16,904 — 1,256,044
30,660 173,313 5,421 1,253 — 210,647
— 31 (31) — — —
(48) = (483) = (531)
243,008 1,165,395 40,083 17,674 — 1,466,160
408,180 2,927,055 22,401 7,470 132,545 3,497,651
438,156 3,095,886 27,462 6,631 124,211 3,692,346
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

17. PROPERTY, PLANT AND EQUIPMENT (Cont’d)

The above items of property, plant and equipment are depreciated
on a straight-line basis at the following rates per annum:
Buildings 20 years
Moulds, plant and machinery Over the expected production
volume or 10 years
(see below)
Furniture, fixtures and equipment 5 years
Motor vehicles 5 years
Specialised production facilities and moulds which can be identified
in relation to specific production processes are depreciated by
reference to the expected production volume of these facilities and
moulds. Other moulds, plant and machinery which are for general
production purposes are depreciated on a straight-line basis over
10 years.

Used assets acquired as part of the Reorganisation are depreciated
over their estimated remaining useful lives as determined by the
directors by reference to estimates made by an independent
valuer.

Following the adoption of HKAS 16 property, plant and equipment,
which is effective for the current accounting period, the Group has
reviewed the depreciation method and residual values used for the
purposes of depreciation calculations in the light of the amended
definition of depreciation method and residual values. The review
did not highlight any requirement for any adjustment to the
depreciation method and residual values used in current or prior
periods. In line with the new requirements, the depreciation
method and residual values will be reviewed annually.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

17. PROPERTY, PLANT AND EQUIPMENT (Cont’d)

At the balance sheet date, the carrying amount of property, plant
and equipment of the Group includes assets with aggregate cost of
RMB112,846,000 (2004: RMB112,846,000) and accumulated
depreciation and amortisation of RMB38,779,000 (2004:
RMB33,675,000) in respect of moulds, plant and machinery leased
to Qingling Group under an operating lease. Depreciation of
RMB5,104,000 (2004: RMB4,936,000) was charged on these
assets during the year. Rental income earned by the Group
represented the reimbursement from Qingling Group for the
depreciation charge of the respective assets incurred by the Group
during the year.

18. PREPAID LEASE PAYMENTS

2005 2004
AREFTT AREFT
RMB’'000 RMB'000
(E31)
(Restated)

The Group's prepaid lease payments comprise:
Medium-term land use right 45,585 46,774

Analysis for reporting purpose as:

Non-current asset 44,396 45,585
Current asset 1,189 1,189
45,585 46,774

In May 1994, the Company was granted the rights to use the land
on which the buildings of the Group are situated, by the relevant
PRC authorities for a period of fifty years.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

19. INTANGIBLE ASSETS

Technical transfer fees
2005 2004

ARBTL  ARETTE
RMB'000 RMB'000

COST

At 1st January and 31st December 271,333 271,333
AMORTISATION

At 1st January 171,376 147,463
Provided for the year 17,486 23,913
At 31st December 188,862 171,376

CARRYING AMOUNT
At 31st December 82,471 99,957

The amount represents technology transfer fees paid under the
technology transfer agreements with Isuzu. The intangible assets
have finite useful lives, over which the assets are amortised. The
amortisation period for the technical transfer fees paid is 10 to 13
years.

20. DEPOSITS PAID IN RESPECT OF PURCHASE OF
PROPERTY, PLANT AND EQUIPMENT

The amount represents deposits for the purchase of property, plant
and equipment paid during the year.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

21. INVENTORIES

2005 2004
AREFT  ARETT
RMB 000 RMB’000

Raw materials 1,499,915 1,808,227
Work in progress 149,500 135,423
Finished goods 114,237 150,434

1,763,652 2,094,084

22. TRADE RECEIVABLES, DEPOSITS AND
PREPAYMENTS

(@) At the balance sheet date, the balance of trade receivables,
deposits and prepayments includes amounts due from
Qingling Group and subsidiaries of Qingling Group as follows:

2005 2004
AEBBTT  ARETT
RMB 000 RMB’000

Qingling Group 4,078 767
Subsidiaries of Qingling Group 10,409 5,617
14,487 6,384

These amounts are unsecured, interest free and repayable in
accordance with normal credit term of the Group.

The directors consider that the carrying amount of those due from
Qingling Group and subsidiaries of Qingling Group approximates
their fair value.
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2005

22. TRADE RECEIVABLES, DEPOSITS AND
PREPAYMENTS (Cont’d)

(b) As at balance sheet date, the aged analysis of trade

receivables, net of allowances, of the Group is as follows:

2005 2004

AREFT ARBFT

RMB'000 RMB’000

Within 3 months 226,127 198,093
Between 3 to 6 months 272 21,633
Between 7 to 12 months 102 14,324
Between 1 to 2 years 16,429 24,066
QOver 2 years 10,283 9,558
253,213 267,674

The Group allows a credit period ranging from 90 to 180 days to its

customers.

An allowance has been made for estimated irrecoverable amount
from sales of goods of RMB13,213,000 (2004: RMB14,308,000).

The directors consider that the carrying amount of trade

receivables and deposits approximates their fair value.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

23. BILLS RECEIVABLES

As at balance sheet date, the aged analysis of bills receivables of
the Group is as follows:

2005 2004
AREFT  ARETT
RMB 000 RMB’000

Within 1 month 119,502 112,562
Between 1 to 2 months 71,465 71,412
Between 2 to 3 months 66,498 46,130
Between 4 to 6 months 247,740 86,720

505,205 316,824

All the above bills receivables are guaranteed by banks and their
expiry dates ranged from 30 to 180 days.

The directors consider that the carrying amount of bill receivables
approximates their fair value.

24. SHARE CAPITAL

2005 K 20044
2005 and 2004
AREFT
RMB'000

Registered, issued and fully paid 2,482,268
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

24. SHARE CAPITAL (Cont’d)

R #E

Number of shares
2005% K 20045F
2005 and 2004
T8

‘000

Shares of RMB1 each
— Domestic shares 1,243,616
— H shares 1,238,652

2,482,268

Domestic shares and H shares rank pari passu in all respects with
each other.

There were no charge in the registered, issued and fully paid share
capital of the Company during both years.

25. TRADE, BILLS AND OTHER PAYABLES

(a) At the balance sheet date, the balances of trade, bills and
other payables included the amounts due to Isuzu Motors
Limited (“Isuzu”) and its wholly-owned subsidiaries, Isuzu
(China) Holding Co., Ltd. (hereinafter collectively referred to
as “lsuzu Group”) and subsidiaries of Qinging Group as

follows:
2005 2004
AREFT ARBFT
RMB’000 RMB'000
Subsidiaries of Qingling Group 7,682 9,835
Isuzu Group 26,944 23,957

34,626 33,792
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2005

25. TRADE, BILLS AND OTHER PAYABLES (Cont’d)

These amounts are unsecured, interest free and repayable in

accordance with normal credit term.

The directors consider that the carrying amount of those due to

Isuzu Group and subsidiaries of Qingling Group approximates their

fair value.

Trade, bills and other payables principally comprise amounts

outstanding for trade purchases and ongoing costs.

(b) As at balance sheet date, the aged analysis of trade and bills

payables of the Group is as follows:

2005 2004

ARETFT ARETT

RMB'000 RMB'000

Within 3 months 384,307 292,392
Between 3 to 6 months 92,257 53,630
Between 7 to 12 months 9 3,392
Over 12 months 15,624 16,925
492,197 366,339

The directors consider that the carrying amount of trade, bills and

other payables approximates their fair value.
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26. SRITHEX 26. BANK LOANS

RITERR—FRNEE - EEER The bank loans are due within one year, unsecured and carry
REENEFTE - #FEET interest at fixed interest rate, details as below:

2005 2004
AREFT  ARETT
RMB 000 RMB’000

ETLRITIER Bank loan in US Dollar 201,755 148,977
ARERTER Bank loan in RMB 396,380 805,000

598,135 953,977
ETLMITERANREEIN TR The bank loans in US Dollar represent the original currency of
25,000,000 7t (=& Z Y 4 US$25,000,000 (2004: US$18,000,000).

18,000,000%7T) °

SRITIE RPN EN T4.04%%E5.20% The interest rates paid with range from 4.04% to 5.20% (2004:
(ZZEZTNWPF : NN F332%F 3.32% to 5.04%).
5.04%) °
27. BERBREEBYEHRD 27. ANALYSIS OF THE BALANCES OF CASH AND CASH
r EQUIVALENTS
2005 2004

ARBTL  ARETTE
RMB'000 RMB'000

BITEES  FRRRL B Bank balances, deposits and cash comprises:

RITER  ERERS Bank balances, deposits and cash 2,008,289 1,998,530
B BRTEHER Less: Fixed deposits with banks (670,260) (488,445)
BeRREEEY Cash and cash equivalents 1,338,029 1,510,085
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

27. ANALYSIS OF THE BALANCES OF CASH AND CASH
EQUIVALENTS (Cont’d)

The fixed deposits with banks are due within 6 to 12 months and
the interest rates on fixed deposits with bank range from 2.07% to
4.06%. The interest rate applicable to other bank balances and
deposits is 0.72%.

28. RELATED PARTY TRANSACTIONS

During the year, the Group entered into the following transactions
with related parties:

(i) Transactions with Qingling Group and its subsidiaries
(@) Qingling Group, the ultimate holding company of the
Company
Type of transaction
2005 2004
AREFTT  ARETFTL
RMB'000 RMB'000
Purchases of automobile parts 47,230 40,924

Supply of parts and raw materials
for the manufacture of automobile

parts required by the Group 29,565 23,942
Income from renting of moulds and

tooling equipment 4,904 4,936
Service fee expense 300 300
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2005

28.

(i)

RELATED PARTY TRANSACTIONS (Cont’d)

Transactions with Qingling Group and its subsidiaries
(Cont’d)

(b)

EEBRBEARAA

Type of transaction

Purchases of automobile parts

Supply of parts and raw materials
for the manufacture of automobile
parts required by the Group

Sales of plant and equipment

EEERBEARAR

Type of transaction

Purchases of automobile parts

Supply of parts and raw materials
for the manufacture of automobile
parts required by the Group

Sales of plant and equipment

Income from renting of building

2005 2004
ARETT  ARETT
RMB'000 RMB'000
L2 44,622
10,057 5,871

277 274

2005 2004
ARBTT  ARETTL
RMB'000 RMB'000
47,314 32,658
3,890 1,293

— 27

200 —
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28. BAEXRS (&) 28. RELATED PARTY TRANSACTIONS (Cont’d)
(i) HEREFERAEMELRR (i) Transactions with Qingling Group and its subsidiaries
ENRZ () (Cont’d)
d BEEREBBRAA d EEERREBAERLDA
REEE Type of transaction

BRAETHME

HETHM KRR
HERSERFOTRMS

HERERRE

e) EEEHRAZEBFAR (e)

NG]

REER

BRAETHME
RETH M RRIBIAR
LERSERTOTEMS
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Purchases of automobile parts

Supply of parts and raw materials
for the manufacture of automobile
parts required by the Group

Sales of plant and equipment

EEERBZRERERAF

Type of transaction

Purchases of automobile parts

Supply of parts and raw materials
for the manufacture of automobile
parts required by the Group

2005 2004
ARBFT  ARETTL
RMB000 RMB’000
235,156 206,699
108,090 91,604

18 —

2005 2004
AEBBTT  ARETT
RMB 000 RMB’000
23,713 21,538
6,190 5,319
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2005

28.

(i)

RELATED PARTY TRANSACTIONS (Cont’d)

Transactions with Qingling Group and its subsidiaries
(Cont’d)

(f)

EEEREMNARRIQE

Type of transaction

Purchases of automobile parts

Supply of parts and raw materials
for the manufacture of automobile
parts required by the Group

EEERBIMARRAA

Type of transaction

Purchases of automobile parts

Supply of parts and raw materials
for the manufacture of automobile
parts required by the Group

Sales of plant and equipment

2005 2004
ARBFT  ARETTL
RMB000 RMB’000
40,474 38,297
18,146 17,859
2005 2004
ARBFT  ARETTL
RMB000 RMB’000
8,649 4,508

774 760

60 —




%R R

H 2005 F 128318 IF & E

28. BEXS (#)
(i) BRE+REMETHNRS

FAR - RBARNFEMAZHN T T4
(RRARIRBIRE) ELEKRGERE
HBHZLN  ZEZORZZTTHFEAN
A=Z+HMB#&R - A +RBEAR
AR-_ZTTRAF A +HRENE
BR H 45 R D 2 A R SR IR AR A A
324,960,400/% HI% ° 52 A £ & 14
ReHBDENE  ATRES
496,453,654/ Hi% * (ERA A A E
BITHRR AL A E40.08% @ SIEAR R
A EEE BEITRAA20% °

BEWERE  ARBRETHE
GLETE LT

REER

88

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

28. RELATED PARTY TRANSACTIONS (Cont'd)
(ii) Transactions with Isuzu Group

During the year, Isuzu, an existing shareholder of the Company
incorporated in Japan, made an unconditional cash partial offer
which closed on 24th June, 2005 and acquired 324,960,400 H
shares of the Company pursuant to the terms of the offer
disclosed in a circular of the Company dated 10th June, 2005.
Upon the completion of this unconditional cash partial offer, Isuzu
owns 496,453,654 H shares representing 40.08% of the issued H
shares capital of the Company or 20% of the entire issued share
capital of the Company.

The transactions made between the Group and Isuzu since the
closing of the offer are disclosed as follows:

Type of transaction

ARETT

RMB’000

Royalties on sale of trucks and other vehicles 13,302
Sales of accessory sets 45,114

Purchases of parts and components 298,883
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

28. RELATED PARTY TRANSACTIONS (Cont’d)

(i) Transactions with Isuzu Group (Cont’d)

The transactions made between the Group and Isuzu Group for the
year 2005 and comparative figures for 2004 are also shown as
follows for additional information purpose:

Type of transaction

2005 2004

ARETT ARETT

RMB'000 RMB'000

Royalties on sale of trucks and other vehicles 27,086 24,088
Sales of accessory sets 79,848 31,430
Sales of moulds — 1,494
Purchases of parts and components 978,989 2,030,632
Purchases of plant and equipment — 2,893

(iif) Transactions/balances with other state-controlled
entities in the PRC

The Group operates in an economic environment currently
predominated by entities directly or indirectly owned or controlled
by the PRC government (“state-controlled entities”). In addition,
the Group itself is part of a larger group of companies under
Qingling Group which is controlled by the PRC government. Apart
from the transactions with Qingling Group and its subsidiaries
disclosed in section (i) above, the Group also conducts businesses
with other state-controlled entities. The directors consider those
state-controlled entities are independent third parties so far as the
Group's business transactions with them are concerned.
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2005

28. RELATED PARTY TRANSACTIONS (Cont’d)

(iif) Transactions/balances with other state-controlled

entities in the PRC (Cont’d)

Material transactions/balances with other state-controlled entities

are as follows:

2005 2004

ARETFT ARETT

RMB’'000 RMB’000

Trade sales 1,419,479 1,345,853

Trade purchases 324,482 257,723

Trade balances due to other

state-controlled entities 138,929 93,452
Trade balances due from other

state-controlled entities 425,422 358,492

In addition, the Group has entered into various transactions,

including utilities services and surcharges/taxes charged by the

PRC government, and deposits and borrowings and other general

banking facilities with certain banks and financial institutions which

are state-controlled entities in its ordinary course of business. In

view of the nature of these banking transactions, the directors are

of the opinion that separate disclosure would not be meaningful.

Except as disclosed above, the directors are of the opinion that

transactions with other state-controlled entities are not significant

to the Group's operations.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

28. RELATED PARTY TRANSACTIONS (Cont’d)

(iv) Compensation of directors and key management
personnel

The short term benefits paid or payable by the Group to directors
of the Company and other members of key management during
the year is approximately RMB1,507,000 (2004: RMB1,642,000).

29. CAPITAL COMMITMENTS

At the balance sheet date, the Group had the following capital
commitments:

2005 2004
ARETT ARETT
RMB'000 RMB’000
Contracted for but not provided in the
financial statements in respect of
acquisition of property, plant and equipment 900 2,468

30. OPERATING LEASE COMMITMENTS

The Group as lessee

Operating lease payment represents rentals payable by the Group
for certain of its warehouses.

At the balance sheet date, the Group had outstanding
commitments under non-cancellable operating leases as follows:

2005 2004

AREFTT  ARETFT

RMB’000 RMB'000

Within one year 2,585 136
In the second to fifth year inclusive 2,468 —
5,053 136
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

30. OPERATING LEASE COMMITMENTS (Cont’d)

The Group as lessee (Cont’d)

Operating lease payments represent rentals payable by the Group
for certain of its warehouses. Leases are negotiated for an average
term of two years.

The Group as lessor

At the balance sheet date, the Group had contracted with Qingling
Group for the future minimum lease payments in respect of the
renting of moulds, tooling equipment and building which fall due
within one year. The minimum lease payment chargeable to
Qingling Group is calculated based on the depreciation charge in
respect of the rented moulds and tooling equipment to be incurred
by the Group in the coming vyear, which is approximately
RMB3,358,000 (2004: RMB3,211,000).

Other than the above, the Group does not have any other
commitments for future minimum lease payments under non-
cancellable operating leases at the balance sheet date.

31. RETIREMENT BENEFITS SCHEME

The Group has a service agreement with its ultimate holding
company, Qingling Group, whereby the Group will reimburse the
contributions made by Qingling Group to a defined contribution
pension scheme administered by the municipal government in
respect of the staff of the Group. According to such scheme,
Qingling Group shall annually pay an amount, calculated at a
percentage of the total wages of the staff, to a retirement fund
administered by the municipal government. The amount paid
during the vyear under such arrangement amounted to
RMB8,196,000 (2004: RMB5,326,000). Pensions shall be paid to
the retired staff out of this retirement fund.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

31. RETIREMENT BENEFITS SCHEME (Cont’d)

At the balance sheet date, there were no forfeited contributions
which arose upon employees leaving the retirement benefits
scheme before they are fully vested in the contributions and which
are available to reduce the contributions payable by the Group in
future (2004: nil).

32. POST BALANCE SHEET EVENT

On 28th February, 2006, the Company and Isuzu entered into an
agreement to establish Qingling Isuzu (Chongging) Engine Co., Ltd.
(ERA T8 (EE) BHHAR LA, “Qingling Isuzu Engine”) to
engage in the manufacture of engines and parts. Pursuant to the
agreement, the registered capital of Qingling Isuzu Engine will be
US$84,260,000. Qingling Isuzu Engine will be owned as to 50% by
the Company and 50% by Isuzu. Pursuant to the agreement, the
Company  will  contribute  US$42,130,000, approximately
RMB340,000,000, to Qingling Isuzu Engine. The establishment of
Qingling Isuzu Engine is in progress and is subject to the approval
of the relevant authorities of the PRC government.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2005

33. DIFFERENCES BETWEEN ACCOUNTING PRINCIPLES
GENERALLY ACCEPTED IN HONG KONG AND PRC
ACCOUNTING STANDARDS AND REGULATIONS AS
APPLICABLE TO THE GROUP

The consolidated financial statements prepared under accounting
principles generally accepted in Hong Kong and those prepared
under PRC accounting standards and regulations have the
following major differences:

Impact on consolidated income statement

2005 2004
AREFTT AREFTT
RMB'000 RMB'000
(&%)

(Restated)

Profit for the year as per consolidated
financial statements prepared under
accounting principles generally accepted
in Hong Kong 39,609 112,477

Add: Pre-operating expenses in connection with
the formation of Qingling Isuzu Engine-
not included in the income statement
prepared under PRC accounting
standards and regulations 997 —

Less: Amortisation of intangible assets—
electricity usage rights and other
miscellaneous intangible assets not included
in the consolidated financial statements
prepared under accounting principles
generally accepted in Hong Kong (722) (4,848)

Write-off of long outstanding account payable
which is credited to capital reserve
in consolidated financial statements
prepared under accountiong principles
generally accepted in Hong Kong (3) (21)

Interest income earned by a subsidiary of
the Company which has not yet
commenced business-not included
in the income statement prepared under
PRC accounting standards and regulations (1,540) (3,055)

Profit for the year as per consolidated financial
statements prepared under PRC accounting
standards and regulations 38,341 104,553
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2005

33.

Impact on consolidated balance sheet

Total equity as per consolidated financial
statements prepared under accounting
principles generally accepted in Hong Kong

Add: Pre-operating expense in connection with

the formation of Qingling Isuzu Engine-
not included in the income statement
prepared under PRC accounting standards
and regulations

Electricity usage rights and other

miscellaneous intangible assets, as
mentioned above, net of amortisation,
not included in the financial statements
prepared under accounting principles
generally accepted in Hong Kong

Less: Interest income of a subsidiary which has

not yet commenced business as mentioned
above, not included in the income statement

prepared under PRC accounting standards
and regulations

Total equity as per consolidated financial
statements prepared under PRC accounting
standards and regulations

DIFFERENCES BETWEEN ACCOUNTING PRINCIPLES
GENERALLY ACCEPTED IN HONG KONG AND PRC
ACCOUNTING STANDARDS AND REGULATIONS AS
APPLICABLE TO THE GROUP (Cont’d)

2005 2004
AREFT AREF T
RMB’000 RMB’000
(E7)

(Restated)

6,868,474 6,952,975
997 —

6,188 6,910
(11,518) (9,978)
6,864,141 6,949,907

There are also differences in other items in the consolidated
financial statements due to differences in classification between
accounting principles generally accepted in Hong Kong and PRC
accounting standards and regulations.



