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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

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 note 30.

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 B /95 (5E) BE A
A (“Qingling Group”), and E# /9= AR A7) (“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 consolidated 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, 2006

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

In the current year, the Group has applied, for the first time, a
number of new standard, amendments and interpretation (“new
HKFRSs"”) issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA"), which are either effective for accounting
periods beginning on or after 1st December 2005 or 1st January
2006. The adoption of the new HKFRSs had no material effect on
how the results and financial position for the current or prior
accounting periods have been prepared and presented.
Accordingly, no prior period adjustment had been required.

The Group has not early applied the following new standards,
amendment and interpretations that have been issued but are not
yet effective.

HKAS 1 (Amendment) Capital Disclosures'

HKFRS 7 Financial Instruments: Disclosures'
HKFRS 8 Operating Segments?
HK (IFRIC) - Int 7 Applying the Restatement Approach

under HKAS 29 Financial Reporting
in Hyperinflationary Economies®

HK (IFRIC) - Int 8 Scope of HKFRS 2¢

HK (IFRIC) - Int 9 Reassessment of Embedded Derivatives®

HK (IFRIC) - Int 10 Interim Financial Reporting and
Impairment®

HK (IFRIC) - Int 11 HKFRS 2 - Group and Treasury Share
Transactions’

HK (IFRIC) - Int 12 Service Concession Arrangements®
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

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

The directors of the Company anticipate that the application of
these new Standards, amendment and interpretations will have no
material financial impact on the consolidated financial statements
of the Group, except for HKFRS 8. They have commenced
considering the potential impact of HKFRS 8 but is not yet in a
position to determine whether HKFRS 8 would have a significant
impact on how its results of operations and financial position are

presented.

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

2 Effective for annual periods beginning on or after 1st January 2009

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

4 Effective for annual periods beginning on or after 1st May 2006

5 Effective for annual periods beginning on or after 1st June 2006

6 Effective for annual periods beginning on or after 1st November 2006
7 Effective for annual periods beginning on or after 1st March 2007

8 Effective for annual periods beginning on or after 1st January 2008
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

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 and by the Hong Kong
Companies Ordinance.

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and entities controlled by the
Company (its subsidiaries). Control is achieved where the Company
has the power to govern the financial and operating policies of an
entity so as to obtain benefits from its activities.

The results of subsidiaries acquired or disposed of during the year
are included in the consolidated income statement from the
effective date of acquisition or up to the effective date of disposal,
as appropriate.

Where necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies into
line with those used by other members of the Group.

All intra-group transactions, balances, income and expenses are
eliminated on consolidation.

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.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Revenue recognition

Revenue is measured at the fair value of the consideration
received or receivable and represents amounts receivable for
goods sold 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 recognised as and included in finance costs
in the consolidated income statement in the period in which they
are incurred.

Property, plant and equipment

Property, plant and equipment other than construction in progress
are stated at cost less subsequent 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 of their estimated
residual values, using the straight line method.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Property, plant and equipment (Cont’d)

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.

An item of property, plant and equipment is derecognised upon
disposal or when no future economic benefits are expected to
arise from the continued use of the asset. Any gain or loss arising
on derecognition of the assets (calculated as the difference
between the net disposal proceeds and the carrying amount of the
item) is included in the consolidated income statement in the year
in which the item is derecognised.

Construction in progress is stated at cost which includes all
development expenditure and other direct costs. 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 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 consolidated income statement.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)
Intangible assets
Intangible assets acquired separately

Intangible assets acquired separately and with finite useful lives
are carried at costs less accumulated amortisation and any
accumulated impairment losses. Amortisation for intangible assets
with finite useful lives is provided on a straight-line basis over their
estimated useful lives.

Gains or losses arising from derecognition of an intangible asset
are measured at the difference between the net disposal proceeds
and the carrying amount of the asset and are recognised in the
consolidated income statement when the asset is derecognised.

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.

The amount initially recognised for internally-generated intangible
asset is the sum of the expenditure incurred from the date when
the intangible asset first meets the recognition criteria.

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, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Impairment of tangible and intangible assets

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 higher of fair value less costs to sell
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.

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.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Inventories

Inventories are stated at the lower of cost and net realisable value.
Cost is calculated using the weighted average basis.

Financial instruments

Financial assets and financial liabilities are recognised on the
consolidated 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.
Transaction costs that are directly attributable to the acquisition or
issue of financial assets and financial liabilities (other than financial
assets and financial liabilities at fair value though profit or loss) are
added to or deducted from the fair value of the financial assets or
financial liabilities, as appropriate, on initial recognition. Transaction
costs directly attributable to the acquisition of financial assets or
financial liabilities at fair value though profit or loss is recognised
immediately in profit or loss.

Financial assets

The Group's financial assets are mainly loans and receivables. All
regular way purchasess or sales of financial assets are recognised
and derecognised on a trade date basis. Regular way purchases or
sales are purchases or sales of financial assets that require delivery
of assets within the time frame established by regulation or
convention in the marketplace. 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, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Financial instruments (Cont’d)

Financial assets (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, deposits, bill
receivable, bank balances and bank deposits) 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.

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 financial liabilities
and equity instruments are set out below.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Financial instruments (Cont’d)

Financial liabilities and equity (Cont’d)

Financial liabilities

Financial liabilities (including bank loan, trade, bills and other
payables) 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.

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 consolidated
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.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Taxation (Cont’d)

Deferred tax is recognised on differences between the carrying
amounts of assets and liabilities in the consolidated 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.

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. Deferred tax is charged or credited to profit or loss,
except when it relates to items charged or credited directly to
equity, in which case the deferred tax is also dealt with in equity.

Leasing

Leases are classified as finances lease whenever the terms of
lease transfer substantially all the risks and rewards of ownership
to the lessee. All other than leases are classified as operating
lease.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)
Leasing (Cont’'d)
The Group as lessor

Rental income from operating leases is recognised in the
consolidated income statement on a straight-line basis over the
term of the relevant lease. Initial direct costs incurred in
negotiating and arranging an operating lease are added to the
carrying amount of the leased asset and recognised as an expense
on a straight-line basis over the lease term.

The Group as lessee

Rentals payable under operating leases are charged to profit or loss
on a straight-line basis over the term of the relevant lease. Benefits
received and receivable as an incentive to enter into an operating
lease are recognised as a reduction of rental expenses over the
lease term on a straight-line basis.

Foreign currency

In preparing the financial statements of the individual entities,
transactions in currencies other than the functional currency of that
entity (foreign currencies) are recorded in the respective functional
currency (i.e. the currency of the primary economic environment in
which the entity operates) at the rates of exchanges 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 that are measured in terms of historical cost in a foreign
currency are not retranslated.



%R R

#H £ 2006 F£128 318 It & &

3. FEEHBER@
5 ()

REEERAE MENREEEKR
BMELNEN ZRANELNH
FREEP R

BT & BY

BT & B & /A AR A BCLL 2
HIR RSB A A

BAKER R

[7) 7 BB AR BOR R A8 5+ BIFR 1R A 41
RRBIME RN EERERBEES
BEAABERSIERIARK -

ERABEREE AR ARENEEA
TEEVER - HAKRBEENLFAET
# & B2 E BR A BUR K48 A F &)
PREEMETAR - RIZIERER
HARET Bl R E 2R -

57

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Foreign currency (Cont’d)

Exchange differences arising on the settlement of monetary items,
and on the translation of monetary items, are recognised in profit
or loss in the period in which they arise.

Government grants

Government grants are recognised as income over the periods
necessary to match them with the related costs.

Retirement benefit costs

Payments to defined contribution retirement benefit plans are
charged as an expense. When employees have rendered service
entitling them to the contributions.

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, 2006

4. FINANCIAL INSTRUMENTS
Financial risk management objectives and policies

The Group’s major financial instruments include trade receivables,
bills receivables and trade payables, bank deposits and cash and
bank balances. Details of these financial instruments are disclosed
in the respective notes. The risks associated with these financial
instruments and the policies on how to mitigate these risks are set
out below. The management manages and monitors these
exposures to ensure appropriate measures are implemented in a
timely and effective manner.

Currency risk

The Company have foreign currency sales and purchases, which
expose the Group to foreign currency risk. Approximately 2.41% of
the Group’s sales are denominated in currencies other than the
functional currency of the group entity making the sales, whilst
almost 87% of costs are denominated in the group entity's
functional currency. The Group currently does not have a policy to
manage foreign currency in respect of currency exposures on the
transactions. However, management monitors the related foreign
currency exposure closely and will consider hedging significant
foreign currency exposure should the need arise.

Credit risk

The Group’s maximum exposure to credit risk in the event that
counterparties fail to perform their obligations at 31st December,
2006 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.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

4. FINANCIAL INSTRUMENTS (Cont’d)

Financial risk management objectives and policies (Cont’d)
Credit risk (Cont’d)

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

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

The directors of the Company consider that the carrying amounts
of financial assets and liabilities are recorded at amortised cost in
the consolidated financial statements approximate their fair value.
5. TURNOVER

Turnover represents the amounts received and receivable for

goods sold by the Group to outside customers and is stated net of
returns and sales related tax.

2006 2005
ARETT ARETRT
RMB'000 RMB'000

Analysis of the turnover is as follows:
Sales of trucks and vehicles 3,218,272 3,027,427
Sales of automobile parts and accessories 124,170 135,299
3,342,442 3,212,726




B 7 3Rk & M &F NOTES TO THE FINANCIAL STATEMENTS

B = 2006 F 128 318 L F & FOR THE YEAR ENDED 31ST DECEMBER, 2006
6. XBRHEINER 6. BUSINESS AND GEOGRAPHICAL SEGMENTS
(a) EKDH (a) Business segments
RTIEEEH  AEEBRAER For management purposes, the Group is currently engaged in the
HE ZEmE D R/NEEE — &K manufacture and sales of six series of products — light-duty trucks,
HAE - ZWEAE  EFRE & multi-purposes vehicles, pick-up trucks, heavy-duty trucks, other
RIE - HAth )R8 RAEZH &I vehicles and automobile parts and accessories.
o
FEEXEBHITMAT : Principal business segments are as follows:
A A E —SERHEHER Light-duty trucks = manufacture and sales of
AEA®E light-duty trucks
ZIRE 5 E —HENEES Multi-purposes vehicles - manufacture and sales of
k- Epat-] multi-purposes vehicles
FRE —EERHEER Pick-up trucks = manufacture and sales of
RE pick-up trucks
EAE — S ENHEEE Heavy-duty trucks = manufacture and sales of
=] heavy-duty trucks
Hh 58 —HEREER Other vehicles = manufacture and sales of
LA ERroI 2R vehicles other than
= those identified as above
REZHEREYE —EENREE A Automobile parts and = manufacture and sales of
BE R accessories automobile parts and

accessories
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

6. BUSINESS AND GEOGRAPHICAL SEGMENTS

(Cont'd)

(a) Business segments (Cont’d)

i

Segment information about these businesses for the year

ended 31st December, 2006 is presented below:

SHHAE 3% RERHRBH
#UFRE Multi- EFE Heavy- Hii5E  Automobile
Light-duty purposes Pick-up duty Other parts and &8
trucks vehicles trucks trucks vehicles accessories  Consolidated
ARBFT ARBFT ARETT AR¥FT AR¥FT ARETT ARBFT
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
INCOME STATEMENT
Turnover 2,067,746 95,541 811,295 245,478 (1,788) 124,170 3,342,442
Result
Segment result 107,260 (29,926) 2,9% (5,060) (6,931) 19,576 87,915
Unallocated corporate expenses (38,069)
Interest income net
of finance costs 24,982
Unallocated other income 14,913
Profit before taxation 89,741
Income tax expense (10,273)
Profit for the year 79,468
BALANCE SHEET
Assets
Segment assets 1,361,952 166,806 500,684 1,247,139 - 66,973 3,343,554
Interchangably used assets
between segments
- property, plant and
equipment 1,621,359
- prepaid lease payments 44,396
- inventories 73,741
Unallocated corporate assets 2,835,028
Consolidated total assets 7,918,078
Liabilities
Segment liabilities 104,069 4,024 31,139 44,739 = 5,206 189,177
Unallocated trade, bills
and other payables 784,887
Unallocated corporate liabilities 6,523
Consolidated total liabilities 980,587
RE
SUHRE B3E SHRBH
BAFRE Multi- E+E Heavy- Hft'RE  Automobile
Light-duty  purposes Pick-up duty Other  parts and p23::8 &a
vehicles trucks trucks vehicles ies C i
AREFT ARETT ARBTT ARETLT AR¥FT ARK AREFT
RMB'000 RMB'000 RMB'000 RMB’000 RMB'000 RMB'000 RMB'000
OTHER INFORMATION
Write back for bad and doubtful
debts (upon collection) = (4,060) (151) (88) (3,931) (388) = (8,618)
Allowance for obsolete inventories = 3,579 3,166 1,935 2,808 = = 11,486
Write back for obsolete
inventories (upon sale) = (12,990 = = = = = (12,990)
Additions of property, plant
and equipment 2,329 3,369 3,203 7,947 = = 7,013 23,861
Amortisation of intangible assets 5,148 1,290 3,572 5,249 = = = 15,259
Depreciation of property, plant
and equipment 121,085 11,082 76,425 20,418 = = 27,740 256,730

Amortisation of prepaid
lease payments -

1,189 1,189
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

6. BUSINESS AND GEOGRAPHICAL SEGMENTS

(Cont'd)

(a) Business segments (Cont’d)

(i)  Segment information about these businesses for the year

ended 31st December, 2005 is presented below:

INCOME STATEMENT
Turnover

Result
Segment result

Unallocated corporate expenses
Finance costs, net of

interest income
Unallocated other income

Profit before taxation
Taxation

Profit for the year

BALANCE SHEET
Assets
Segment assets

Interchangably used assets
between segments
- property, plant and
equipment
- prepaid lease payments
- inventories
Unallocated corporate assets

Consolidated total assets

Liabilities
Segment liabilities

Unallocated trade, bills
and other payables

Unallocated corporate
liabilities

Consolidated total liabilities

OTHER INFORMATION

Allowance for bad and
doubtful debts

Write back for bad and doubtful
debts (upon collection)

Allowance for obsolete
inventories

Write back for obsolete
inventories (upon sale)

Additions of property, plant
and equipment

Amortisation of intangible assets

Depreciation of property, plant
and equipment

Amortisation of prepaid lease
payments

SHHAE 3% RERHRBH
#UFRE Multi- EFE Heavy- Hii5E  Automobile
Light-duty purposes Pick-up duty Other parts and &8
trucks vehicles trucks trucks vehicles accessories  Consolidated
ARBFT ARBFT ARETT AR¥FT AR¥FT ARETT ARBFT
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
1,831,246 74,638 940,829 230,611 103 135,299 3,212,726
59,958 (13,355) 17,194 (6,181) (384) 33,545 90,777
(38,131)
(17,376)
11,104
46,374
(6,765)
39,609
1,898,459 80,522 826,568 1,362,810 918 59,768 4,229,045
1,765,891
45,585
110,538
2,061,257
8,212,316
82,325 3,457 43,988 8,143 2 4,460 142,375
602,762
598,705
1,343,842
RE
BEBRE  SUERE BFE EHE  HfRE  BHARBHE HAE EE)
Multi- Heavy- Automobile
Light-duty purposes Pick-up duty Other  parts and
trucks vehicles trucks trucks vehicles ies C i
AREFT ARETT ARBTT ARETT ARY%Tn ARETT ARETT ARETR
RMB'000 RMB'000 RMB'000 RMB'000 RMB’000 RMB'000 RMB'000 RMB'000
867 89 10 4 = 52 = 1,022
(1,636) (400) (22) (59) = = = 217)
= 9,380 = = 320 = = 9,700
- - (3,278) - - - = (3,278)
1,236 = 5 758 = = 21,064 23,063
3,138 3,444 4,404 6,500 = = = 17,486
92,638 3,376 70,012 19,427 = = 25,194 210,647
= = = = = = 1,189 1,189
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

6. 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 2.41% (2005:
2.53%) 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.

7. FINANCE COSTS

2006 2005
ARBFT  ARETT
RMB000 RMB'000

Interest expense on bank borrowings
wholly repayable within five years 9,467 48,390
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2006

8. PROFIT BEFORE TAXATION

2006 2005
ARETT ARETRT
RMB’000 RMB’000
Profit before taxation has been arrived at after charging:
Salaries and other payments and benefits 70,143 64,988
Retirement benefits scheme contributions 9,226 8,196
Total staff costs (including directors' and
supervisors' remuneration (see note 9)) 79,369 73,184
Allowance for obsolete inventories 11,486 9,700
Allowance for bad and doubtful debts - 1,022
Amortisation of intangible assets
(included in cost of sales) 15,259 17,486
Auditors’ remuneration 2,980 2,979
Depreciation of property, plant and equipment 256,730 210,647
Amortisation of prepaid lease payments
(included in cost of sales) 1,189 1,189
Loss on disposal of property, plant and equipment 35 38
Minimum lease payments under operating
leases in respect of rented premises 10,129 5,306
Research and development costs 7,789 5,009
Shipping cost for goods delivery 60,782 63,961
Cost of inventories recognised as an expense 2,850,531 2,746,126
and after crediting:
Interest income from bank deposits and balances 34,449 31,014
Net exchange gain 1,477 3,685
Write back allowance for obsolete
inventories (upon sale) 12,990 3,278
Write back for bad and doubtful
debts (upon collection) 8,618 2,117
Income from renting of building,
moulds and machinery 6,059 5,104
Written off of long outstanding trade payables 2,450 g
Value added tax refunds 1,938 -
Sales of scrap raw materials 1,689 808
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#H E 2006 F 128 318 It £ E FOR THE YEAR ENDED 31ST DECEMBER, 2006

9. EEREEMS 9. DIRECTORS’ AND SUPERVISORS’ REMUNERATION

pE EE
A (HE)  BKEN hE%es  BHEA
&R Performance  FEHN #EE  RAMWE)  HEAR
b0t related Retirement —ZENE E{pBA Performance Retirement =ZTHF
Salaries  incentive benefit @it Salaries related benefit @it
&  andother  payments scheme 2006 &  andother incentive scheme 2005
Fee benefits [note) contributions Total Fee benefits  payments contributions Total

ARETT ARETT ARETT ARETTZ ARETT ARETT

AMB000  AMB'000  RMB'000  AMB'000  AMB'000  AMB'000

ARBFT ARBTT AREFR

RMB'000  RMB'000  AMB'000

Executive directors

Wu Yun - 25 - 4 29 - 19 - 4 199
Gao Jianmin = 193 = 4 197 = 168 = 4 172
Miyatake Yoshiyuki - - - - - - - - - -
BT Hosoi Susumu - - - = o > - - - -
Eh Liu Guangming - 193 - 4 197 - 168 - 4 172
B Pan Yong - 193 - 4 197 - 168 - 4 172
£z Yue Huagiang - 193 - 4 197 - 168 - 4 172
- 997 - 2 1017 - 867 - 2 887
BUFATES Independent non-executive
directors
(33 Long Tao - - - - - - - - - -
RINT Song Xiaojiang - - - - B = = - - -
fixe Xu Bingjin - - - - B = = - - -
ZEHe Supervisors' remuneration
XE Min Qing - 14 3 5 62 - - - - -
[} Zheng Gang - 11 kil 4 48 - - - - -
B Thou Hong - 9 30 3 ) - 1 2% 13 3
) Liu Qi - 1 13 7 2 - 1 27 12 40
BRk Feng Jialing - - - 7 7 - - - 13 13
- % 119 % 180 - 2 5 38 2
- 1,082 119 4% 1,197 - 869 5 5 979
Hiet - WERSREAHESTLE@BIRR Note: The performance related incentive payment is determined by reference to the
EE G UHFMES S8 - individual performance of the supervisors and approved by the Remuneration
Committee.
AEERMEFERNN AV E & All the five highest paid individuals of the Group for both years
BATERERESE - were directors.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

10. INCOME TAX EXPENSE

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. 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 15% 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. One of these subsidiaries
finished its enjoyment of this income tax relief in year 2004. Since
it was still recognised as an advanced technology company,
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. 2006 is the second
year of this subsidiary enjoyed the income tax rate of 10%.
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, 2006

10. INCOME TAX EXPENSE (Cont’d)

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

consolidated income statement as follows:

2006 2005
ARETT ARETRT
RMB'000 RMB’000
Profit before taxation 89,741 46,374
Tax at the applicable tax rate of 15% 13,461 6,956
Tax effect of expenses that are not deductible in
determining taxable profit 123 -
Tax effect of income that are not taxable in
determining taxable profit (1,048) (189)
Utilisation of deductible temporary
difference not recognised (928) -
Effect of 10% (2005: 10%) income tax rate
granted to a subsidiary (25) (2)
Over provision in prior years (1,310) -
Taxation for the year 10,273 6,765
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

11. TRANSFER TO STATUTORY SURPLUS RESERVE
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 — Qingling Moulds, calculated in accordance with
PRC GAAP and the Articles of Association of the Company and
Qingling Moulds. The appropriation may cease to apply if the
balance of the statutory surplus reserve fund has reached 50% of
the registered share capital of the Company and Qingling Moulds in
respectively. According to the Articles of Association of the
Company and Qingling Moulds, statutory surplus reserve fund can
be used to make up prior year losses, to expand production
operations or to increase share capital. The Company and Qingling
Moulds 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 and Qingling
Moulds. The amount shall be submitted to shareholders’ general
meeting for approval.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

11. TRANSFER TO STATUTORY SURPLUS RESERVE
FUND (Cont’d)

In prior years, pursuant to the PRC Company Law, the Company
made allocation from profit after taxation at the rate 5% to 10% 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.

From 1st January 2006, according to the revised PRC Company
Law, the Company is not required to make such transfers. The
directors of the Company resolved to transfer the statutory public
welfare fund of RMB354,269,000 as at 1st January 2006 to
statutory surplus reserve which is in compliance with PRC
Company Law.

12. TRANSFER TO DISCRETIONARY SURPLUS
RESERVE FUND

The amount transferred to discretionary surplus reserve fund is
based on 30% (2005: 30%) of the profit after taxation for the year
of a subsidiary of the Company — Qingling Moulds, prepared in
accordance with PRC GAAP and Articles of Association of Qingling
Moulds. The amount shall be submitted to board of directors for
approval.
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2006

13. DIVIDEND
2006
ARETT
RMB'000
Dividends recognised as distributions
during the year: Final - RMB0.02 per share
(2005: RMB0.05) 49,645

2005
AEBFT
RMB'000

124,113

The final dividend of RMBO0.02 (2005: RMB0.02) per share and total

amount of RMB49,645,000 (2005: RMB49,645,000)

has been

proposed by the directors and is subject to approval by the

shareholders in the forthcoming annual general meeting.

14. EARNINGS PER SHARE

The calculation of the basic earnings per share attributable to the

ordinary equity holders of the Company for the year ended 31st

December, 2006 is based on the following data:

Earnings
2006 2005
ARETT ARETRT
RMB’000 RMB'000
Earnings for the purpose of basic earnings
per share (profit for the year attributable to
equity holders of the Company) 77,688 39,330
Number of shares
2006 2005
T’ TR
‘000 ‘000
Number of shares for the purpose of
basic earnings per share 2,482,268 2,482,268
There were no potential dilutive ordinary shares in both years

presented.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

15. PROPERTY, PLANT AND EQUIPMENT

COST

At 1st January, 2005

Additions

Transfer of construction
in progress

Reclassification

Disposals

At 31st December, 2005

Additions

Transfer of construction
in progress

Disposals

At 31st December, 2006

DEPRECIATION

At 1st January, 2005
Provided for the year
Reclassification
Eliminated on disposals

At 31st December, 2005
Provided for the year
Eliminated on disposals

At 31st December, 2006

CARRYING VALUES
At 31st December, 2006

At 31st December, 2005

&
KR RERRE
BMERME  Furniture, HEIR
Moulds, fixtures ¥  Construction

#% plant and and Motor in @zt
Buildi hinery Juip hicl progress Total
AREFT AREBFT AREFT AREFT AREFT ARETRT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB'000
650,504 4,087,985 62,155 23,535 124,211 4,948,390
- - - - 23,063 23,063

684 10,670 952 2,423 (14,729) =

- 149 (149) = = =
= (6,354 ) (474) (814) = (7,642)
651,188 4,092,450 62,484 25,144 132,545 4,963,811
- - - - 23,861 23,861

3,460 11,854 3,251 = (18,565) -
= (32) = (436 ) = (468)
654,648 4,104,272 65,735 24,708 137,841 4,987,204
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
30,750 218,089 6,272 1,619 - 256,730
- (16) = (392) = (408)
273,758 1,383,468 46,355 18,901 - 1,722,482
380,890 2,720,804 19,380 5,807 137,841 3,264,722
408,180 2,927,055 22,401 7,470 132,545 3,497,651

The above items of property, plant and equipment are depreciated

on a straight-line basis at the following rates per annum:

Buildings

Moulds, plant and machinery

Furniture, fixtures and equipment

Motor vehicles

20 years
Over the expected
production volume
or 10 years (see below)
5 years
5 years
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

15. PROPERTY, PLANT AND EQUIPMENT (Cont'd)

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.

16. PREPAID LEASE PAYMENTS

2006 2005
ARBFT  ARETT
RMB000 RMB'000

The Group's prepaid lease payments comprise:
Medium-term land use right in PRC 44,396 45,585

Analysis for reporting purpose as:

Non-current asset 43,207 44,396
Current asset 1,189 1,189
44,396 45,585

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, 2006

17. INTANGIBLE ASSETS

COST
At 1st January and 31st December

AMORTISATION
At 1st January
Provided for the year

At 31st December

CARRYING AMOUNT
At 31st December

EirEEE

Technical transfer fees
2006 2005
ARETFT  ARETT
RMB'000 RMB’000
271,333 271,333
188,862 171,376
15,259 17,486
204,121 188,862
67,212 82,471

Payments of technology transfer fees and lump sum royalties

under technology transfer agreements with 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. Continuing royalties

payable to Isuze under the technology transfer agreements are

charged to the expenses as and when incurred.

18. INVENTORIES

Raw materials
Work in progress
Finished goods

2006 2005
ARETT ARETT
RMB’000 RMB’000
462,608 1,499,915
103,607 149,500
394,193 114,237
960,408 1,763,652
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

19. 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:

2006 2005
AREFE  ARETTL
RMB'000 RMB’000

Qingling Group - 4,078
Subsidiaries of Qingling Group 1,676 10,409
1,676 14,487

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

(b) As at balance sheet date, the aged analysis of trade
receivables, net of allowances, of the Group is as follows:

2006 2005
AREFT  ARETT
RMB 000 RMB'000

Within 3 months 21,727 240,614
Between 3 to 6 months 8 272
Between 7 to 12 months 5 102
Between 1 to 2 years 1,095 16,429
Over 2 years 920 10,283

23,755 267,700

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 RMB4,595,000 (2005: RMB13,213,000).
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

20. BILLS RECEIVABLES

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

2006 2005
ARBFT  ARETT
RMB000 RMB'000

Within 1 month 219,509 119,502
Between 1 to 2 months 116,342 71,465
Between 2 to 3 months 112,638 66,498
Between 4 to 6 months 279,659 247,740

728,148 505,205

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

21. BANK DEPOSITS

The fixed deposits with banks are with terms of 6 to 12 months
and their respective interest rates are ranging from 2.25% to
2.52% (2005: 2.07% to 4.06%).

22. SHARE CAPITAL
20064 & 2005
2006 and 2005
ARETFTL
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, 2006

22. SHARE CAPITAL (Cont’d)

RHEE

Number of shares
“EEAFR-FRIF
2006 and 2005

TR
‘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.

23. 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 and its
wholly-owned subsidiaries, Isuzu (China) Holding Co., Ltd.
(hereafter collectively referred to as “lsuzu Group”) and
subsidiaries of Qinging Group as follows:

2006 2005
ARETE  ARETT
RMB'000 RMB'000

Qingling Group 10,441 -
Subsidiaries of Qingling Group 31,173 7,682
Isuzu Group 54,860 26,944

96,474 34,626

These amounts are unsecured, interest free and repayable in
accordance with normal credit term.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

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

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:

2006 2005
AREFE  ARETTL
RMB'000 RMB’000

Within 3 months 593,737 391,989
Between 3 to 6 months 76,292 92,257
Between 7 to 12 months 42 9
Over 12 months 421 15,624
Other payables 670,492 499,879

303,572 245,258

974,064 745,137

24. BANK LOANS

The bank loans are due within one year, unsecured and carry
interest at fixed interest rate, details as below:

2006 2005
ARETE  ARETT
RMB'000 RMB'000

Bank loan in US Dollar - 201,755
Bank loan in RMB - 396,380
- 598,135

The interest rates paid with range from 4.04% to 5.20%. All of the
bank loans were repaid during this year.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

25. CASH AND CASH EQUIVALENTS

The interest rate applicable is to bank balances, which other than
fixed deposits in Note 21, is 0.72%.

26. 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

2006 2005
ARBTT  ARETTL
RMB000 RMB'000

Purchases of automobile parts 71,640 47,230
Supply of parts and raw materials for
the manufacture of automobile

parts required by the Group 29,363 29,565
Income from renting of moulds

and machinery 5,859 4,904
Service fee expense 300 300
Expenses for renting warehouse 5,830 -

b) EEERBEBRAR
Type of transaction

2006 2005
AREFT  ARETTL
RMB 000 RMB'000

Purchases of automobile parts 54,399 59,921
Supply of parts and raw materials for

the manufacture of automobile

parts required by the Group 10,119 10,057
Sales of plant and equipment - 277
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2006

26.

(i)

RELATED PARTY TRANSACTIONS (Cont’d)

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

(c)

EREERBERARAQA

Type of transaction

Purchases of automobile parts

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

Income from renting of building

EEERER/ARRAA

Type of transaction

Purchases of automobile parts
Supply of parts and raw materials for
the manufacture of automobile
parts required by the Group
Purchase of plant and equipment
Sales of plant and equipment

2006 2005
ARETT  ARETRL
RMB'000 RMB'000
46,419 47,314
2,977 3,890

200 200

2006 2005
ARBTT  ARETRT
RMB'000 RMB'000
274,008 235,156
76,335 108,090
7,947 -

- 18
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26.

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2006

RELATED PARTY TRANSACTIONS (Cont’d)

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

(e)

(f)

EERRABEERERAR

Type of transaction

Purchases of automobile parts

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

EEEREHERAT

Type of transaction

Purchases of automobile parts

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

Purchase of plant and equipment

2006 2005
AREFE  ARETTL
RMB'000 RMB’000
25,667 23713
7,043 6,190

2006 2005
AREFT  ARETT
RMB 000 RMB'000
46,319 40,474
17,059 18,146
1,723 -
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B ZF 2006 F 128 318 Ikt F & FOR THE YEAR ENDED 31ST DECEMBER, 2006
26. BEXZ () 26. RELATED PARTY TRANSACTIONS (Cont’d)
(i) HEEREEREMBATMN (i) Transactions with Qingling Group and its subsidiaries
X5 (&) (Cont'd)
(g EEEFERTRARLDQA (g EEEREBRARLDF
REER Type of transaction

2006 2005
ARETE  ARETT
RMB'000 RMB'000

BEARBTIM Purchases of automobile parts 9,124 8,649
HES M R RN B A E Supply of ports and raw materials for
EEREERECAE the manufacture of automobile
THH parts required by the Group 968 774
HERBEREE Sales of plant and equipment - 60
(i) BE+REENRS : (ii) Transactions with Isuzu Group
F + 44 % 4§ 496,453,654 % HA% - Isuzu owns 496,453,654 H-shares representing 40.08% of the
MARARE BITHRBRA® issued H-share capital of the Company or 20% of the entire issued
40.08% ' HIEARRRIZEE BT share capital of the Company.
A& AN H)20%
REER Type of transaction
2006 2005

ARETE  ARETT
RMB'000 RMB'000

HEEEREMERELNREKE Royalties on sale of trucks and other vehicles 24,546 27,086
HEEXTHHUAREMSETHRBMH Sales of accessory sets and other automobile

parts and components 80,438 79,848
EETHRIMH Purchases of parts and components 233,186 978,989

81



%R R

#H £ 2006 F£128 318 It & &

26. FEXRS (@)

(iii) RAEHEMEEERNRS
/KRR

AEEZEXBREBERTE AT E
EXPERNERAERES SE
HEER(HEER)MNES - It
S - ARERBEAR 5 BB H] &Y

BEREBEETH—3D < Bk EX(

*ﬁﬁﬁ?&fﬁ%ﬁiﬁ%%&ﬁ%%@ﬂ
ETORZIN - AEE TR E
=E —ﬁ%ﬂ‘%ﬁt% ° AR B HE%

lii}
E

= B =
FHREERMETNEBRS

Bl é%?ﬁ ZEHEERER
BYE=TF °
HEMBEERNEARS, &
mT

BHHE

B HRE

RTAGEZEBNE SR

FUREBEZEE

S‘?E

82

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

26. RELATED PARTY TRANSACTIONS (Cont’d)

(iii) 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.

Material transactions/balances with other state-controlled entities
are as follow:

2006 2005

AREFT  ARETT

RMB'000 RMB'000

Trade sales 671,963 1,419,479

Trade purchases 391,510 324,482

Trade balances due to other state-controlled

entities 154,740 138,929
Trade balances due from other state-controlled

entities 116,610 425,422
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

26. RELATED PARTY TRANSACTIONS (Cont’d)

(iii) Transactions/balances with other state-controlled
entities in the PRC (Cont’d)

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.

(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 RMB 1,806,000 (2005: RMB1,507,000).

27. CAPITAL COMMITMENTS

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

2006 2005
AREFT  ARETRT
RMB’000 RMB’000
Contracted for but not provided in the financial
statements in respect of acquisition of property,
plant and equipment 336 900
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

27. CAPITAL COMMITMENTS (Cont'd)

On 28th February, 2006, the Company and Isuzu entered into an
agreement to establish Qingling Isuzu (Chongging) Engine Co., Ltd.
(Bikh T2 (EE) BHMAMR A A, “Qingling Isuzu Engine”) to
engage in the manufacture of engines and parts. Pursuant to the
agreement, the Company will contribute US$42,130,000,
approximately RMB328,981,000 (2005: nil), 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.

28. OPERATING LEASE COMMITMENTS
The Group as lessee

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

2006 2005

AREFT  ARETRT

RMB’000 RMB’000

Within one year 8,302 2,585
In the second to fifth year inclusive 164 2,468
8,466 5,053

Operating lease payments represent rentals payable by the Group
for certain of its warehouses. Leases are negotiated for an average
term of one or two year.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31ST DECEMBER, 2006

28. OPERATING LEASE COMMITMENTS (Cont’d)
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, machinery and building which are non-
cancellable 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 machinery
to be incurred by the Group in the coming year, which is
approximately RMB5,859,000 (2005: RMB3,358,000).

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.

29. RETIREMENT BENEFITS SCHEME

The Group has a service agreement with its ultimate holding
company, Qingling Group, whereby the Company 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 year wunder such arrangement amounted to
RMB9,226,000 (2005: RMB8,196,000). Pensions shall be paid to
the retired staff out of this retirement fund.

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 (2005: nil).
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30. PRINCIPAL SUBSIDIARIES

Distributable reserves of the company

The Company has the following principal subsidiaries as at 371st
December, 2006:

KAAREERENER
EXAENEDL
Percentage of
ERLERYA nominal value of
Form of dHER registered capital
business Registered directly held ~ FEEE
structure capital by the Company  Principal activities
Rl A 38,166,6005 T 50.56% AERENEHAMHER
Incorporated US$38,166,600 Production of moulds
for the manufacture
of automobile parts
AL 29,980,000% T 51% HARREH
Incorporated US$29,980,000 Not yet commenced

business

The subsidiaries had no debt securities outstanding at the end of
the year.

Note: The Company and the minority shareholder of Qingling Moulds have each
agreed to further inject approximately US$8.3 million (equivalent to
approximately RMB64.81 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, 2006, 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.



%R R

#H £ 2006 F£128 318 It & &

BRARAEEz2EREMBRE
ERRPEEAERRLZ
=8

REBMBRELERNGRR RILTE
SEFEARROIRE 2 B MR

RENTEEEER -
R R2Z¥

REEMBREENRR EAHY
BRZFREH

e ABRRERETEEHER LA
RUNBRER BRI TREDH
DAL FRHER

B ABREREEMBREENRR
ZERMBRRZENBE
(RERLHEMERENEE)
B

RREEHERRAPIRRL
RERBRRIRBRNER
Z i

TRRERTEEEN AR
HZBRRZ-HRAREENE
RAEIFTRIZ MBS BA

RREE R ROIRR I EEME
BRZFRLH

87

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2006

DIFFERENCES BETWEEN HKFRSs AND PRC
ACCOUNTING STANDARDS AND REGULATIONS AS

APPLICABLE TO THE GROUP

Impact on consolidated income statement

Profit for the year as per consolidated
financial statements prepared under
Hong Kong Financial Reporting Standards

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

Less: Amortisation of intangible assets -

electricity usage rights and other

miscellaneous intangible assets not included

in the consolidated financial statements
prepared under Hong Kong Financial
Reporting Standards

Write-off of long outstanding account
payable which is credited to capital reserve

in consolidated financial statements

prepared under PRC accounting standards

and regulations

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

Profit for the year as per consolidated financial
statements prepared under PRC accounting
standards and regulations

The consolidated financial statements prepared under HKFRSs and
those prepared under PRC accounting standards and regulations
have the following major differences:

2006 2005
AREFT ARETIL
RMB'000 RMB'000
79,468 39,609
1,125 S
(6,188) (722)
(2,450) (3)
(4,336) (1,540)
67,619 38,341




%R R

#H £ 2006 F£128 318 It & &

BRARAEE2EREMBRE
ERRPEEAEIRRSL 2
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e EEEEAXCHE Impact on consolidated balance sheet
2006 2005
ARETT ARETRT
RMB'000 RMB’000
BREBHBREERRRE Total equity as per consolidated financial
BEUBRE L ERBE statements prepared under Hong Kong
Financial Reporting Standards 6,937,491 6,868,474
m: AEREEREREeHEAR Add: Pre-operating expense in connection with
ROGE BERR ERATH the formation of Qingling Isuzu Engine -
BEM AR 2 FE A not included in the income statement
prepared under PRC accounting standards
and regulations 2,122 997
LT BRERE ST BREER Electricity usage rights and other
FRBBREAESERED miscellaneous intangible assets,
MEELEERGREH as mentioned above, net of amortisation,
not included in the financial statements
prepared under Hong Kong Financial
Reporting Standards - 6,188
B ERAeEERREeEAR Less: Interest income of a subsidiary which has
HOGE 2 Bnk e —RERE not yet commenced business as mentioned
n=NC PR ON above, not included in the income
statement prepared under PRC
accounting standards and regulations (15,854) (11,518)
RRBEEHEARAGRR L Total equity as per consolidated financial
BEVBRE L ERBE statements prepared under PRC accounting
standards and regulations 6,923,759 6,864,141

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31ST DECEMBER, 2006

DIFFERENCES BETWEEN HKFRSs AND PRC

ACCOUNTING STANDARDS AND REGULATIONS AS

APPLICABLE TO THE GROUP (Cont’d)

BN INE Efo R A B AR E &
22 REREBMBREEIR
& B A PILE B RS
BHH -

There are also differences in other items in the consolidated
financial statements due to differences in classification between
HKFRSs and PRC accounting standards and regulations.
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