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To Shareholders,

On behalf of the board of directors (the “Directors”), I am pleased to present the
annual report of First Tractor Company Limited (“First Tractor” or the
“Company”) for the year ended 31 December 2001. I would also like to take this
opportunity to express our sincere gratitude to the shareholders of the Company.
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During the reporting period, the
Directors and the management of First
Tractor Company Limited (the
“Company”) underwent a significant
restructuring to increase its strategic and
management capabilities. Facing with
severe operating condition, the
management of the Company has
speeded up the adjustment of product
mix, enhanced its expansion in business,
strengthened quality and target cost
management, lowered the operating cost
of funds and implemented internal
corporate reforms. By appointing an
international consulting firm A.T.
Kearney Co. Ltd. as its management
consultant, the Company has undergone
a comprehensive diagnostic review and
managed to adopt effective combined
measures to halt the further decline of
profitability.

Net loss of the Company and its
subsidiaries (the “Group”) in 2001
narrowed by 25% as it benefited from
(1) arelatively large increase in the sale
of its new products, of which, sales of
1002/1202 crawler tractor series rose by
314 units over the same period of last
year, representing an increase of 36.68%;
an additional 120 large-wheeled tractors
were sold over the same period of last
year, representing an increase of 42.3%;
and 1,592 more 30/40 medium-wheeled
tractors were sold over the same period
of last year, representing an increase of
758.10%; (2) an increase in the
construction machinery business such as
bulldozers; (3) a fall in the unit cost of
tractors over the same period of last year;
(4) arelatively large increase in income
from new businesses.

During the reporting period, the
Company still have not turned around
from loss position.

(1) Agricultural machinery business:
(1) slowdown in income growth of
farmers meant that farmers were less
able and willing to make purchases; (2)
the market lacked a new hot product and
the launch of new products could not
keep up with the speedy changes in
market demand; (3) new entrants into
the market have intensified competition.
The sliding trend in sales of national
tractor market has not improved
basically. Sales have been falling for
three consecutive years, with the sales
of large-medium tractors decreased by
4.9% from last year, sales of small four-
wheeled crawler tractors decreased
31.2% from last year, and combined
harvesters dropped by 54% from last
year. During the reporting period, the
Company's sales of large-medium
wheeled tractors amounted to 6,109
units, representing a decrease of 36%
over the same period of last year, of
which sales of large crawler tractors was
3,903 units, representing a decrease of
41.7% over the same period of last year,
whilst sales of small-wheeled tractors
amounted to 53,428 units, representing
a decrease of 14% over the same period
of the last year.

(2) Construction machinery business
Construction machinery products such
as the rolling machinery, earthwork
machinery and road machinery of
Brilliance China Machinery Holdings
Limited (“BCM”) benefited from an
increase in basic infrastructure and as a
result, recorded a growth in profit but
still cannot cover the loss of the Group.
During the report period, the Group sold
1,203 road rollers, representing a
decrease of 4.5% over the same period
of last year (the industry fell 10%); 214
bulldozers, representing an increase of
28.9% over the same period of last year;
164 pavers, representing an increase of
20% over the period of last year, and 48
mixers, representing an increase of 33%
over the same period of last year.
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In 2001, the Company has successfully
raised the quality of its products,
expanded its sales and increased its
market share. At the same time, the
Company has also focused on the
changing needs of its customers and
restructured its product mix positively,
and has tried to cater for customers'
needs through achievements in research
and development of new products.

Agricultural machinery products (1)
With the technical upgrades to its 30/40
medium-wheeled tractor line, the
production capacity has now reached 5,000
units. Sales for the full year amounted to
1,802 units, a rise of 758% over the period.
This was the only product that recorded
an increase in the national tractor market;
(2) The production capacity of the
Dongfanghong-1002-1 crawler tractor
(with YT4130 engine) has now reached
500 units per annum and the
Dongfanghong-902 crawler tractor was
well received for its energy-saving ability.
(3) Proactive response to market changes
based on market information, a "New
Century, New Hope" product was
introduced in small-wheel tractor product
line, along with the Dongfanghong-SD200
floating half-axle transportation model
"Shandiwang" tractors. Both products
were welcomed by customers. (4) In
September 2001, 10 sample units of large-
wheeled tractor, Dongfanghong X800/804
were launched. In order to complement
successfully with domestic agricultural
machinery, a 720 rpm engine has already
been produced.
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Construction machinery products (1)
With the adjustment to the product mix
of rolling machinery, new road roller
products were introduced: the YZ16C,
YZ18C and YZ18F models; (2) The
development for paving machinery
centred on the idea of "Innovation and
Perseverence", which led to the in-house
development of WLTLY9500 multi-
functional pavers and the introduction
of HTH8500 four-crawler cement
pavers; (3) In-house production of new
mixer products: ABH1500, MODU30,
MODU45 and the development of
LIBY9500, LIB1500, and other mixing
machinery. The development of these
new products has enhanced the
Company’s edge in market
competition.

The Company will continue to insist on
its product development strategy: to
respond swiftly to the market, develop
and manufacture products which are
marketable and to the satisfaction of
customers.

In 2002, the State will continue to widen
its “withdrawals and returns”
reforestation work and speed up the
adjustment and improvement work in the
agricultural sector. This will definitely
affect the sales of its large-wheeled
crawler tractors. At the same time, the
State will implement such measures as
expanding the channels for farmers to
increase their incomes, and increasing
investment in agricultural industry. To
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increase farmers' incomes and to reduce
their liabilities are the prime mission for
the State to improve the overall
economic environment. This will present
an opportunity for the Company to raise
the sales of its large, medium and small-
wheeled tractors. In 2002, the State will
continue to implement the grand
development strategy in Western region
and to facilitate the prime construction
projects like railway from Qinghai to
Tibet, natural gas from West to East, and
electricity from West to East, etc and
also road construction projects. These
will lead to a continuous growth in the
demand for construction machinery,
which means that there will be a wide
opening in the market for products of
the Group such as: bulldozers, rollers,
mixers, pavers and maintenance
machinery.

With China becoming a member of the
World Trade Organisation (WTO),
China's businesses must now operate in
an environment where "competition has
no walls, markets have no boundaries".
Entering into WTO brings about
enormous effects to China's agricultural
industry, which indirectly affects the
operation and development of China's
agricultural enterprises. Meanwhile, it
has created opportunities and improved
conditions for the Group's tractor and
construction machinery products to enter
into international markets. As such, the
Company's operation and development
will face enormous challenges in 2002
brought about by domestic and overseas
changes, but these challenges will also
create potential market opportunities for
the Company. New entrants to the
market has intensified competition. Our
strategies are as follows:

1)  Strengthening and expanding the
agricultural and construction
machinery businesses

2)

3)

Ay

Agricultural machinery
business

In response to the needs of
customers and the trend of
competition, the Company will
enhance the 25HP-90HP products
within the 15HP-120HP ranged
market, but with an eye still on
those products of less than 25HP
and those of more than 90HP. At
the same time, the Company will
put its effort in exploring market
for such agricultural products as
tractors’ accessories. We aim not
only to supply the main machinery
for customers, but also products
which can complement with
agricultural machinery. This will
create breakthrough for the
agricultural industry.

Construction machinery
business

The Company will grasp the
opportunities provided by the State's
improvement in infrastructure and
its implementation of grand
development strategy of the western
region by speeding up the
development of the whole range of
its construction machinery products
such as rolling machinery, earthwork
machinery, paving machinery,
mixing machinery and maintenance
machinery.

Enlarging business opportunities
by specialisation in the Company's
specialised component plants.

Restructuring and reorganisation
of the business of its subsidiaries
and increasing the return of
investment made by the Company.

Endeavouring to international
cooperation, introducing new
advanced products, advanced
technology, advanced
management and experience from
overseas.
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The Company is raising efficiency through
emphasising management innovation,
absorbing new management ideas and
experiences, and by improvement in
operations and efficiency. The
management consultants A.T. Kearney
Co., Ltd. has conducted a comprehensive
diagnostic review on the Company and
proposals for improvement include: (1) To
restructure and reorganise product
development flow, data base on accounts
receivables, product pricing, strategic
procurement work flow; to identify the
personnel qualification and job
requirements for each segment of business
and management flow; (2) To restructure
the sales team so as to adapt to market
changes; to avoid waste of resources and
internal competition; to avoid lack of
overall planning and management in
product sales; to strengthen product sales,
sales management and after-sales services,
etc. and to keep abreast with the market so
that highly effective operating practices
can be achieved; (3) to establish effective
system of personnel management and to
enhance the initiatives of sales personnel.
By reforming the sales system, substantial
breakthroughs were expected in the market
expansion of the Company.

The Directors believe that through
adjustment in product mix,
rationalization of human resources and
implementation of management strategy,

the Company can manage to overcome
difficulties in adverse operating
environment and minimize the external
adverse impact on the Company, and to
be able to uphold the weakening
economics of scales so as to put the
operations of the Company into benign
cycle and thereby providing more
satisfactory investment return for
shareholders.

By order of the Board of Directors
Dong Yong An
Chairman

Luoyang, the PRC
26 April 2002
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