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CHAIRMAN'’S STATEMENT

Mr. Wu Yun, Chairman and General Manager of the Company
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DEAR SHAREHOLDERS,

I AM PLEASED TO present for your review the annual report of
Qingling Motors Co., Ltd. (the “Company”) and its subsidiaries (the
“Group”) for the year ended 31st December 2004.

2004 RESULTS

Despite the furious competition in the vehicle industry in 2004, the
Company overcame the complicated difficulties, endeavored to
cultivate its core competitiveness and strengthen its unique edge

that promote a healthy development of the Company.
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CHAIRMAN'’S STATEMENT

For the year ended 31st December, 2004, the Company’'s sales
volume amounted to 26,645 vehicles, representing a decrease of
23% over last year. Turnover reached RMB2.95 billion,
representing a decrease of 18% over last year. Profit after tax was

RMB110 million, representing a decrease of 30% over last year.

REVIEW OF OPERATIONS

In 2004, PRC furthered its macro-control to a greater extent at the
right times that enabled a stable development of the economy.
After the rapid growth in the previous two years in the PRC vehicle
market, there was a decelerated growth. Regarding to the sales in
the commercial vehicle market, there was a trend of “high in the
first half and low in the second”, the sales of the forth quarter
decreased by 11% when compared with the previous three

quarters.

Under these circumstances, the Company has committed itself to
maintain a leading position in terms of technology and quality, to
endeavor to reduce cost and to cultivate and enhance its core
competitiveness. The Company has actively made its efforts to
overcome unfavorable effects that brought about hard-won
achievements in technology, quality, costs and marketing and sales
aspects. The sales of the forth quarter recorded an increase when
compared with the previous three quarters. The Company shared a

trend of healthy development.
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CHAIRMAN'’S STATEMENT

Maintain a continual leading role on product technology. After
three years of hardship and endeavor made, a new 4 tons
commercial vehicle 600P of N Series, currently the most
cutting-edge vehicle with leading performance in the PRC
market, was co-launched by the Company and Isuzu, Japan.
With its 4K engine of EUIll emission, the vehicle is going to
shake off all other “imitators” and “clones” in the PRC. After
the launching of 600P, the Company is going engage itself
into logistics, the state's key industries and vehicle

retrofitting with a good prospect ahead.
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CHAIRMAN'’S STATEMENT

Strictly follow the ever-enhancing product quality standard in
the international market and continue to enhance the
management standard and the quality of staff. The Company
will promote the Isuzu management campaign of “Quality
Enhancement” to the 100 and more production lines of the
Company. Periodical on-site quality assurance “Project
Supervision” is to be done by Isuzu. This kind of visit ensures
our product quality meet the international standard, helping
us explore the international market. In the second half of the
last year, we finished off the work of key integration of gear
box and the direct export of accessories to the Isuzu

production line.

Endeavor to reduce costs. Since the first half of 2004, with
the co-operation of Isuzu, the Company commenced activities
to reduce costs and implement the localization of
accessories. The achievement of the first round
implementation was experienced in 2004 that emerged a new
competitive price. The forthcoming achievement is to be

experienced in 2005 and years ahead.
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4 JEEYIREREZERE F 4. In response to the development of logistic and transportation
ABZEIE [FERHBE | =5 industry, utilizing the opportunity of the Government to rectify
MEERREFE R & the "Overloaded” vehicles and enhance the environmental
BERAYRELRESD 1§ protection standard, the Company has the comparative
VImEBEREHEmIEEF advantage to regulate its sales structure to the main direction
BIZEWFM - NEIRE of the sales of logistic vehicles. Accordingly, the proportion of
Fifhtb B EF57%Rm 5 the sales of N Series logistic vehicles increased from 57%
64% * FRV|ER B EIRIR K last year to 64%. The sales of F Series heavy duty vehicles
BERR  HE8345 ' AL recorded a greater increase to 834 vehicles, which the sales
R - was a double when compared last year.
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CHAIRMAN'’S STATEMENT

OUTLOOK

The Company is currently facing furious market competition as well
as development opportunities. With the accelerating pace of
integrating economy within China, further extension of highways,
rapid development of logistic and transportation industry, there is a
growing demand from the customers of major logistic companies
and the state’s key industries for energy saving, environmental,
safe, highly efficient, and quality commercial vehicles with low
operating costs. After the efforts made in the previous three years,
the Company has developed its unique competitive advantage.
Looking forward to 2005 and years ahead, the Company will uphold
its established development direction by intensifying its measures
and channeling greater efforts to speed up the pace of

development.

1. Accelerate the cultivation and enhancement of its marketing
and sales competitiveness. In response to the development
of the China's economy and logistic and transportation
industry, the Company will cultivate and develop a strong
marketing and sales team of logistic vehicles, aiming at
accessing direct customers in certain key markets like
Guangdong, Jiangsu and Zhejiang area, Northern China,
Northwestern China and Northeastern China, and creating

new heights for sales.

2. Continue to enhance the competitiveness of our products.
Diversifying the specifications of different types of logistic
vehicles for different industries, different areas and different

aspects so as to enhance the performance of our products.

3.  Continue to adopt the localization of accessories policy to
reduce the cost and enhance the performance and

competitiveness of our products.
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CHAIRMAN'’S STATEMENT

4. Intensify the “Quality Enhancement” campaign to enhance
the quality management in manufacturing system, elevate the
management and staff to reach a new higher level, as well as
to strengthen the integrated competitiveness of the Company

to develop both international and national markets.

The Company is full of confidence that it can grasp the
development opportunities, focusing on the work highlights such
as product development, technology, quality, cost and the
establishment of marketing and sales and staff team, so as to
inject stream of development capacity for the Company to enlarge
the market share of its quality commercial vehicles and accomplish

a satisfactory operating results.

By Order of the Board
Wu Yun

Chairman

Chongging, 20th April, 2005





