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CHAIRMAN'’S STATEMENT

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 2005.

2005 RESULTS

In 2005, despite ferocious market competition, the Company
overcame various difficulties, endeavoured to cultivate its core
competitiveness, so as to drive a healthy development of the

Company.
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CHAIRMAN'’S STATEMENT

For the year ended 31st December, 2005, the Company’'s sales
volume amounted to 28,850 vehicles, representing an increase of
8% over last year. Turnover reached RMB3.21 billion, representing
an increase of 9% over last year. Profit after taxation was

RMB39.6 million, representing a decrease of 64% over last year.

REVIEW OF OPERATION

In 2005, the State announced various regulations and measures
related to vehicle trading, import and export, tax management and
environmental safety and protection. Production and sales of
vehicles continued to decline over the past few years, with

commercial vehicle industry continued to operate at a low gear.

During the year, the Company has committed itself to maintain the
development initiatives of being leader in technology and quality;
strived to excel internally, promote product structure adjustment,
improve marketing capability and reduce product costs. Together
with Isuzu, the Company endeavored to implement joint operation,
cultivated and enhanced its core competitiveness, so as to achieve
hard-won results. Despite a market slowdown for commercial
vehicle industry in China as a whole, the Company’s production
and sales broke the tide and increased, representing a sound and

healthy development trend for the Company.
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CHAIRMAN'’S STATEMENT

Capitalizing on technology and quality advantages of Isuzu
commercial vehicles, the Company educated its customers to
distinguish and choose high quality commercial vehicles.
Sales of N Series commercial vehicles amounted to 18,192
vehicles, with sales of 4 tons commercial vehicles 600P,
which was launched in 2004 and with its engine of EUIII
emission, reached around 2,200 vehicles. The 600P is being
deployed in mining, petroleum and other major state
industries, as well as in logistics industry and reconstruction
factories with good prospects. Moreover, sales of F Series
heavy duty commercial vehicles reached 703 vehicles,

achieved hard-won results.
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CHAIRMAN'’S STATEMENT

The Company endeavored to reduce costs, improve price
competitiveness of its products. Together with Isuzu, the
Company launched cost reduction activities, implemented a
new round of production localization of parts and accessories,
and introduced management of controllable costs over
material and power consumption, cutting tools within
production and manufacturing processes; so as to reduce
costs and introduce new product price competitiveness. This

achievement will be highlighted in future market competition.

The Company continued with its efforts in promoting product
structure adjustment and enhancing marketing capability. In
response to development needs of national economy and
logistics industry, the Company capitalized on advantages in
technology and quality of its logistics vehicles to promote
product structure adjustment with main emphasis on logistics
industry and improved marketing capabilities of in-house
marketing staff and outside dealers. For example, healthy
interaction between marketing capability and product
structure adjustment was achieved in Guangdong, Hunan,

Tianjin and other markets.
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CHAIRMAN'’S STATEMENT

In accordance with advanced overseas management
standards and quality requirements, the Company strived to
improve management and staff quality. The Company
continued with its quality promotion activities in training staff
with high standards and stringent requirements. While
establishing a sustainable and stable product quality
assurance system to promote competitiveness of the
Company, various employees were also allowed to improve

their capability in routine operations.
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CHAIRMAN'’S STATEMENT

OUTLOOK

In 2006, the Company is facing ferocious market competition as
well as development opportunities. The Company has formed its
software and hardware foundation, as well as its core
competitiveness after development in the Ninth and Tenth Five
Year Plan. Moreover, with Isuzu’'s shareholding in the Company
having reached 20%, both parties have joined hands in
implementing joint operation. With stable and healthy development
of the national economy and improvements in road conditions,
China continues to upgrade environment safety and protection
requirements on vehicles and enhance regulatory controls over
"overloaded"” vehicles. While low quality “imitation” vehicles were
quickly identified by customers and eliminated from the market
gradually, high-tech, high quality commercial vehicles have
established themselves as the main stream of market demand. The
Company firmly believes that its market share will be expanded,
despite ferocious market competition, in accelerating and driving

up its development.

1. To solidify cooperation with Isuzu with regard to marketing
and after-sales services. Together with Isuzu, the Company
will conduct market and customer research, collect, collate
and analyse basic information about end-users, form directed
measures, and strive to promote marketing and after-sales

services.

2. To enhance training and development of new dealers. In
accordance with the development and present status of the
national economy, the Company will speed up training and
enhance marketing capability in provincial capitals and key
economic centres, develop new dealers with marketing
capability to cope with mainstream customers with varied

characteristics, so as to support sales growth.
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CHAIRMAN'’S STATEMENT

To reduce costs, further improve price competitiveness of
products. The Company will continue with its production
localization of parts and accessories, with key emphasis on
cost management and control in sourcing and production, so
as to reduce costs, improve price competitiveness of
products, and support market development in both

international and domestic markets.

To promote continuously advancements in technology and
management. The Company will improve management
standards over technology development, production quality,
marketing and after-sales services, and improve quality of
various employees in the promotion of the Company's routine

operation to a higher standard.

Facing development opportunities in 2006 and the future, the
Company is fully confident that it can join hands with Isuzu to
make full use of and continue to accumulate new competitive
capabilities, so as to expand its market share. The Company will
strive to make itself stronger, healthier, and more competitive in
both international and domestic markets, and create excellent

operation results for investors.

By Order of the Board
Wu Yun

Chairman

Chonggqing, 20th April, 2006



