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DIRECTORS’ REPORT

The board of directors of the Company (the “Board”) have pleasure
in presenting the annual report and audited consolidated financial
statements of the Company and its subsidiaries (the “Group”) for
the year ended 31st December, 2006.

PRINCIPAL ACTIVITIES

The Group is 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. Details of the
Company's subsidiaries as at 31st December, 2006 are set out in
note 30 to the financial statements.

SEGMENTAL INFORMATION

Details of segmental information of the Group are set out in note 6
to the financial statements.

RESULTS AND APPROPRIATIONS

Details of the results of the Group during the year are set out in
the consolidated income statement on page 39 of the annual
report. The directors recommend the payment of a final dividend of
RMBO0.02 per share to the shareholders whose names appear on
the register of shareholders on 22nd May, 2007. The proposed final
dividends amount to a total of RMB49,645,000.

DISTRIBUTABLE RESERVES OF THE COMPANY

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 the relevant accounting principles
and financial regulations applicable to companies established in PRC
("PRC GAAP") and the amount of profit determined in accordance
with Hong Kong Financial Reporting Standards. The Company's
profit available for distribution as at 31st December, 2006 was the
retained profit determined in accordance with PRC accounting
standards and regulations of approximately RMB1,102,019,000
(2005: RMB1,097,112,000).
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DISTRIBUTABLE RESERVES OF THE COMPANY (Cont'd)

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

() making up losses;

(i) allocation to statutory reserve fund;

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

(iv) allocation to discretionary reserve fund; and

(v)  payment of dividends in respect of ordinary shares.

The detailed proportion of distribution in respect of items (ii) to (v)
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.

PROPERTY, PLANT AND EQUIPMENT

During the year, the Group incurred approximately RMB23,861,000
on acquisition of property, plant and equipment for expansion of its
production facilities. Details of movements in property, plant and
equipment of the Group during the year are set out in note 15 to
the consolidated financial statements.

SHARE CAPITAL

Details of the share capital of the Company are set out in note 22
to the financial statements.
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DIRECTORS AND SUPERVISORS

The directors and supervisors of the Company during the year and
up to the date of this report were:

Executive directors:

Wu Yun (Chairman)
Gao Jianmin
Miyatake Yoshiyuki
Hosoi Susumu

Liu Guangming
Pan Yong

Yue Huagiang

Independent non-executive directors:

Long Tao

Song Xiaojiang

Xu Bingjin

Supervisors:

Min Qing (appointed on 15th June, 2006)

Zheng Gang (appointed on 15th June, 2006)

Zhou Hong
Liu Qi (retired on 15th June, 2006)

Feng Jialing (retired on 15th June, 2006)

All directors had renewed their service contracts with the Company
for a term of three years commencing on 17th June, 2006.
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DIRECTORS AND SUPERVISORS (Cont’'d)

The Company has received annual confirmation from each of the
independent non-executive Directors as regards to their
independence to the Company and considers that each of the
independent non-executive Directors is independent to the
Company. However, the Company has not yet employed an
ordinary Hong Kong resident as an independent non-executive
Director pursuant to Rule 19A.18(1) of the Rules Governing the
Listing of Securities on The Stock Exchange of Hong Kong Limited
(the "“Stock Exchange”) (collectively referred to as "“Listing
Rules”). The Company is in the process of locating a suitable
candidate to assume such position as soon as possible.

According to the Company’s Articles of Association, the term of
office of the Chairman and other directors shall be three years
renewable upon re-appointment or re-election. The prior term of
office of each of the directors expired and the Chairman and other
directors were all re-elected at the annual general meeting of 2006,
which was held on 15th June, 2006.

Mr. Hosoi Susumu who is an existing executive director of the
Company has notified the Company that due to reallocation to
other job duties, he will resign as executive director of the
Company with effect from the approval of the shareholders at the
annual general meeting of the Company and confirmed that he has
no disagreement with the board of directors of the Company and
there is no other matter in relation to his resignation that need to
be brought to the attention of the shareholders of the Company.

A substantial shareholder of the Company, Isuzu Motors Limited,
has nominated Mr. Naotoshi Tsutsumi as candidate for election as
an executive director in place of Mr. Hosoi Susumu and such
candidate has given written notice to the Company of his
willingness to accept the nomination.

The board of directors of the Company has proposed that
resolutions will be proposed to the annual general meeting to
accept the resignation of Mr. Hosoi Susumu as an executive
director of the Company and to elect Mr. Naotoshi Tsutsumi as an
executive director of the Company to hold office from the date of
the annual general meeting to the date of the annual general
meeting for the year of 2009.
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DIRECTORS AND SUPERVISORS (Cont’'d)

In accordance with the provisions of the Companies Law in the
People’s Republic of China (the “PRC"), the term of office of
supervisors shall also be three years and renewable upon re-
appointment or re-election. The prior term of office of each of the
supervisors expired at the annual general meeting of 2006, which
was held on 15th June, 2006. Mr. Liu Qi and Mr. Feng Jialing
retired, Ms. Zhou Hong was re-elected as Supervisor representing
the shareholders of the Company, Ms. Min Qing was appointed as
Supervisor representing the shareholders of the Company, and Mr.
Zheng Gang was appointed as Supervisor representing the staff
and workers of the Company at 2006 annual general meeting.

None of the directors or supervisors has a service contract with the
Company or its subsidiaries which is not determinable by the
Group within one year without payment of compensation, other
than statutory compensation.

DIRECTORS’ REMUNERATION AND HIGHEST PAID
INDIVIDUALS

The details of directors’ remuneration and highest paid individuals
are set out in note 9 to the financial statements.

QUALIFIED ACCOUNTANT

The Company has not yet employed a Qualified Accountant
pursuant to Rule 3.24 of the Listing Rules. The Company is in the
process of locating a suitable candidate to assume such position as
soon as possible.

DIRECTORS’, SUPERVISORS’ AND CHIEF EXECUTIVE’S
INTERESTS IN SHARES

As at 31st December, 2006, none of the directors, supervisors and
chief executive of the Company has any interest or short positions
in the shares, underlying shares or debentures of the Company or
its associated corporations as defined under the Securities and
Futures Ordinance (“SFO") as recorded in the register required to
be kept under section 352 of SFO or as otherwise notified to the
Company and The Stock Exchange of Hong Kong Limited pursuant
to the Model Code for Securities Transactions by Directors of
Listed Issuers (“Model Code”) as set out in Appendix 10 to the
Listing Rules.
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NUMBER OF SHAREHOLDERS AND SUBSTANTIAL
SHAREHOLDERS

As at 31st December, 2006, there were 161 shareholders recorded
in the register of shareholders of the Company and the
shareholders other than a director, supervisor or chief executive of
the Company, having an interest and short positions in 5% or more
of the issued share capital of the relevant classes as recorded in
the register of interests in the shares and short positions required
to be kept by the Company under Section 336 of SFO were as

follows:

Long positions in the shares of the Company:

EERERI
BRALL =
Percentage of HEARALLE
the relevant Percentage
ROEE 56 class of of entire
Number of shares  Capacity share capital  share capital
1,243,616,4030 E&HEAA 100% 50.10%
1,243,616,403  Beneficial owner
shares
496,453,654  BEHERA 40.08% 20.00%
496,453,654  Beneficial owner
shares
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DIRECTORS’ REPORT

NUMBER OF SHAREHOLDERS AND SUBSTANTIAL
SHAREHOLDERS (Cont’d)

Save as disclosed above, the register required to be kept under
section 336 of the SFO showed that the Company had not been
notified of any interests or short positions in the shares and
underlying shares of the Company as at 31st December, 2006.

RIGHTS TO PURCHASE SHARES OR DEBENTURES

At no time during the year was the Company, its subsidiaries, its
ultimate holding company or fellow subsidiaries, a party to any
arrangements to enable the directors, supervisors and chief
executive of the Company to acquire benefits by means of the
acquisition of shares in, or debentures of, the Company or any
other body corporate.

DIRECTORS’ AND SUPERVISORS’ INTERESTS IN
CONTRACTS

No contract of significance to which the Company, its subsidiaries,
its ultimate holding company or fellow subsidiaries, was a party
and in which a director or supervisor of the Company had a
material interest, whether directly or indirectly, subsisted at the
end of the year or at any time during the year.

INTERESTS OF DIRECTORS IN COMPETING BUSINESS

During the year, none of the Directors or Supervisors had any
interest in any business which compete or may compete with the
business of the Company.
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CONNECTED TRANSACTIONS

During the vyear, the Group had connected transactions with
Qingling Group and its subsidiaries, and Isuzu Motors Limited
("lIsuzu”) and its wholly-owned subsidiary, Isuzu (China) Holding
Co., Ltd. (collectively referred to as “lsuzu Group”). Qingling Group
and Isuzu held approximately 50.10% and approximately 20.00% of
the issued share capital of the Company respectively as at 31st
December, 2006. Details of these transactions are as follows:

(a)  Significant connected transactions with Qingling Group and
its subsidiaries:

At the time of reorganisation of the Company as described in
note 1 to the consolidated financial statements, the Group
entered into a service agreement in relation to the provision
of services by Qingling Group. In addition, the Group had also
entered into a parts supply agreement with Qingling Group
whereby Qingling Group agreed to provide the Group with
certain parts and components produced by Qingling Group
which are required in the production processes of the Group.
On 6th July, 2005, the Group entered into new parts supply
agreements with Qingling Group and its subsidiaries
respectively, which were approved by the Group’s general
meeting held on 20th September, 2005.

On 21st August, 2000, the Company also entered into a rental
agreement with Qingling Group whereby the Company
agreed to rent certain moulds and machinery to Qingling
Group for a period of one year. The monthly rental was
calculated based on the actual depreciation cost incurred by
the Company. The Company has renewed the rental
agreement in 2006 for another year upon the expiration of the
relevant agreement with the terms of the agreement
remained unchanged.
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DIRECTORS’ REPORT

CONNECTED TRANSACTIONS (Cont'd)

(b)

On 25th January 2006, the Company also entered into a
warehouse leasing agreement with Qingling Group whereby
the Company agreed to lease warehouses from Qingling
Group for a period of two years.

Details of connected transactions with Qingling Group during
the year are set out in note 26(i)(a) to the consolidated
financial statements.
During the vyear, the Company had certain connected
transactions with some of the sino-foreign joint venture
companies which are the subsidiaries of Qingling Group.
These companies include EEERBEFRAE, EEERE
EBERAR, EEEREBARALAR, EERRAZEERAR
NE, EEEREBMAMRAR and EEEKRBEERAA.
Details of these transactions are set out in note 26(i)(b) to
26(i)(g) to the financial statements respectively.

Significant connected transactions with Isuzu Group:

On 28th March, 2006, the Company has entered into an
automobile parts and components supply agreement with
Isuzu whereby Isuzu agreed to provide the Company with
certain automobile parts and components produced by Isuzu
and which are required in the production processes of the
Company. This agreement was approved by the independent
shareholders by poll on 15th June, 2006.
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CONNECTED TRANSACTIONS (Cont'd)

On 28th March, 2006, the Company has also entered into an
accessory sets and other automobile parts and components
supply agreement with Isuzu whereby the Company agreed
to provide Isuzu with certain accessory sets and other
automobile parts and components produced by the Company
and which are required in the production processes of Isuzu
Group. This agreement was approved by the independent
shareholders by poll on 15th June, 2006.

During the vyear, the Company had certain connected
transactions with Isuzu of royalty fee for the transfer of
technology by Isuzu to the Company.

Details of connected transactions with Isuzu Group during the
year are set out in note 26(ii) to the consolidated financial
statements.

The independent non-executive directors confirm that the
transactions have been entered into by the Company in the ordinary
course of its business, on normal commercial terms or on terms no
less favourable than terms available to or from independent third
parties, and in accordance with the terms of the agreement
governing such transactions that are fair and reasonable and in the
interests of the shareholders of the Company as a whole.

The Company has received from the auditors a letter which
regarding the procedure they performed and the factual findings
about the above transactions are that:

1. have received the approval of the Board:

2. have been entered into in accordance with the pricing policies
of the Company;

3. have been entered into in accordance with the relevant
agreements governing the transactions; and

4. have not exceeded the relevant annual caps.
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FIVE LARGEST SUPPLIERS AND CUSTOMERS

For the year ended 31st December, 20086, the five largest suppliers
accounted for 39% of the total purchases of the Group. One
subsidiary of Qingling Group is the largest supplier who accounted
for 15% of the total purchases. Another one subsidiary of Qingling
Group and the Japanese trading Company, through which Isuzu
channels its supply of parts and components to the Group are
included in the five largest suppliers of the Group and accounted
for 16% of the total purchases. Details of transactions with
Qingling Group and its subsidiaries and with Isuzu Group are set
out in the section “Connected Transactions” above. Other than
disclosed above, the Company’s directors and supervisors, their
associates or any shareholders (which to the knowledge of the
directors own more than 5% of the Company’s share capital), did
not have any interests in the Group's five largest suppliers for the
year ended 31st December, 2006.

For the year ended 31st December, 2006, the aggregate sales
attributable to the Group’s five largest customers were less than
30% of the Group’s total sales.

CONVERTIBLE SECURITIES, OPTIONS, WARRANTS OR
SIMILAR RIGHTS

The Company and its subsidiaries did not issue or grant any
convertible securities, options, warrants or similar rights during the
year.

There were no outstanding or conversion of convertible securities,
options, warrants or similar rights issued or granted by the
Company or its subsidiaries during the year.
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DESIGNATED DEPOSITS

As at 31st December, 2006, the Group did not hold any designated
deposits or any time deposits that were overdue but could not be
collected upon maturity.

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY'’S LISTED SECURITIES

During the year, there was no redemption of listed securities of the
Company, and none of the Company or its subsidiaries had
purchased, redeemed or sold any of the Company's listed
securities during the year.

EMPLOYEES

As at 31st December, 2006, the Group has 3,020 employees.
During the year, no material change is noted for the number of
employees nor their remuneration policy. The Group actively
provides various training to its staff of all levels.

STAFF RETIREMENT SCHEME

Details of the Group's staff retirement scheme are set out in note
29 to the consolidated financial statements.

EMOLUMENT POLICY

The emolument policy of the employees of the Group is set up by
the Remuneration Committee on the basis of their merit,
qualifications and competence.

The emoluments of the directors of the Company are decided by
the Remuneration Committee, having regard to the Company's
operating results, individual performance and comparable market
statistics.

SALES OF STAFF QUARTERS

The Company did not sell any of its staff quarters to its employees
during the year 2006.
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MODEL CODE FOR SECURITIES TRANSACTIONS BY
DIRECTORS

The Company has adopted the Model Code as set out in Appendix
10 to the Listing Rules. Based on specific enquires to all Directors
and Supervisors, the Company confirms that all Directors and
Supervisors have complied with the required standard set out in
the Model Code during the year.

PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Company's
Articles of Association.

CORPORATE GOVERNANCE

Except for the deviations set out in the “corporate governance
report”, the Company has complied with the code provisions of the
Code on Corporate Governance Practices as set out in Appendix 14
to the Listing Rules during the year.

Further information on the Company's corporate governance
practices is set out in the “corporate governance report” from
pages 28 to 35.

PUBLIC FLOAT

Based on the information that is publicly available to the Company
and within the knowledge of its directors, as at the date of this
annual report, there is sufficient public float, as not less than 25%
of the Company’s issued shares are held by the public.

REVIEW OF ACCOUNTS

The audit committee has reviewed with the management and
auditors of the Company the accounting principles and practices
adopted by the Group and discussed auditing, internal controls and
financial reporting matters including the review of the audited
consolidated financial statements for the year ended 37st
December, 2006.
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3 401 AUDITORS

R =gt FE - EYHEKE Messrs. Deloitte Touche Tohmatsu CPA Ltd. and Messrs. Deloitte
STENEBRAERATIREE « @E Touche Tohmatsu have acted as auditors of the Company for PRC
BRI ERTENTT DB AR ARG 2R and Hong Kong reporting purposes respectively for the past three
KB R B - financial years.

EHBEREESEXSHMESLAE A resolution will be submitted to the annual general meeting of the
RAFIREE o« BBEM SFTAITT Company to re-appoint Messrs. Deloitte Touche Tohmatsu CPA
BARNB 2 ZEE 2 RE RN Ltd. and Messrs. Deloitte Touche Tohmatsu as auditors of the
REIZBRRAFRE LIRE - Company.

AEERED By order of the Board

RE WU YUN

BEER Chairman

EF —ZEZTLFWMA+AE Chongging, 19th April, 2007
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